
Exam Content:

Q1 Essay 15 min 18 pts

Q2 Short answer 4 min 8 pts

Q3 Short answer 4 min 4 pts

Q4 Definitions 6 min 8 pts

Q5 Normal account balances 3 min 10 pts

Q6 Adjusting journal entries 9 min 9 pts

Q7 Adjusting journal entries 20 min 24 pts

Q8 Identify reversing entries 5 min 9 pts

Q9 Statement of cash flows 5 min 10 pts

Q10 Assemble set of financials 20 min 12 pts

Q11 Best Buy financials   15 min    12 pts

106 min 124 pts
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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  Professor Albrecht wrote an essay about economic consequences and the politicization of
accounting standard setting.  Summarize this reading in about 150-200 words.



Question 2 In the chapter on accounting concepts and theory, relevance and reliability are put forth as
basic concepts of accounting.  As best you can, define and describe then.  Why are these terms important
in accounting?

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



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

Unearned revenue

Trial balance

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

1 Accounts Payable Debit Credit

2 Accumulated Depreciation Debit Credit

3 Unearned Rent Revenue Debit Credit

4 Depreciation Expense Debit Credit

5 Sales Revenue Debit Credit

6 Supplies On Hand Debit Credit

7 Prepaid Insurance Debit Credit

8 Accumulated OCI Debit Credit

9 Interest Payable Debit Credit

10 Depreciation Expense Debit Credit

11 Insurance Expense Debit Credit

12 Notes Payable Debit Credit

13 Treasury Stock Debit Credit

14 Dividends Debit Credit

15 Building 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 $16,000 during 2009.  In the
journal entry to record the receipt, Robins recorded unearned service revenue.  At year-end it has

$5,000 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 August 1, 2009 for 1 year of rent in advance.  In the entry to record the

receipt, Green debited rent expense 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 received $1,500 of utilities 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 14,600
Accounts Receivable 21,550
Accumulated Depreciation 5,000
Capital Stock 23,000
Cash 22,359
Cost of Goods Sold Expense 19,200
Depreciation Expense 0
Dividends Distributed 3,000
Equipment 26,000
Income Tax Expense 2,100
Income Taxes Payable 0
Insurance Expense 0
Product Inventory 0
Prepaid insurance 4,000
Retained Earnings 30,609
Salaries Expense 7,000
Salaries Payable 0
Sales Revenue 49,000
Supplies 17,000
Supplies Expense 0
Unearned Revenue 0

    Total debits, total credits 122,209

Required:  Prepare adjusting entries for the

following situations.

(1) Accrued salaries total $3,000.
(2) Insurance coverage remaining for next

year totals $800.
(3) Accrued income taxes total $4000.
(4) Depreciation expense totals $1,400.
(5) Accrued sales revenue is 2,700.
(6) Unearned prepayments by customers at

year end total $4,200.
(7) Supplies on hand total $1,300.
(8) Unsold product inventory totals 1,742.



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 Rent expense 21,000
 Prepaid rent 21,000

Dec 31 Interest expense 5,000
Interest payable 5,000

Dec 31 Miscellaneous expense 24,000
Cash 24,000

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

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

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 Accounts receivable 17,000
Service revenue 17,000



Problem 9  Which section of statement of cash flows?

Identify if the following transactions are accounted for on the Statement of Cash Flows as an
operating activity (OA), investing activity (IA), financing activity (F A) or not applicable (NA).

Dividends paid

Issue debt

Purchase of subsidiary company

Paid to suppliers

Credit purchases

Interest paid

Sale of used equipment 

Repaid loan

Received from customers

Issued common stock

Taxes paid



Question 10  On the blank sheet of paper provided to you, prepare a complete set of financial statements
in good form.  No abbreviations are allowed.  All balance sheet items are for year end unless stated
otherwise.  For the statement of cash flows, use the section totals instead of individual detail provided
for other financial statements. 

Common stock ? 
Retained earnings  ? 
Supplies expense 7,000 
Interest expense     14,000 
Operating activities 30,000 
Wages payable 6,000 
Interest Revenue 5,000 
Cash 41,000 
Financing activities    (2,000)
Beginning common stock 35,000 
Note payable (long term)  72,000 
Accounts receivable 12,000 
Supplies 6,000 
Prepaid insurance 4,000 
Land 75,000 
Building  210,000 
Accounts payable 32,000 
Service revenue  285,000 
Wages expense 170,000 
Rent expense 60,000 
Insurance expense 11,000 
Investing activities (98,000)
Issue common stock  15,000 
Unearned revenue 5,000 
Dividends paid (21,000)



When finished with the first ten questions, turn in this booklet.
Professor Albrecht will then give you question 11
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Question 11  Answer the following questions by referring to the Best Buy financial statements.

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

By what percent did Best Buy’s total assets change from prior year to most recent year?

By what percent did Best Buy’s gross profit change from two years ago to last year?

How much was Best Buy’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 Best Buy’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 Best Buy pay in dividends during the most recent fiscal year?

Who is the audit firm for Best Buy?

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

How much was Best Buy’s cash flow from operating activities for the most recent fiscal year? The year
before that?

What was the largest item in financing activities for the current year?  How much is it?



ACCT Exam 1ACCT Exam 1ACCT Exam 1ACCT Exam 1

Fall, 2011Fall, 2011Fall, 2011Fall, 2011
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Question 1  Professor Albrecht wrote an essay about economic consequences and the politicization of
accounting standard setting.  Summarize this reading in about 150-200 words.

Question 2 In the chapter on accounting concepts and theory, relevance and reliability are put forth as
basic concepts of accounting.  As best you can, define and describe then.  Why are these terms important
in accounting?

Question 3 As best you can, define and describe going concern.  Why is the term important in
accounting?

Going concern – that assumption that a company will continue to operate in the foreseeable future. 
Bankruptcy or liquidation is not expected. The significance of this principle becomes apparent
when the value of a running business is compared with the value of one being liquidated. 
Historical cost accounting, with use of the recognition and matching principles is appropriate for
going concerns, but not companies that are not going concerns.  Only liquidation values are
relevant for these companies.

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

Unearned revenue
Also called deferred revenue or services/products owed.  It results when a customer pays in
advance of receiving a product or service.  The business should not account for this as a revenue,
as it has not yet been earned.  An example of an unearned revenue results when customers
purchase gift cards.

Trial balance
A listing of all accounts with current balances.  In Intermediate Accounting, we use trial balances
after transactions have been posted to accounts, after adjusting entries have been posted to
accounts, and after closing entries have been posted to accounts.



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

1 Accounts Payable Credit

2 Accumulated Depreciation Credit

3 Unearned Rent Revenue Credit

4 Depreciation Expense Debit

5 Sales Revenue Credit

6 Supplies On Hand Debit

7 Prepaid Insurance Debit

8 Accumulated OCI Credit

9 Interest Payable Credit

10 Depreciation Expense Debit

11 Insurance Expense Debit

12 Notes Payable Credit

13 Treasury Stock Debit

14 Dividends Debit

15 Building Debit

Question 6 

1. The Kub Company received prepayments from customers totaling $16,000 during 2009.  In the
journal entry to record the receipt, Robins recorded unearned service revenue.  At year-end it has

$5,000 of these services remaining to be performed.  What is the year-end adjusting entry at

December 31, 2009?

Unearned service revenue 11,000
Service revenue 11,000

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

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

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

Prepaid rent 7,000
Rent expense 7,000

3. Selent Company has received $1,500 of utilities for which it has not paid nor recorded.  What is

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

Utilities expense 1,500
Accounts payable 1,500



Question 7 
1. Salaries expense 3,000

Salaries payable 3,000

2. Insurance expense 3,200
Prepaid insurance 3,200

3. Income tax expense 4,000
Income taxes payable 4,000

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

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

6. Sales revenue 4,200
Unearned revenue 4,200

7. Supplies expense 15,700
Supplies 15,700

8. Product inventory 1,742
Cost of goods sold expense 1,742

Question 8   Draw a big circle around those that get reversed
No Dec 31 Rent expense 21,000

 Prepaid rent 21,000

Yes Dec 31 Interest expense 5,000
Interest payable 5,000

No Dec 31 Miscellaneous expense 24,000
Cash 24,000

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

No Dec 31 Unearned rent revenue 48,000
Rent revenue 48,000

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

No Dec 31 Cost of goods sold expense 75,000
Inventory 75,000

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



Question 9  Which section of statement of cash flows?

FA Dividends paid

FA Issue debt

IA Purchase of subsidiary company

OA Paid to suppliers

NA Credit purchases

OA Interest paid

IA Sale of used equipment 

FA Repaid loan

OA Received from customers

FA Issued common stock

OA Taxes paid

Question 10

Balance sheet
Cash 41,000 
Accounts receivable 12,000 
Supplies 6,000 
Prepaid insurance 4,000 
Land 75,000 
Building  210,000 

Total assets 348,000 

Accounts payable 32,000 
Wages payable 6,000 
Unearned revenue 5,000 
Note payable (long term)  72,000 

Total liabilities 115,000 

Common stock 50,000 
Retained earnings  183,000 

Total SHE  233,000 

Total liabilities & SHE 348,000 



Income statement
Interest Revenue 5,000 
Service revenue  285,000 

Total 290,000 

Wages expense 170,000 
Rent expense 60,000 
Insurance expense 11,000 
Supplies expense 7,000 
Interest expense     14,000 

Total 262,000 

Net income 28,000 

Statement of cash flows
Operating activities 30,000 
Investing activities (98,000)
Financing activities    (2,000)
Net change in cash (70,000)
+ Beginning cash  111,000 

Ending cash 41,000 

Statement of changes in stockholders equity
Beginning common stock 35,000 
Issue common stock  15,000 

Ending common stock 50,000 

Beginning retained earnings 176,000 
Net income 28,000 
Dividends paid (21,000)

Ending retained earnings 183,000 



Concordia College–Offutt School of BusinessConcordia College–Offutt School of BusinessConcordia College–Offutt School of BusinessConcordia College–Offutt School of Business

ACCT 355ACCT 355ACCT 355ACCT 355 Name Name Name Name                                                                                                                                         

Second Exam, Fall, 2011Second Exam, Fall, 2011Second Exam, Fall, 2011Second Exam, Fall, 2011

AlbrechtAlbrechtAlbrechtAlbrecht

Exam Content:

Q1 Expense matching/recognition principle 10 min 9 pts
Q2 Revenue recognition principle 12 min 12 pts
Q3 Revenue recognition 10 min 12 pts
Q4 PV/FV computations 5 min 10 pts
Q5 PV/FV computations 4 min 8 pts
Q6 A more complex PV/FV problem 15 min 20 pts
Q7 Loan with amortization table, entries  12 min  14 pts
Q8 Income statement puzzle 8 min 10 pts
Q9 Construct balance sheet 8 min 10 pts
Q10 Multiple step income statement–common size    30 min    25 pts

113 min 130 pts

Instructions:
1. If you want to identify yourself, use only your Concordia student identification number. 
2. Budget your time wisely.
3. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
4. You may use a calculator and a straight-edge.  You may not use your text or any notes.  This exam

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

cheating will be disciplined according to Concordia policy.  If you have taken this exam, do not
talk about this exam with anyone who has not yet taken it.

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



Question 1 List and describe the different aspects of what Professor Albrecht calls the expense

matching principle.  For each of the parts of the principle, describe it in a sentence or two and then
provide an example.



Question 2 Explain the revenue recognition principle.  In addition, explain:
1) how and why the revenue recognition principle permits recognizing revenue at the time of a

sale for credit.
2) how and why the revenue recognition principle permits recognizing revenue for precious

minerals
3) how and why the revenue recognition principle permits recognizing revenue after the point

of sale.



Question 3 Revenue recognition at different times.  Smith Company manufactures and sells widgets. 
In 2011, Smith manufactured 6,000 units at a cost of $30 each.  In 2012, Smith manufactured 4,000 units
at a cost of $30 each.  Each unit has a selling price of $50.

During 2011, Smith sold 3,000 units.  During 2012, Smith sold 5,000 units.  During 2013, Smith
sold the remaining 2,000 units.

During 2011, Smith collected $120,000 from customers.  During 2012, Smith collected $220,000. 
During 2013, Smith collected $100,000 from customers.  During 2014, Smith collected the remaining
$60,000 from customers.

Required:  Complete income statements for 2011, 2012, 2013, and 2014 under the following revenue
recognition alternatives.

1. Revenue is recognized at the point of sale.

2011 2012 2013 2014

Revenue

Expense                                     

Income

2. Revenue is recognized when production is complete.

2011 2012 2013 2014

Revenue

Expense                                     

Income

3. Revenue is recognized under the cost recovery method.

2011 2012 2013 2014

Revenue

Expense                                     

Income

4. Revenue is recognized when cash is collected (installment sales method).

2011 2012 2013 2014

Revenue

Expense                                     

Income



Question 4  Compute answers to the following questions.  I recommend that you show all work by
creating and filling in a table of input values.  Be sure to circle your final answer.

PV
FV
N
I
PMT
Type

(1)  How many years does it take $5,283.00 to grow to $18,552.59 if it earns a 4.25% annual rate of
interest, compounded annually?

(2)  You check an account balance and see that there is $15,771.43.  The account has earned 4.1% per
year for the past 6 years, compounded annually.  What was the account balance six years ago?

(3)  $6,591.26 is being invested today in an account earning an annual rate of 6.55%.  To how much
should the account accumulate after 7 years if interest is compounded annually.



(4)  $6,591.26 is being invested today in an account earning an annual rate of 6.55%.  To how much
should the account accumulate after 7 years if interest is compounded quarterly.

(5) 11 years ago, you invested $4,623.66 in an account, and today the account balance is $7,631.25. 
What is the account's rate of interest, if the account pays interest annually?

Question 5  Compute answers to the following questions.  I recommend that you show all work by
creating and filling in a table of input values.  Be sure to circle your final answer.

PV
FV
N
I
PMT
Type

(1) Today, November 1, 2011, you deposit $4,288.23 into an account earning 3.25% interest.  You
intend to make six more deposits of $4,288.23 into the account, on 11/1/12, 11/1/13, 11/1/14, 11/1/15,
11/1/16, and 11/1/17 (seven deposits in total).  To how much will the account grow by 11/1/17?  Interest
is compounded annually.



(2) Today, November 1, 2011, you deposit $4,288.23 into an account earning 3.25% interest.  You
intend to make six more deposits of $4,288.23 into the account, on 11/1/12, 11/1/13, 11/1/14, 11/1/15,
11/1/16, and 11/1/17 (seven deposits in total).  To how much will the account grow by 11/1/18?  Interest
is compounded annually.

(3) Today, November 1, 2011, you borrow $43,250 for the purchase of production equipment and agree
to make annual repayments of the same amount for 6 years at 4% interest.  The first payment is
scheduled on 11/1/2012.  If the loan is completely repaid after the final payment, then how much is each
payment?

(4) Today November 1, 2011, you borrow $21,692 to purchase a used car and agree to make six annual
payments of the same amount, $4,287, after which the car loan will be completely paid off.  The first
payment is due November 1, 2012.  What interest rate is being charged on the loan?



Question 6  On November 1, 2011, you make the first of 8 equal annual deposits of $5,778 into a

sinking fund (the last is scheduled for November 1,  2018).  On November 1, 2023, you make an
additional deposit of unspecified amount (X).  Beginning on November 1, 2033, you will make the first
ten annual withdrawals of $51,720, after which the fund will be exhausted.  The interest rate 7%
compounded annually for the time up to 11/1/2018.  After 11/1/2018, the interest rate is 4%.  Please
show all work.

Required:  Calculate the amount of the additional deposit X on November 1, 2023.  Clearly mark your
final answer.



Question 7  On January 1, 2011, you borrow $21,883 and agree to repay it in a series of six annual
payments that incorporate a 5% interest rate.  Each payment is of the standard installment type, with
each being the same size, some of the payment going for interest and some of the payment going for
principal reduction.  The first payment is due December 31, 2011.

Required:
(A) Compute the amount of a payment (rounding to the nearest dollar).

(B) Prepare an amortization table for the loan.  Round all amounts to the nearest dollar.  Make sure
that your table has the proper adjustment to end at “0".

© Prepare journal entries to account for the loan during 2011 and 2012.



Question 8 Reconstructing an income statement

Net income $20,000
Net income as a percentage of sales 4 %
Gross margin as a percentage of sales 44 %
Interest expense as a percentage of operating income 25 %
Income tax expense as a percentage of pre-tax income 33.333 %
Operating income as a percentage of sales 8 %
Operating expenses as a percentage of sales ? %

Required: Using the above data, prepare a multiple step income statement in reasonably good form.



Question 9   Complete the following balance.

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 25% of total liabilities and stockholders equity.
Current liabilities are 80% of current assets.
Investments are 40% of current assets.
Total assets are $700,000.
Total liabilities are 70% of total assets.
Common stock is 2/3 of total stockholders equity.



Question 10 The Zilly Zeller Company, a manufacturer of metal attachments for furniture, has reported
the following income statements in single-step format.
 

2011 2010 2009

Sales revenue 5,000,000 4,200,000 4,000,000

Gains 0 300,000 200,000

Interest revenue 5,000 10,000 20,000

   Total revenues and gains 5,005,000 4,510,000 4,220,000

Cost of sales 2,800,000 2,000,000 2,000,000

Selling expenses 600,000 400,000 300,000

Losses 400,000 200,000 100,000

Administrative expenses 80,000 60,000 60,000

Interest expense 50,000 20,000 30,000

R&D expenses 700,000 500,000 300,000

   Total expenses and losses 4,630,000 3,180,000 3,248,300

Pre-tax income 375,000 1,330,000 1,430,000

Income tax expense 75,000 266,000 286,000

Net income 300,000 1,064,000 1,144,000

Required:

(1) On a separate sheet of paper, rearrange the income statements into multiple-step format.

(2) Perform a vertical analysis on your multiple-step income statements.  Please show tenths of a
percentage (e.g., 23.4%).  This may be in a column immediately to the right of the number.

(3) Perform an horizontal analysis on sales revenue.

(4) Comment on the trends you discern in your analyses.  Be sure to mention the gross margin
percentage in your discussion.  Which was the best year, in your opinion?
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Question 1 List and describe the different aspects of what Professor Albrecht calls the expense

matching principle.  For each of the parts of the principle, describe it in a sentence or two and then
provide an example.

The expense matching principle is where the costs of conducting business (and therefore the costs
of generating revenue) are matched to the revenue that results from spending money.  The costs are
recognized as expense in the period in which revenue is recognized.  First the revenue is put on the
income statement, then the related costs.

The cause and effect relationship can seldom be conclusively demonstrated, but many costs appear
to be related to particular revenues and recognizing them as expenses accompanies recognition of
the revenue. Examples of expenses that are recognized by associating cause and effect are sales
commissions and cost of products sold or services provided.

Systematic and rational allocation means that in the absence of a direct means of associating cause
and effect, and where the asset provides benefits for several periods, its cost should be allocated to
the periods in a systematic and rational manner. Examples of expenses that are recognized in a
systematic and rational manner are depreciation of plant assets, amortization of intangible assets,
and allocation of rent and insurance.

Some costs are immediately expensed because the costs have no discernible future benefits or the
allocation among several accounting periods is not considered to serve any useful purpose.
Examples include officers’ salaries, most selling costs, amounts paid to settle lawsuits, and costs
of resources used in unsuccessful efforts.



Question 2  Explain the revenue recognition principle.  In addition, explain:
1) how and why the revenue recognition principle permits recognizing revenue at the time of a

sale for credit.
2) how and why the revenue recognition principle permits recognizing revenue for precious

minerals
3) how and why the revenue recognition principle permits recognizing revenue after the point

of sale.

Revenue is generally recognized when (1) realized or realizable, and (2) earned.  The adoption of
the sale basis is the accountant’s practical solution to the extremely difficult problem of measuring
revenue under conditions of uncertainty as to the future. The revenue is equal to the amount of
cash that will be received due to the operations of the current accounting period, but this amount
will not be definitely known until such cash is collected. The accountant, under these
circumstances, insists on having “objective evidence,” that is, evidence external to the firm itself,
on which to base an estimate of the amount of cash that will be received. The sale is considered to
be the earliest point at which this evidence is available in the usual case. Until the sale is made,
any estimate of the value of inventory is based entirely on the opinion of the management of the
firm. When the sale is made, however, an outsider, the buyer, has corroborated the estimate of
management and a value can now be assigned based on this transaction. The sale also leads to a
valid claim against the buyer and gives the seller the full support of the law in enforcing collection.

All this has led me to characterize the revenue recognition principle as, “Recognize revenue when
the uncertainty with respect to future cash collections has been reduced to an acceptable level.

Revenue is recognized at the time of sale for retail and manufacturing companies.  This is
appropriate

In a highly developed economy where the probability of collection is high, this gives additional
weight to the sale in the determination of the amount to be collected. Ordinarily there is a transfer
of control as well as title at the sales point. This not only serves as additional objective evidence
but necessitates the recognition of a change in the nature of assets. Usually the change is for an
amount which differs from the costs assigned to the item being sold. The sale, then, has been
adopted because it provides the accountant with objective evidence as to the amount of revenue
that will be collected, subject of course to the bad debts estimated to determine ultimate
collectibility.

Each deviation depends on either the existence of earlier objective evidence other than the sale or
insufficient evidence of sale. Objective evidence is the key.
(a) In the case of installment sales the probability of uncollectibility may be great due to the nature

of the collection terms. The sale itself, therefore, does not give an accurate basis on which to
estimate the amount of cash that will be collected. It is necessary to adopt a basis which will
give a reasonably accurate estimate. The installment sales method is a modified cash basis;
income is recognized as cash is collected. A cash basis is preferable when no earlier estimate
of revenue is sufficiently accurate.

(b) The opposite is true in the case of certain agricultural products. Since there is a ready buyer and
a quoted price, a sale is not necessary to establish the amount of revenue to be received.  In
fact, the sale is an insignificant part of the whole operation. As soon as it is harvested, the
crop can be valued at its selling price less the cost of transportation to the market and this



valuation gives an extremely accurate measure of the amount of revenue for the period
without the need of waiting until the sale has been made to measure it. In other words, the
sale proceeds are readily realizable and earned, so revenue recognition should occur.

Question 3 Revenue recognition at different times.  Smith Company manufactures and sells widgets. 
In 2011, Smith manufactured 6,000 units at a cost of $30 each.  In 2012, Smith manufactured 4,000 units
at a cost of $30 each.  Each unit has a selling price of $50.

During 2011, Smith sold 3,000 units.  During 2012, Smith sold 5,000 units.  During 2013, Smith
sold the remaining 2,000 units.

During 2011, Smith collected $120,000 from customers.  During 2012, Smith collected $220,000. 
During 2013, Smith collected $100,000 from customers.  During 2014, Smith collected the remaining
$60,000 from customers.

Required:  Complete income statements for 2011, 2012, 2013, and 2014 under the following revenue
recognition alternatives.

1. Revenue is recognized at the point of sale.

2011 2012 2013 2014

Revenue 150,000 250.000 100,000 0

Expense    90,000   150,000    60,000        0

Income 60,000 100,000 40,000 0

2. Revenue is recognized when production is complete.

2011 2012 2013 2014

Revenue 300,000 200,000 0 0

Expense   180,000   120,000         0          0

Income 120,000 80,000 0 0

3. Revenue is recognized under the cost recovery method.

2011 2012 2013 2014

Revenue 120,000 220,000 100,000 60,000

Expense   120,000   180,000          0          0

Income 0 40,000 100,000 60,000

4. Revenue is recognized when cash is collected (installment sales method).

2011 2012 2013 2014

Revenue 120,000 220,000 100,000 60,000

Expense    72,000  132,000    60,000    36,000

Income 48,000 88,000 40,000 24,000



Question 4 
(1)  How many years does it take $5,283.00 to grow to $18,552.59 if it earns a 4.25% annual rate of
interest, compounded annually?

PV !5283.00
FV +18,552.59

N ? = 30.18 
I 4.25
PMT 0
Type -----

(2)  You check an account balance and see that there is $15,771.43.  The account has earned 4.1% per
year for the past 6 years, compounded annually.  What was the account balance six years ago?

PV ? = 12,392.72
FV 15,771.43
N 6
I 4.1
PMT 0
Type ----

(3)  $6,591.26 is being invested today in an account earning an annual rate of 6.55%.  To how much
should the account accumulate after 7 years if interest is compounded annually.

PV !6,591.26

FV ? = 10,276.44
N 7
I 4.55
PMT 0
Type ------

(4)  $6,591.26 is being invested today in an account earning an annual rate of 6.55%.  To how much
should the account accumulate after 7 years if interest is compounded quarterly.

PV -6,591.26

FV ? = 10,386.75
N 7*4 = 28
I 6.55/4 = 1.6375
PMT 0
Type ----

(5) 11 years ago, you invested $4,623.66 in an account, and today the account balance is $7,631.25. 
What is the account's rate of interest, if the account pays interest annually?

PV -4,623.66
FV 7,631.25
N 11

I ? = 4.66
PMT 0
Type -----



Question 5 

(1) Today, November 1, 2011, you deposit $4,288.23 into an account earning 3.25% interest.  You
intend to make six more deposits of $4,288.23 into the account, on 11/1/12, 11/1/13, 11/1/14, 11/1/15,
11/1/16, and 11/1/17 (seven deposits in total).  To how much will the account grow by 11/1/17?  Interest
is compounded annually.

PV 0

FV ? = 33,108.11 
N 7
I 3.25
PMT 4,288.23
Type end

(2) Today, November 1, 2011, you deposit $4,288.23 into an account earning 3.25% interest.  You
intend to make six more deposits of $4,288.23 into the account, on 11/1/12, 11/1/13, 11/1/14, 11/1/15,
11/1/16, and 11/1/17 (seven deposits in total).  To how much will the account grow by 11/1/18?  Interest
is compounded annually.

PV 0

FV ? = 34,184.12 
N 7
I 3.25
PMT 4,288.23
Type beg

(3) Today, November 1, 2011, you borrow $43,250 for the purchase of production equipment and agree
to make annual repayments of the same amount for 6 years at 4% interest.  The first payment is
scheduled on 11/1/2012.  If the loan is completely repaid after the final payment, then how much is each
payment?

PV -43,250
FV 0
N 6
I 4%
PMT ? = 8,250.45 
Type end

(4) Today November 1, 2011, you borrow $21,692 to purchase a used car and agree to make six annual
payments of the same amount, $4,287, after which the car loan will be completely paid off.  The first
payment is due November 1, 2012.  What interest rate is being charged on the loan?

PV -21,692
FV 0
N 6

I ? = 5.097
PMT 4,287
Type end



Question 6  On November 1, 2011, you make the first of 8 equal annual deposits of $5,778 into a

sinking fund (the last is scheduled for November 1,  2018).  On November 1, 2023, you make an
additional deposit of unspecified amount (X).  Beginning on November 1, 2033, you will make the first
ten annual withdrawals of $51,720, after which the fund will be exhausted.  The interest rate 7%
compounded annually for the time up to 11/1/2018.  After 11/1/2018, the interest rate is 4%.  Please
show all work.

Required:  Calculate the amount of the additional deposit X on November 1, 2023

8 deposits @ 2023 + X deposit @2023 = 10 withdrawals @ 2023
72,124 + X = 294,732

X = 222,608

PV 0 PV !59,281 @2018
FV ? = 59,281  @2018 FV ? = 72,124 @ 2023
N 8 N 5
I 7 I 4
Pmt !5,778 Pmt 0
Type end Type ------

PV ? = 419,496 @ 2032 PV ? = 294,732 @2023
FV 0 FV ! 419,496 @ 2032
N 10 N 9
I 4 I 4
Pmt !51,720 Pmt 0
Type end Type ------



Question 7  On January 1, 2011, you borrow $21,883 and agree to repay it in a series of six annual
payments that incorporate a 5% interest rate.  Each payment is of the standard installment type, with
each being the same size, some of the payment going for interest and some of the payment going for
principal reduction.  The first payment is due December 31, 2011.

Required:
(a) Compute the amount of a payment (rounding to the nearest dollar).

PV -21,883
FV 0
N 6
I 5

Pmt ? = 4,311
type end

(b) Prepare an amortization table for the loan.  Round all amounts to the nearest dollar.  Make sure
that your table has the proper adjustment to end at “0".

(c) Prepare journal entries to account for the loan during 2011 and 2012.

11/1/11 Cash 21,883
Note payable 21,883

12/31/11 Interest expense 1,094
Note payable 3,217

Cash 4,311
12/31/11 Interest expense 933

Note payable 3,378
Cash 4,311



Question 8 Reconstructing an income statement

Net income $20,000
Net income as a percentage of sales 4 %
Gross margin as a percentage of sales 44 %
Interest expense as a percentage of operating income 25 %
Income tax expense as a percentage of pre-tax income 33.333 %
Operating income as a percentage of sales 8 %
Operating expenses as a percentage of sales ? %

Required: Using the above data, prepare a multiple step income statement in reasonably good form.

Sales revenue 500,000 100%
Cost of goods sold expense !280,000 56%
Gross margin 220,000 44%
Operating expenses 180,000 36%
Operating income 40,000 8%
Interest expense 10,000 <----25%
Pre-tax income 30,000 6%
Income tax expense 10,000 2% (1/3 of pretax income)
Net income 40,000 4%

Question 9   Complete the following balance sheet.

Current assets  218,750 
Investments 87,500 
Property, plant, equipment     393,750 
Total assets 700,000 100%

Current liabilities 175,000 17.5%
Long-term liabilities   315,000 52.5%
Total liabilities 490,000 70%

Common stock 140,000 20%
Retained earnings     70,000 10%
Total stockholders equity   210,000 30%

Total liabilities & stockholders quity 700,000 100%

Current liabilities are 25% of total liabilities and stockholders equity.
Current liabilities are 80% of current assets.
Investments are 40% of current assets.
Total assets are $700,000.
Total liabilities are 70% of total assets.
Common stock is 2/3 of total stockholders equity.



Question 10 The Zilly Zeller Company, a manufacturer of metal attachments for furniture, has reported
the following income statements in single-step format.
 
Required:

(1) On a separate sheet of paper, rearrange the income statements into multiple-step format.

(2) Perform a vertical analysis on your multiple-step income statements.  Please show tenths of a
percentage (e.g., 23.4%).  This may be in a column immediately to the right of the number.

(3) Perform an horizontal analysis on sales revenue.

2009 to 2010: (4,200,000 ! 4,000,000)  / 4,000,000 = +5%

2010 to 2011: (5,000,000 ! 4,200,000)  / 4,200,000 = +19.6%

(4) Comment on the trends you discern in your analyses.  Be sure to mention the gross margin
percentage in your discussion.  Which was the best year, in your opinion?

Both 2009 and 2010 are better years than 2011, with much higher operating income, higher gross
margin percentages and lower amounts spent to generate revenue.  There is little to distinguish
2009 and 2010.  In terms of operating income, 2009 is a bit better.  2010 saw a greater investment
in R&D, building for the future.  Had it been the same amount as 2009, then 2010 operating
income would have been a bit better.  2009 was more efficient in turning investments in selling
expenses into revenue.  Gains and losses are non-recurring items, and should not be factored into
the analysis.



Exam Content:
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35 min 40 pts

P4 Single product LIFO/FIFO 8 min 8 pts

P5 Lower of cost or market 4 min 6 pts

P6 Retail inventory method 10 min 10 pts

P7 Dollar-value LIFO problem  15 min 20 pts

37 min 44 pts

P8 Depreciation table    20 min    18 pts
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92 min 118 pts
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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)



Problem 1  Proof of Cash

The Philips Company needs help in constructing a bank reconciliation for October 31:

The bank statement for Philips, dated October 31 but not received until November 8, contains the
following information:

September 30 balance $11,423
October deposits $47,230
October checks $42,860
October 31 balance $15,793

Philips's ledger account for cash has the following information for the past thirty days:

September 30 balance $7,947
October debits $45,701
October credits $43,329
October 31 balance $10,319

The staff of Philips has assembled the following information for a bank reconciliation as of October 31:

    * Funds collected by bank:  October = $5,260
    * Service charges:   October  $70
    * NSF check, informed by bank on:   October 31 = $316 
    * Deposits in transit:   October 31 = $650
    * Outstanding checks:   October 31 = $1,250
 
The additional information for a bank reconciliation as of September 30 was:

    * Funds collected by bank:   September = $3,501
    * Service charges:   September = $55
    * NSF check, informed by bank on:   September 30 = $420 
    * Deposits in transit:   September 30 = $420
    * Outstanding checks:   September 30 = $870
 
    Required:

        Prepare a proof of cash (comprehensive bank reconciliation) as of October 31 for the month of
October.



Problem2  Analyzing Accounts Receivable. The following information was obtained from the

records of Sorum Corporation for the month of May.

Allowance for uncollectible accounts May 1 5,000
Allowance for uncollectible accounts May 31 6,000
Credit sales for month of May 200,000
Accounts receivable May 1 30,000
Accounts receivable May 31 40,000
Accounts written off during May 7,000

Required:  

1. Compute the amount of cash collections from accounts receivable for May.

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



Problem 3 Assignment of Accounts Receivable Specific customer accounts receivable totaling

$2,000,000 were assigned to Stout Finance Company by Iverson, Inc. as collateral for a $1,200,000
loan.  Customers continues to pay Iverson, and Iverson pays the finance company for charges,
interest and loan paydown.  The customer collection period is expected to continue over a four
month period.

At the time of the loan, the Stout Finance disburses to Iverson $1,200,000 less a three
percent finance charge on the amount of the loan.

During the first month, Iverson collected $300,000 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, Iverson collected $700,000 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, Iverson 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, Iverson collected $400,000 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 Iverson’s books) concerning (1) the assignment and loan,
(2) collection of accounts receivable, (3) monthly remittances from Iverson to Stout.. [Hint: use
back of this page if additional space is needed.]



Problem 4  Single product FIFO/LIFO  Boie Company buys and resells Tribbles as its primary

business activity.  Boie 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 30 $ 6 $180
5/2 Purchase 20 5 100
5/7 Purchase 40 8 320
5/11 Purchase 30 7 210
5/11 Purchase 30 9 270
5/20 Purchase       20    10      200
     Total 170 1,280

ending inventory 60

total sales for May 110 @$17



Problem 5  LCM   The Latour Company values its inventory at the lower of cost or market (LCM). 

At December 31, 2010, Latour has one unit of product in ending inventory.  The following information
is available:

Actual cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Estimated selling price . . . . . . . . . . . . . . . . . . . . . . . . . 8
Normal profit margin on selling price . . . . . . . . . . 10%
Estimated cost to sell . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Replacement Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2

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? ____________



Problem 6  Retail Inventory Method.  Mickelson Corporation uses the retail inventory method

Cost Retail
Beginning inventory $10,000 $25,000
Gross purchases 60,000 90,000
Purchase returns 2,300 5,000
Net markups 1,600
Net markdowns 3,500

Gross sales 84,000

Required: Compute the cost of ending inventory using the FIFO/LCM method.  The prepare a schedule
showing Sales revenue, costs of goods sold, and gross margin.



Problem 7    On 1/1/2011, Huttunen, 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 $120,000.

External Ending
Inventory Inventory

Year  index  @current cost  Purchases  
12/31/2010 200 $120,000

12/31/2011 210 180,000 $750,000
12/31/2012 240 240,000 760,000
12/31/2013 250 200,000 770,000
12/31/2014 280 210,000 780,000
12/31/2015 310 340,000 790,000
12/31/2016 320 320,000 800,000

Required:

1. ââââ Calculate the cost of ending inventory for Huttunen’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 Huttunen’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 Huttunen’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 Huttunen’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 Huttunen’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 Huttunen’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.]



Problem 8   On August 1, 2011, Cochran Company purchased a new engine for use in its business. 

The engine cost $622,000.  In addition, Cochran paid $14,000 to transport the engine to its factory
location.  Also, Cochran paid $21,000 to junk (dispose of) the old engine.  In addition, Cochran spent
$42,000 during 2011 for training personnel before the engine could be used even once.  In the future,
Cochran plans on spending $40,000 per year for maintenance salaries.  The engine is expected to have a
five year useful life (estimated disposal date of mid-2016) and a salvage value of $400,000.  Cochran

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 2019, and disposed of during the middle of that year. [Hint, show
table only the years 2013-2019]

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 2016 for $240,000.



Final question  

The rest of the world uses FIFO but does not permit LIFO. Should the U.S. continue to use LIFO?



ACCT Exam 3ACCT Exam 3ACCT Exam 3ACCT Exam 3

Fall, 2011Fall, 2011Fall, 2011Fall, 2011

SolutionsSolutionsSolutionsSolutions

Problem 1

Problem 2
Beginning AR 30,000 Beginning allowance 5,000 
+ credit sales 200,000 + bad debt expense + 8,000 
! collections     !190,000 ! write-offs            !7,000 
Ending AR 40,000 Ending allowance 6,000 



Problem 3 Assignment of Accounts Receivable

1st mo start Cash 1,164,000
Interest expense 36,000

Notes payable 1,200,000
1st mo end Cash 300,000

Accounts receivable 300,000
Interest expense 24,000
Note payable 276,000

Cash 300,000

2nd mo end Cash 700,000
Accounts receivable 700,000

Interest expense 18,480
Note payable 681,520

Cash 700,000
3rd mo end Cash 600,000

Accounts receivable 600,000
Interest expense 4,850
Note payable 242,480

Cash 247,330
4th mo end Cash 400,000

Accounts receivable 400,000
No payment to Stout Financial needed, loan paid off.

Loan Balance:
1,200,000
!276,000

924,000

Loan Balance:
924,000

!681,520
242,480



Problem 4  Single product FIFO/LIFO 

Per unit Total
Units  Cost Transaction

5/1 Beginning Inventory 30 $ 6 $180
5/2 Purchase 20 5 100
5/7 Purchase 40 8 320
5/11 Purchase 30 7 210
5/11 Purchase 30 9 270
5/20 Purchase       20    10      200
     Total 170 1,280

ending inventory 60
total sales for May 110 @$17

FIFO
Ending inventory (LISH) = 10*7 + 30*9 + 20*10

=  640
Cost of goods sold = 1,280 ! 640

= 640
Gross profit = 1,870 ! 640

= 1,230

LIFO
Ending inventory (FISH) = 30*6 + 20*5 + 10*8

= 360
Cost of goods sold = 1,280 ! 360

= 920
Gross profit = 1,870 ! 920

= 950

Problem 5  LCM   The Latour Company values its inventory at the lower of cost or market (LCM). 

At December 31, 2010, Latour has one unit of product in ending inventory.
Actual cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Estimated selling price . . . . . . . . . . . . . . . . . . . . . . . . . 8
Normal profit margin on selling price . . . . . . . . . . 10%
Estimated cost to sell . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Replacement Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2

1. What is the ceiling of the acceptable range? 5.00
2. What is the floor of the acceptable range? 4.20
3. What is the market? 4.20
4. What is LCM? 4.20



Problem 6  Retail Inventory Method. 

Cost Retail
Beginning inventory $10,000 $25,000
Gross purchases 60,000 90,000
Purchase returns 2,300 5,000
Net markups 1,600
Net markdowns 3,500

Gross sales 84,000

Required: Compute the cost of ending inventory using the FIFO/LCM method.  The prepare a schedule
showing Sales revenue, costs of goods sold, and gross margin.

BI @ retail 25,000 Beg Inventory 10,000 
Net Purch +85,000 + Net Purchases + 57,700 
Net MU/MD    !1,900 ! End Inv   ! 16,057 
Retail Goods Available 108,100 CGS 51,643 
Sales   !84,000 
EI @ retail 24,100 Sales 84,000 

CGS  51,643 
Gross Margin 32,357 

24,100*  [ (60,000 !2,300) / (85,000 + 1,600) ]
24,100*  [ (57,700) / (86,600) ]
24,100 * 0.66628
16,057 = cost of ending inventory @ FIFO, LCM



Problem 7    On 1/1/2011, Huttunen, 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 $120,000.
External Ending
Inventory Inventory

Year  index  @current cost EI @ base  Purchases  

12/31/2010 200 1.00 $120,000 120,000

12/31/2011 210 1.05 180,000 171,429 $750,000

12/31/2012 240 1.20 240,000 200,000 760,000

12/31/2013 250 1.25 200,000 160,000 770,000

12/31/2014 280 1.40 210,000 150,000 780,000

12/31/2015 310 1.55 340,000 219,355 790,000

12/31/2016 320 1.60 320,000 200,000 800,000

Required:

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

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.

EI @ base         171,429
Base layer  120,000*1.00 = 120,000 
2011 layer    51,429*1.05 =     54,000 

total 174,000 EI @ LIFO

Beginning inventory 120,000 
+ purchases +750,000 
! ending inventory  !174,000 

Cost of goods sold expense 696,000 

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

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.

EI @ base         200,000
Base layer  120,000*1.00 = 120,000 
2011 layer    51,429*1.05 = 54,000 
2012 layer    28,571*1.20 =     34,285 

total 208,285 EI @ LIFO

Beginning inventory 174,000 
+ purchases +760,000 
! ending inventory  !208,285 

Cost of goods sold expense 725,715 



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

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement

EI @ base         160,000
Base layer  120,000*1.00 = 120,000 
2011 layer    40,000*1.05 =     42,000 

total 162,000 EI @ LIFO

Beginning inventory 208,285 
+ purchases +770,000 
! ending inventory  !162,000 

Cost of goods sold expense 816,285 

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

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.

EI @ base         150,000
Base layer  120,000*1.00 = 120,000 
2011 layer    30,000*1.05 =     31,500 

total 151,500 EI @ LIFO

Beginning inventory 162,000 
+ purchases +780,000 
! ending inventory  !151,500 

Cost of goods sold expense 790,500 

5. ââââ Calculate the cost of ending inventory for Huttunen’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         219,355
Base layer  120,000*1.00 = 120,000 
2011 layer    30,000*1.05 = 31,500 
2015 layer    69,355*1.55 =      107,500 

total 259,000 EI @ LIFO

Beginning inventory 151,500 
+ purchases +790,000 
! ending inventory  !259,000 

Cost of goods sold expense 682,500 



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

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement. 

EI @ base         200,000
Base layer  120,000*1.00 = 120,000 
2011 layer    30,000*1.05 = 31,500 
2015 layer    50,000*1.55 =      77,500 

total 229,000 EI @ LIFO

Beginning inventory 259,000 
+ purchases +800,000 
! ending inventory  !229,000 

Cost of goods sold expense 830,000 

Problem 8   On August 1, 2011, Cochran Company purchased a new engine for use in its business. 

The engine cost $622,000.  In addition, Cochran paid $14,000 to transport the engine to its factory
location.  Also, Cochran paid $21,000 to junk (dispose of) the old engine.  In addition, Cochran spent
$42,000 during 2011 for training personnel before the engine could be used even once.  In the future,
Cochran plans on spending $40,000 per year for maintenance salaries.  The engine is expected to have a
five year useful life (estimated disposal date of mid-2016) and a salvage value of $400,000.  Cochran

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.

Purchase 622,000

Transportation 14,000

Condition 42,000

Legal 0

Total capitalizable 678,000 55,600

Subsequent expend.

Net cost to capitalize

Hist Cost Deprec Exp Accum Dep Book Value

2011 678,000 27,800 27,800 650,200

2012 678,000 55,600 83,400 594,600

2013 678,000 55,600 139,000 539,000

2014 678,000 55,600 194,600 483,400

2015 678,000 55,600 250,200 427,800

2016 678,000 27,800 278,000 400,000



2. Revise the depreciation schedule on January 1, 2013, to account for a change of estimate.  The
engine will now be used until 2019, and disposed of during the middle of that year. [Hint, show
table only the years 2013-2019]

Hist Cost Deprec Exp Accum Dep Book Value

2011 678,000 27,800 27,800 650,200

2012 678,000 55,600 83,400 594,600

2013 678,000 29,938 113,338 564,662

2014 678,000 29,938 143,276 534,724

2015 678,000 29,938 173,214 504,786

2016 678,000 29,938 203,152 474,848

2017 678,000 29,938 233,090 444,910

2018 678,000 29,938 263,028 414,972

2019 678,000 14,969 277,997 400,003

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 2016 for $240,000.

May 2016 Depreciation Expense 14,969
Accumulated Deprec. 14,969

Half year of depreciation in year of disposal
Cash 240,000
Accumulated Depreciation 188,183
Loss 249,817

Engine 678,000
Accum Dep = 173,214 + 14,969 = 188,183

Final question  

The rest of the world uses FIFO but does not permit LIFO. Should the U.S. continue to use LIFO?


