Practice Exam Chapters 1-5 (2)

Problem I

Short answer exercises (Answer in the space provided)

1.
On July 1, 2009, Doe Corp. agreed to sell the assets and product line of its Hart Division.  The division qualifies as a component of the entity.  The sale was completed on February 15, 2010.  At the end of 2009, the book value of Hart’s assets was $300,000 less than their net fair value.   The division’s operating losses for 2009 were $600,000.  Disregarding income taxes, what should be reported in the 2009 income statement related to the discontinued operation?

2.
Refer to question 1.  Assume that at the end of 2009, the book value of Hart’s assets was $300,000 more than their net fair value. Disregarding income taxes, what should be reported in the 2009 income statement related to the discontinued operation?

3.
Record year-end (December 31) adjusting entries for the following situations:


a. 
An insurance policy covering three years was purchased on July 1, for $6,000.


  
The entire amount was debited to insurance expense.


b.
The company borrowed $40,000 from a local bank on October 1.  Principal 


and interest at 12% will be paid in one year.  


Problem II

The Wanless Corporation provides Internet consulting services to a wide-range of customers.  The company’s fiscal year ends on December 31.  For the year ended December 31, 2009, the company collected $1,300,000 from regular customers and paid out $650,000 for various operating expenses (not including income taxes and restructuring costs).  The following information also is available.

Partial balance sheet information:


12/31/09
12/31/08

Accounting receivable
120,000
95,000

Accounts payable (for operating expenses)
50,000
65,000

Additional facts:

1. 
Depreciation expense for 2009 totaled $70,000.

2. 
There were no bad debt write offs during the year.

3. 
During the year, the company incurred a loss of $100,000 from hurricane damage to one of its buildings.  The loss is material and the event is considered to be unusual and infrequent.

4. 
On December 31, 2009, a piece of land that the company had intended to build a 
building on was sold for $400,000.  The land cost Wanless $160,000.  Terms of the 
sale were as follows:  $50,000 down payment and the remainder to be paid in seven 
equal annual installments of $50,000 (plus interest) due each December 31, beginning


December 31, 2010.  Because of the uncertainty surrounding the 
collection of the 
installment receivable, the company decided to use the installment 
sales method to recognize gain on sale of the land.  The gain is not considered extraordinary.

5.
The company incurred restructuring costs of $200,000 in 2009, all of which were paid in cash as of year-end.  The cash payment is in addition to the $650,000 paid for
other operating expenses.


6.
The company’s income tax rate is 40% on all items of income or loss.

Required: (Show all computations)

Prepare a multiple-step, accrual-based income statement for 2009 applying generally accepted accounting principles.  Wanless Corporation is a publicly traded corporation with 100,000 shares of common stock outstanding.

Problem II (Answers)
Problem III
Bertrand Engineering is a civil engineering firm that specializes in bridge and tunnel construction as well as flood control.  On January 1, 2009, Bertrand received a $40,000,000, four-year contract for a flood control project on the Columbia River.  Bertrand uses the percentage-of-completion method of revenue recognition.  Data regarding the status of this contract at the end of 2009 and 2010 are as follows:



   2009
2010

Costs incurred during the year
$ 4,224,000
$ 7,676,000

Estimated additional costs to complete, as of year-end
30,976,000
22,100,000
      


Billings during the year
3,800,000
6,880,000

Cash collections during the year
2,950,000
7,150,000


Required:   

1.
Calculate the revenue, cost of construction (cost of goods sold), and gross profit 
(loss) to be recognized on this contract for both 2009 and 2010.

2.
Prepare a partial balance sheet to show the presentation of the project as of 


December 31, 2009 and 2010.

3.
Assume that the estimated cost to complete this project at the end of 2010 is 
$29,100,000 (instead of $22,100,000).  Determine the amount of gross profit
            (loss) to be recognized in 2010.

Problem IV
The following is a December 31, 2009, post-closing trial balance for the Robinson Corporation.

	
	
	
	
	

	Account Title
	Debits
	
	    Credits
	

	Cash and cash equivalents

	120,000
	
	
	

	Accounts receivable 

	425,000
	
	
	

	Inventories 

	600,000
	
	
	

	Prepaid insurance 

	30,000
	
	
	

	Marketable equity securities, short-term 

	150,000
	
	
	

	Machinery and equipment 

	550,000
	
	
	

	Accumulated depreciation – machinery and 

     equipment 

	
	
	320,000
	

	Patent

	50,000
	
	
	

	Accounts payable 

	
	
	345,000
	

	Wages payable 

	
	
	40,000
	

	Unearned revenue, short term 

	
	
	25,000
	

	Interest payable 

	
	
	20,000
	

	Bonds payable (due in ten years) 

	
	
	400,000
	

	Common stock 

	
	
	200,000
	

	Retained earnings 

	​​______
	
	575,000
	

	                   Totals
	1,925,000   
	
	1,925,000   
	


Required:

Prepare a classified balance sheet for Robinson Corporation at December 31, 2009.
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