Practice Exam, Chapters 13-15

Problem I

Shea Industries, a dental supplies facilitator, borrowed $480,000 cash on October 1, 2006.  West Bank made the loan in accordance with a short-term revolving credit agreement.  Shea issued a 7-month, 12% promissory note with interest payable at maturity.  Shea’s fiscal period is the calendar year.  

Required:

1. Prepare the journal entry for the issuance of the note by Shea Industries.  Show calculations.
2. Prepare the appropriate adjusting entry for the note by Shea Industries on December 31, 2006.  Show calculations.
3. Prepare the journal entry for the payment of the note by Shea at maturity.  Show calculations.
Problem II

Kelly Industries issued 11% bonds, dated January 1, with a face value of $100 million on January 1, 2006.  The bonds mature in 2015 (10 years).  Interest is paid semiannually on June 30 and December 31.  For bonds of similar risk and maturity the market yield is 12%.  

Required:

1. Determine the price of the bonds at January 1, 2006.  Show calculations.
2. Prepare the journal entry to record their issuance by Kelly Industries on January 1, 2006.

3. Prepare the journal entry to record interest on June 30, 2006 (at the effective rate).  [You are not required to prepare an amortization schedule.]  Show calculations.
4. Prepare the journal entry to record interest on December 31, 2006 (at the effective rate).  [You are not required to prepare an amortization schedule.]  Show calculations.
Problem III

Gold Plate Electronics sells and leases business equipment to customers.  On January 1, 2006, Gold Plate leased a computer to a local merchandiser.  The lease agreement required quarterly payments of $800 beginning January 1, 2006, the inception of the lease, and each quarter thereafter (April 1, July 1, and October 1) for a two-year lease term.  The expected technological life of the computer is 21/2 years. Gold Plate’s quarterly interest rate for determining payments was 3% (approximately 12% annually). Gold Plate had paid a supplier $4,500 for the computer.  

Required:

1.
Calculate the amount of dealer’s profit that Gold Plate would recognize in this sales-type lease.  Round to nearest dollar.  Show calculations.  
2.
Prepare the appropriate entries for Gold Plate on January 1, 2006.  Round to nearest dollar.  Show calculations.
3.
Prepare the appropriate entries for Gold Plate on April 1, 2006.  Round to nearest dollar.  Show calculations.
Multiple Choice
Enter the letter corresponding to the response which best completes each of the following statements or questions.

___
1.
When the likelihood of the loss is reasonably possible, a loss contingency should be accrued if the amount of loss

          
Known 
Reasonably estimable


a.
Yes
No


b.
Yes
Yes


c.
No
No


d.
No
Yes

___
2.
Fifty-Six Media has a $36,000 note payable due in May of 2007.  At December 31, 2006, Fifty-Six entered an arrangement with the local bank to borrow up to $36,000 to refinance the note for two additional years.  The arrangement indicated that borrowings can not exceed 80% of the value of the collateral Fifty-Six provided.  The land specified as collateral was valued at $40,000.  On its December 31, 2006, balance sheet Branch should classify the notes as:


a.
$32,000 long-term and $4,000 short-term obligations.


b.
$18,000 short-term and $18,000 as long-term 
obligations.


c.
$36,000 of notes payable as short-term obligations.


d.
$36,000 of notes payable as long-term obligations.

___
3.
Gain contingencies usually are included in a company’s earnings when the


a.
gain is realized.


b.
amount can be reasonably estimated.


c.
gain is probable and the amount can be reasonably 
estimated.


d.
gain is reasonably possible and the amount is known.

___
4.
Cat Construction issued $16 million of its 10% bonds on April 1, 2006, at 98 plus accrued interest.  The bonds are dated January 1, 2006, and mature on December 31, 2015.  Interest is payable semiannually on June 30 and December 31.  At the time of issuance, Cat would receive cash of:



a.
$15,680,000



b.
$16,072,000



c.
$16,080,000



d.
$16,400,000

___
5.
Marcus Corporation retired $12 million of long-term bonds. The excess of the cash Marcus paid over the carrying amount of the bonds should be reported as a(an):



a.
gain from continuing operations.



b.
loss from discontinued operations.



c.
gain from discontinued operations.



d.
loss from continuing operations.

___
6.
In a ten-year capital lease, the portion of the annual lease payment in the lease’s third year that represents interest is



a.
the same as in the fourth year.



b.
the same as in the first year.



c.
less than in the second year.



d
more than in the second year.

___
7.
The IRS has not yet made an assessment for tax deficiencies on last year’s tax return for Leary Company.  It is reasonably possible that an assessment will be made.  If it is, it is probable Leary will be required to pay $200,000.  A loss contingency should be




a.
accrued as liability but not disclosed.




b.
disclosed and accrued as a liability.




c.
disclosed but not accrued as a liability.




d.
neither accrued as a liability nor disclosed.

___
8.
Photon Electronics sells equipment that includes a three-year warranty.  Photon repairs under the warranty are performed by an independent service company under a contract with Photon.  Based on prior experience, warranty costs are estimated to $25 per item sold.  Photon should recognize these warranty costs:




a.
when the equipment is sold. 




b.
when the repairs are performed.




c.
when payments are made to the service firm.




d.
evenly over the life of the warranty.

