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ACCT 3110 — Professor Mayper
EXAM ICPART | AND II SPRING 2003

|. Matching (16 points)
Match each of the items below to the most gppropriate description that follows:
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. Asset B. Comparability C. Comprehensive Income  D. Consistency
. Conservatism F. Cost Benefit G. Entity H. Expense

Extraordinary Gain J. Extraordinary Loss K. FASB L. Full Disclosure
. GAAP N. Going Concern O. Historic Cost P. IASB

Liability R. Matching S. Materidity T. Monetary Unit
. Net Income V. Ordinary Gain W. Ordinary Loss X. Owners Equity
. Periodicity Z Relevance 2. Rdiability

Revenue Recognition 4. Revenue 5. SEC

Statement of Financial Accounting Concepts 7. Statement of Financial Accounting Standards

The quditative characterigtic that supports the use of historic cost since it is verifigble is caled

Anincurred cost of the current accounting period, in which no economic benefitsarereceived in the
current accounting period, and is an infrequent event but not unusua isa (an)

Theintent of full disclosureisto dlow usersto eva uateone company againgt another company, by

alowing for gandardizing across the companies. Thisis areflection of what secondary quaity?

The FASB is the only regulatory body that currently issues these rules which corporations are
required to follow .

A critical assumption of acost basisfor accounting isthat thefirmwill exist in thefuturein order for

the coststo be matched with the recognized revenue of thefutureperiods. Thisfutureexistenceisa
reflection of what assumption?

This number reflects changes in the wedlth of the entity due to the recognized revenue, expense,
gain, and loss events of an accounting period.

A current obligation of the firm to give up assstsin the future is cdled a (an) .

When it is assumed that the persond affairs of the investors are accounted for separately from the
business affairs of the firm, thisis a description of the assumption.



Il. The Adjusting Process[15 points|

AGM Wholesde BBQ, Inc.
Pre-adjusted Tria Baance
December 31, 2002

Cash......ccoooiii, $ 128,295
Accounts Receivable.............. 96,000
Allowance for Uncollectible Accounts 200
Prepaid Insurance................... 9,800
Prepaid Rent.............ccceeveeenee. 6,600
SUPPHIES...ccoi v, 150
INVENtOry .....cccvvvvviiiineeeennn. 15,200
Building........cccoovveeviinnnnn. 420,000
Accumulated Depreciation-Building.... 57,500
Accounts Payable..................... 35,000
Unearned Revenue................... 14,000
Notes Payable..........cccccccueen. 150,000
Common StocK.............evvvvnnnnnn. 185,000
Dividends.........cccovveeeiiiininneenn. 655
Retained Earnings (1/1/02)...... 149,170
Sales Revenue ..........ccceeveenne 216,250
Sales Returns and Allowances........... 1,250
Cost of Goods Sold............ceevneen.. 105,370
Insurance Expense.................. 19,200
Supplies Expense..........cccccveene 4,200

$ 806,920 $ 806,920

Additiona Information:

1

On 12/1/02 received a $14,000 advance payment from UNT Partiers. 35% of the BBQ was delivered to UNT in
December, 2002; the remainder will be delivered in January 2003.

The Company uses the aging of accounts receivable method to estimate the allowance for uncollectible accounts.
The estimated amount of uncollectible accounts at year end is $2,880.

On July 31, 2002 the firm paid the annual insurance premium of $19,200.

The building was purchased on July 1, 1999. It is estimated to have a 15 year useful life and depreciation is
calculated using straight line. Salvage value was estimated at $75,000.

AGM borrowed $150,000 at 10% on May 1, 2002. Interest payments are due annually beginning April 30, 2003.

On 11/30/02 the rental agreement was renewed at an annual rental of $7,800. Payments are due to the landlord at
the end of each 3 month period of time (first due 3/1/03). The old rental contract was $7,200 per year.

At December 31, 2002 the cost of supplies on hand was $475.

Required: Prepare all appropriate adjusting journal entries for the year ended 12/31/02.



[11. Closing Entries (5 points)

For the following accounts write in column 1 Ayes), if the account is closed at the end of the accounting
period, otherwise write Anof [if you leaveit blank, it will be counted wrong]; and in column 2 writeABAL(l
if the account will appear on the end of the period balance sheet, write AINC) if it will appear on the
periocks income statement, write ASSH if it will appear on the periodks statement of stockholders equity,
write ABOTHA@ if it will appear on both the balance sheet and statement of stockholders equity, or write

ANONE( if it does not gppear on any of the financia statements.

ACCOUNT NAME column 1

Example Wage Expense yes
Accumulated Depreciation
Income Summary
Cost of Goods Sold
Dividends Declared
Gain due to change in depreciation methods

I'V. Discontinued Operations (6 points)

column 2

On May 1, 2002 Koch Communications entered into a binding agreement to dispose of their newspaper

subsdiary. The disposition will be completed on March 1, 2003.

Information as of 12/31/02;

Income (loss) from operations 1/1/02 - 4/30/02: $ (25,000)
Income (loss) from operations 5/1/02 - 12/31/02: (60,000)
Carrying Vaue of Net Assets less disposal costs at 12/31/02: 940,000
Fair Vaue of Net Assetsless disposal costs at 12/31/02: 936,000
I nformation as of 12/31/03:

Income (loss) from operations 1/1/03 - 3/1/03: $ (13,000)
Carrying Vdue of net assets at 3/1/03: ?7?7?
Sdes Price less disposal costs at 3/1/03: 927,500

REQUIRED: Ignoring the income tax effect, what will be reported for the Results of Discontinued

Operationsfor:

2002
Income (Loss) from Discontinued Operations
Gain (Loss) due to Impairment

Gain (Loss) from Sde of Discontinued
Operation

2003



V. Essay (5 points)
For any credit, the answer must be READABLE

Cubarrs Broadband Hardware, Inc. incurred $15,000,000 of research and development costs (R&D)

during 2002. The CFO tellsyou that thereis areasonable probability that thisR& D will be successful. He
gives you a report showing that if the R&D is successful the company will develop a new broadband
delivery satdllitethat isestimated to increase net profits by $500,000,000 over the next 15 years, beginning
in 2003.

Using your professond judgment and knowledge of accounting theory, how would you account for the
R& D cogtsincurred in both the 2002 and 2003 financid statements? What isthe basis (rationde) for this
accounting. (i.e., how will the R&D be recognized and classfied and what is the bass for this type of

recognition).

V1. Income Statement and Retained Earnings[7 points]

For the year ended 12/31/02, DJ Computer Inc. had income from continuing operations before taxes of

$420,000 befor e congdering the following transactions and events.  All of the items below are before

income taxes and are materid.

1 During 2002 DJhad a$3,000 gain dueto aninsurance claim from flood damages (excessinsurance
was received); the flood was unusua but not infrequent.

2. In January, 2002 DJ changed inventory methods, from wel ghted average to the FIFO method. The
cumulative effect was to increase inventory by $13,000.

3 In 2001 DJ omitted $2,500 of accrued rent expense due to an error not discovered until 2002.

4, In 2002 DJ sold a copy machine for $147,000; on the books it had a book value of $140,000.

5 Unadjusted Beginning Retained Earnings at 1/1/02 was $243,000.

6. Thetax rate for DJis 40%.

A.] Required: InGOOD REPORT FORMAT, prepare the Income Statement for theyear 2002. Giveall
relevant line items, sub-totals and totas. Begin with income from continuing operations before taxes and
ignore EPS disclosures.

DJ:s

INCOME STATEMENT
for the year ending 12/31/02

B.] How much is DZs Adjusted Beginning Retained Earnings for 20027



EX| PART I

I. Multiple Choice [10 points-- 2 each]
Ingructions.  Clearly print the letter of the best answer in the space provided next to each question.

1. In a Statement of Cash Flows, issuance of common stock to retire long term debt would be
classfied as
a Non cash investing and financing activities
b. Invedting activities
C. Fnancing activities
d. Operating activities
2. Comprehensive incomeincludes:
a Investments by owners.
b. Dividend declared
C. Unredized Holding Losses
d. All of the above are excluded in Comprehensive Income.
e. Two of the above are included in Comprehensive Income.
3. Which of the following is afdse satement:
a A potentid materid loss on alawsuit, the outcome of which is uncertain as of the
end of the current accounting period is a contingent event.
b. Related party transactions must be disclosed in notes to the financid statements.
C. Ligbilities are eventualy paid back with cash or provison of other assets or the
provision of services.
d. Assets must be owned by the company.
4. Jos Inc. produces expens ve equipment for sale by contracts. For afew of the contractsthereis

substantial doubt about eventua collectibility and the revenue recognition method used isbased on
the gross profit ratio. The revenue recognition method used is:

a.

b
C.
d.
e

the Completed Contract Method

to recognize & time of delivery

the Percentage of Completion Method
The Ingdlment Method

The Cost Recovery Method.

5. Hill Co. began operationsin 2001 and appropriately usestheingtalment method of accounting. At
12/31/01 they provide you the following:

Installment Receivables $400,000
Ingtalment Sdles 900,000
Cost of Goods Sold, as percentage of Sales 60%

How much gross profit will be deferred in 20017?

a

$ 160,000
$ 200,000

b.
C. $ 240,000
d.

$ 360,000



II. Long Term Congtruction Contracts---Financial Statement I nter pretation [6 points]

Spear Corporation account for their long term congtruction contracts using the percentage of completion
method. Below arethe partia Income Statements and Ba ance Sheetsfor 2000-2001. All projectsbegan
in 2000 and were fully completed in 2002. Thetota contract price for these projects was $10,000,000.

PARTIAL INCOME STATEMENTS

2000 2001
Congtruction Revenue.......... $3,750,000 $4,000,000
Construction Expenses......... (2,250,000) (3,105,000)
Income (gross profit) from
construction projects...... $1,500,000 $ 895,000
PARTIAL BALANCE SHEETS
Current Assets.
Accounts Receivable $ 305,000 $ 430,000
Congtruction in Progress $3,750,000
Less Billings 3,000,000
750,000
Current Ligbilities
BilliNngS ...ccvvevecvcreieecerereinas $7,771,000
Less: Congtruction in Progress............. 7,750,000
21,000

a How much cash did Spear callect from their customersin 20017

b. How much were customers billed in 20007?

C. How much congiructions revenue was recognized in 20017?

d. What was the estimated percentage completed for the project through 20007



[11. Revenue Recognition--L ong term Construction (21 pts)

Denton Congtruction entered into a construction contract with KDNT on July 1, 1999 to construct anew
televisontower. Thefixed fee contracted price for construction of the tower was$6,000,000. The tower
was completed on Feb 1, 2002. Y ou are given the following:

1999 2000 2001 2002

Tota Costsincurred TO date... $800,000  $2,852,500  $3,895,000 $4,200,000
Y ear end esdimate of remaning

costs to complete project........ 3,200,000 1,222,500 205,000 -0-
Amounts billed to KDNT during

1YL= - GRS 1,750,000 2,700,000 1,550,000 -0-
Amounts collected during year..... 1,341,000 2,900,000 1,700,000 59,000
REQUIRED:

A] 1. ASSUME Denton Construction usesthecompleted contract method, preparethereevant portion
of the 2001 Baance Sheet, excluding the cash account. | will include the potentiad Baance Sheet
Classficationsand you are required to show the appropriate accounts, account balances and sub-totas|[as
donein class notes, excluding the cash]

2001

CURRENT ASSETS:

CURRENT LIABILITIES:

2. How much Congruction Gross Profit (L oss) will be recognized in:

2001

2002

3. What will be the balancein the CIP Account at 12/31:

1999

2000




[11. (continued)
B] ASSUME Denton Congtruction uses the Per centage of Completion method:

i.) What will be the balancein the CIP Account at 12/31:

2000

2001

ii.) How much Congtruction Gross Profit (L oss) will be recognized in:

2000

2001

2002




V. Cash Flow/Cash+Accrual [10 pointg|
Y ou are provided with the following operating account balances for the year 2002

Beginning Baance Ending Bdance

Accounts Receivable, net.......... $ 75,000 $ 65,400
Inventory........cccevveeenee. 18,700 21,000
Prepaid Rent.........cccocevevvrienennee. 1,800 1,450
Accounts Payable.................. 15,600 14,000
Wages Payable...........cccoeuenee. 2,100 2,260

Additiond Information:

A. $175,000 cash was collected from customers during the year (assume al sales are on credit)

B. $62,000 was paid to suppliers of inventory (assume dl purchases of inventory are on credit and
accounts payable is only used for inventory suppliers).

C. $17,000 was paid for rent during the year.

D. $88,000 was paid to employees during the year.

Requirements----MUST SHOW YOUR WORK FOR ANY PARTIAL CREDITBthe above
representsall the necessary infor mation needed to construct an income statement. You need to
convert the cashflow information in A through D above to accrual information using the above
accounts. On thenext page prepar e a basicincome statement that will show therevenues, each
individual expense account implied by the above, and net income.

INCOME STATEMENT

REVENUES (lig dl reevant accounts implied)

EXPENSES (list each individua account implied)

NET INCOME (LOSS)



