1St Quiz

Problem Solution:

(A) Income from continuing operation: Must stated as net of income tax of 30%

$800,000 + (Machine selling cash price – Machine Book Value) * (1- .3) = Answer

(B) Income (Loss) from discontinued operation= (1) + (2)

(1) Operating Gain (loss) from discontinued operation =

(1/1 to 10/1) operating result * .7

(2) Disposal gain (loss) from discontinued operation =



[(10/1 to 12/1) operating result + selling price – carrying value)] * .7

(C) Income (Loss) from accounting method change


(50,000) * .7 = (35,000)

(D) Net Income (loss) = (A) + (B) + (C)

(a) First Assignment (Due October 20)

3AB3, Fall 2003




8:30
11:30
14:30

Problem 1: Use the following Installment Sales information from HT Corporation to prepare all the necessary journal entries and to determine the Income From Installment Sales for 2001, 2002, and 2003 (using Installment Sale Method and Cost Recovery Method).

	
	2001
	2002
	2003

	Installment Sales
	$1,200,000
	$1,300,000
	$1,500,000

	Cost of Installment Sales
	$960,000
	$1,014,000
	$1,125,000

	Cash Receipts from
	
	
	

	     2001 Sales
	$600,000
	$400,000
	$200,000

	     2002 Sales
	
	$600,000
	$500,000

	     2003 Sales
	
	
	$800,000


Requirements:

(1). Prepare all necessary journal entries for 2001, 2002, and 2003 using Installment Sales Method.

(2). Prepare all necessary journal entries for 2001, 2002, and 2003 using Cost Recovery Method.

(3). Compute the Incomes from Installment Sales for 2001, 2002 and 2003 under Installment Sales Method.

(4). Compute the Incomes from Installment Sales for 2001, 2002 and 2003 under Installment Sales Method.

Problem 2: Use the following information of HT Corporation to prepare all necessary entries related to Account Receivables and/or Allowance for Uncollectible Accounts for 2001 and 2002 using Income Statement Approach and Balance Sheet Approach. 

	
	2001
	2002

	Credit Sales
	$2,500,000
	$2,800,000

	A/Rs Beginning of Year Balances
	$750,000
	

	Cash Collected from A/Rs during the year
	$2,350,000
	$2,500,000

	A/Rs Write-Off during the year
	$21,000
	$24,000

	A/Rs Recovery during the year (When cash was collected)
	$600
	$1,200


Additional Information: Allowance for Uncollectible Accounts Balance at 12/31/2000 is $68,000.

Requirements:

(1) Assuming that CFO of HT Corporation estimates that 3% of credit sales as bad debt expenses for 2001 and 2.5% of credit sales as bad debt expenses for 2002, prepare all the necessary journal entries for 2001 and 2002 (Income Statement Approach).  

(2) Assuming that CFO of HT Corporation estimates that 10% of A/Rs as uncollectible at the end of 2001 and estimates 8% of A/Rs as uncollectible at the end of 2002. Prepare all the necessary journal entries for 2001 and 2002 (Balance Sheet Approach).

(1)

Installment Sales Method 2001

Installment Sales-A/R-2001

$1,200,000


Installment Sales



$1,200,000

Cost of Installment Sales

$960,000


Inventory




$960,000

Cash




$600,000


Installment Sales-A/R-2001


$600,000

Deferred Gross Profit (I/S)

$120,000 ($600,000*20%)


Deferred Gross Profit (B/S)


$120,000

Installment Sales Method 2002

Installment Sales-A/R-2001

$1,300,000


Installment Sales



$1,300,000

Cost of Installment Sales

$1,014,000


Inventory




$1,014,000

Cash




$1,000,000


Installment Sales-A/R-2001


$400,000


Installment Sales-A/R-2002


$600,000

Deferred Gross Profit (B/S)

$80,000 ($400,000*20%)


Realized Gross Profit



$80,000

Deferred Gross Profit
(I/S)

$154,000 ($$700,000*22%)


Deferred Gross Profit (B/S)


$154,000

Installment Sales Method 2003

Installment Sales-A/R-2001

$1,500,000


Installment Sales



$1,500,000

Cost of Installment Sales

$1,125,000


Inventory




$1,125,000

Cash




$1,500,000


Installment Sales-A/R-2001


$200,000


Installment Sales-A/R-2002


$500,000


Installment Sales-A/R-2003


$800,000

Deferred Gross Profit (B/S)

$150,000 ($200,000*20%+$500,000*22%)


Realized Gross Profit



$150,000

Deferred Gross Profit
(I/S)

$175,000 ($700,000*25%)


Deferred Gross Profit (B/S)


$175,000

(2)

Cost Recovery Method 2001

Installment Sales-A/R-2001

$1,200,000


Installment Sales



$1,200,000

Cost of Installment Sales

$960,000


Inventory




$960,000

Cash




$600,000


Installment Sales-A/R-2001


$600,000

Deferred Gross Profit (I/S)

$240,000


Deferred Gross Profit (B/S)



$240,000

Cost Recovery Method 2002

Installment Sales-A/R-2001

$1,300,000


Installment Sales



$1,300,000

Cost of Installment Sales

$1,014,000


Inventory




$1,014,000

Cash




$1,000,000


Installment Sales-A/R-2001


$400,000


Installment Sales-A/R-2002


$600,000

Deferred Gross Profit (B/S)

$40,000


Realized Gross Profit



$40,000

Deferred Gross Profit
(I/S)

$286,000


Deferred Gross Profit (B/S)


$286,000

Cost Recovery Method 2003

Installment Sales-A/R-2001

$1,500,000


Installment Sales



$1,500,000

Cost of Installment Sales

$1,125,000


Inventory




$1,125,000

Cash




$1,500,000


Installment Sales-A/R-2001


$200,000


Installment Sales-A/R-2002


$500,000


Installment Sales-A/R-2003


$800,000

Deferred Gross Profit (B/S)

$286,000


Realized Gross Profit



$286,000

Deferred Gross Profit
(I/S)

$375,000


Deferred Gross Profit (B/S)


$375,000

(3)

Installment Sales Method

	
	2001
	2002
	2003

	Installment Sales
	$1,200,000
	$1,300,000
	$1,500,000

	- Cost of Installment Sales
	$960,000
	$1,014,000
	$1,125,000

	+ Realized Gross Profit
	
	$80,000
	$150,000

	- Deferred Gross Profit
	$120,000
	$154,000
	$175,000

	Income Installment Sales
	$120,000
	$212,000
	$350,000


(4)

Cost Recovery Method

	
	2001
	2002
	2003

	Installment Sales
	$1,200,000
	$1,300,000
	$1,500,000

	- Cost of Installment Sales
	$960,000
	$1,014,000
	$1,125,000

	+ Realized Gross Profit
	
	$40,000
	$286,000

	- Deferred Gross Profit
	$240,000
	$286,000
	$375,000

	Income Installment Sales
	$0
	$40,000
	$286,000


Solution for Problem 2:

Income Statement Approach 2001

A/R





$2,500,000


Sales





$2,500,000

Cash





$2,350,000


A/R





$2,350,000

Allowance for Uncollectible Accounts
$21,000


A/R





$21,000

A/R





$600


Allowance for Uncollectible Accounts
$600

Cash





$600


A/R





$600

Bad Debt Expense



$75,000


Allowance for Uncollectible Accounts
$75,000

Income Statement Approach 2002

A/R





$2,800,000


Sales





$2,800,000

Cash





$2,500,000


A/R





$2,500,000

Allowance for Uncollectible Accounts
$24,000


A/R





$24,000

A/R





$1,200


Allowance for Uncollectible Accounts
$1,200

Cash





$1,200


A/R





$1,200

Bad Debt Expense



$78,000


Allowance for Uncollectible Accounts
$78,000

Balance Sheet Approach 2001

A/R





$2,500,000


Sales





$2,500,000

Cash





$2,350,000


A/R





$2,350,000

Allowance for Uncollectible Accounts
$21,000


A/R





$21,000

A/R





$600


Allowance for Uncollectible Accounts
$600

Cash





$600


A/R





$600

Bad Debt Expense



$40,300


Allowance for Uncollectible Accounts
$40,300

Balance Sheet Approach 2002

A/R





$2,800,000


Sales





$2,800,000

Cash





$2,500,000


A/R





$2,500,000

Allowance for Uncollectible Accounts
$24,000


A/R





$24,000

A/R





$1,200


Allowance for Uncollectible Accounts
$1,200

Cash





$1,200


A/R





$1,200

Bad Debt Expense



$27,300


Allowance for Uncollectible Accounts
$27,300

	Account Receivables

	1/1/2001                                       $750,000
	

	Credit Sales 2001                      $2,500,000
	

	
	Cash Collected                           $2,350,000

	
	Write-off 2001                                $21,000

	Recovery 2001                                    $600
	

	
	Cash Collected from Recovery            $600

	12/31/2001                                   $879,000
	

	1/1/2002                                       $879,000
	

	Credit Sales 2002                      $2,800,000
	

	
	Cash Collected                           $2,500,000

	
	Write-off 2002                                $24,000

	Recovery 2001                                  $1,200
	

	
	Cash Collected from Recovery         $1,200

	12/31/2002                                 $1,155,000
	


	Allowance for Uncollectible Accounts

	
	 1/1/2001                                         $68,000

	Write-off 2001                                $21,000
	

	
	Recovery 2001                                    $600

	
	Est. Bad Expense                           $40,300

	
	Est. Ending Balance 12/31/2001    $87,900

	
	1/1/2002                                          $87,900

	Write-off 2001                                $24,000
	

	
	Recovery 2002                                  $1,200

	
	Est. Bad Expense                           $27,300

	
	Est. Ending Balance 12/31/2002    $92,400

	
	


