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PART A ( 15 marks)

1. The following information available for Smith Corporation for 1999:

Sales



$250,000

Beginning inventory
 
    50,000

Purchases


  160,000

Ending inventory

    60,000

Using the periodic inventory system, Smith Corporation’s cost of goods sold for 1999 is:

a) $160,000

b) $210,000

c) $160,000

d) $150,000

The following information relates to questions 2, 3, and 4:

Lee Corporation had 400 units of inventory on hand at July 1, 1999, costing $20 each. Purchases and sales of goods during the month of July were as follows:

July 12, 1999

Sales:

200 units 
@ $40

July 15, 1999

Purchases
100 units
@ $26

July 25, 1999

Purchases:
300 units
@ $28

July 30, 1999

Sales:

200 units
@ $40

Assuming Lee Corporation does not maintain perpetual inventory records according to a physical count 400 units were on hand at July 31, 1999.

2. The cost of inventory at July 31, 1999, using the FIFO cost method, is 

a) $11,000

b) $9,000

c) $8,000

d) $9,500

3. The cost of inventory at July 31, 1999, using the LIFO cost method is:

a) $11,000

b) $9,000

c) $8,000

d) $9,500

4. The cost of inventory at July 31, 1999, using the weighted average cost method is:

a) $11,000

b) $9,000

c) $8,000

d) $9,500

5. When goods are purchased for resale by a company using a periodic inventory system:

a) Purchases on account are debited to merchandise inventory

b) Purchases on account are debited to purchases

c) Purchase returns are debited to purchase returns and allowances

d) Freight cost are debited to purchases

6. Office Supply Corp. had gross sales revenue of $1,460,000, cost of goods sold of $784,400, sales returns and allowances of $38,000, and allowed sales discounts of $22,000. Compute the gross profit rate.

a) 44%

b) 54%

c) 55%

d) 51%

7. A company which uses the direct write-off method recognizes uncollectible accounts expense:

a) As a percentage of net sales during the period

b) As a  percentage of net credit sales during the period

c) As indicated by aging the accounts receivable at the end of the period.

d) As specific accounts receivable are determined to be worthless.

8. In a bank reconciliation, deposits in transit are:

a) Deducted from the book balance

b) Added to the book balance

c) Added to the bank balance

d) Deducted from the bank balance

9. Trent Department Store uses a perpetual inventory system but adjusts its inventory records at year-end to reflect the results of a complete physical inventory. In the physical inventory taken at the ends of 2003 and 2004, Trent’s employees failed to count the merchandise in the store’s window displays. The cost of this merchandise amounted to $13,000 at the end of 2003 and $19,000 at the end of 2004. As a result of these errors, the cost of goods sold for 2004 will be:

a) Understated by $19,000

b) Overstated by $6,000

c) Understated by $6,000

d) Overstated by $19,000

10. New equipment was purchased by Franklin Corporation at a list price of $50,000, with credit terms of 2/10, n/30. Payment was made within the discount period and included $2,450 sales tax in addition to the net purchase price. The company also paid delivery charges of $630 and labour costs of $810 for installing the new equipment in the appropriate location. During installation, an inexperienced employee punctured several containers with a forklift, causing damage to the equipment. Cost to repair the damage was $1,720. Calculate the total cost of this new equipment.

a) $53,980

b) $49,000

c) $52,890

d) $51,450

11. The depreciation method that will produce the least depreciation expense in the second year for an asset with 10-year useful life without salvage value is:

a) Straight- line method

b) Declining method

c) Double declining method

d) Units of productions method

12. A crane which cost $35,000 had an estimated useful life of six years and estimated residual value of $5,000. Straight-line depreciation was used. Assuming that the crane was sold for cash for $24,700 after three years’ use, compute the gain or loss on the sale.

a) $4,700

b) $9,400

c) -$4,700

d) -$300

13. The records of Jack Company reflected the following:

Beginning balances:

Accounts receivable   …………………………….. $100,000

Allowance for doubtful accounts ( a credit) ……...        2,000

Transactions during the year:

Sales revenue (of which 1/3 were on credit) ……… $1,800,000

Collections on accounts receivable  ……………….      420,000

Accounts written off as uncollectible ……………..           2,500

Past collection experience has indicated that 1% of credit sales normally is not collected. What is the bad debt expense for the year?

a) $500

b) $2,500

c) $6,000

d) $6,500

14. A $100 petty cash fund has cash of $14 and receipts of $86. The journal entry to replenish the account would include a:

a) Debit to Cash for $86

b) Credit to Petty Cash for $86

c) Debit to Petty Cash for $86

d) Credit to cash for $86

15. A company purchased factory equipment for $100,000. It is estimated that the equipment will have a $10,000 salvage value at the end of its estimated 5-year useful life. If the company uses the double-declining balance method of depreciation, the amount of annual depreciation recorded for the second year after purchase would be:

a) $40,000

b) $24.000

c) $36,000

d) $21,600

PART B – (9 marks)
Walmart uses LIFO. Recent financial statements included the following data (dollars in billions):

Average inventory (throughout the year)


$16,786

Average accounts receivable (throughout the year) 
                2.583

Current assets (at year-end)




  21,132

Current liabilities (at year-end)



  16,762

Net Sales






137,634

Cost of Goods Sold





108,725

Gross Profit






  28,909

A note accompanying these statements indicated that had the company used the FIFO inventory method:

1. Average inventory would have been $17.197 billion ($411 million higher than the LIFO amount)

2. Ending inventory would have been valued at a cost of $17,549 billion ($473 million higher than the LIFO cost)

3. The cost of goods sold would have been $108.6 billion ($125 million lower than that reported in the company’s income statement).

Required:

1.  Based on the LIFO method, compute the following (round to 1 decimal place):

a) Inventory turnover rate

b) Gross profit rate

2. Note that the cost of goods sold is lower under FIFO than LIFO. What circumstances must the company have encountered to cause this situation? Provide 1 reason.

3. Based on the LIFO method, calculate Wal-mart’s operating cycle. Did Wal-Mart’s accounts receivable turnover rate increase significantly the number of days in the company’s operating cycle? Explain why the effect of the a/r turnover on the operating cycle is reasonable for a store like Walmart.

PART C – 11 marks
Bighomes Developers year-end is December 31, 2003. During the current year (2003), Bighomes Developers disposed of plant assets in the following transactions:

Feb 10  - Office equipment costing $26,000 was given to a scrap dealer at no charge. At the date of disposal, accumulated depreciation on the office equipment amounted to $25,800. Based on the salvage value the office equipment is fully depreciated.

April 1
- Bighomes sold land and a building to Smallhomes Associates for $900,000, receiving $100,000 cash and a five-year, 9% notes receivable for the remaining balance. Bighomes’ records showed the following amounts: Land $50,000; Building $550,000: Accumulated Depreciation: Building (at the date of disposal): $250,000.  
August 15 – Bighomes traded in an old truck for a new one. The old truck had cost $26,000, and its accumulated depreciation amounted to $18,000. The list price of the new truck was $39,000 but Bighomes received a $10,000 trade-in allowance for the old truck and paid only $29,000 in cash 

October 1 – Bighomes traded in its old computer system as part of the purchase of a new system. The old system had cost of $15,000 and its accumulated depreciation amounted to $11,000. The new computer’s list price was $8,000. Bighomes accepted a trade-in allowance of $500 for the old computer system, paying $2,500 down in cash, and issuing a one-year 8% note payable for the balance.

Bighomes Depreciation Policies

Office Equipment
10% declining balance

Building
5% declining balance

Vehicles (cars, trucks)
10 year straight line, half-year rule

$0 residual (salvage)value

Computer equipment (Hardware only)
20% double-declining balance

Required 

Prepare journal entries to record each of the disposal transactions. Bighomes Developer records all adjusting entries, including depreciation, at year-end.

PART D   (10 Marks)

At the beginning of the current period, Fassi Corp. had balances in Accounts Receivable of $400,000 and in Allowance for Doubtful Accounts of $10,000 (credit). During the period, it had net credit sales of $900,000 and collections of $1,069,000. It wrote off as uncollectible accounts receivable of $6,000. However; a $3,000 account written off as uncollectible was recovered before the end of the current period. Uncollectible accounts are estimated to total $18,000 at the end of the period based on a estimated % of the aging schedule.

Required:

(a) Prepare the journal entries to record sales and collections during the period.

(b) Prepare all the entries related to the allowance for doubtful accounts and the Bad Debt Expense.

(c) Determine the ending balance in Accounts Receivable and Allowance for Doubtful Accounts.

(d) What is the net realizable value of the receivable at the end of the period?

(e) Calculate the receivables turnover and the average collection period.
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