VERSION 1                                                                                  1  
Exercises
  1. J. Stone, Inc. began business on January 1, Year 1. The corporation properly uses the installment sales method of accounting for revenue. The following information is available for Year 1 and Year 2:
                                        Year 1       Year 2
Gross Profit Percentage                   25%          30%
Balance of Deferred Gross Profit on
  Installment Sales for:
        Year 1                         $150,000     $ 60,000
        Year 2                                      $240,000
Required:  Calculate the balance of the installment accounts receivable at the end of Year 2.
  2. The trial balance before any adjusting entries showed the following:
                                      Debit          Credit
Accounts Receivable                  $95,000
Sales                                               $400,000
Allowance For Doubtful Accounts        1,000
Sales Returns and Adjustments          7,500
Required: Prepare adjusting journal entries assuming that the estimate for bad debts is calculated as:
A. 6% of the gross accounts receivable.
B. 2% of net sales.
  3. The Lakin Co. has decided to raise needed cash by factoring its receivables with the Farley Financing Corporation. Farley charges a 3% fee on the total of all factored receivables. Lakin Co. factors $250,000 of its receivables with Farley Co.
Required: Prepare entries to record the sale of the receivables assuming that the sale is made without recourse.
  4. The Smythe Co. has decided to raise needed cash by factoring its receivables with the Farley Financing Corporation. Farley charges a 3% fee on the total of all factored receivables with a recourse transaction fee of $10,000 for any possible noncollections. Smythe Co. factors $300,000 of its receivables with Farley Financing Corporation.
Required: Prepare entries to record the sale of the receivables assuming that the sale is made with recourse, and the remittance of the recourse transaction fee assuming that noncollectibles totaled $7,500.
  5. The Gordy Company owes Commerce Bank principal on a note of $200,000 at July 1, Year 11 plus accrued interest of $12,000. Gordy is unable to pay the debt at that time. The bank agrees to restructure the debt by modifying the terms of the note. The bank forgives current and future interest payments and sets the new note due date for July 1, Year 13.
Required: Present entries that Gordy should make for the modification of terms and the payment of the note.
  6. The Taylor Company accounts for inventory using the perpetual method. The beginning inventory is $8,000.
Required: Prepare the entries to record the following transactions for the period:
A. purchases of merchandise on credit $10,000.
B. sales of merchandise on credit for $16,000 which had a cost of $7,900.
C. purchases of merchandise for cash $18,000.
D. return of merchandise to supplier purchased on credit, $5,000.
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  7. Jonathon Corp. uses the perpetual inventory method and has the following transactions involving Product 101 during the month of May:
May  1 Balance           1,100 units @ $11
     4 Purchase            400 units @ $12
    12 Purchase            800 units @ $13
     6 Sold                600 units @ $23
     8 Sold                500 units @ $25
    14 Sold                300 units @ $26
Required: Calculate the cost of the ending inventory and the cost of goods sold under each of the following methods:
A. FIFO
B. LIFO
  8. The Gabel Co. uses the Lower of Cost or Market Method to value its inventory. The following information was available at the end of Year 1.
                                                              Normal
         Original    Replacement    Disposal    Projected     Profit
Product    Cost         Cost          Cost      Sale Price   on Sales
  XX      $20.00       $24.00        $3.00        $45.00        15%
  YY      $30.00       $22.00        $2.00        $60.00        25%
  ZZ      $55.00       $60.00        $9.00        $90.00        10%
Required:
A. Use the Lower of Cost or Market Approach to calculate the ending inventory on an item by item basis.
B. Use the Lower of Cost or Market Approach to calculate the ending inventory based on the total dollar amount of inventory.
  9. The Sisemore Corporation decided to adopt the dollar-value LIFO inventory method on June 30, Year 1. The entire inventory represents a single inventory pool. The inventory at June 30, Year 1, was $275,000 under the dollar-value LIFO method. Information for Year 2 is as follows:
     June 30, Year 2 inventory at year-end prices $335,000
     Price Index at year end with Year 1 as the base year 110%.
Required: Using the dollar-value LIFO Method, calculate the inventory at June 30, Year 2.
Problems
 10. Abilene Naval Yard is building a large cruise ship for a contract price of $50,000,000. This is estimated to be a three-year project with an estimated cost of $42,000,000. Abilene uses the percentage-of-completion method of revenue recognition. The following information is available:
(In $ Thousands)                     Year 1     Year 2      Year 3
ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ
Costs Incurred                      $10,500     $22,500     $11,000
Estimated Completion Costs           31,500      21,500           0
Billings on Construction-in-Progress 10,000      20,000      20,000
Cash collected                        5,000      20,000      25,000
ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ
Required:
A. Compute the amount of gross profit to be recognized in Year 1, Year 2, and Year 3. Show computations in good form.
B. Prepare all the journal entries required in Year 2.
C. Prepare the journal entry required in Year 3 to acknowledge completion and acceptance of the project.
D. Indicate the Balance Sheet presentation of current assets (omit Cash) for these items at the end of Year 2.
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 11. Robert Smith, a Kansas wheat farmer, harvests 240,000 bushels of wheat at the end of Year 1. The price of the wheat on that date is $4.25 per bushel. His cost of producing the wheat is $2.60 per bushel. Smith sells 140,000 bushels in Year 1 for $4.25 per bushel and stores the remainder. Two months into Year 2, the price suddenly drops to $3.25 per bushel. Smith immediately sells the remaining wheat at $3.25.
Required:
A. Calculate the income to be recognized under the market price method for Year 1 and Year 2.
B. Present the entry that would be necessary to report the bushels in storage at the end of Year 1.
C. Calculate the income to be recognized under the completed transaction method for Year 1 and Year 2.
Multiple-Choice Questions
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 12. Refer to Table 8-2. In a periodic inventory system, the ending LIFO inventory is
A. $1,680.
B. $2,208.
C. $2,300.
D. $2,440.
 13. Refer to Table 8-2. In a periodic inventory system, the LIFO cost of goods sold is
A. $1,158
B. $1,104
C. $6,692
D. $6,892
 14. Refer to Table 8-2. In a periodic inventory system, the FIFO cost of goods sold is
A. $1,158
B. $1,104
C. $6,692
D. $6,784
 15. In a periodic inventory system, the ending FIFO inventory is
A. $1,680.
B. $2,208.
C. $2,316.
D. $2,440.
 16. The Tammi McKeever Company reported Merchandise Inventory at LIFO of $450,000 on the year-end financial statements. The company also reported a LIFO Reserve of $45,000. An estimate of the inventory balance if the inventory had been reported using the FIFO assumption is
A. $360,000.
B. $405,000.
C. $455,000.
D. $495,000.
VERSION 1                                                                                  4  
 17. The Lea King Corporation reported at the end of the year a LIFO Reserve of $50,000. The beginning LIFO Reserve was $40,000. The Cost of Goods Sold was $395,000 under LIFO. The Cost of Goods Sold under FIFO should be
A. $385,000.
B. $395,000.
C. $405,000.
D. $445,000.
         (c) 1998 Prentice-Hall, Inc. All rights reserved.
VERSION 1                                                                                  1  
ANSWER KEY FOR TEST - SAMPLE3
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  3. DR Cash                                     242,500
DR Interest Expense                           7,500
      CR Accounts Receivable                         250,000
  4. DR Cash                                     281,000
DR Interest Expense                           9,000
DR Due from Farley Financing                 10,000
     CR Accounts Receivable                           300,000
DR Cash                                       2,500
DR Sales Returns and Adjustments              7,500
     CR Due from Farley Financing                      10,000
  5. DR Note Payable                             200,000
DR Interest Payable                          12,000
      CR Restructured Note Payable                    200,000
      CR Extraordinary Gain on
           Debt Restructure                            12,000
DR Restructured Note Payable                200,000
      CR Cash                                         200,000
VERSION 1                                                                                  2  
  6. A. DR Merchandise Inventory          10,000
         CR Accounts Payable                 10,000
B. DR Accounts Receivable            16,000
         CR Sales                            16,000
   DR Cost of Sales                   7,900
         CR Merchandise Inventory             7,900
C. DR Merchandise Inventory          18,000
         CR Cash                             18,000
D. DR Accounts Payable                5,000
         CR Merchandise Inventory             5,000
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VERSION 1                                                                                  3  
 10. A. Year 1 Gross Profit recognized: $2,000,000
   10,500 x $8,000,000 = $2,000,000
   42,000
   Year 2 Gross Profit recognized:  $2,500,000
   33,000 x $6,000,000 = $4,500,000 ÄÄ $2,000,000 = $2,500,000
   44,000
   Year 3 Gross Profit recognized:  $1,500,000
   44,000 x $6,000,000 = $6,000,000 ÄÄ $4,500,000 = $1,500,000
   44,000
B. DR Inventory: Construction in Progress     22,500,000
         CR Cash, Accounts Payable, etc.                   22,500,000
   DR Accounts Receivable                     20,000,000
         CR Billings on Construction in Progress           20,000,000
   DR Cash                                    20,000,000
         CR Accounts Receivable                            20,000,000
   DR Inventory: Construction in Progress      2,500,000
         CR Income on Long-term Construction
               Contract                                     2,500,000
C. DR Billings on Construction in Progress    50,000,000
         CR Inventory: Construction in Progress            50,000,000
D.
                        Abilene Naval Yard
                          Balance Sheet
                        December 31, Year 2
Current Assets
       Accounts Receivable                              $ 5,000,000
       Inventory: Construction in Progress               37,500,000
       Less: Billings on Contruction in Progress        (30,000,000)
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 16. D
LIFO Inventory + LIFO Reserve = FIFO Inventory
  $450,000     + $45,000      = $495,000
 17. C
LIFO Cost of Goods Sold ÄÄ Increase in LIFO Reserve = FIFO Cost of Goods Sold
               $395,000 ÄÄ ($50,000 $40,000)        = $385,000
         (c) 1998 Prentice-Hall, Inc. All rights reserved.
