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Part A ( 1 mark each – 10 marks)
1. Lobo Company's business year ends on December 31. The purchase transactions occurred during the last few days of 2006 or during the first few days of 2007. The inventory, determined by physical count, was taken after the close of business on December 31, 2006. The only adjusting entry recorded to date has been to enter the December 31 physical inventory on the books and to remove the beginning inventory.
An invoice for $5,000, terms f.o.b. shipping point, was received and entered December 30.  The invoice shows that the merchandise was shipped December 29, and the receiving report indicates the merchandise was received January 2.

Indicate the effect of this transaction on the ending inventory and on reported net income for 2006. 
a) Understated/Understated

b) No effect/No effect 

c) No effect/Overstated

d) No effect/Understated
2. During the year, Jantz Company made an entry to write off a $4,000 uncollectible account. Before this entry was made, the balance in accounts receivable was $60,000 and the balance in the allowance account was $4,500. The net realizable value of accounts receivable after the write-off entry was
a) $60,000

b) $59,500

c) $51,500

d) $55,500

3. A trial balance before adjustments included the following:








Debit

Credit


Sales






$425,000



Sales returns & allowance

$14,000



Accounts Receivable


  43,000



Allowance for doubtful accounts


         760

If the estimate of uncollectibles is made by taking 2% of net sales, the amount of the adjustment is

a) $6,700

b) $8,220

c) $8,500

d) $9,740

4. Certain information relative to the 2006 operations of Anko Co. follows:


Accounts receivable, January 1, 2006
$34,000


Accounts receivable collected during 2006
46,000


Cash sales during 2006
12,000


Inventory, January 1, 2006
18,000


Inventory, December 31, 2006
16,500


Purchases of inventory during 2006
40,000


Gross margin on sales
13,500


What is Anko's accounts receivable balance at December 31, 2006?
a) $28,000.

b) $31,000.

c) $34,000.

d) $43,000.

Use the following scenario for questions 5 & 6
Ace Company purchased a new piece of equipment on July 1, 2006 at a cost of $300,000. The equipment has an estimated useful life of 5 years and an estimated residual value of $25,000. The current year end is 12/31/07. Ace records amortization to the nearest month..

5. What is straight-line amortization for 2007?

a) $27,500.

b) $30,000.

c) $55,000.

d) $60,000.

6. What is double declining-balance amortization for 2007?

a) $72,000

b) $96,000

c) $110,000

d) $120,000

7. Pine Company estimates the cost of its physical inventory at March 31 for use in an interim financial statement. The rate of markup on cost is 25%.  The following account balances are available:


Inventory, March 1
$580,000


Purchases during March
250,000


Purchase returns
13,000


Sales during March
500,000

The estimate of the cost of inventory at March 31 would be

a) $375,000.

b) $400,000.

c) $417,000.

d) $442,000.
8. Upon review of your bank statement, you discover that you recently deposited a check from a customer that was rejected by your bank as NSF. Which of the following describes the actions to be taken when preparing your bank reconciliation?

                             Balance Per Bank        Balance Per Books
a)     Decrease

No change

b)     Increase

Decrease

c)     No change

Decrease

d)     Decrease  

Increase

9. On June 15, 2006, Stilley Corporation accepted delivery of merchandise which it purchased on account. As of June 30, Stilley had not recorded the transaction or included the merchandise in its inventory. The effect of this on its balance sheet for June 30, 2006 would be 
a) assets and shareholders’ equity were overstated but liabilities were not affected 
b) shareholders’ equity was the only item affected by the omission 
c) assets, liabilities, and shareholders’ equity were understated 
d) none of these.

10. ACME, Inc.uses straight-line depreciation for all of its depreciable assets. ACME sold a used piece of machinery on December 31, 2005, that it purchased on January 1, 2004 for $10,000. The asset had a five-year life, zero residual value and accumulated depreciation as of December 31, 2004, of $2,000. If the machine sold for $7,500, the resulting gain or loss on disposal was which of the following amounts?

a) Loss of $3,500

b) Gain of $3,500

c) Loss of $1,500

d) Gain of $1,500

Part B (  8 marks)
Kraft Foods Inc. is the second-largest food & beverage company in the world. Assume the company recently reported the following amounts in its unadjusted trial balance as of December 31, 2005 (all amounts in millions):



Debit          Credit

Accounts Receivable
$3,483

Allowance for doubtful accounts
                $     114

Sales
                $31,010

Required (no explanations required for journal entries)

:

1. Assume Draft uses ½ of 1 percent of sales to estimate its bad debt expense for the year. If you also assume that no bad debt expense has been recorded for 2005, what adjusting journal entry would be required at December 31, 2005, for bad debt expense? 

2. Assume Kraft uses the aging of accounts receivable method and estimates that $253 of accounts receivable will be uncollectible. Prepare the adjusting journal entry required at December 31, 2005 for recording bad debt expense.

3. Repeat requirement 2, except this time assume the unadjusted balance in draft’s allowance for doubtful accounts at December 31, 2005 was a debit balance of $10.

4. If one of Kraft’s main customers declared bankruptcy in 2006, what journal entry would be used to write off its $10 balance?
Part C  ( 12 marks)
Xena Inc. (Xena) is an importer of gift items from Europe and Asia. Xena classifies its inventory into three divisions: Porcelain figurines, toys and linens. Over the years Xena’s management has found that the success of the three divisions has tended to vary, sometimes quite significantly, although fortunately for the company, poor performance of one division seems to be offset by success in another. On its balance sheet and income statement, Xena does not break down its Inventory, Sales and Cost of Goods Sold into three divisions.
The following is the information for the divisions:

[image: image1.wmf]Division

Inventory 

balance on 

October 31, 

2004

Inventory 

balance 

on 

October 

31, 2005

Sales for 

the year 

ended 

October 31, 

2005

Cost of 

Goods Sold 

for the year 

ended 

October 31, 

2005

Porcelain figurines

$585,000

638,000

$3,450,000

$1,380,000

Toys

675,000

505,000

2,771,000

1,663,000

Linens

410,000

590,000

1,623,000

811,500


a) Calculate the gross margin percentage, inventory turnover ratio, and the average number of days inventory on hand for the year ended October 31, 2005 for the Xena’s company as a whole. (round using 2 decimal places)
b) Which division has the highest gross margin? (Show all calculations)
c) Xena is considering closing a division because renting warehouse space is expensive. Using inventory turnover, which division should be closed? (Show all calculations)

Part D  ( 10 marks)
The Bihan Corporation is nearing the end of its first year in business. Bihan Corporation uses the periodic method of recording of its inventory. The following purchases of its single product have been made:

	
	Units
	Unit Price
	Total Cost

	January
	1,000
	$10
	$10,000

	March
	1,000
	 10 
	  10,000

	May
	1,000
	 11
	  11,000

	July
	1,000
	 13
	  13,000

	September
	1,000
	 14
	  14,000

	December
	4,000
	 15
	  60,000

	
	9,000
	
	$118,000

	
	
	
	


There was only 1 sale in August for  be 5,000 units at total sale price of  $120,000. Other expenses (other than cost of goods sold) are $15,000. The president is undecided about whether to adopt FIFO or LIFO for income tax purposes as either method is acceptable for income tax purposes in Bihan’s country of business. The company has ample storage space for up to 7,000 units of inventory. Inventory prices are expected to stay at $15 per unit for the next few months. The income tax rate is 30%.
1. What would be the and the net income after taxes for the year under (a) FIFO and (b) LIFO? 

2. There were no purchases made in Year 2. If the company sells its remaining inventory in Year 2 at $24 per unit and goes out of business, what would be the net income after taxes under (a) FIFO and (b) LIFO? Assume that other expenses in Year 2 are $20,000 and the tax rate remains as above.

3. If Bihan Corporation was located in Canada, which inventory methods would you recommend?
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