Practice Exam Chapters 1-5 (1)

Problem I

Prepare December 31, 2009, adjusting entries for English Corporation for each of the following items:


a.
An inventory of office supplies on hand reveals a count of $1,800.  The ledger reflects a balance in the office supplies account of $3,700.


b.
On December 1, 2009, English collected rent of $7,200 (for December and January rent) from a tenant renting some space in its warehouse and credited unearned rent revenue for that amount.


c.
English borrowed $40,000 from its bank on May 1, 2009.  The entry recorded at that time included a credit to notes payable for $40,000.  No payments are due until 2010.  The annual interest rate is 12%.


d.
A one-year insurance policy insuring the company's truck was purchased on October 1, 2009.  The entry at that time included a debit to prepaid insurance of $4,800.


e.
Depreciation expense for 2009 was $13,000.

Problem II

The December 31, 2009 adjusted trial balance for the Supplementary Corporation is presented below.

	Account Title
	Debits
	
	Credits

	
	
	
	

	Cash 
	     21,000
	
	

	Accounts receivable 
	   300,000
	
	

	Allowance for uncollectible accounts
	
	
	         20,000

	Prepaid rent expense
	     10,000
	
	

	Inventory 
	     50,000
	
	

	Equipment 
	     600,000
	
	

	Accumulated depreciation - equip
	
	
	250,000

	Accounts payable 
	
	
	     40,000

	Note payable (due in six months) 
	
	
	     60,000

	Salaries payable 
	
	
	       8,000

	Interest payable 
	
	
	          2,000

	Capital stock 
	
	
	     400,000

	Retained earnings 
	
	
	100,000

	Sales revenue 
	
	
	     800,000

	Cost of goods sold 
	   480,000
	
	

	Salaries expense 
	   120,000
	
	

	Rent expense 
	      30,000
	
	

	Depreciation expense 
	        60,000
	
	

	Interest expense 
	          4,000
	
	

	Bad debt expense 
	          5,000
	
	________

	                   Totals
	   1,680,000
	
	   1,680,000


Required:
Prepare the necessary closing entries at December 31, 2009.

Problem III

The Kerr-Graham Corporation had two operating divisions, one manufacturing cooking utensils and the other herb gardens.  Both divisions qualified as separate components of the entity.  On September 15, 2009, the company adopted a plan to sell the assets of the herb garden division.  The actual sale was made on December 8, 2009, at a price of $1.8 million.  The book value of the division’s asset was $3 million, resulting in a before-tax loss of $1.2 million on the sale.

The division incurred before-tax operating losses of $300,000 from the beginning of the year to September 15, and $90,000 from September 16 through December 8.  The income tax rate is 40%.  Kerr-Graham’s after-tax income from its continuing operations is $1,050,000.

Required:

Prepare Kerr-Graham’s income statement for 2009 beginning with “income from continuing operations.”  Include appropriate EPS disclosures assuming that 100,000 shares of common stock were outstanding throughout the year.  Show calculations.
Problem IV

In 2009, McArthur-Douglas contracted to build an airplane for $12,000,000.  Data relating to the contract are as follows:


($ in thousands)


2009
2010

Costs incurred during the year
 
$2,000
$6,000


Estimated costs to complete as of year-end
 
6,000
        -     


Billings during the year 

6,000
  6,000


Cash collections during the year

5,000
7,000

Required:


Determine the gross profit that McArthur-Douglas should recognize in both 2009 and 2010 using the percentage-of-completion method.  Show calculations.
Problem V

On July 1, 2009, Barnes Manufacturing Company sold inventory to SuperRite, Inc. for $400,000.  Terms of the sale called for a down payment of $80,000 and two annual installments of $160,000 due on each July 1, beginning July 1, 2010.  Each installment also will include interest on the unpaid balance applying an appropriate interest rate.  The inventory cost Barnes $320,000. 

Required:


Compute the amount of gross profit to be recognized from the installment sale in 2009, 2010, and 2011 using the installment sales method.  Show calculations.
Multiple Choice
Enter the letter corresponding to the response which best completes each of the following statements or questions.

      
  1.
Financial statements generally include all but which of the following:



a.
income statement.



b.
balance sheet.



c.
federal income tax return.



d.
statement of cash flows.

      
2.
The primary objective of financial reporting is to provide information:



a.
useful in making decisions.


b.
about a firm's economic resources and obligations.



c.
about a firm's product lines.



d.
about a firm's financing and investing activities.

      
3.
The two primary decision-specific qualities that make accounting information useful are:



a.
verifiability and representational faithfulness.



b.
predictive value and feedback value.



c.
relevance and reliability.



d.
cost effectiveness and materiality.

      
4.
Which of the following characteristics does not describe a liability?


a.
result of a past transaction.



b.
probable.



c.
present obligation.



d.
must be legally enforceable.

      
5.
The underlying assumption that presumes a company will continue indefinitely is:



a.
going concern.



b.
periodicity.



c.
economic entity.



d.
monetary unit.

      
6.
In general, revenue is recognized when the earnings process is virtually complete and:



a.
production is completed.



b.
a purchase order is received.



c.
cash is collected.



d.
collection of the sales price is reasonably assured.

      
7.
A transaction that is unusual, but not infrequent, should be reported separately as a(an)



a.
Extraordinary item, net of applicable income taxes.



b.
Extraordinary item, but not net of applicable 
income taxes.



c.
Component of income from continuing 
operations, net of 




applicable income taxes.



d.
Component of income from continuing operations, but not net of applicable income taxes.

      
8.
A gain or loss should be reported in an income statement as an extraordinary item (net of tax) if it is due to a transaction considered:



a.
to favorably affect taxes



b.
extraordinarily large in amount



c.
expected to materially impact the financial condition of the company



d.
unusual in nature and infrequent in occurrence



The following data for the Robinson Companies, Inc. apply to questions 9 and 10:



Income statement:
2009

Sales
$2,500,000


Cost of goods sold
1,300,000


Net income
200,000


Balance sheets:
2009
2008


Accounts receivable
$    300,000
$   200,000


Total assets
2,000,000
1,800,000


Total shareholders' equity
900,000
700,000

      
9.
The accounts receivable turnover for 2009 is:



a.
4.33



b.
8.33



c.
  5.2

d. 10.0

      
10.
The return on shareholders' equity for 2009 is:



a.
20%



b.
25%



c.
22.22%



d.
8%

