             


Section I True/False – If the statement is FALSE, you must explain why or correct it to get credit. (1 point each)

Questions: 
1. When a specific account receivable is determined to be uncollectible, the journal entry to write off the account reduces cash.

				True			False		(indicate one)
		
		If false, explain below or correct above:

The write-off reduces accounts receivable, and the allowance for doubtful accounts, but has no effect on cash.

	2.	Increases in the market rate of interest after a bond has been issued increase the discount on the bond that the issuing firm would record.

				True			False		(indicate one)

		If false, explain below or correct above:
	
Changes in the market rate after issuance do not affect the discount on a bond. They only affect the bond’s price on the secondary market.

	3.	When a company acquires its own shares (i.e., treasury stock), total assets and total shareholders’ equity both decrease.

				True			False		(indicate one)

	4.	  A company’s assets and shareholders’ equity both decrease on the date when a cash   dividend is declared by the company’s board of directors.

				True			False		(indicate one)

		If false, explain below or correct above:

		Liabilities increase and stockholders’ equity decrease when a cash dividend is declared.

	5.	Selling a depreciable asset for a gain results in an increase in both net income and total assets.

				True			False		(indicate one)

		


	6.	An understatement of ending inventory results in an overstatement of net income.

				True			False		(indicate one)

		If false, explain below or correct above:

An understatement of ending inventory results in an overstatement of COGS and therefore an understatement of net income.

	7.	Use of the double-declining balance method of depreciation results in increasing amounts of depreciation expense each year over an asset’s life.

				True			False		(indicate one)

		If false, explain below or correct above:

The double-declining balance method records higher depreciation expenses in earlier years, with declining amounts of depreciation recorded over an asset’s life.

	8.	Amortization of a discount on a bond payable will result in an increase in the net bond liability amount shown on the balance sheet. 

				True			False		(indicate one)

	9.	When inventory costs are decreasing, a company that uses LIFO will have higher Retained Earnings than a company that uses FIFO (assuming all else is equal between the companies).

				True			False		(indicate one)

	10.	When using the percentage of credit sales method for recording bad debt expense, the ending balance in the allowance for doubtful accounts is equal to net sales multiplied by a historical percentage for credit losses.

				True			False		(indicate one)

		If false, explain below or correct above:

When using the percentage of credit sales method, net sales multiplied by a historical percentage for credit equals the bad debt expense recorded for the year, and not the ending balance in the allowance for doubtful accounts.




Section II Multiple Choice – Indicate the correct answer. (3 points each)

	11.	What is the effect on the 2016 financial statements when a capital expenditure during 2016 was incorrectly recorded as an ordinary repair and maintenance expense?

	A) The error cancels out and the financial statements are not affected.
	B) Assets and net income are both overstated.
	C) Assets are overstated and net income is understated.
	D) Assets and stockholders’ equity are both understated.


	12.	Farkle Company estimated the net realizable value of its accounts receivable as of December 31, 2016, to be $165,000, using the aging of accounts receivable method. Farkle also provided the following information:

· The gross accounts receivable balance on December 31, 2016 was $175,000
· Uncollectible accounts receivable written off during 2016 totaled $12,000
· The allowance for doubtful accounts balance on January 1, 2016 was $15,000.

How much is Farkle’s 2016 bad debt expense?
	
A) $10,000
B) $7,000
C) $13,000
D) $3,000

The December 31, 2016 balance in allowance for doubtful accounts, $10,000 equals the accounts receivable balance on December 31, 2016, $175,000, minus the December 31, 2016 net realizable value of accounts receivable, $165,000. The December 31, 2016 balance in allowance for doubtful accounts, $10,000 equals the balance in allowance for doubtful accounts on January 1, 2016, $15,000 minus accounts receivable write offs during 2016, $12,000, plus the 2016 bad debt expense, $7,000.

	13.	Smort Company purchased land by paying $20,000 cash on the purchase date and agreeing to pay $40,000 for each of the next 8 years, beginning one year from the purchase date. Smort’s borrowing rate is 9%.  The land value reported on the balance sheet is closest to:

	A) $237,600
	B) $221,000
	C) $340,000
	D) $241,400
	
N = 8 years, I/Y = 9%, FV = 0, PMT = -40,000, PV = ? = 221,392 PLUS the 20,000 payment on purchase date = 241,392.

14.    	Grewark Company provided the following information for 2017:
· Cash sales were $450,000
· Credit sales were $1,350,000
· Selling and administrative expenses were $330,000
· Sales returns and allowances were $90,000
· Sales discounts were $43,000
· Increase in accounts receivable for the year was $55,000
· Gross profit (net sales less COGS) was $1,360,000 

		How much was Grewark’s Cost of Goods Sold for 2017?

	A) $307,000
	B) $252,000
	C) $440,000
	D) $340,000

Net Sales = 450,000 + 1,350,000 – 90,000 – 43,000 = 1,667,000.  Net Sales – COGS = 1,360,000 in Gross Profit.  COGS therefore was $307,000	

	15.	On January 1, 2016, Broker Corp. issued $3,000,000 par value 12%, 10-year bonds which pay interest each December 31. If the market rate of interest was 14%, which of the following is closest to the issue price of the bonds?

	A) $3,339,084
	B) $2,843,172
	C) $3,000,000
	D) $2,687,033

N = 10 years, I/Y = 14%, FV = 3,000,000, PMT = (3,000,000 * 12% = 360,000), PV = ? = 2,687,033.

	16.	Which of the following statements incorrectly describes earnings per share (EPS)?

	A) Earnings per share is a ratio calculated per common share.
	B) An increase in the market price per common share does not result in a decrease in earnings per share.
	C) An increase in dividends per share results in an increase in earnings per share.
	D) The reissue of treasury stock decreases earnings per share.







	17.	Skylar Company issued $50,000,000 of its 10% bonds at par on January 1, 2016. On December 31, 2016, the bonds were trading on the bond exchange at 102.5. Since the issue date, what has happened to the market rate of interest?

	A) The market rate increased.
	B) The market rate decreased.
	C) The market rate stayed the same.
	D) There is too little information to determine what has happened to the market rate.

18. 		On January 1, 2016, PyleDriver Company purchased an asset for $50,000, and estimated that it had no residual value and a useful life of 8 years. An error was made in 2016 because the total amount of the asset’s cost was recorded as an expense in 2016, and no depreciation was recorded. Pretax income for 2016 was $42,000 (when reported incorrectly based on the information above). Assuming the company uses straight-line depreciation, what is the correct 2016 pretax income?

	A) $35,750 
	B) $48,250
	C) $85,750
	D) $92,000

$42,000 pretax income + $50,000 in expenses incorrectly recorded, less ($50,000/8 =) $6,250 depreciation expense that should have been recorded.

	19.	QV-TV, Inc. provided the following items in its notes to the financial statements for the year-end 2014: Cost of goods sold was $22 billion under FIFO costing and the inventory value under FIFO costing was $2.1 billion. The LIFO Reserve for year-end 2013 was $0.6 billion and at year-end 2014 it had increased to $0.8 billion. What is the LIFO inventory value at year-end 2014? 

	A) $1.9 billion
	B) $2.9 billion
	C) $2.3 billion
	D) $1.3 billion

LIFO Ending Inventory (1.3) + LIFO Reserve (0.8) = FIFO Ending Inventory (2.1)










	20.	A company reported the following asset and liability balances at the end of 2015 and 2016:
	
	2015
	2016

	Total Assets
	$6,800,000
	$7,600,000

	Total Liabilities
	3,200,000
	3,600,000



		During 2016, cash dividends of $50,000 were declared and paid, and common stock was issued for $100,000. What was the amount of net income in 2016?

	A) $400,000
	B) $480,000
	C) $300,000
	D) $350,000



Section III Free Response Questions. (Points as indicated)

Reminder: For the questions that remain, show your work to be eligible for partial credit.
Receivables - Use the information below for questions 21-23.

On December 31, 2011, Colonial Corporation had the following ending account balances related to credit sales and receivables prior to recording adjusting entries for bad debt expense:
		Accounts Receivable, Gross		$25,000
		Allowance for Doubtful Accounts	       200 (credit balance)
		Sales Revenue (all credit sales)	400,000

Prepare the necessary year-end adjusting journal entries related to bad debt expense for each of the following independent assumptions.


21. An aging of accounts receivable is completed. It is estimated that $2,150 of the receivables outstanding at year-end will be uncollectible. (4 points)

Bad debt expense 				1,950
	Allowance for doubtful accounts			1,950

*Already at a balance of 200, but the above suggests the “target” (i.e., what we want to be in the ending balance) is $2,150.  We need to record another $1,950 to get there.


22. Now instead assume the firm uses the percentage of credit sales method. It is estimated that 1% of credit sales for the year will prove to be uncollectible. (4 points)

Bad debt expense 				4,000
	Allowance for doubtful accounts			4,000
	
	Percentage of credit sales method just takes credit sales of 400,000 * 1% estimated to be uncollectible, and that $4,000 is automatically what you record as bad debt expense.

23. Assume the same information presented in Q21, except that prior to adjustment, the allowance for doubtful accounts had been incorrectly accounted for and had a debit balance of $200 rather than a credit balance of $200.  (4 points)

Bad debt expense					2,350
	Allowance for doubtful accounts			2,350

Similar to 21, only now the existing balance is a debit of 200.  So to get to an ending credit balance of $2,150 (which reflects the total amount of outstanding receivables that we think won’t be collectible), we need to record $2,350 in bad debt expense.

Time Value of Money Problems

FOR QUESTIONS 24 and 25, ROUND YOUR FINAL ANSWERS TO TWO DECIMAL PLACES (e.g., $123.45 or 123.45%)

24. Vincent van Gogh only sold one painting during his lifetime, for the equivalent of about $30 in 1890. In 1990, van Gogh’s “Portrait of Dr. Gachet” sold for $82,500,000. If this painting had been purchased in 1890 for $30, what would have been the interest rate of return to make it worth $82,500,000 exactly 100 years later? (5 points)

N = 100 years
PV = -$30
FV = $82,500,000
PMT = 0
I/Y = ? = 15.98%


25. The company you work for is expanding and would like to build a new satellite location for remote work. They’ve obtained three different loan quotes. Each loan option is for a $1,000,000 loan to be received now in order to start construction. The company would like to keep monthly payments under $9,000 but would also like pay off the loan as quickly as possible. Which of the following loans should the company choose in order to meet both of those criteria (i.e., keep payments under $9,000, but also pay things off as quickly as possible)? (indicate one, but show work for partial credit)? (5 points)

A. Loan A: 30-year loan with a fixed interest rate of 8.5%
B. Loan B: 20-year loan with a fixed interest rate of 8.125%
C. Loan C: 15-year loan with a fixed interest rate of 7.75%

Loan A: PV = 1,000,000, N = 30*12=360, I/Y = 8.5/12, FV = 0, PMT = -7,689.13
Loan B: PV =1,000,000, N=20*12 =240, I/Y =8.125/12, FV = 0, PMT =-8,442.36
Loan C: PV = 1,000,000, N = 15*12=180, I/Y=7.75/12, FV = 0, PMT =-9,412.76

Loan B best meets both criteria. If wrong, partial credit given for correct inputs.









Long-Lived Assets. 

Use the following information for questions 26-29.

In 2014, PearDeck spent $1,850,000 on research and $325,000 on development for a new prototype of a tablet that might be used in the classroom for bilingual education. Unfortunately, the company was unable to work out the kinks in the prototype and abandoned their efforts at the end of the year. The following year in 2015, the company pushed forward, purchasing a promising patent from a competitor for $2,400,000 on January 1. They initially expected the patent to have a useful life of 7 years, with a salvage value of $100,000. On June 30 of 2016, Microsoft purchased the patent from PearDeck for $6,000,000. Assume all payments made or received were for cash. Pay attention to the dates in the information provided.

26. Prepare the journal entry to record the research and development expenditures for 2014. (2 points)

Research and Development Expenses     2,175,000
	Cash						2,175,000

*Note that it would be fine if R&D are broken out into separate lines for the entry

27. Prepare the journal entry to record the purchase of the patent in 2015. (2 points)

Patent		2,400,000
	Cash			2,400,000
	
28. Compute the amount of amortization, if any, that would be recorded at the end of 2015, assuming the company uses the straight-line method for both depreciation and amortization. (3 points)

(2,400,000 purchase price – 100,000 salvage) divided by 7 years = $328,571

29. Prepare the journal entry to record the sale of the patent on June 30th of 2016. (5 points)


Cash					6,000,000
Accumulated Amortization		   492,857 (1.5 years of the $328,571 from Q28)
	Patent						2,400,000
	Gain on Sale					4,092,857 

Okay if the gain/accumulated amortization are slightly off due to rounding, etc.





Bonds

30. Bridgetop Inc. issued semi-annual ten-year bonds on January 1, 2016, according to the following information: $100,000 maturity value, 5% annual rate (i.e., 2.5% paid semi-annually on June 30 and December 31). At issuance, the market rate was 5.25%. The bonds were dated January 1, 2016 and the accounting period ends on December 31. 

Use this information to calculate each of the following, assuming straight-line amortization: 

a) Cash inflow at date of issuance (4 points) - $98,074

	            N = 20, I/Y = 2.625, FV = 100,000, PMT = 2500, PV = ? = 98,074.1676

		If incorrect, one point of partial credit for each of the four inputs.

b) Interest expense recorded for 2017 (3 points) - $5,192.60

*Note the journal entry isn’t required – just showing work to explain calculation. 3 points for the correct value. Partial credit awarded with discretion.
 
Interest Expense	5,192.6  “plug”
	Cash				5,000
	Discount Amortized		  192.6  (1926 discount/10 years)

Balance Sheet amounts as of December 31, 2017:

c) Bonds payable, gross (2 points) - $100,000 (no partial credit)


d) Unamortized discount (3 points) - $1,540.80 

		1926 – (192.6 x 2) = 1,540.8







Inventory 

Use the following information for questions 31 and 32, below. Jigsaw Industries had the following in its LIFO solar charger inventory on January 1, 2016. 

	Year Added to LIFO Inventory
	Units
	Cost Per Unit

	2013
	200
	740

	2014
	180
	780

	2015
	175
	820



The company set its selling price at $1,670 for 2016. Replacement cost as of January 1, 2016 was $835 per unit and remained unchanged during 2016. During 2016, the company sold 1,125 units.

Required:

31. Calculate the gross profit that the company would report in 2016, assuming it purchased 650 units during the year. (6 points)

Cost of goods sold contains 650 units of the new purchase, 175 units from the 2015 layer, 180 units from the 2014 layer and 120 units from the 2013 layer. Therefore, the cost of goods sold is as follows:
 
2016: 650 X $835 = 542,750
2015: 175 X $820 = 143,500
2014: 180 X $780 = 140,400
2013: 120 X $740 = 88,800
Total: 915,450
 
Sales = 1125 X $ 1670 = 1,878,750
Gross Profit = Sales – COGS = 963,300

32. Calculate the gross profit that the company would report in 2016, now instead assuming it purchased 1,125 units during the year. (6 points)

Under the new assumption, all the COGS comes from the new purchase in 2016. 
COGS: 1125 X $835= 939,375
Gross profit: Sales – COGS = 939,375




Stockholders’ Equity

33. For each transaction below, indicate the appropriate journal entry by recording the appropriate code letters and correct dollar amounts. Note that more than one account may be debited or credited for any given transaction. (12 points)
A. Cash
B. Remaining assets
C. Retained Earnings
D. Common stock, par $20
E. Dividends payable
F. Accounts payable
G. Bonds payable
H. Additional Paid in Capital
I. Treasury stock
J. No journal entry (do not enter a dollar amount)

	
	Debits
	
Credits

	Transaction
	Code(s)
	Amount
	Code(s)
	
Amount

	Example: Paid for an account payable of $200
	F
	200
	A
	200

	1) Issued 5,000 shares of common stock at $26 per share (par value of $20).
	A
	130,000
	D
H
	100,000
30,000

	2) Issued a 10% stock dividend when the stock was selling at $30 per share. Assume the 5,000 shares issued above are the only shares outstanding.
	C
	15,000
	D
H
	10,000
5,000

	3) Issued a 2-for-1 stock split when the market price was $30 per share.
	J
	
	J
	




Thanks for working so hard in this course!
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