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Instructions:
1. Budget your time wisely.
2. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
3. You may use a calculator and a straight-edge.  You may not use your text, any notes, cell phone,

computer, etc..  This exam is closed-book, closed-notes, and closed-neighbor.
4. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to Concordia policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

5. Dr. Albrecht believes that each question has sufficient information to be worked.
6. Good luck.



Question 1  What is financial reporting? Who uses financial reporting, and why do they use it? Give at
least one example of how each user group actually uses financial reporting.



Question 2 In the chapter on accounting concepts and theory, comparability was put forth as one of the
basic concepts of accounting.  As best you can, define and describe comparability.  Why is the term
comparability important in accounting?

Question 3 In the chapter on accounting concepts and theory, materiality was put forth as one of the
basic concepts of accounting.  As best you can, define and describe materiality.  Why is the term
materiality important in accounting?



Question 4  Define the following terms and provide an example of how each one is used.  

Accrued costs or expenses

General ledger

Question 5  For each account listed below, identify if the normal balance is a debit or credit by
circling the best response.

1 Accumulated OCI Debit Credit

2 Insurance Expense Debit Credit

3 Sales Revenue Debit Credit

4 Treasury Stock Debit Credit

5 Dividends Debit Credit

6 Notes Payable Debit Credit

7 Unearned Rent Revenue Debit Credit

8 Supplies Expense Debit Credit

9 Building Debit Credit

10 Accounts Payable Debit Credit

11 Accumulated Depreciation Debit Credit

12 Supplies On Hand Debit Credit

13 Prepaid Insurance Debit Credit

14 Interest Payable Debit Credit

15 Depreciation Expense Debit Credit



Question 6  Prepare the necessary adjusting journal entry for each of the following situations.  Do not
abbreviate account titles, and remember to clearly indent for credit entries.

1. The Kub Company received prepayments from customers totaling $13,000 during 2009.  In the
journal entry to record the receipt, Robins recorded service revenue.  At year-end it has $7,000 of

these services remaining to be performed.  What is the year-end adjusting entry at December

31, 2009?

2. Green Co. paid $12,000 on June 1, 2009 for 1 year of rent in advance.  In the entry to record the

receipt, Green debited prepaid rent and credited cash.  Green is a calendar-year company.  What

is the proper adjusting entry to be made at December 31, 2009?

3. Selent Company has delivered $1,300 of service to a client for which it has not paid nor recorded. 

What is the proper adjusting entry to be made at December 31, 2009?



Question 7  The Raeker Company has prepared the following list of unadjusted account balances (after
transactions but before adjustments) for the year ended December 31, 2009.

Accounts Payable 4,850
Accounts Receivable 15,200
Accumulated Depreciation 4,000
Capital Stock 23,000
Cash 22,359
Cost of Goods Sold Expense 16,349
Depreciation Expense 0
Dividends Distributed 4,000
Equipment 18,400
Income Tax Expense 3,000
Income Taxes Payable 0
Insurance Expense 5,200
Product Inventory 0
Prepaid insurance 0
Retained Earnings 34,112
Salaries Expense 6,000
Salaries Payable 0
Sales Revenue 41,250
Supplies 3,500
Supplies Expense 17,204
Unearned Revenue 4,000

    Total debits, total credits 111,212

Required:  Prepare adjusting entries for the

following situations.

(1) Unearned prepayments by customers at
year end total $3,600.

(2) Accrued income taxes total $250.
(3) Supplies on hand total $700.
(4) Unsold product inventory totals 1,742.
(5) Accrued salaries total $3,000.
(6) Insurance coverage remaining for next

year totals $800.
(7) Depreciation expense totals $1,400.
(8) Accrued sales revenue is 2,700.



Question 8    Examine the following adjusting entries, and determine which should get reversed at the
start of the next accounting period.  Draw a big circle around those that get reversed

Dec 31 Inventory 75,000
Cost of goods sold expense 75,000

Dec 31 Rent expense 21,000
 Prepaid rent 21,000

Dec 31 Rent revenue 79,000
 Unearned rent revenue 79,000

Dec 31 Cost of goods sold expense 75,000
Inventory 75,000

Dec 31 Miscellaneous expense 24,000
Cash 24,000

Dec 31 Accounts receivable 17,000
Service revenue 17,000

Dec 31 Prepaid rent 21,000
Rent expense 21,000

Dec 31 Unearned rent revenue 48,000
Rent revenue 48,000



Question 9  Organizing a balance sheet.  The following account titles belong on a balance sheet.  Sort
them, and prepare a classified balance sheet in good form. Include subtotals and totals where
appropriate.

Funds and fixed term investments (non-current)
Accounts receivable
Loans payable (non-current)
Inventories
Investments in stock of other companies (non-current)
Land
Buildings
Patents and copyrights
Equipment
Bonds payable (non-current)
Common stock
Retained earnings
Cash & equivalents
Short-term investments
Prepaid and other
Accumulated items of other comprehensive income
Accounts and other payables
Services or products owed
Treasury stock



Question 10   Complete the following table.

Current assets                 
Investments                 
Property, plant, equipment                 
Total assets                 

Current liabilities                 
Long-term liabilities                 
Total liabilities                 

Common stock                 
Retained earnings                 
Total stockholders equity                 

Current liabilities are 35% of total liabilities and stockholders equity.
Current assets are 20% larger than current liabilities.
Investments are half of current assets.
Total assets are $1,540,000.
Common stock and retained earnings are each equal to 24% of total assets



When finished with the first ten questions, turn in this booklet.
Professor Albrecht will then give you questions 11 & 12.



Question 11  Smith & Jones, Inc. Balance Sheet.

Smith & Jones, Inc.
Consolidated Balance Sheets

(In Thousands)
December 31,

2008  2007

ASSETS
Current assets:

Cash and cash equivalents $6,832 $25,682 
Trade receivables, net 51,200 52,400 
Inventories 51,543  27,000 
Prepaid expenses and other current assets      8,045     18,345 
Total current assets  117,620  123,427 

Property, plant and equipment, net  47,000  51,389 
Goodwill  26,933  26,933 
Other assets     2,741       1,456 

Total assets $194,294 $203,205 

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Trade payables $48,198  $14,267 
Accrued liabilities  46,200  53,400 
Short-term borrowing  31,678  8,034 
Total current liabilities   126,076     75,701 

Other long-term liabilities      13,203     21,880 
Total liabilities 139,279 97,581 

Commitments and contingencies (Note 15)

Stockholders’ equity:
Common stock 4,346  4,346 
Retained earnings  48,529  73,201 
Accumulated other comprehensive income           2,140      28,077 
Total stockholders’ equity    55,015    105,624 

Total liabilities and stockholders’ equity $194,294 $203,205

Required:
1. Perform a vertical analysis on the Smith and Jones, Inc., balance sheets.
2. Compute the current ratio and the debt ratio (or percentage).
3. Comment on the trends you see in your results. (Use back of this page.)



Question 12  Answer the following questions by referring to the Staples, Inc. financial statements.

Referring to data for the most recent fiscal year, what is Staples, Inc.’s general or overall balance sheet
equation?

By what percent did Staples, Inc.’s net income change from prior year to most recent year?

By what percent did Staples, Inc.’s gross profit change from two years ago to last year?

How much was Staples, Inc.’s accounts payable at year end for the most recent year?

What is the retained earnings equation for the most recent year?

On what day does Staples, Inc.’s accounting year start and on what day does it end?



What is the debt to asset ratio for year end of the most recent year?

How much did Staples, Inc. pay in dividends during the most recent fiscal year?

Who is the audit firm for Staples, Inc.?

Copy the first 10 words of the sentence that gives the auditor’s opinion.

How much did Staples, Inc. pay down its debt during the most recent fiscal year? The year before that?

In which fiscal year did Staples, Inc. make the largest payments for acquiring treasury stock?
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Question 1  What is financial reporting? Who uses financial reporting, and why do they use it? Give at
least one example of how each user group actually uses financial reporting.

Question 2 In the chapter on accounting concepts and theory, comparability was put forth as one of the
basic concepts of accounting.  As best you can, define and describe comparability.  Why is the term
comparability important in accounting?

Comparability is a quality of accounting information pertaining to complete sets of financial
statements.  When evaluating financial statements from one company over time, it should be
possible to analyze them and draw reliable conclusions about similarities and differences in
reported results for different years.

Also, financial statements for different companies in the same industry and using the same
accounting standards should be comparable.  That is, it should be possible to analyze the financials
(for different companies) and draw conclusions about similarities and differences in reported
performance.

Question 3 In the chapter on accounting concepts and theory, materiality was put forth as one of the
basic concepts of accounting.  As best you can, define and describe materiality.  Why is the term
materiality important in accounting?

Materiality means something is large enough to make a difference in the judgment of financial
statement users.  Stated another way, if something is immaterial it is not large enough to make a
difference to financial statement users.  If something is material, then it matters a great deal that
accounting rules are applied correctly.  If something is immaterial, then it doesn’t matter if
something is accounted for incorrectly.

The Accounting Coach [http://www.accountingcoach.com/blog/what-is-materiality] says:
In accounting, the concept of materiality allows you to violate another accounting principle

if the amount is so small that the reader of the financial statements will not be misled.

A classic example of the materiality concept or the materiality principle is the immediate

expensing of a $10 wastebasket that has a useful life of 10 years. The matching principle

directs you to record the wastebasket as an asset and then depreciate its cost over its useful

life of 10 years. The materiality principle allows you to expense the entire $10 in the year it

is acquired instead of recording depreciation expense of $1 per year for 10 years. The

reason is that no investor, creditor, or other interested party would be misled by not

depreciating the wastebasket over a 10-year period.

Determining what is a material or significant amount can require professional judgment.

For example, $5,000 might be immaterial for a large, profitable corporation, but it will be

material or significant for a small company that has very little profit. 



Question 4  Define the following terms and provide an example of how each one is used.  

General ledger - the collection of all accounts.  It includes several asset accounts, as well as
liability, equity, revenue and expense accounts.  After writing journal entries for all transactions,
the amounts are posted to the appropriate accounts in the general ledger.

Accrued costs or expenses - those costs that have been consumed (used up), butnot yet recorded or
paid.  Accrued costs should be included in year end financial statements via year-end adjusting
entries.  An example is to debit utilities expense and credit accounts payable.

Question 5  For each account listed below, identify if the normal balance is a debit or credit by
circling the best response.

1 Accumulated OCI Credit

2 Insurance Expense Debit

3 Sales Revenue Credit

4 Treasury Stock Debit

5 Dividends Debit

6 Notes Payable Credit

7 Unearned Rent Revenue Credit

8 Supplies Expense Debit

9 Building Debit

10 Accounts Payable Credit

11 Accumulated Depreciation Credit

12 Supplies On Hand Debit

13 Prepaid Insurance Debit

14 Interest Payable Credit

15 Depreciation Expense Debit



Question 6 

1. The Kub Company received prepayments from customers totaling $13,000 during 2009.  In the
journal entry to record the receipt, Robins recorded service revenue.  At year-end it has $7,000 of

these services remaining to be performed.  What is the year-end adjusting entry at December

31, 2009?

Service revenue 7,000
Unearned service revenue 7,000

2. Green Co. paid $12,000 on June 1, 2009 for 1 year of rent in advance.  In the entry to record the

receipt, Green debited prepaid rent and credited cash.  Green is a calendar-year company.  What

is the proper adjusting entry to be made at December 31, 2009?

Rent expense 7,000
Prepaid rent 7,000

3. Selent Company has delivered $1,300 of service to a client for which it has not paid nor recorded. 

What is the proper adjusting entry to be made at December 31, 2009?

Accounts receivable 1,300
Service revenue 1,300



Question 7 
1. Unearned revenue 400

Sales revenue 400

2. Income tax expense 250
Income tax payable 250

3. Supplies expense 2,800
Supplies 2,800

4. Product inventory 1,742
CGS expense 1,742

5. Salaries expense 3,000
Salaries payable 3,000

6. Prepaid insurance 800
Insurance expense 800

7. Depreciation expense 1,400
Accumulated depreciation 1,400

8. Accounts receivable 2,700
Sales revenue 2,700

Question 8    Examine the following adjusting entries, and determine which should get reversed at the
start of the next accounting period.  Draw a big circle around those that get reversed

Dec 31 Inventory 75,000
Cost of goods sold expense 75,000

Dec 31 Rent expense 21,000
 Prepaid rent 21,000

Dec 31 Rent revenue 79,000
 Unearned rent revenue 79,000

Dec 31 Cost of goods sold expense 75,000
Inventory 75,000

Dec 31 Miscellaneous expense 24,000
Cash 24,000

Dec 31 Accounts receivable 17,000
Service revenue 17,000

Dec 31 Prepaid rent 21,000
Rent expense 21,000

Dec 31 Unearned rent revenue 48,000
Rent revenue 48,000



Question 9  Organizing a balance sheet. 

Assets
Current

Cash & equivalents
Short-term investments
Accounts receivable
Inventories
Prepaid and other
Total current assets

Noncurrent investments
Funds and fixed term investments (non-current)
Investments in stock of other companies (non-current)
Total noncurrent investments

Property, plant and equipment
Land
Buildings
Equipment
Total property, plant and equipment

Intangible
Patents and copyrights
Total intangible assets

Total Assets

Liabilities
Current

Accounts and other payables
Services or products owed
Total current liabilities

Noncurrent
Loans payable (non-current)
Bonds payable (non-current)
Total noncurrent liabilities

Total liabilities
Stockholders equity

Common stock
Retained earnings
Accumulated items of other comprehensive income
Treasury stock
Total Stockholders equity

Total Liabilities & stockholders equity



Question 10   Complete the following table.

Current assets 646,800 42%
Investments 323,400 21%
Property, plant, equipment    569,800     37%
Total assets    1,540,000 100%

Current liabilities 539,000 35%
Long-term liabilities    261,800    17%
Total liabilities 800,800 52%

Common stock 369,600 24%
Retained earnings   369,600    24%
Total stockholders equity   739,200 48%

Total liabilities & stockholders equity  1,540,000 100%



Question 11  Smith & Jones, Inc. Balance Sheet.

1. Perform a vertical analysis on the Smith and Jones, Inc., balance sheets.
2. Compute the current ratio and the debt ratio (or percentage).
3. Comment on the trends you see in your results. (Use back of this page.)

December 31, December 31,

2008 2007

ASSETS

Current assets:

   Cash and cash equivalents 6,832 3.5% 25,682 12.6%

   Trade receivables, net 51,200 26.4% 52,400 25.8%

   Inventories 51,543 26.5% 27,000 13.3%

   Prepaid expenses and other current assets 8,045 4.1% 18,345 9.0%

   Total current assets 117,620 60.5% 123,427 60.7%

Property, plant and equipment, net 47,000 24.2% 51,389 25.3%

Goodwill 26,933 13.9% 26,933 13.3%

Other assets 2,741 1.4% 1,456 0.7%

Total assets 194,294 100.0% 203,205 100.0%

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

   Trade payables 48,198 24.8% 1,426 0.7%

   Accrued liabilities 46,200 23.8% 53,400 26.3%

   Short-term borrowing 31,678 16.3% 8,034 4.0%

Total current liabilities 126,076 64.9% 75,701 37.3%

Other long-term liabilities 13,203 6.8% 21,880 10.8%

Total liabilities 139,279 71.7% 97,581 48.0%

Commitments and contingencies (Note 15)

Stockholders' equity:

   Common stock 4,346 2.2% 4,346 2.1%

   Retained earnings 48,529 25.0% 73,201 36.0%

   Accumulated other comprehensive income 2,140 1.1% 28,077 13.8%

Total stockholders' equity 55,015 28.3% 105,624 52.0%

Total liabilities and stockholders' equity 194,294 100.0% 203,205 100.0%

Current ratio = 117,620/126,076 93.3% 163.0%

Debt ratio = Tot liab / total assets 71.7% 48.0%

Smith and Jones is in worsening financial position.

Cash is down and inventories are up, indicating that sales have slowed.  Trade payables and short-term
borrowings are both way up, which normally happens when sales are down and there is little cash. 
Retained earnings is down, reflecting a loss in Net income.



Question 12  Answer the following questions by referring to the Staples, Inc. financial statements.

From Staples financial statements from fiscal 2009 (ending in Feb. 2010)

Referring to data for the most recent fiscal year, what is Staples, Inc.’s general or overall balance sheet
equation?

Assets = Liabilities + SHE
13.717 billion = 6.862 billion + 6.855 billion

By what percent did Staples, Inc.’s net income change from prior year to most recent year?
(738.7 million ! 805.2 million) / 805.2 million = !8.2%

By what percent did Staples, Inc.’s gross profit change from two years ago to last year?
(6.474 billion ! 6.247 billion ) / 6.247 billion = +3.6% 

How much was Staples, Inc.’s accounts payable at year end for the most recent year?
2.112 billion

What is the retained earnings equation for the most recent year?
beginning RE + NI ! DIV = ending RE

5.367 billion + 0.739 billion ! 0.237 billion = 5.869 billion

On what day does Staples, Inc.’s accounting year start and on what day does it end?
One fiscal year ends on the Saturday closest to January 31, and another begins the next day.  

Fiscal years can be either 52 or 53 weeks.

What is the debt to asset ratio for year end of the most recent year?
6.862 billion / 13.717 billion = 50.03%

How much did Staples, Inc. pay in dividends during the most recent fiscal year?
237 million

Who is the audit firm for Staples, Inc.?
Ernst &Young

Copy the first 10 words of the sentence that gives the auditor’s opinion.
In our opinion, the financial statements referred to above present fairly ...

How much did Staples, Inc. pay down its debt during the most recent fiscal year? The year before that?
945 million / 2.206 billion

In which fiscal year did Staples, Inc. make the largest payments for acquiring treasury stock?
fiscal 2007, 761 million
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2 You may use a caldszzdrse4wculator and a straight-edge.  You may not use your text or any notes. 

This exam is closed-book, closed-notes, and closed-neighbor.
3. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to university policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

4. Dr. Albrecht believes that each question has sufficient information to be worked.  However, if you
spot unclear wording or a typo, please bring it to his attention.

5. Good luck.



Formula Sheet for Final Exam

Receivables collection period = Average
trade receivables (net) divided by average
net sales per day.

Inventory period = Average inventory
divided by average CGS per day.

Steps to Dollar-Value LIFO

(1) Compute the total COST of ending inventory using single product FIFO.  This is also know
as ending inventory at current cost.

(2) Compute an index value of current cost to base year cost by referring to an industry cost index
at the U.S. Department of Labor Bureau of Labor Statistics. 

(3) Convert the FIFO cost of ending inventory to base cost.

(4) Determine whether there will be a new layer for the current year, or if prior year layers need

to be reduced or eliminated. 

(5) Multiply the layer for each year by that year’s current-to-base index value.

(6) Sum up to get the cost of ending inventory using LIFO.

Steps to Dollar-Value LIFO, Retail

(1) Compute the total RETAIL VALUE of ending inventory using FIFO.  This is also know as
ending inventory at current RETAIL..

(2) Compute an index value of current cost to base year cost by referring to an industry cost index

at the U.S. Department of Labor Bureau of Labor Statistics.   Compute a ratio (or cost

percentage) of cost divided by retail for the current year.

(3) Convert the FIFO RETAIL VALUE of ending inventory to base RETAIL VALUE.

(4) Determine whether there will be a new layer for the current year, or if prior year layers need

to be reduced or eliminated. 

(5) Multiply the layer for each year by that year’s current-to-base index value, and by that

year’s cost to retail ratio value.
(6) Sum up to get the cost of ending inventory using LIFO..

Retail Inventory Method

FIFO ratio = cost of net purchases ÷ retail of (net purchases + MU ! MD)
WAvg ratio = cost of (beg inv + net purch) ÷ retail of (beg inv net purch + MU ! MD)
Wavg/LCM ratio = cost of (beg inv+  net purchases) ÷ retail of (beg inv + net purchases + MU)
FIFO/LCM ratio = cost of net purchases ÷ retail of (net purchases + MU)



Question 1  Analyzing the account for Accounts Receivable. The following information was obtained
from the records of Richman Corporation for the month of May.

Cash received on account during the month $137,000
Accounts receivable May 1 24,000
Accounts receivable May 31 12,000
Accounts written off during May 5,000
Allowance for uncollectible accounts May 1 720
Allowance for uncollectible accounts May 31 360

Required:  

1. Compute the amount of credit sales for May.

2. Compute the amount of the adjusting entry for bad debt expense for May.



Question 2 Specific customer accounts receivable totaling $3,000,000 were assigned to Moorhead
Finance Company by Bushard, Inc. as collateral for a $2,100,000 loan.  Customers continues to
pay Bushard, and Bushard pays the finance company for charges, interest and loan paydown.  The
customer collection period is expected to continue over a 3 month period.

At the time of the loan, the Moorhead Finance disburses to Bushard $2,100,000 less a three
percent finance charge on the amount of the loan.

During the first month, Bushard collected $800,000 on the assigned accounts.  This amount
is remitted to the finance company for payment of one month’s interest (2% interest on the unpaid
loan balance from the start of the month) and principal paydown.

During the second month, Bushard collected $1,100,000 on the assigned accounts.  This
amount (could be less if not all if needed to repay the remaining loan balance) is remitted to the
finance company for payment of one month’s interest (2% interest on the unpaid loan balance
from the start of the month) and principal paydown.

During the third month, Bushard collected $600,000 on the assigned accounts.  This amount
(could be less, could be all if needed to repay the remaining loan balance) is remitted to the finance
company for payment of one month’s interest (2% interest on the unpaid loan balance from the
start of the month) and principal paydown.

During the fourth month, Bushard collected $500,000 on the assigned accounts.  This
amount (could be less, could be all if needed to repay the remaining loan balance) is remitted to
the finance company for payment of one month’s interest (2% interest on the unpaid loan balance
from the start of the month) and principal paydown.

Required: Make all necessary entries (in Bushard’s books) concerning (1) the assignment and
loan, (2) collection of accounts receivable, (3) monthly remittances from Bushard to Moorhead..
[Hint: use back of this page if additional space is needed.]



Question 3  What are the advantages and disadvantages of using FIFO?   LIFO?



Question 4   Green Company buys and resells Tribbles as its primary business activity.  Green is trying
to understand what impact different inventory methods would have on the company’s profitability.  They
have asked you to calculate the cost of ending inventory, cost of goods sold, and gross profit using the
FIFO periodic method and the LIFO periodic method. 

The following inventory transactions occurred in the month of May:

Per unit Total
Units  Cost Transaction

5/1 Beginning Inventory 150 $ 7 $1,050
5/2 Purchase 300 8 2,400
5/7 Purchase 200 7 1,400
5/11 Purchase 50 9 450
5/20 Purchase       60    11      660
     Total 760 5,960

ending inventory 160

total sales for May 600 @$17



Question 5   The Birchem Company values its inventory at the lower of cost or market (LCM).  At
December 31, 2010, Birchum has one unit of widgets in ending inventory.  The following information is
available:

Actual cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Replacement Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Estimated selling price . . . . . . . . . . . . . . . . . . . . . . . . . 8
Normal profit margin on selling price . . . . . . . . . . 10%
Estimated cost to sell . . . . . . . . . . . . . . . . . . . . . . . . . . 3

Required:
1. What is the ceiling of the acceptable range? ____________

2. What is the floor of the acceptable range? ____________

3. What is the market? ____________

4. What is LCM? ____________



Question 6   On 1/1/2011, Garenne, Inc., adopted the $-value LIFO method for computing the cost of its
ending inventories.  Its base year inventory at that time had a historical cost of $100,000 (current to base
index = 160).

External Ending
Inventory Inventory

Year  index  @current cost  Purchases  
12/31/2010 160 $100,000

12/31/2011 173 150,000 $680,000
12/31/2012 182 180,000 950,000
12/31/2013 204 190,000 785,000
12/31/2014 208 175,000 723,000
12/31/2015 219 280,000 590,000
12/31/2016 215 260,000 860,000

Required:

1. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2011

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

2. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2012

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]



3. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2013

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

4. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2014

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]



5. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2015

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

6. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2016

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]



Question 7  Dollar-Value Retail LIFO Method.  Meichsner Corporation has just completed its third
year of operations.  When it began operations, it adopted the dollar-value LIFO method of inventory
valuation.  Inventory, purchases, sales, and retail price data for the three years Meichsner has been in
existence are provided below.

      Year 1            Year 2     

Cost Retail Cost Retail
Beginning inventory $8,000 $16,000 $  ?   $  ?     
Gross purchases 42,000 71,000 39,400 76,500
Purchase returns 800 2,000 620 1,000
Net markups 2,100 250
Net markdowns 500 1,750
Gross sales 51,000 60,000

Retail selling price indexes:
  1/1/yr 1 1.00
  12/31/yr 1 1.10
  12/31/yr 2 1.15

Required:  Prepare a schedule to calculate the year 1 and year 2 cost of ending inventories and
cost of goods sold under the dollar-value retail LIFO method.



Question 8 One of the topics covered is the accounting for intangible assets.  For the following two

intangible assets, define and describe them.  Then, explain how they are accounted for under
GAAP.

Patents
Research & Development



Question 9  On September 12, 2010, Flack Company purchased a new engine for use in its business. 
The engine cost $500,000.  In addition, Flack paid $21,000 to transport the engine to its factory location. 
Also, Flack paid $10,000 to junk (dispose of) the old engine.  In addition, Flack spent $70,000 during
2010 for training personnel before the engine could be used even once.  In the future, Flack plans on
spending $50,000 per year for maintenance salaries.  The engine is expected to have a six year useful life
(estimated disposal date of mid-2016) and a salvage value of $100,000.  Flack uses straight-line

depreciation and uses a half-year convention for depreciation expense in the year of acquisition and a

half-year convention for depreciation in the year of disposition.

Required:

1. Prepare a depreciation schedule (or table) for the capitalized costs of the engine.



2. Revise the depreciation schedule on January 1, 2013, to account for a change of estimate.  The
engine will now be used until 2018, and disposed of during the middle of that year. [Hint, show
table only the years 2013-2018]

3. Remembering that the depreciation was revised in 2013, make the necessary journal entry or
entries to account for selling the engine in May of 2015 for $350,000.



Intermediate Accounting I
Final Exam, Fall 2010

Solutions
Question 1  Analyzing the account for Accounts Receivable. The following information was obtained
from the records of Richman Corporation for the month of May.

Cash received on account during the month $137,000
Accounts receivable May 1 24,000
Accounts receivable May 31 12,000
Accounts written off during May 5,000
Allowance for uncollectible accounts May 1 720
Allowance for uncollectible accounts May 31 360

Required:  
1. Compute the amount of credit sales for May.
2. Compute the amount of the adjusting entry for bad debt expense for May.



Question 2 Specific customer accounts receivable totaling $3,000,000 were assigned to Moorhead
Finance Company by Bushard, Inc. as collateral for a $2,100,000 loan.  Customers continues to
pay Bushard, and Bushard pays the finance company for charges, interest and loan paydown.  The
customer collection period is expected to continue over a 3 month period.

At the time of the loan, the Moorhead Finance disburses to Bushard $2,100,000 less a three
percent finance charge on the amount of the loan.

During the first month, Bushard collected $800,000 on the assigned accounts.  This amount
is remitted to the finance company for payment of one month’s interest (2% interest on the unpaid
loan balance from the start of the month) and principal paydown.

During the second month, Bushard collected $1,100,000 on the assigned accounts.  This
amount (could be less if not all if needed to repay the remaining loan balance) is remitted to the
finance company for payment of one month’s interest (2% interest on the unpaid loan balance
from the start of the month) and principal paydown.

During the third month, Bushard collected $600,000 on the assigned accounts.  This amount
(could be less, could be all if needed to repay the remaining loan balance) is remitted to the finance
company for payment of one month’s interest (2% interest on the unpaid loan balance from the
start of the month) and principal paydown.

During the fourth month, Bushard collected $500,000 on the assigned accounts.  This
amount (could be less, could be all if needed to repay the remaining loan balance) is remitted to
the finance company for payment of one month’s interest (2% interest on the unpaid loan balance
from the start of the month) and principal paydown.

Required: Make all necessary entries (in Bushard’s books) concerning (1) the assignment and
loan, (2) collection of accounts receivable, (3) monthly remittances from Bushard to Moorhead..
[Hint: use back of this page if additional space is needed.]

1st mo start Cash 2,037,000
Interest expense 63,000

Notes payable 2,100,000
1st mo end Cash 800,000

Accounts receivable 800,000
Interest expense 42,000
Note payable 758,000

Cash 800,000
2nd mo end Cash 1,100,000

Accounts receivable 1,100,000
Interest expense 26,840
Note payable 1,073,160

Cash 1,100,000
3rd mo end Cash 600,000

Accounts receivable 600,000
Interest expense 5,377
Note payable 268,840

Cash 274,217
4th mo end Cash 500,000

Accounts receivable 500,000
No payment to Moorhead Financial needed, loan paid off.



Question 3  What are the advantages and disadvantages of using FIFO?   LIFO?

This is not a complete answer, just enough to give you some idea of what I am looking for.

FIFO usually results in a lower cost of goods sold expense, which results in a higher net income.  Some
find this advantageous.  Because FIFO’s ending inventory is LISH (last in still here) and has more recent
values, it has more recent and therefore up to date numbers for the balance sheet.  FIFO approximates
the physical flow of units through the business, and some find it advantageous to do so.   Single product
FIFO is easier to do than single product LIFO. Unfortunately, net income and gross profit is overstated,
leading to mistakes in investor analysis.  Also, FIFO users generally pay more intaxes.

LIFO usually results in a higher cost of goods sold expense, which results in what many consider to be a
better indication of true profitability.  LIFO is usually done by grouping together many different
products, resulting in a significant time and cost savings to implement.  The principal advantage is the
tax savings that results from its use.  Unfortunately, LIFO users must deal with the threat of inventory
reduction/liquidations, which can distort CGS.  LIFO does not approximate the physical flow of goods
(always FIFO), which some find problematic.  Also, the balance sheet value under LIFO is irrelevant. 
Note, LIFO does not mean that the newest products are sold first.



Question 4   Green Company buys and resells Tribbles as its primary business activity.  Green is trying
to understand what impact different inventory methods would have on the company’s profitability.  They
have asked you to calculate the cost of ending inventory, cost of goods sold, and gross profit using the
FIFO periodic method and the LIFO periodic method. 

The following inventory transactions occurred in the month of May:

Per unit Total
Units  Cost Transaction

5/1 Beginning Inventory 150 $ 7 $1,050
5/2 Purchase 300 8 2,400
5/7 Purchase 200 7 1,400
5/11 Purchase 50 9 450
5/20 Purchase       60    11      660
     Total 760 5,960

ending inventory 160

total sales for May 600 @$17 = $10,200  

FIFO

Ending inventory (LISH) = 50*7 + 50*9 + 60*11

= 1,460

Cost of goods sold = 5,960 ! 1,460

= 4,500

Gross profit = 10,200 ! 4,500

= 5,700

LIFO

Ending inventory (FISH) = 150*7 + 10*8

= 1,130

Cost of goods sold = 5,960 ! 1,130

= 4,830

Gross profit = 10,200 ! 4,830

= 5,370



Question 5   The Birchem Company values its inventory at the lower of cost or market (LCM).  At
December 31, 2010, Birchum has one unit of widgets in ending inventory.  The following information is
available:

Actual cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Replacement Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Estimated selling price . . . . . . . . . . . . . . . . . . . . . . . . . 8
Normal profit margin on selling price . . . . . . . . . . 10%
Estimated cost to sell . . . . . . . . . . . . . . . . . . . . . . . . . . 3

Required:
1. What is the ceiling of the acceptable range? ______5______

2. What is the floor of the acceptable range? ______4.2______

3. What is the market? ______5______

4. What is LCM? ______5______

Ceiling = estimated selling price less estimated cost to sell
= 8 ! 3 = 5

Floor = ceiling less normal profit margin
= 5 ! 0.80 = 4.20

Market = replacement cost if within acceptable range, closest point of acceptable range if not.
= 6 not in range, so pick 5 (closes acceptable number).

LCM = lower of historical cost or market
5 is lower than 9. 



Question 6   On 1/1/2011, Garenne, Inc., adopted the $-value LIFO method for computing the cost of its
ending inventories.  Its base year inventory at that time had a historical cost of $100,000 (current to base
index = 160).

External Internal Ending Ending

Inventory Inventory Inventory Inventory

Year  index  Index  @current cost  @base cost  Purchases  

12/31/2010 160 1.000 $100,000 100,000

12/31/2011 173 1.081 150,000 138,760 $680,000

12/31/2012 182 1.138 180,000 158,172 950,000

12/31/2013 204 1.275 190,000 149,020 785,000

12/31/2014 208 1.301 175,000 134,615 723,000

12/31/2015 219 1.369 280,000 204,529 590,000

12/31/2016 215 1.344 260,000 193,452 860,000

Required:

1. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2011

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

EI @ base         138,760
Base layer  100,000*1.000 = 100,000 
2011 layer    38,760*1.081 =     41,900 

total 141,900 EI @ LIFO

Beginning inventory 100,000 
+ purchases +680,000 
! ending inventory  !141,900 

Cost of goods sold expense 638,100 

2. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2012

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

EI @ base         158,172
Base layer  100,000*1.000 = 100,000 
2011 layer    38,760*1.081 =  41,900 
2012 layer    19,412*1.138 =     22,091 

total 163,991 EI @ LIFO

Beginning inventory 141,900 
+ purchases +950,000 
! ending inventory  !163,991 

Cost of goods sold expense 927,909 



3. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2013

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

EI @ base         149,020
Base layer  100,000*1.000 = 100,000 
2011 layer    38,760*1.081 =  41,900 
2012 layer    10,260*1.138 =     11,676 

total 153,576 EI @ LIFO

Beginning inventory 163,991 
+ purchases +785,000 
! ending inventory  !153,576 

Cost of goods sold expense 795,415 

4. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2014

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

EI @ base         134,615
Base layer  100,000*1.000 = 100,000 
2011 layer    34,615*1.081 =     37,419 

total 137,419 EI @ LIFO

Beginning inventory 153,576 
+ purchases +723,000 
! ending inventory  !137,419 

Cost of goods sold expense 739,157 

5. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2015

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

EI @ base         204,529
Base layer  100,000*1.000 = 100,000 
2011 layer    34,615*1.081 = 37,419 
2015 layer    69,914*1.369 =     95,712 

total 233,131 EI @ LIFO

Beginning inventory 137,419 
+ purchases +590,000 
! ending inventory  !233,131 

Cost of goods sold expense 494,288 



6. ââââ Calculate the cost of ending inventory for Garenne’s balance sheet for year 2016

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

EI @ base         193452
Base layer  100,000*1.000 = 100,000 
2011 layer    34,615*1.081 = 37,419 
2015 layer    58,837*1.369 =     80,548 

total 217,967 EI @ LIFO

Beginning inventory 233,131 
+ purchases +860,000 
! ending inventory  !217,967 

Cost of goods sold expense 875,164 



Question 7  Dollar-Value Retail LIFO Method.  Meichsner Corporation has just completed its third
year of operations.  When it began operations, it adopted the dollar-value LIFO method of inventory
valuation.  Inventory, purchases, sales, and retail price data for the three years Meichsner has been in
existence are provided below.

      Year 1            Year 2     

Cost Retail Cost Retail
Beginning inventory $8,000 $16,000 $  ?   $35,600
Gross purchases 42,000 71,000 39,400 76,500
Purchase returns 800 2,000 620 1,000
Net markups 2,100 250
Net markdowns         500   1,750

Good available 86,600 109,600

Gross sales          51,000   60,000

Ending inventory 35,600 49,600

Retail selling price indexes:
  1/1/yr 1 1.00
  12/31/yr 1 1.10
  12/31/yr 2 1.15

Required:  Prepare a schedule to calculate the year 1 and year 2 cost of ending inventories and
cost of goods sold under the dollar-value retail LIFO method.

Current Cost to Ending Ending

to base retail Inventory Inventory Cost of net

Year  index  ratio  @current retail  @base retail  purchases  

12/31/yr 0 1.00 0.5000 16,000 16,000

12/31/yr 1 1.10 0.5836 35,600 32,364 41,200

12/31/yr 3 1.15 0.5241 49,600 43,130 38,780

Yr 1 EI @ base          32,364
Base layer   16,000*1.00*0.5000 = 8,000 
yr1 layer   16,364*1.10*0.5836 =    10,505 

total 18,505 EI @ LIFO

Beginning inventory 8,000 
+ purchases +41,200 
! ending inventory  !18,505 
Cost of goods sold expense 30,695 



Yr 2 EI @ base          43,130
Base layer   16,000*1.00*0.5000 = 8,000 
yr1 layer   16,364*1.10*0.5836 =    10,505 
yr2 layer   10,766*1.15*0.5241 =    6,489 

total 24,994 EI @ LIFO

Beginning inventory 18,505 
+ purchases +38,780 
! ending inventory  !24,994 
Cost of goods sold expense 32,991 

Question 8 One of the topics covered is the accounting for intangible assets.  For the following two
intangible assets, define and describe them.  Then, explain how they are accounted for under GAAP.

Patents

A patent is a right to a legal protection granted by the federal government.  Both products and
processes can be patented.  A patent (good for 20 years, but less in some industries like
pharmaceuticals) means that the patent holder can designate who can sell/use the protected
product/process.  The patent holder can sell the right to use patented goods, or can retain exclusive
production.  If a patent is purchased from an outside party, then the entire purchase cost can be
capitalized and amortized.  If the patent is self-created, then only the legal and registration
expenditures can be capitalized.  The associated R&D is not caitalized.  Legal fees for successfully
defending a patent can be capitalized.  The capitalized cost of patents is amortized of the expected
useful life (not to exceed legal limit). Unsuccessful litigation means that the entire capitalized
amount of the patent must be expensed immediately because the patent’s value has been
impaaired.

Research & development

Expenditures related to developing new products or signifirant improvements to existing products. 
All expenditures must be expensed as incurred.  The exception is for long-term equipment.  This
can be capitalized and the depreciation assigned to R&D expense.



Question 9  On September 12, 2010, Flack Company purchased a new engine for use in its business. 
The engine cost $500,000.  In addition, Flack paid $21,000 to transport the engine to its factory location. 
Also, Flack paid $10,000 to junk (dispose of) the old engine.  In addition, Flack spent $70,000 during
2010 for training personnel before the engine could be used even once.  In the future, Flack plans on
spending $50,000 per year for maintenance salaries.  The engine is expected to have a six year useful life
(estimated disposal date of mid-2016) and a salvage value of $100,000.  Flack uses straight-line

depreciation and uses a half-year convention for depreciation expense in the year of acquisition and a

half-year convention for depreciation in the year of disposition.

Required:

1. Prepare a depreciation schedule (or table) for the capitalized costs of the engine.

Asset Engine

Date acquired 9/12/2010

Purchase cost 500,000

Other costs 91,000

Capitalized cost 591,000

Expected disposal 2,016

Years of use 6

Estimated salvage value 100,000

Depreciation expense 81,833

Accounting year Dep Exp Accum Dep Book Value

2010 40,917 40,917 550,083

2011 81,833 122,750 468,250

2012 81,833 204,583 386,417

2013 81,833 286,416 304,584

2014 81,833 368,249 222,751

2015 81,833 450,082 140,918

2016 40,917 490,999 100,001



2. Revise the depreciation schedule on January 1, 2013, to account for a change of estimate.  The
engine will now be used until 2018, and disposed of during the middle of that year. [Hint, show
table only the years 2013-2018]

Asset Engine

Date acquired 9/12/2010

2013 revision

Purchase cost 500,000

Other costs 91,000

Capitalized cost/book Val 591,000 386,417

Expected disposal 2,016 2018

Years of use 6 5.5

Estimated salvage value 100,000 100,000

Depreciation expense 81,833 52,076

Accounting year Dep Exp Accum Dep Book Value

2010 40,917 40,917 550,083

2011 81,833 122,750 468,250

2012 81,833 204,583 386,417

2013 52,076 256,659 334,341

2014 52,076 308,735 282,265

2015 52,076 360,811 230,189

2016 52,076 412,887 178,113

2017 52,076 464,963 126,037

2018 26,037 491,000 100,000

3. Remembering that the depreciation was revised in 2013, make the necessary journal entry or
entries to account for selling the engine in May of 2015 for $350,000.

May 2015 Depreciation Expense 26,037
Accumulated Deprec. 26,037

Half year of depreciation in year of disposal
Cash 350,000
Accumulated Depreciation 334,772

Gain 93,772
Engine 591,000

Accum Dep = 308,735 + 26,037 = 334,772


