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	At December 31, 2017, the available-for-sale debt portfolio for Blossom, Inc. is as follows.
	Security
	
	Cost
	
	Fair Value
	
	Unrealized
Gain (Loss)

	A
	
	$114,625
	
	$98,250
	
	$(16,375
	)

	B
	
	81,875
	
	91,700
	
	9,825
	

	C
	
	150,650
	
	167,025
	
	16,375
	 

	Total
	
	$347,150
	
	$356,975
	
	9,825
	

	Previous fair value adjustment balance—Dr.
	
	2,620
	 

	Fair value adjustment—Dr.
	
	$7,205
	 



On January 20, 2018, Blossom, Inc. sold security A for $98,905. The sale proceeds are net of brokerage fees.

Blossom Inc. reports net income in 2017 of $786,000 and in 2018 of $917,000. Unrealized holding gains and gains equal $262,000 in 2018.
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	Prepare a statement of comprehensive income for 2017, starting with net income.
	BLOSSOM, INC
Statement of Comprehensive Income
For the Year Ended December 31, 2017
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Prepare a statement of comprehensive income for 2018, starting with net income.
	BLOSSOM, INC
Statement of Comprehensive Income
For the Year Ended December 31, 2018
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	* Question 16 
Swifty financial income for Lake Inc. is $290,000, and its taxable income is $100,000 for 2018. Its only temporary difference at the end of the period relates to a $60,000 difference due to excess depreciation for tax purposes. If the tax rate is 38% for all periods, compute the amount of income tax expense to report in 2018. No deferred income taxes existed at the beginning of the year.
	Income tax expense
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	* 
Monty Corporation began operations in 2017 and reported pretax financial income of $215,000 for the year. Monty’s tax depreciation exceeded its book depreciation by $36,000. Monty’s tax rate for 2017 and years thereafter is 40%. Assume this is the only difference between Monty’s pretax financial income and taxable income.

Prepare the journal entry to record the income tax expense, deferred income taxes, and income taxes payable. (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	Account Titles and Explanation
	Debit
	Credit
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Show how the deferred tax liability will be classified on the December 31, 2017, balance sheet.
	Deferred tax liability should be classified as a 
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on the December 31, 2017, balance sheet.
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			Question 18
Windsor Corporation had the following tax information.
	Year
	
	Taxable Income
	
	Tax Rate
	
	Taxes Paid

	2015
	
	
	$306,000
	
	
	38%
	
	
	$116,280
	

	2016
	
	
	324,000
	
	
	33%
	
	
	106,920
	

	2017
	
	
	404,000
	
	
	33%
	
	
	133,320
	



In 2018, Windsor suffered a net operating loss of $484,000, which it elected to carry back. The 2018 enacted tax rate is 32%.

Prepare Windsor’s entry to record the effect of the loss carryback. (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	Account Titles and Explanation
	Debit
	Credit
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	Click if you would like to Show Work for this question:
	Open Show Work
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* Question 19 
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	The following information is available for Tamarisk Corporation for 2016 (its first year of operations).
	1.
	
	Excess of tax depreciation over book depreciation, $43,800. This $43,800 difference will reverse equally over the years 2017–2020.

	2.
	
	Deferral, for book purposes, of $18,600 of rent received in advance. The rent will be recognized in 2017.

	3.
	
	Pretax financial income, $272,800.

	4.
	
	Tax rate for all years, 40%.
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	Compute taxable income for 2016.
	Taxable income
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Prepare the journal entry to record income tax expense, deferred income taxes, and income taxes payable for 2016. (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	Account Titles and Explanation
	Debit
	Credit
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	Prepare the journal entry to record income tax expense, deferred income taxes, and income taxes payable for 2017, assuming taxable income of $348,000. (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	Account Titles and Explanation
	Debit
	Credit

	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]



	[image: ]



		Question Attempts: 0 of 1 used 








	[image: ]

	Copyright © 2000-2020 by John Wiley & Sons, Inc. or related companies. All rights reserved.



	[image: ]

	











	[image: ]

	[image: ]

	[image: ]

	[image: ]



	[image: ]
	Question 20 
Brass Co. reported income before income tax expense of $60,000 for 2017. Brass had no permanent or temporary timing differences for tax purposes. Brass has an effective tax rate of 30% and a $40,000 net operating loss carry-forward from 2016. What is the maximum income tax benefit that Brass can realize from the loss carry-forward for 2017? 
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	$20,000
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	$40,000
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	$12,000
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	$18,000
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	Question 21 
Fern Co. has net income, before taxes, of $200,000, including $20,000 interest revenue from municipal bonds and $10,000 paid for officers' life insurance premiums where the company is the beneficiary. The tax rate for the current year is 30%. What is Fern's effective tax rate? 
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	28.5%
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	30.0%
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	31.5%



	[image: ]
	27.0% 
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	* Question 22 
Riverbed Corporation has the following balances at December 31, 2017.
	Projected benefit obligation
	
	$2,357,000

	Plan assets at fair value
	
	1,791,000

	Accumulated OCI (PSC)
	
	1,182,000



What is the amount for pension liability that should be reported on Riverbed's balance sheet at December 31, 2017?
	Pension liability balance at December 31, 2017
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* Question 23 
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	The following information is available for the pension plan of Metlock Company for the year 2017.
	Actual and expected return on plan assets
	
	$ 15,300
	

	Benefits paid to retirees
	
	41,500
	

	Contributions (funding)
	
	88,100
	

	Interest/discount rate
	
	10
	%

	Prior service cost amortization
	
	7,700
	

	Projected benefit obligation, January 1, 2017
	
	496,000
	

	Service cost
	
	54,500
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	Compute pension expense for the year 2017.
	Pension expense for 2017
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	Prepare the journal entry to record pension expense and the employer’s contribution to the pension plan in 2017. (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	Account Titles and Explanation
	Debit
	Credit
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	* Question 24 
Waterway Company has five employees participating in its defined benefit pension plan. Expected years of future service for these employees at the beginning of 2017 are as follows.
	Employee
	
	Future Years of Service

	Jim
	
	3

	Paul
	
	4

	Nancy
	
	5

	Dave
	
	6

	Kathy
	
	6



On January 1, 2017, the company amended its pension plan, increasing its projected benefit obligation by $87,120.

Compute the amount of prior service cost amortization for the years 2017 through 2022 using the years-of-service method, setting up appropriate schedules.
	Year
	
	Annual Amortization

	2017
	
	$
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	2018
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	2019
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* Question 25 
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	Wildhorse Company received the following selected information from its pension plan trustee concerning the operation of the company’s defined benefit pension plan for the year ended December 31, 2017.
	
	
	January 1, 2017
	
	December 31, 2017

	Projected benefit obligation
	
	$1,491,000
	
	$1,517,000
	

	Market-related and fair value of plan assets
	
	804,000
	
	1,138,400
	

	Accumulated benefit obligation
	
	1,587,000
	
	1,704,700
	

	Accumulated OCI (G/L)—Net gain
	
	0
	
	(199,100
	)



The service cost component of pension expense for employee services rendered in the current year amounted to $76,000 and the amortization of prior service cost was $117,700. The company’s actual funding (contributions) of the plan in 2017 amounted to $254,000. The expected return on plan assets and the actual rate were both 10%; the interest/discount (settlement) rate was 10%. Accumulated other comprehensive income (PSC) had a balance of $1,177,000 on January 1, 2017. Assume no benefits paid in 2017. Ok   Cancel   
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	Determine the amounts of the components of pension expense that should be recognized by the company in 2017. (Enter amounts that reduce pension expense with either a negative sign preceding the number e.g. -45 or parenthesis e.g. (45).)
	Components of Pension Expense
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	Prepare the journal entry to record pension expense and the employer’s contribution to the pension plan in 2017. (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	Account Titles and Explanation
	Debit
	Credit
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	(To record pension expense and employer’s contribution)
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	Indicate the pension-related amounts that would be reported on the income statement and the balance sheet for Wildhorse Company for the year 2017.
	Wildhorse Company
Income Statement (Partial)
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	Wildhorse Company
Comprehensive Income Statement
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	Wildhorse Company
Balance Sheet (Partial)
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	Question 26 
During 2017, Orca Corp. decided to change from the FIFO method of inventory valuation to the weighted-average method. Inventory balances under each method were as follows: 
	
	FIFO 
	Weighted-average 

	January 1, 2017 
	$71,000 
	$77,000 

	December 31, 2017 
	$79,000 
	$83,000 



Orca's income tax rate is 30%.

In its 2017 financial statements, what amount should Orca report as the cumulative effect of this accounting change?
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	$2,800
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	$4,200
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	$6,000
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* Question 27 
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	A partial trial balance of Blue Corporation is as follows on December 31, 2018.
	
	
	Dr.
	
	Cr.

	Supplies
	
	$2,800
	
	

	Salaries and wages payable
	
	
	
	$1,400

	Interest Receivable
	
	4,900
	
	

	Prepaid Insurance
	
	94,700
	
	

	Unearned Rent
	
	
	
	0

	Interest Payable
	
	
	
	13,800



Additional adjusting data:
	1.
	
	A physical count of supplies on hand on December 31, 2018, totaled $1,100.

	2.
	
	Through oversight, the Salaries and Wages Payable account was not changed during 2018. Accrued salaries and wages on December 31, 2018, amounted to $4,000.

	3.
	
	The Interest Receivable account was also left unchanged during 2018. Accrued interest on investments amounts to $4,400 on December 31, 2018.

	4.
	
	The unexpired portions of the insurance policies totaled $63,600 as of December 31, 2018.

	5.
	
	$29,400 was received on January 1, 2018, for the rent of a building for both 2018 and 2019. The entire amount was credited to rent revenue.

	6.
	
	Depreciation on equipment for the year was erroneously recorded as $4,900 rather than the correct figure of $49,000.

	7.
	
	A further review of depreciation calculations of prior years revealed that equipment depreciation of $7,900 was not recorded. It was decided that this oversight should be corrected by a prior period adjustment.
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	Assuming that the books have not been closed, what are the adjusting entries necessary at December 31, 2018? (Ignore income tax considerations.) (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	No.
	Account Titles and Explanation
	Debit
	Credit

	1.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]   
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	2.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	3.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	4.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	5.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	6.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	7.
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]

	
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]
	[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]



	[image: ]



	[image: ]
	Assuming that the books have been closed, what are the adjusting entries necessary at December 31, 2018? (Ignore income tax considerations.) (Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	No.
	Account Titles and Explanation
	Debit
	Credit

	1.
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Warning
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	Pass the necessary adjusting entries for the following taking into account income tax effects (40% tax rate) and assuming that the books have been closed. (Round answers to 0 decimal places, e.g. 5,275. Credit account titles are automatically indented when amount is entered. Do not indent manually. If no entry is required, select "No Entry" for the account titles and enter 0 for the amounts.)
	1.
	
	Depreciation on equipment for the year was erroneously recorded as $4,900 rather than the correct figure of $49,000.

	2.
	
	A further review of depreciation calculations of prior years revealed that equipment depreciation of $7,900 was not recorded. It was decided that this oversight should be corrected by a prior period adjustment.



	No.
	Account Titles and Explanation
	Debit
	Credit
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	* Question 28 
Oriole Tool Company’s December 31 year-end financial statements contained the following errors.
	
	
	December 31, 2017
	
	December 31, 2018

	Ending inventory
	
	$10,600 understated
	
	$7,800 overstated

	Depreciation expense
	
	$2,400 understated
	
	—



An insurance premium of $70,200 was prepaid in 2017 covering the years 2017, 2018, and 2019. The entire amount was charged to expense in 2017. In addition, on December 31, 2018, fully depreciated machinery was sold for $14,400 cash, but the entry was not recorded until 2019. There were no other errors during 2017 or 2018, and no corrections have been made for any of the errors. (Ignore income tax considerations.) (Enter negative amounts using either a negative sign preceding the number e.g. -15,000 or parentheses e.g. (15,000).)

(a) Compute the total effect of the errors on 2018 net income.
	Total effect of errors on net income
	
	$
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(b) Compute the total effect of the errors on the amount of Oriole’s working capital at December 31, 2018.
	Total effect on working capital
	
	$
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(c) Compute the total effect of the errors on the balance of Oriole’s retained earnings at December 31, 2018.
	Total effect on retained earnings
	
	$
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* Question 29 
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	Presented below are income statements prepared on a LIFO and FIFO basis for Pharoah Company, which started operations on January 1, 2016. The company presently uses the LIFO method of pricing its inventory and has decided to switch to the FIFO method in 2017. The FIFO income statement is computed in accordance with the requirements of GAAP. Pharoah’s profit-sharing agreement with its employees indicates that the company will pay employees 10% of income before profit-sharing. Income taxes are ignored.
	
	
	LIFO Basis
	
	FIFO Basis

	
	
	2017
	
	2016
	
	2017
	
	2016

	Sales
	
	$3,130
	
	$3,130
	
	$3,130
	
	$3,130

	Cost of goods sold
	
	1,140
	
	1,040
	
	1,150
	
	990

	Operating expenses
	
	1,000
	
	1,000
	
	1,000
	
	1,000

	Income before profit-sharing
	
	990
	
	1,090
	
	980
	
	1,140

	Profit-sharing expense
	
	99
	
	109
	
	103
	
	109

	Net income
	
	$891
	
	$981
	
	$877
	
	$1,031



Answer the following questions.
Warning
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	If comparative income statements are prepared, what net income should Pharoah report in 2016 and 2017? (Round answers to 0 decimal places, e.g. 125.)
	
	
	2017
	
	2016

	Net income
	
	$
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	Assume that Pharoah has a beginning balance of retained earnings at January 1, 2017, of $981 using the LIFO method. The company declared and paid dividends of $510 in 2017. Prepare the retained earnings statement for 2017, assuming that Pharoah has switched to the FIFO method. (Round answers to 0 decimal places, e.g. 125.)
	PHAROAH COMPANY
Retained Earnings Statement
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	* Question 30 
In January 2017, installation costs of $4,700 on new machinery were charged to Maintenance and Repairs Expense. Other costs of this machinery of $23,500 were correctly recorded and have been depreciated using the straight-line method with an estimated life of 10 years and no salvage value. At December 31, 2018, it is decided that the machinery has a remaining useful life of 20 years, starting with January 1, 2018. What entries should be made in 2018 to correctly record transactions related to machinery, assuming the machinery has no salvage value? The books have not been closed for 2018 and depreciation expense has not yet been recorded for 2018. (Credit account titles are automatically indented when the amount is entered. Do not indent manually. If no entry is required, select "No entry" for the account titles and enter 0 for the amounts.)
	Date
	Account Titles and Explanation
	Debit
	Credit

	Dec. 31
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	(To correct for the error of expensing installation costs on machinery acquired in January, 2017)
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	(To record depreciation on machinery for 2018 based on a 20-year useful life)
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