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 I.  Multiple Choice - (2 points each, 38 points total)  Read each question carefully and indicate your answer by circling the letter preceding the one best answer.





 1.  Which of the following is an advantage of using the net price method for recording cash discounts on credit sales?


a.   it eases communication with customers about their balances


b.   it properly reflects current period sales revenue


c.   it simplifies recording of sales returns & allowances


d.   it requires less record keeping than the gross method





 2.  When a company writes off an account receivable using the direct write-off method, the effect of this write-off on the financial statements is to:


a.   increase the net realizable value of accounts receivable


b.   reduce total expenses


c.   reduce total assets


d.   increase working capital





 3.  The Baldwin Co. sells $4,000 of accounts receivable to a factor and receives 94% of the value of the factored accounts less a 10% commission based on the gross amount of factored accounts receivable. After the journal entry to record this factoring transaction is made, Baldwin Co.'s total assets will be:


a.   reduced by $640


b.   increased by $3,600


c.   reduced by $400


d.   increased by $3,360





 4.  Martinez & Co. accepted a $5,000, 8%, 90-day note receivable for services rendered to a client. Thirty days later Martinez & Co. discounted the note at a bank at 10%. The entry to record the proceeds from the sales of the note would include a


     a.   credit to notes receivable for $5,000


     b.   debit to cash for $5,100


     c.   credit to interest receivable for $33


     d.   debit to loss from discounting of note $15





�
 5.  On June 11, Eugene, Inc., accepted a $7,000, 6%, 60-day note from a customer. On June 26, the company discounted the note at the bank at 8%. The proceeds amounted to:


     a.   $7,046.43


     b.   $6,999.30


     c.   $6,976.67


     d.   $7,000.00





 6.  Near the end of 1997, Wilson Co. made the following purchases.  The months involved in all cases are December 1997 and January 1998.


                                Date     Date     Date   Date


                                Goods   Invoice  Goods  Invoice


    Amount       FOB           Shipped  Mailed   Rec'd   Rec'd


    $1,050    Destination       12/29     1/2     1/5     1/4


     1,620    Shipping Point     1/2     12/29    1/4    12/30


     1,260    Shipping Point    12/28     1/2     1/3     1/4


     1,800    Destination       12/29    12/27    1/2    12/28





     What amount of the above purchases should be included in inventory at December 31, 1997?


     a.   $3,160


     b.   $1,260


     c.   $3,520


     d.   $4,210





 7.  Which of the following inventory cost flow assumptions produces the same ending inventory values under both the periodic and perpetual systems?


     a.   FIFO


     b.   LIFO


     c.   average


     d.   dollar value LIFO





 8.  Which of the following statements is true?


     a.   under conditions of rising prices, the LIFO method results in lower income than the FIFO method


     b.   in most cases, the LIFO method approximates the physical flow of items in inventory


     c.   the LIFO method produces a higher ending inventory value than the FIFO method


     d.   the FIFO method excludes holding gains from income





�
Use the following information for questions 9 and 10.





     Sylvia's Designs Co. had the following inventory activity during April.


                                                    Unit


                                           Units    Cost


          Beginning inventory.............  100     $10


          Purchase (April 3)..............   50      12


          Sale (April 10).................   80


          Purchase (April 18).............   40      14


          Purchase (April 23).............   60      15


          Sale (April 28).................  120





 9.  Assuming Sylvia's uses a periodic FIFO cost flow assumption, their cost of goods sold for April would be


     a.   $1,180


     b.   $2,680


     c.   $2,310


     d.   $2,640





10.  Assuming Sylvia's uses a perpetual LIFO cost flow assumption, their ending inventory for April would be


     a.   $  500


     b.   $  750


     c.   $2,560


     d.   $2,310





11.  Gardena, Inc., reported sales of $1,200 in May and a gross profit of $370.  The company had a May 1 inventory of 60 units that had a total cost of $300.  May purchases and sales were as follows:





             Purchases                       Sales


         May  7   40 units @ $6          May  2   20 units


             10   20 units @ $7               8   40 units


             18   40 units @ $8              12   10 units


             24   20 units @ $9              20   20 units


             28   20 units @ $10             26   30 units





     What inventory system must be used by Gardena, Inc.?


     a.   LIFO perpetual


     b.   FIFO


     c.   weighted average


     d.   LIFO periodic





�



12.  The Balform Company uses the FIFO inventory method internally and LIFO for external reporting.  The following information is available:


                             Ending Inventory at


                   Year       FIFO         LIFO


1996     $100,000     $100,000


1997      118,000      111,000


1998       96,000       88,000





     What adjusting entry would Balform make to adjust their 1998 inventory to LIFO?





     a.   Cost of Goods Sold            7,000


             LIFO Valuation Allowance            7,000





     b.   Cost of Goods Sold            1,000


             LIFO Valuation Allowance            1,000





     c.   LIFO Valuation Allowance     23,000


             Cost of Goods Sold                 23,000





     d.   LIFO Valuation Allowance      7,000


             Cost of Goods Sold                  7,000





13.  The lower of cost or market rule must be applied


     a.   to the total inventory


     b.   to each item or the total of inventory


     c.   to each item, the total of inventory, or major categories of inventory


     d.   to each item





14.  Concerning the lower of cost or market rule for inventory, which statement is true?


     a.   the upper constraint is estimated selling price plus costs of completion and disposal


     b.   the lower constraint is net realizable value less costs of completion and disposal


     c.   the upper constraint is estimated selling price less a normal profit margin


     d.   the lower constraint is estimated selling price less costs of completion and disposal and a normal profit margin





15.  If the gross profit to net sales ratio is 0.25, the gross profit to cost of goods sold ratio is


     a.   0.200


     b.   0.300


     c.   0.333


     d.   0.667


�
16.  The Stein Company's inventory was destroyed on July 4, 1996, when its warehouse caught on fire early in the morning.  Inventory that had a cost of $7,500 was able to be saved.  The accounting records, which were located in a fireproof vault, contained the following information:





Sales (1/1/96 through 7/3/96).........    $250,000


Purchases (1/1/96 through 7/3/96).....     180,000


Inventory (1/1/96)....................      45,000


Gross Profit Ratio.................... 25% of cost





     Using the gross profit method, what is the estimated cost of the inventory destroyed by the fire?


     a.   $17,500


     b.   $25,000


     c.   $30,000


     d.   $37,500





17.  Hudson Co. originally priced a unit of its inventory at $14.40.  It was later raised to $17.60 and then dropped to $16.20.  Later the price was dropped to $13.10 and finally it was increased to $13.80.  Based on that information, which statement is true?


     a.   there was a markdown of $4.50


     b.   there was a markup of $0.70


     c.   there was a markup cancellation of $3.20


     d.   there was a markdown of $3.80





18.  Which of the following items would not  be used in the calculation of the cost-to-retail ratio if the FIFO retail inventory method were


     used to determine the ending inventory?


     a.   net markdowns


     b.   purchases


     c.   beginning inventory


     d.   freight-in charges





19.  Which of the following variations of the retail inventory method would generally result in the lowest cost-to-retail ratio in a period of declining prices?


     a.   FIFO


     b.   LIFO


     c.   average cost


     d.   it cannot be determined from the information provided





�
II.  Problems 





 1.  (4 points) Banner, Inc., established a $250 petty cash fund three months ago. Today, April 21, the petty cash custodian has $198 in cash and receipts for the following: office supplies $12; equipment repairs $25; postage $7; and parking fees $13.





Required: Prepare a single journal entry to replenish the fund and reduce its size to $200.






































 2.  (10 points) Prior to recording the collection of a $1,200 account receivable previously written off and the bad debt expense for the year, the general ledger reflected the following information:





Sales....................................   $1,600,000


Sales Discounts..........................      120,000


Accounts Receivable, December 31.........      320,000


Sales Returns & Allowances...............       24,000


Allowances for Doubtful Accounts.........  660 (debit)





Required:


     a.   Compute the amount of the bad debt expense assuming it is based on .8% of net sales.
































     b.   Prepare the adjusting entry for bad debts assuming it is based on 3.4% of the ending accounts receivable.








�
 3.  (7 points) Santee Co. factored $20,000 of accounts receivables. The factor advances 85% of the factored receivables and charges a 9% commission on the gross amount of the receivables.





Required: Prepare the journal entries necessary to record the following:





 a.  The sale of the receivable.






































 b.  Sales Returns and Allowances on the factored accounts of $600.






































 c.  The conclusion of the factoring agreement.





�
 4.  (10 points) Chino Chairs purchased merchandise for its inventory at an invoice price of $50,000, with terms of 3/15, n/30.  Prepare the correct journal entries given the following assumptions.





a.   Assuming that the payment was made within the discount period, prepare journal entries to record the purchase and payment, using


     (1) the gross price method





























     (2) the net price method.









































b.   Assuming that the payment was not made within the discount period, prepare journal entries to record the payment, using


     (1) the gross price method





























     (2) the net price method.








�
 5.  (14 points) The Scorpion Company adopted the dollar value LIFO inventory method for 1998.  The 1997 ending inventory is the base year inventory.  The following inventory information is available.





                      Ending Inventory


              Year   end-of-Year Prices    Price-Level Index


1997        $40,000                 100


1998         48,300                 105


1999         45,360                 108





Required: Compute ending inventory using dollar-value LIFO for 1998 and 1999.





�
 6.  (17 points) The Arno Company uses the retail inventory method to estimate inventory for interim financial statements.  The following inventory information is available.





                                        Cost        Retail


          Beginning inventory.....    $12,500      $15,000


          Purchases...............     38,500       59,000


          Freight-in..............        500


          Purchase returns........      1,800        3,000


          Net markups.............                   7,050


          Net markdowns...........                   1,050


          Sales...................                  51,500








Required: Determine the inventory value using the retail inventory method and the following cost flow assumptions:





 a.  average



































 b.  LCM



































 c.  LIFO





�
ANSWERS





ANSWERS TO MULTIPLE CHOICE QUESTIONS:


     1.          b


     2.          c


     3.          c


     4.          c


     5.          b


     6.          b


     7.          a


     8.          a


     9.          c


     10.         a


     11.         a


     12.         b


     13.         c


     14.         d


     15.         c


     16.         a


     17.         c


     18.         c


     19.         a








ANSWERS TO PROBLEM QUESTIONS:


1.


Office supplies expense.....................    12


Equipment repair expense....................    25


Postage expense.............................     7


Parking fees expense........................    13


   Cash short and over......................            5


   Petty cash...............................           50


   Cash.....................................            2





2.


a.   $11,648 = .008($1,600,000 - 120,000 - 24,000)





b.   Bad Debt Expense*.......................  10,340 


        Allowance for Doubtful Accounts......          10,340





Accts. Rec.       = $320,000 + 1,200 = $321,200


Est. Allow. Bal.  = $320,000 x .034  = $10,880


Allow. Acct.      = $1,200 - 660     = $540


Bad Debt Expense  = $10,880 - 540    = $10,340





�
3.


a.   Cash [($20,000 x .85) - 1,800].........15,200


     Receivable from Factor ($20,000 x .15). 3,000


     Factoring Expense ($20,000 x .09)...... 1,800


               Accounts Receivable.................  20,000





b.   Sales Returns and Allowances...........  600


               Receivable from Factor..............     600





c.   Cash...................................2,400


               Receivable from Factor..............   2,400








4.


a.   1.  Purchases (or Inventory)............     50,000


                         Accounts Payable.................50,000





          Accounts Payable....................     50,000


                         Purchase Discounts............... 1,500


                         Cash.............................48,500





     2.  Purchases (or Inventory)............     48,500


                    Accounts Payable.................48,500





          Accounts Payable....................     48,500


                         Cash.............................48,500





b.   1.  Accounts Payable....................     50,000


                         Cash.............................50,000





     2.  Accounts Payable....................     48,500


         Purchases Discounts Lost............      1,500


                         Cash.............................50,000





�
5.


1998   $46,303





48,300/1.05 = 46,000





46,000 - 40,000 = 6,000





1998 Layer   6,000 x 1.05 =  6,300


1997 Layer  40,000 x 1.0  = 40,000


                            46,300








1999   $42,100





45,360/1.08 = 42,000





42,000 - 46,000 = <4,000>





1998 Layer   2,000 x 1.05 =  2,100


1997 Layer  40,000 x 1.0  = 40,000


                            42,100








6.


                                      Cost         Retail


Beginning inventory................  $12,500      $15,000 


Purchases..........................   38,500       59,000


Freight-in.........................      500


Purchase returns...................   (1,800)      (3,000)


Net markups........................                 7,050


Net markdowns......................                (1,050)


Goods available for sale...........  $49,700      $77,000


Less: Sales........................                51,500 


Ending inventory at retail.........               $25,500








a.  Average:  49,700/77,000 = .6455;  .6455 x 25,500 = 16,460





b.  LCM:      49,700/78,050 = .6368;  .63568x 25,500 = 16,238





c.  LIFO:         This Year's Layer  10,500 x 0.6000 =  6,300 


                  Last Year's Layer  15,000 x 0.8333 = 12,500 


                                                       18,800


            (FIFO Cost Ratio:  37,200/62,000 = .6000)








�PAGE  �10�














