Surname 1
Student’s Name
Professor’s Name
Subject Course
Date
Accounting Serial Problems
SP5
Part A
Question 1
Lower of cost or market (LCM) for ending inventory.
	Inventory Item
	Units
	Cost per unit
	Market per unit
	Lower of cost or market

	Office productivity
	3
	76
	74
	222

	Desktop Publishing
	2
	103
	100
	200

	Accounting
	3
	90
	96
	270

	Closing Inventory balance
	
	704
	710
	$692


 Under this scenario, Rey must adjust the reported inventory value since the lower of cost or market results to a figure that is lower than the figure reported using cost approach.
Question 2
If Rey had instead applied the lower cost or market value, then there will be not need of adjusting the reported inventory since the reported value will represent the lowest possible value, hence accounting for the loss of value over time.
Part B
Question 1
Inventory Turnover
Inventory turnover = 
  However, since the beginning inventory was zero, the ending inventory is the average inventory = 704
In this case, the inventory turnover = 
Days’ sales in inventory = 365/ inventory turnover ratio = 365/19.96 = 18.29 days
Question 2
If the competitor’s turnover ratio was 15 times and 25 days’ sales in inventory, then Business Solution in this case will be outperforming the competitor. It sells faster (18.29 days) compared to competitors at 25 days. At the same time, a Business solution has a higher inventory turnover ratio than the competitor.


SP6
Question 1
Business Solution Bank Reconciliation Statement for the month ended March, 31 2018.
	Item
	Amount $

	Ending Bank Balance
	67,566

	Add: Erroneous check
	500

	Deduct: Uncleared checks
	(128)

	Adjusted bank Balance
	67,938

	Ending Book Balance
	68,057

	Add:     Interest earned
	33

	Deduct: safety deposit charge
	(50)

	               Printed checks charge
	(102)

	Adjusted Book Balance
	67,938



Question 2
Adjusting Entries
	Date
	Account No.
	Account Title
	Debit
	Credit

	25/3/2018
	677
101
	Miscellaneous expense
           Cash
	50

	
50

	26/3/2018
	677
101
	Miscellaneous expense
           Cash
	102
	
102

	31/3/2018
	101
404
	Cash
        Interest Revenue
	33
	
33


SP 7
Question 1
Total revenue $44,000
Accounts receivables $22,867
Part a
Bad debt = 1% of total revenues = 
The adjusting entry
	Date
	Account Title
	Debit $
	Credit $

	31/3/2018
	Allowance for Bad Debt expense
           Accounts Receivables
	440

	
440



Part b
Bad debts = 
The adjusting entry will be
	Date
	Account Title
	Debit $
	Credit $

	31/3/2018
	Allowance for Bad Debt expense
           Accounts Receivables
	457

	
457



Question 2
Accounts receivable is $20,250
Bad debts = 
Therefore, the adjusting entries for June will be 
	Date
	Account Title
	Debit $
	Credit $

	30/6/2018
	Allowance for Bad Debt expense
           Accounts Receivables
	405

	
405



Note: the March 31st bad debt was already written off, hence no need of rewriting it off again.
Question 3
S. Rey should consider the direct write-off. In this case, the direct write-off does not allow for the allowances to be made, but only allows the debt to be written off once it is determined to be uncollectible (Saguinsin, 2013). In this case, Rey will avoid the risks of understating or overstating the bad debt expenses.


SP 8
Question 1
Depreciation using straight-line method
The straight line method allocates similar amounts for the entire period. From the information provided the 3 months depreciation amount from December 31st 2017 to March 31st 2018:
Depreciation Expense Office Equipment		(800-400) = $400
Depreciation expense- computer equipment	(2500-1,250) = $1,250
There are three quarters in a year. Therefore, the depreciation expense at the end of the year, 31st December 2018 will be:
Depreciation Expense Office Equipment		(400 * 3) = $ 1,200
Depreciation expense- computer equipment	(1,250 * 3) = $3,750
Question 2
Book value = Cost – depreciation expense, which is
Office equipment		(8,000 – 1,200) = $ 6,800
Computer equipment		(20,000 – 3,750) = $ 16,250.
Question 3
Total Asset Turnover = 
Average total assets = 
Therefore, the 3-month total asset turnover = 
The annual period turnover, therefore, is (0.43 * 4) = 1.73
In this case, the competitor generates more value using its assets (2.5 times) compared to Business Solutions (1.73). Consequently, Business Solution is said to underperform its competitor.
SP 9
Question 1
FICA tax rates applicable are:  6.2% for Social security and 1.45% Medicare.
Lyn works at a daily wage of $125, thereby making the weekly gross pay to be $1,000. The net pay is calculated as follows
Weekly Gross Pay							 $1,000.00
Fica Social Security Tax Deduction (6.2%0)		($62.00) 
FICA Medicare Tax deduction (1.45%0			($14.50)
Income Tax Deduction					 ($ 159)
Total deductions							$ 235.50
Net Pay to Lyn										$ 764.50
Question 2
	Date
	Item
	Debit
	Credit

	26th Feb
	Wage Expense
	1,000
	

	
	FICA Social Security Tax Payable
	
	62

	
	FICA Medicare Tax payable
	
	14.50

	
	Employee Federal income tax Payable
	
	159

	
	Cash
	
	764.50



Question 3
Journal entry for Payroll tax expense
	Date
	Item
	Debit
	Credit

	26th Feb
	Payroll tax expense
	176.50
	

	
	FICA Social Security Tax Payable
	
	62

	
	FICA Medicare Tax payable
	
	14.50

	
	SUTA (4%*1000)
	
	40

	
	FUTA (6%*1000)
	
	60



Question 4
	Date
	Item
	Debit
	Credit

	25th March
	Accounts Receivable
	XXX
	

	
	Sales
	
	XXX

	
	Sold merchandise on credit and collected sales tax of 4%
	
	XXX

	
	
	
	

	25th March
	Cost of goods sold
	XXX
	

	
	Merchandise inventory
	
	XXX





[bookmark: _GoBack]References
Saguinsin, A.T. (2013). Basic Concept of Accounting: Fundamentals of Accounting. USA: Booktango.  

Surname 


1


 


Student’s Name


 


Professor’s Name


 


Subject Course


 


Date


 


Accounting Serial Problems


 


SP5


 


Part A


 


Question 1


 


Lower of cost or market (LCM) for ending inventory.


 


Inventory Item


 


Units


 


Cost per unit


 


Market per unit


 


Lower of cost or 


market


 


Office productivity


 


3


 


76


 


74


 


222


 


Desktop Publishing


 


2


 


103


 


100


 


200


 


Accounting


 


3


 


90


 


96


 


270


 


Closing Inventory 


balance


 


 


704


 


710


 


$692


 


 


Under this scenario, Rey must adjust the reported inventory value since the lower of cost or 


market results to a figure that is lower than the figure reported using cost approach.


 


Question 2


 


If Rey had instead applied the lower cost or market value, then 


there will be not need of 


adjusting the reported inventory since the reported value will represent the lowest possible value, 


hence accounting for the loss of value over time.


 


Part


 


B


 




Surname  1   Student’s Name   Professor’s Name   Subject Course   Date   Accounting Serial Problems   SP5   Part A   Question 1   Lower of cost or market (LCM) for ending inventory.  

Inventory Item  Units  Cost per unit  Market per unit  Lower of cost or  market  

Office productivity  3  76  74  222  

Desktop Publishing  2  103  100  200  

Accounting  3  90  96  270  

Closing Inventory  balance   704  710  $692  

  Under this scenario, Rey must adjust the reported inventory value since the lower of cost or  market results to a figure that is lower than the figure reported using cost approach.   Question 2   If Rey had instead applied the lower cost or market value, then  there will be not need of  adjusting the reported inventory since the reported value will represent the lowest possible value,  hence accounting for the loss of value over time.   Part   B  

