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v For each error described, indicate whether it would overstate (O], understate [U], or not
affect [N] the key figures.

1. Bonds having a face value of $100,000 were converted to common stock having a tota] par
(23%) value of $70,000 during the current year. The bonds were originally issued at their par

value, and in the conversion entry a $30,000 gain on conversion was recorded.

ﬁ('L Net Income &L Total Assets

@ _ Total Liabilities  __(4) _ Total Owners’ Equity

2. When capital stock with g par value of $10 was issued at $8 per share, the §2 difference
between the par value and the issuance price was debited to an expense account,

ﬂ_ Total Stockholders’ Equity l]L Retained Earnings

Total Assets Net Income

A certain company recognizes that it has good customer relations, a favorable location,
high-quality products to sell, suppliers that are eager to do business with the company,
excellent relationships with employees, and an overall superior reputation. Therefore the
company established an amount for goodwill and recorded it in the accounts at the begin-
ning of the current year. The amount is also being amortized over forty years.

J)__ Assets AL Liabilities
_QQL Expenses ﬂL Revenue

was used in the fourth year of the asset’s life.
{l Assets (s Revenues
_ay Net Income () Owner’s Equity

5. Onbehalfofits depositor, the bank paida $5,000 interest-bearing note to Mall Company.
In preparing the bank reconciliation, $5,200 (the amount of the note plus interest) was
deducted from the cash balance per the depositor’s accounting records, but the entire
amount was debited to Notes Receivable when adjusting entries were prepared.

ar Cash -_(LZZ_ Expenses
—(8)  Liabilities __(2%2_ Net Income

6. Company Par owns 100% of the common stock of Company Sub, In preparing the consolj-
dated balance sheet, no elimination was made on the worksheet for Company Par’s invest-
ment in Company Sub.

—€21)  Totg] Assets on the Consolidated Balance Sheet
_(22) Total Liabilities on the Consolidated Balance Sheet
*(2_3’,L Total Stockholders’ Equity on the Consolidated Balance Sheet

=N

— On March 1, 2008, the Central Hat Company purchased ABC Company bonds with a face
value of $12,000. The bonds pay interest at a 10% annual interest rate on June 30 and
December 31 each year. The Central Hat Company paid 97 plus accrued interest, plus a
broker’s commission of $150. The Central Hat Company sold the bonds on November 1,

2008, at 101 plus accrued interest,
(28%) ’
Required:

1.Determine the amount paid for the bonds,
2.Deterniine the interest earned on the bonds by the Central Hat Company during 2008.
3.For the sale of the bonds, determine the amount received and the gain or loss.
4.Prepare the journal entries required to account for the bonds during 2008,
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= . Selected account titles and related amounts appearing in the income statement and
- balance sheet columns of the work sheet of Shuman Company for the year ended De-
cember 31 are listed in alphabetical order as follows:

Administrative Expenses .......................... e $ 87,200

Building. ........oooviiie 295,000
Capital S1OCK. ..o e 300,000
Ca8N.....oo e 60,600
Dividends .............................. 55,000
Interest EXPENSe..........oooiior oo [T 2,500
Merchandise Inventory (1/1).......c.ccoocovveeeor 225,000
Merchandise inventory (12/31)........ 230,000
Notes Payable....................ccooerooiiioii 25,000
Office SUPPES ............ooerrrieeieeo 8,500
Purchases ... . 850,000
Purchases DiSCOUNtS ............ooviiv oo e 8,000
Purchases Returns and Allowances......................... e 12,000
Retained Earnings...............c.......... 148,080
Salaries Payable............coovveereieilc oo 3,720
1S8IBS 1,275,000
Sales Discounts...................... - 9,500
Sales Returns and Allowances ... 35,000
Selling EXPENSeSs .............coovieecivceooe 125,000
Store Supplies..... 7,200
Transportation In 11,300
All seliing expenses have been recorded in the account entitled “Selling Expenses,”
(25%) and all administrative expenses have been recorded in the account entitled “Adminis-

trative Expenses.”

Required

1.Determine the following figures to be reported in the income statement for the year
ended December 31:
(1) Net Sales, (2) Merchandise available for sale, (3) Gross Profit, and (4) Net income.

2.Determine the amount of retained earnings to be reported in the balance sheet at the end
of the year.

PY ~  Selected data on merchandise inventory, purchases, and sales for Bozemnan Co. and
Gallatin Co. are as follows:

Cost Retail
Bozeman Co.
Merchandise inventory, February 1 $ 210,000 $ 300,000
Transactions during February:
Purchases (net) 1,135,500 1,650,000
Sales 1,800,000
Sales returns and allowances 40,000
Gallatin Co.
Merchandise inventory, March 1 $ 250,000
Transactions during March and April:
Purchases (net) 1,385,000
Sales 2,510,000
Sales returns and allowances 110,000
(24%) Estimated gross profit rate 36%

Required

1. Determine the estimated cost of the merchandise inventory of Bozeman Co. on
February 28 by the retail method, presenting details of the computations.
2. a. Estimate the cost of the merchandise inventory of Gallatin Co. on April 30 by
the gross profit method, presenting details of the computations.
b. Assume that Gallatin Co. took a physical inventory on April 30 and discovered
that $88,125 of merchandise was on hand. What was the estimated loss of in-
ventory due to theft or damage during March and April?
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