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[+ Tim Mclnnes requires an estimate of the cost of goods lost by fire on April 2. Merchandise on
hand on January 1 was $38,000. Purchases since January 1 were $72,000, freight-in, $3,400;
and purchase returns and allowances, $2,400. Sales totaled $100,000 to April 2. Goods costing
$7,700 were left undamaged by the fire, ali other goods were destroyed.

Instructions

(a) Compute the cost of goods destroyed, assuming that the gross profit is 25% of cost.
(b) Compute the cost of goods destroyed, assuming that the gross profit is 25% of sales.
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- Presented below is a schedule of property dispositions for Friedlander Co.

Schedule of Property Dispositions

Accumulated Cash Fair Market Nature of

Cost Depreciation  Procceds Value Disposition
Land $80,000 —— $64,000 $064,000  Condemnation
Building 30,000 --- 7,200 -— Demolition
Warehouse 130,000 $22,000 148,000 148,000  Destruction by

fire

Machine 16,000 0,400 3,600 14,400 Trade-in
Furniture 20,000 15,700 - 5,600 Contribution
Automobile 16,000 6,920 5,920 5,920  Sale

The following additional information is available:

® Land. On January,7, a condemnation award was received as consideration for unimproved land

held primarily as an investment, and on April 7, another parcel of unimproved land to be held
as an investment was purchased at a cost of $70,000.

Building. On May 4, land and building were purchased at a total cost of $1 50,000, of which
20% was allocated to the building on the corporate books. The real estate was acquired with
the mntention of demolishing the building, and this was accomplished during the month of
August. Cash proceeds received in August represent the net proceeds from demolition of the
building.

Warchouse. On January 2, the warehousc was destroyed by fire. The warehousc was purchased
January 2, 1995, and had been depreciated $22,000. On June 15, part of the insurance proceeds
was uscd to purchase a replacement warehouse at a cost of $1 30,000,

Machine. On October 31, the machine was exchanged for anothef similar machine havin ga
fair market value of $10,800 and cash of $3,600 was received,

Furniture. On July 2, furniture was contributed to a qualified charitable organization.
No other contributions were made or pledged during the year.

Automobile. On December 31, the automobile was sold to Dee Dec Burgess, a stockholder.
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LI - The following facts pertain 10 a lease between Sun Bank Leasing and JMJ Schmitt Printers for

an electronic laser printer:

- The lease is for a five-year term, beginning January 1, 1999. The remaining cconomic Jife
of the asset is five years.

. The lessor's implicit rate is 10%, the lessee's incremental borrowing rate is 10%.
. The fair value of the leased asset is $100,000. The lessons cost is $100,000.

. The annual rent payments are $25,981.62; the first one is due on January 1, 1999. This
amount includes $2,000.00 for cxecutory costs.

. The title to the asset automatically transfers to the lessee at the end of the lease term. The
assct is expected to have a fair value of $5,000 at that date.

6. Both the lessee and the lessor use the calendar year for their accounting periods.
istructions
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(a) Describe the type of lcase from the viewpoint of the f (1) lessee and (2) lessor.

(b) Prepare an amortization schedule for use by the lessee and the lessor. Explain why they
could both use the same schedule in this situation. Also, draw a time line for the lessor.

(¢} Prepare the journal entry to record the inception of the lease on the lessee's books.

(d) Prepare the journal entry to record the inception of the lease on the lessor’s books.

(e) Indicate the amount(s) to appear in the lessee’s December 31, 2000 balance shect for this
lease. Also indicate the portion that will appear in the current liability section, and the
portion that will appear in the long-term liability classification. Explain how to determine
these amounts.

(f) Indicate the amount to appear in the lessor’s December 31, 2000 balance sheet for net
investment in lease. Also indicate the portion that will appear in the current assct section,
and the portion that will appear in the long-term investment section of the balance sheet.
Also show the gross investment and unearncd interest components of each net investment
figure. Explain how to determine these amounts.
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IV - The Buildaway Construction Company enters into long-term construction contracts. The
following data relate to gross profit figures determined first, by use of the completed-contract
method, and second, by use of the percentage-of-completion method for Years 1 through 3:

_Completed-Contract Pereentage-of-Completion
Year | $40,000 $140,000
Year 2 160,000 280,000
Year 3 270,000 350,000

The company used the completed-contract method in Years 1 and 2 for both book purposcs

book purposes only. The tax rate is 40% for all years.

Instructions

(a) Compute the effect of the change on periods prior to the change.

(b) Preparc the journal entry to record the accounting change.

(¢) Compute the effect of the change on the year of change.

(d) Explain whether financial statements of prior years are to be restated.

and tax purposes. In Year 3, the company changed to the percentage-of-completion method for
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