
SOLUTIONS TO INTEGRATIVE PROBLEMS

Part 2

1.
PEK COMPANY


INCOME STATEMENT 


FOR THE YEAR ENDED DECEMBER 31, 2004
Sales


$
1,250,000

Cost of goods sold



636,500

Gross profit


$
613,500

Depreciation on plant equipment
$
85,400*

Depreciation on buildings

12,000

Interest expense

55,400**

Other expenses

83,800

236,600

Income before taxes


$
376,900

Income tax expense (30% rate)



113,070
Net income


$
263,830
*$58,400 + ($270,000/10 years).

**$33,800 + ($270,000 X 8%).

PEK COMPANY

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2004

Cash flows from operating activities:


Net income
$
263,830


Adjustments to reconcile net income to net



cash provided by operating activities (in-



cludes depreciation expense)

110,200*

Net cash provided by operating activities
$
374,030

Cash flows from financing activities:


Dividends

(35,000)

Net increase in cash
$
339,030
*$83,200 + $27,000 additional depreciation.

Supplemental Schedule of Noncash Investing and Financing Activities:


Acquisition of equipment in exchange for a note of $270,000.

2.
PEK COMPANY


INCOME STATEMENT 


FOR THE YEAR ENDED DECEMBER 31, 2004
Sales


$
1,250,000

Cost of goods sold



636,500

Gross profit


$
613,500

Depreciation on plant equipment
$
107,491*

Depreciation on buildings

12,000

Interest expense

55,400

Other expenses

83,800

258,691

Income before taxes


$
354,809

Income tax expense (30% rate)



106,443
Net income


$
248,366
*$58,400 + $49,091.

PEK COMPANY

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2004
Cash flows from operating activities:


Net income
$
248,366


Adjustments to reconcile net income to net



cash provided by operating activities (in-



cludes depreciation expense)

132,291*

Net cash provided by operating activities
$
380,657

Cash flows from financing activities:


Dividends

(35,000)

Net increase in cash
$
345,657
*$83,200 + $49,091 additional depreciation.

Supplemental Schedule of Noncash Investing and Financing Activities:


Acquisition of equipment in exchange for a note of $270,000.

3.
a.
LIFO cost of goods sold:






40,000($3.25) =
$
130,000






60,000($3.10) =

186,000






75,000($3.00) =

225,000






40,000($2.50) =

100,000






30,000($2.20) =

66,000






5,000($2.10) =

10,500



Total LIFO cost of goods sold

$
717,500




Total FIFO cost of goods sold


636,500




Increase in cost of goods sold

$
81,000


b.
Additional cost of goods sold


$
81,000




Times the tax rate




30%





Decrease in income tax expense

$
24,300

c.
Additional cost of goods sold


$
81,000




Decrease in income taxes



24,300




Decrease in net income


$
56,700
4.
a.
Sales on account



$
800,000




Times estimated uncollectibles


3%





Increase in other expenses

$
24,000

b.
Increase in other expenses


$
24,000




Times the tax rate




30%





Decrease in income tax expense

$
7,200

c.
Increase in other expenses


$
24,000




Decrease in income taxes



7,200




Decrease in net income


$
16,800

