Chapter 6

EXERCISE 6-2 (15-20 minutes)

(a)
1.
6/3
Accounts Receivable—Kim Rhode

5,000





Sales


5,000



6/5
Sales Returns and Allowances

  400





Accounts Receivable—Kim Rhode


  400



6/7
Transportation-Out

   24





Cash


   24



6/12
Cash


4,508




Sales Discounts (2% X $4,600)

   92





Accounts Receivable—Kim Rhode


4,600


2.
6/3
Accounts Receivable—Kim Rhode

4,900





Sales [$5,000 – (2% X 5,000)]


4,900



6/5
Sales Returns and Allowances

  392





Accounts Receivable—Kim Rhode


  392





  [$400 – (2% x $400)]



6/7
Transportation-Out

   24





Cash


   24



6/12
Cash


4,508





Accounts Receivable—Kim Rhode


4,508

(b)

8/5
Cash


4,600





Accounts Receivable—Kim Rhode


4,508





Sales Discounts Forfeited


   92





  (2% X $4,600)

EXERCISE 6-3 (10-15 minutes)

Cash (2001 slips) (300 X $900)

270,000


Dock Rent Revenue


270,000

Cash (2002 slips) [200 X $900 X (1.00 – .05)]

171,000


Unearned Revenue (current)


171,000

Cash (2003 slips) [60 X $900 X (1.00 – .25)]

 40,500


Unearned Revenue (noncurrent)


 40,500

EXERCISE 6-4 (20-25 minutes)

(a)
Gross profit recognized in:

	
	2001
	
	2002
	
	2003

	Contract Price:
	$1,500,000 
	
	$1,500,000 
	
	$1,500,000 

	Costs:
	 
	
	 
	
	 

	Opening balance of costs
	0 
	
	400,000 
	
	935,000 

	Costs incurred during the year
	400,000 
	
	535,000 
	
	135,000 

	Costs incurred to date
	400,000 
	
	935,000 
	
	1,070,000 

	Estimated costs to complete
	600,000 
	
	165,000 
	
	0 

	Total estimated costs
	1,000,000 
	
	1,100,000 
	
	1,070,000 

	Total estimated profit
	500,000 
	
	400,000 
	
	430,000 

	Percentage complete
	40%
	*
	85%
	**
	100%

	Total gross profit recognized 
	200,000 
	
	340,000 
	
	430,000 

	Gross profit recognized in previous years
	0 
	
	(200,000)
	
	(340,000)

	Gross profit recognized current year
	$200,000 
	
	$140,000 
	
	$90,000 


**$400,000 ÷ $1,000,000       

**$935,000 ÷ $1,100,000

EXERCISE 6-4 (Continued)

(b)

Construction in Process

535,000


  ($935,000 – $400,000)


Materials, Cash, Payables, etc.


535,000

Accounts Receivable ($900,000 – $300,000)

600,000


Billings and Construction in Process


600,000


Cash ($810,000 – $270,000)

540,000


Accounts Receivable


540,000


Construction Expenses

535,000

Construction in Process

140,000


Revenue from Long-term Contracts


675,000
*


*$1,500,000 X (85% – 40%)

(c)
Gross profit recognized in:

	
	
	
	2001
	
	2002
	
	2003
	

	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	$ –0–
	
	$ –0–
	
	$430,000
	*



*$1,500,000 – $1,070,000

EXERCISE 6-5 (10-15 minutes)

(a)
Contract billings to date
$61,500



Less accounts receivable 12/31/01
 21,500



Portion of contract billings collected
$40,000


(b)

[image: image1.wmf]$65,000

$18,200

 = 28%

The ratio of gross profit to revenue recognized in 2001 is therefore 28%. Apply this ratio to the total contract price $1,000,000 X .28 = $280,000 to arrive at the initial estimated total gross profit before tax on the contract.

EXERCISE 6-11 (15-20 minutes)

(a)
Calculation of gross profit recognized:

	
	
	
	2001
	
	2002

	
	
	
	
	
	

	
	$370,000 X 30%*

$350,000 X 30%

$475,000 X 32%**
	
	$111,000

0m0,000

$111,000
	
	$105,000

 152,000
$257,000



**($900,000 – $630,000) ÷ $900,000


**($1,000,000 – $680,000) ÷ $1,000,000

(b)

Instalment Accounts Receivable—2002

1,000,000


Instalment Sales


1,000,000

Cost of Instalment Sales

  680,000


Inventory


  680,000

Cash

  825,000


Instalment Accounts Receivable—2001

  350,000


Instalment Accounts Receivable—2002

  475,000

Deferred Gross Profit (income statement)

168,000


Deferred Gross Profit on Instalment



Sales (balance sheet)—2002

  
168,000

($1,000,000 − $475,000) x .32

Deferred Gross Profit on Instalment

 
Sales (balance sheet)—2001

  105,000


Realized Gross Profit on Prior Year


  
Sales


 105,000

EXERCISE 6-20 (15-25 minutes)

	Instalment Payment Schedule

	Interest at 10%

	Cost Recovery Method


	
	
	
	
	Deferred
	
	Instalment
	
	
	
	
	
	
	
	

	
	
	
	
	Interest
	
	Accounts
	
	Instalment
	
	Unre-
	
	Realized
	
	Realized

	
	
	Cash
	
	Revenue
	
	Receivable
	
	Unpaid
	
	covered
	
	Gross
	
	Interest

	Year
	
	(Dr.)
	
	(Cr.)
	
	(Cr.)
	
	Balance
	
	Cost
	
	Profit
	
	Revenue

	1/01/02
	
	 - 
	
	 - 
	
	 - 
	
	 $600,000 
	
	 $ 500,000 
	
	 - 
	
	 - 

	2002
	
	 $241,269 
	
	 $ 60,000 
	 a 
	 $ 181,269 
	 b 
	   418,731 
	 c 
	    258,731 
	 d 
	 - 
	
	 - 

	2003
	
	   241,269 
	
	    41,873 
	
	    199,396 
	
	   219,335 
	
	      17,462 
	
	 - 
	
	 - 

	2004
	
	   241,269 
	
	    21,934 
	
	    219,335 
	
	 - 
	
	 - 
	
	 $100,000 
	
	 - 

	
	
	 
	
	 (123,807)
	
	
	
	
	
	
	
	
	
	 $ 123,807 

	
	
	 $723,807 
	
	
	
	 $ 600,000 
	
	
	
	
	
	 $100,000 
	
	 $ 123,807 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	a
	
	 $600,000 X 10 % = $60,000 
	
	
	
	
	
	

	
	
	b
	
	 $241,269 less $60,000 = $181,269 
	
	
	
	
	
	

	
	
	c
	
	 $600,000 less $181,269 = $418,731
	
	
	
	
	
	

	
	
	d
	
	 $500,000 less $241,269 = $258,462
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