Practice Exam Chapters 1-5 (1)

Solutions

Problem I
a. 

Supplies expense ($3,700 - 1,800)

1,900

Supplies


1,900

b. 

Unearned rent revenue ($7,200 x 1/2)

3,600

Rent revenue


3,600

c.

Interest expense ($40,000 x 12% x 8/12)

3,200

Interest payable


3,200

d.
Insurance expense ($4,800 x 3/12)

1,200


Prepaid insurance


1,200

e.
Depreciation expense

13,000


Accumulated depreciation


13,000

Problem II
December 31, 2009
Sales revenue

800,000


Income summary


800,000

Income summary

699,000


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

Income Summary ($800,000 - 699,000)

101,000


Retained earnings


101,000

Problem III
Kerr-Graham Corporation
INCOME STATEMENT

For the Year Ended December 31, 2009

Income from continuing operations 
    $  1,050,000

Discontinued operations:

  Loss from operations of discontinued component


    (including loss on disposal of $1,200,000) *
$(1,590,000)               

    Income tax benefit
   636,000
Loss from discontinued operations 
$   (954,000)

Net Income 
  
  $      96,000

* Loss on discontinued operations:

Loss on sale of assets
$1,200,000


Operating loss
    390,000

    Total before tax loss
$1,590,000


Less: Income tax benefit (40%)
  (636,000)

    Net of tax loss
$   954,000
Earnings per share:

Income from continuing operations 
         $10.50 

Loss from discontinued operations 
           (9.54)
Net income 
        $   .96
Problem IV

2009: 
$2,000



-------
= 25% x  $4,000  =  $1,000


$8,000


2010:
$4,000  -  1,000 (2009 gross profit)  =  $3,000
Problem V

    Gross profit percentage = 20% ($80,000 ÷ $400,000)


2009:
20% x $  80,000 = 
$16,000


2010:
20% x $160,000 = 
$32,000


2011:
20% x $160,000 = 
$32,000

Multiple Choice

1.
c

2.
a

3.
c

4.
d

5.
a

6.
d

7.
d

8.
d

9.
d

10.
b

