Practice Exam Chapters 1-5 (2)

Solutions

Problem I
1.  Loss from operations of discontinued component
$(600,000)



There is no impairment loss because the book value of the division’s assets is less than net fair value.

2.  Loss from operations of discontinued component
$(900,000)

     (including impairment loss of $300,000)

3.
a. 

Prepaid insurance ($6,000 x 5/6)

5,000

Insurance expense 


5,000

b. 

Interest expense ($40,000 x  12% x 3/12)

1,200

Interest payable 


1,200

Problem II
Sales revenue
= 
$1,300,000 + 25,000 increase in accounts 
receivable


=
$1,325,000
Operating expenses
= $650,000 - 15,000 decrease in accounts 
payable


= $635,000

+ Depreciation       
       70,000 


= $705,000
Wanless  Corporation
INCOME STATEMENT

For the Year Ended December 31, 2009

Sales revenue

$1,325,000

Operating expenses


   Restructuring costs
$200,000

   Other
  705,000
       905,000
Operating income

420,000

Other income:

  Gain on installment sale*

       30,000
Income before income tax expense

450,000

Income tax expense

     180,000
Income before extraordinary item

270,000

Loss from hurricane damage,

   net of $40,000 tax benefit

     (60,000)

Net income

$  210,000
Earnings per share:

Income before extraordinary item

$2.70

Extraordinary loss

  (.60)

Net income

$2.10
* Gain on installment sale:


$400,000

(160,000)
    Total gain
 240,000

Gross profit percentage =  $240,000/$400,000  = 
  60%   

Cash collected = $50,000 x 60%  =  $30,000  gain recognized

Problem III
1.
2009:
$4,224,000

                               -----------------------------------    =  12% complete

$4,224,000 + 30,796,000

Revenue  =  $40,000,000 x 12%  =  
$4,800,000

Cost of construction (cost incurred)
(4,224,000)

Gross profit

$   576,000
2010:

$4,224,000



+ 7,676,000

Costs incurred to date
11,900,000


Estimated cost to complete
 22,100,000

  Total costs
$34,000,000

$11,900,000

                                ----------------------    =  35% complete

$34,000,000

Revenue ($40,000,000 x 35% = $14,000,000 - 4,800,000)
$9,200,000

Cost of construction
(7,676,000)

Gross profit
$1,524,000
2.
2009:
Assets:

Accounts receivable ($3,800,000 - 2,950,000)
 850,000


Costs + profit in excess of billings
   ($4,224,000 + 576,000 - 3,800,000)
1,000,000

2010:
Assets:

Accounts receivable ($850,000 + 6,880,000 - 7,150,000)
 580,000


Costs + profit in excess of billings
 ($11,900,000 + 576,000 + 1,524,000 - 3,800,000 - 6,880,000)
3,320,000

3.
$4,224,000 + 7,676,000 = 
$11,900,000

+

 29,100,000
Estimated total costs
$41,000,000

$40,000,000 - 41,000,000 = 
$(1,000,000) loss to date

+ profit recognized in prior year
     576,000
Loss recognized in 2010
$(1,576,000)
Problem IV
	
	
	

	ROBINSON CORPORATION
	
	

	Balance Sheet
	
	

	At December 31, 2009
	
	

	
	
	

	
Assets
	
	

	Current assets:
	
	

	Cash and cash equivalents

	
	$  120,000

	Marketable securities 

	
	150,000

	Accounts receivable 

	
	425,000

	Inventories 

	
	600,000

	Prepaid insurance 

	
	    30,000

	Total current assets 

	
	1,325,000

	
	
	

	Property, plant, and equipment:
	
	

	Machinery and equipment

	$550,000
	

	Less: Accumulated depreciation 

	 (320,000)
	

	Net property, plant, and equipment 

	
	  230,000

	
	
	

	Intangible assets:
	
	

	Patent 

	
	    50,000

	Total assets 

	
	$1,605,000

	
	
	

	Liabilities and Shareholders' Equity
	
	

	Current liabilities:
	
	

	Accounts payable 

	
	$    345,000

	Wages payable 

	
	40,000

	Unearned revenue 

	
	25,000

	Interest payable 

	
	     20,000 

	Total current liabilities 

	
	   430,000

	
	
	

	Long-term liabilities:
	
	

	Bonds payable 

	
	  400,000

	
	
	

	Shareholders’ equity:
	
	

	Common stock 

	$200,000
	

	Retained earnings 

	 575,000
	

	Total shareholders’ equity 

	
	   775,000

	Total liabilities and shareholders’ equity 
	
	$1,605,000

	 
	
	


