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6.  Dr. Wages Expense Cr. 
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Worksheet 3


Question 1: Chapter 8 - Methods for Estimating Bad Debt
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$272 - $133 = $139
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$272 – (-23) = $295
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Question 2:  Chapter 8 - Notes Receivable and Interest Revenue
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Explanation to 3
· Cash: (95,000 x 5%) = $4,750
· Interest receivable: ($1,583 + $2,375) = $3,958
· Interest revenue: ($95,000 × 5% × 2/12) = $792





Question 3: 
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	Receivables Turnover Ratio
	=
	Net sales
	
	

	
	
	Average net receivables
	
	


3114.67
	Days to collect
	=
	365
	

	
	
	Receivables Turnover
	



[bookmark: _GoBack]Higher Turnover Ratio = Quickly convert receivables into cash 
Question 4
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2016:
Building (double-declining-balance): ($98,600 + $5,900 − $0) × 2/10 = $20,900
Truck (straight-line, partial year): ($47,900 − $8,900) × 1/5 × 9/12 = $5,850
Patent (straight-line, partial year): $20,900 × 1/5 × 6/12 = $2,090

2017:
Accumulated depreciation–Truck: ($47,900 − $8,900) × 1/5 × 6/12 = $3,900
Building: ($98,600 + $5,900 − $20,900) × 2/10 = $16,720
Patent book value (prior to write-down): $20,900 − $2,090 = $18,810


Question 5
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Question 6
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Debit to Assets Ratio: Total Liabilities / Total Assets
Times Interest Earned Ratio: EBIT / Interest Expense
· EBIT = Net Income + Tax Expense + Interest Expense
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The following transactions are February 2017 activities of InGolfHelp, which offers indoor golfing lessons. You have been hired to
analyze the following transactions for a week in February 2017:

February
February
February
February
February

February

February
February

Required:

15
15
18
18
19

20
21
22

InGolfHelp collected $13,700 from customers for lessons given in February.

InGolfHelp sold a gift card for golf lessons for $170 cash in February.

InGolfHelp received $2,560 from credit sales made to customers in January.

InGolfHelp collects $2,350 in advance payments for golf lessons to start in June.

InGolfHelp bills a customer $161 for golf lessons given between February 15 and February 18.
The bill is to be paid in March.

InGolfHelp paid $4,060 to its golf instructors for the month of February.

InGolfHelp paid $1,625 for electricity used in the month of January.

InGolfHelp received an electricity bill for $88@ for the month of February, to be paid in
March.

For each of the transactions, prepare journal entries. (If no entry is required for a transaction/event, select "No journal entry
required" in the first account field.)
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1 February 15 Cash Q 13,700 @

Lesson revenue Q 13,700 @
2 February 15 Cash Q 170 @

Deferred revenue Q 170 @
3 February 18 Cash o 2,500 @

Accounts receivable Q 2,500 @
4 February 18 Cash Q 2,350 @

Deferred revenue Q 2,350 @
5 February 19 Accounts receivable Q 161 @

Lesson revenue o 161 @
6 February 20 Wages expense Q 4,060 @

Wages payable (<] 4,060 @
7 February 21 Utilities expense (<] 1,625 @

Cash Q 1625 @
8 February 22 Utilities expense Q 800 @

Accounts payable Q 800 @
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Brokeback Towing Company is at the end of its accounting year, December 31, 2017. The following data that must be considered were
developed from the company’s records and related documents:

a. On July 1, 2017, a three-year insurance premium on equipment in the amount of $1,560 was paid and debited in full to Prepaid
Insurance on that date. Coverage began on July 1.

b. Atthe end of 2017, the unadjusted balance in the Office Supplies account was $1,800. A physical count of supplies on December 31,
2017, indicated supplies costing $780 were still on hand.

c. On December 31, 2017, YY's Garage completed repairs on one of Brokeback’s trucks at a cost of $1,120. The amount is not yet
recorded. It will be paid during January 2018.

d. In December, the 2017 property tax bill for $2,880 was received from the city. The taxes, which have not been recorded, will be paid
on February 15, 2018.

e. On December 31, 2017, the company completed the work on a contract for an out-of-province company for $15,900 payable by the
customer within 30 days. No cash has been collected and no journal entry has been made for this transaction.

£ On July 1, 2017, the company purchased a new hauling van. Depreciation for July to December 2017, estimated to total $3,550, has
not been recorded.

g. As of December 31, the company owes interest of $900 on a bank loan taken out on October 1, 2017. The interest will be paid on
September 30, 2018, when the loan is repaid. No interest has been recorded yet.

h. The income before any of the adjustments or income taxes was $46,000. The company's federal income tax rate is 30 percent.
Compute adjusted income based on all of the preceding information, and then determine and record income tax expense.

Required:
1. Give the adjusting journal entry required for each transaction at December 31, 2017. (Do not round intermediate calculations. If no
entry is required for a transaction/event, select "No journal entry required" in the first account field.)




image4.png
1 a Insurance expense Q 260 @

Prepaid insurance Q 260 @
2 b. Supplies expense Q 1,020 @

Supplies Q 1,020 @
3 c. Repairs and maintenance expense Q 1,120 @

Accounts payable Q 1,120 @
4 d Property tax expense o 2,880 @

Property tax payable Q 2,880 @
5 B Accounts receivable Q 15,900 @

Service revenue Q 15,900 @
6 f Depreciation expense Q 3,550 @

Accumulated depreciation o 3,550 @
7 g Interest expense Q 900 @

Interest payable o 900 @
8 h Income tax expense Q 13,800 @

Income tax payable Q 13,800 @
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On December 31, 2017, J. Alan and Company prepared an income statement and balance sheet but failed to take into account four
adjusting journal entries. The income statement, prepared on this incorrect basis, reported income before income tax of $57,000. The
balance sheet (before the effect of income taxes) reflected total assets of $171,000, total liabilities of $76,000; and shareholders’ equity
of $95,000. The data for the four adjusting journal entries follow:

a. Depreciation of $15,200 for the year on equipment was not recorded.

b. Wages amounting to $32,300 for the last three days of December 2017 were not paid and not recorded (the next payroll will be on
January 10, 2018).

c. Rent revenue of $9,120 was collected on December 1, 2017, for office space for the three-month period December 1, 2017, to
February 28, 2018. The $9,120 was credited in full to Deferred rent revenue when collected.

d. Income taxes were not recorded and paid. The income tax rate for the company is 30 percent.

Required:

Complete the following table to show the effects of the four adjusting journal entries. (Negative amounts should be indicated by a
minus sign.)

Amounts reported 557,000 |° $ 76,000 |$ 95,000
171,000 Py
Effect of
a. (15,200) ¥ | (15,200) 15,200
depreciation
b.  |Effect of wages (32,300 @ 32,300 @ 32,300 g
N Effect of rent 9,120 [x] ©.120) [x]
revenue
Adjusted balances 18,620 _ | 155,800 114,380 127,300
Effect of Income
d
Taxes
$
Correct amounts 818620  [osapo [5 114380 |8 127,300
*Red text indicates no response was expected in a cell or a formula-based calculation is incorrect; no points deducted.





image6.png
Jtems Net Total Total | Shareholders’
Income | Assets | Liabilities Equity
Amounts reported $ 57,000 § 171,000/ $ 76,000 $ 95,000
a.|Effect of depreciation (15,200 (15,200) (15,200)
b.| Effect of wages (32,300) 32,300 (32,300)
c.| Effect of rent revenue 3,040 (3,040) 3,040
Adjusted balances 12,540 155,800 @ 105,260 50,540
d. | Effect of Income Taxes (3,762) 3,762 (3,762)
Correct amounts $ 8,778 155800 @$ 109,022[3$ 46,778
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Explanation

a. Given, $15,200 depreciation expense.
b. Given, $32,300 accrued and unpaid.

$9120 x 1/3 = $3,040 rent revenue eamed. The remaining $6,080 in deferred revenue is a liability for two months of occupancy "owed" to the
renter.

d. $12,540 income before taxes x 30% = $3762.
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Nicole’s Getaway Spa (NGS) has been so successful that Nicole has decided to expand her spa by selling merchandise. She sells
things such as nail polish, at-home spa kits, cosmetics, and Palacetherapy items. Nicole uses a perpetual inventory system and is
starting to realize all of the work that is created when inventory is involved in a business. The following transactions were selected
from among those completed by NGS in August.

Aug. 2 NGS sold 1@ items of merchandise to Salon World on account at a selling price of $1,000 (total);

terms 3/10, n/38. The goods cost NGS $660.

3 NGS sold 5 identical items of merchandise to Cosmetics 4 You on account at a selling price of $830
(total); terms 3/1@, n/38. The goods cost NGS $465.

6 Cosmetics 4 You returned one of the items purchased on August 3. The item could still be sold by
NGS in the future, and credit was given to the customer.

10 Collected payment from Salon World, fully paying off the account balance.

20 Sold two at-home spa kits to Meghan Witzel for $305 cash. The goods cost NGS $95.

22 Cosmetics 4 You paid its remaining account balance in full.

Required:
1. Prepare journal entries for each transaction. (If no entry is required for a transaction/event, select "No Journal Entry Required" in
the first account field.)
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Aug.2 | Accounts receivable 1,000
Sales revenue 1,000/

2 Aug.2_ | Costof goods sold 660,
Inventory 660,

3 Aug.3 | Accounts receivable 830
Sales revenue 830

4 Aug.3 | Costof goods sold 405,
Inventory 405

5 Aug 6 | Sales retums and allowances 166
‘Accounts receivable 166

6 Aug 6 |Inventory 81
Cost of goods sold £l

7 Aug 10 |cash 970,

‘Sales discounts. 0]
‘Accounts receivable 1,000/

8 Aug. 20 |cash 305
Sales revenue 305

9 Aug.20 | Cost of goods sold 9|
Inventory 9|

10 Aug. 22 |cash 664,
‘Accounts receivable. 664/
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2. Calculate the amount of Net Sales and Cost of Goods Sold for the transactions listed above. What Is Nicole’s Getaway Spa’s gross
profit percentage? (Round your percentage answer to 1 decimal place.)

Net sales. I s 1,039]
Cost of goods sold s 1,079)
Gross profit percentage 444 %
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Big Billy Corporation is a local grocery store organized seven years ago as a corporation. The store is in an excellent location, and
sales have increased each year. The bookkeeper prepared the following statement (assume that all amounts are correct, but note the
incorrect terminology and format):

BIG BILLY CORPORATION
Profit and Loss
December 31
Debit Credit

Sales $420,000
Cost of Goods Sold $279,000
Sales Returns and Allowances 10,000
Sales Discounts 6,000
Selling Expense 58,000
Administrative Expense 16,000
General Expenses 1,000
Income Tax Expense 15,000
Net Income 35,000
Totals $420,000 $420,000
Required:

1. Prepare a multi-step income statement that would be used for internal reporting purposes. Treat Sales Returns and Allowances as
well as Sales Discounts as contra-revenue accounts.
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Sales revenue

$ 420,000

Less: Sales discounts [] 6,000 9 |

Less: Sales return and allowances [ 10,000 @ |
Net sales [ 404,000
Cost of goods sold [] 270,000 @ |
Gross profit [] 125,000
Operating expenses

Selling expense Q| 580009

Administrative expense Q| 160009

General expenses @ 100®]| 7500
Income from operations. [ 75,000 @ |
Income tax expense [] 15,000 @ |

[

Net income

$ 60,000
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3. Compute the gross profit percentage.

Gross profit percentage \ 3099 \
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2. Prepare a multi-step income statement that would be used for external reporting purposes, beginning with the amount for Net
Sales.

Net sales |5 404,000
Cost of goods sold Q| 270009
Gross profit @ 125000
Selling, general, and administrative expenses 5 75,000 9_
Income from operations, [] 50,000
Income tax expense 9 15,000 °_
Net income @ 35000

3. Compute the gross profit percentage. (Round your answer to 1 decimal place.)

T mERD
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Polaris Industries Inc. is the biggest snowmobile manufacturer in the world. Assume that it reported the following amounts in its
financial statements (in millions):

2017 2016 2015 2014
Net Sales Revenue $2,068 $1,90  $1,777  $1,990
Cost of Goods Sold 1,622 1,447 1,417 1,572
Average Inventory 232 242 234 200

Required:
1-a. Calculate the inventory turnover ratio for 2017, 2016, and 2015. (Round your answers to 1 decimal place. )

2017 7.0 ! times per year

2016 6.0 @ [times per year
2015 6.1 @ times per year
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1-b. Calculate the average days to sell inventory for 2017, 2016, and 2015. (Consider 365 days in a year. Consider rounded Inventory
Turnover Ratio and round final answers to 1 decimal place.)

2017 521 ! days

2016 60.8 @ |days
2015 59.8 @ |days

2. Is Polaris performing better than its competitor where the inventory turnover is 4.5 times per year (811 days to sell)? Both companies
use the same inventory costing method (FIFO).

Yes

* No @
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Orion Iron Corp. tracks the number of units purchased and sold throughout each year but applies its inventory costing method at the
end of the year as if it uses a periodic inventory system. Assume its accounting records provided the following information at the end
of the annual accounting period, December 31.

Transactions Units Unit Cost
a.Inventory, Beginning 3,000 $16
For the year:
b.Purchase, April 11 9,000 14
c.Purchase, June 1 8,000 17
d.Sale, May 1 (sold for $44 per unit) 3,000
e.Sale, July 3 (sold for $44 per unit) 6,400

f.Operating expenses (excluding income tax expense), $207,000

Required:
1. Calculate the number and cost of goods available for sale.

Number of goods available for sale 20,000 units
| Cost of goods available for sale S 310,000 |
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2. Calculate the number of units in ending inventory.
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3. Compute the cost of ending inventory and cost of goods sold under (&) FIFO and (5) weighted average cost. (Round Weighted
average cost per unit to two decimal places and final answers to the nearest dollar amount.)

FIFO $ 172,400( $ 137,600
$ 164,300( $ 145,700

Weighted average
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4. Prepare an income statement that shows amounts for the FIFO method in one column and for the weighted average method in
another column. Include the following line items in the income statement: Sales, Cost of Goods Sold, Gross Profit, Operating Expenses,
and Income from Operations. (Round Weighted average cost per unit to two decimal places and final answers to the nearest dollar
amount.)

Sales revenue 413,600
Cost of goods sold 137,600 145,700
Gross profit | 276000 267,900
Operating expenses 207,000? 207,000
Income from operations S 69,000 60900
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6-a. Which inventory costing method may be preferred by Orion Iron Corp. for income tax purposes?

FIFO
® Weighted average
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Peterson Furniture Designs is preparing its annual financial statements dated December 31. Ending inventory information about the
five major items stocked for regular sale follows:

Required:
1-a. Complete the final two columns of the table.

Aligator Armoires 63 s 28 s 25 s 25@s 1,575
Bear Bureaus 88 53 53 53@| 4664
Cougar Beds 23 63 65 3@ | 1440
Dingo Cribs 43 43 43 30| 1840
Elephant Dressers 465 23 19 199 ss3s

1-b. Compute the amount that should be reported for the ending inventory using the LC&NRYV rule applied to each item.

18,372
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2. Prepare the journal entry that Peterson Furniture Designs would record on December 31. (If no entry is required for a
transaction/event, select "No journal entry required" in the first account field.)

A 1 Cost of goods sold
Inventory

2,049 @

2,049 @
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Kraft Foods Inc. is the second-largest food company in the world. Assume the company recently reported the following amounts in its
unadjusted trial balance (in millions) as of December 31, 2017:

Debits  Credits

Accounts Receivable $4,900

Allowance for Doubtful Accounts $ 133

Sales (assume all on credit) 55,250
Required:

1. Assume Kraft uses %2 of 1 percent of sales to estimate its Bad debt expense for the year. Prepare the adjusting journal entry required
for the year, assuming no Bad debt expense has been recorded yet. (If no entry is required for a transaction/event, select "No
Journal entry required" in the first account field. Enter your answers in millions rounded to the nearest whole dollar number.)

Bad debt expense

276 @ |

| | | Allowance for doubiful accounts o]
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2. Assume instead that Kraft uses the aging of accounts receivable method and estimates that $272 million of its Accounts Receivable
will be uncollectable. Prepare the adjusting journal entry required at December 31, 2017, for recording Bad Debt Expense. (If no entry
is required for a transaction/event, select "No journal entry required" in the first account field. Enter your answers in millions.)

A 1 Bad debt expense v 139
Allowance for doubtful accounts - 139
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3. Assume instead that Kraft uses the aging of accounts receivable method and estimates that $272 million of its Accounts Receivable
will be uncollectable. Also, assume that the unadjusted balance in Kraft's Allowance for Doubtful Accounts at December 31, 2017, was a
debit balance of $23 million. Prepare the adjusting journal entry required at December 31, 2017, for recording bad debt expense. (If no
entry is required for a transaction/event, select "No journal entry required" in the first account field. Enter your answers in
millions.)

A 1 Bad debt expense v 295
Allowance for doubtful accounts - 295
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4. If one of Kraft's main customers declared bankruptcy in 2018, what journal entry would be used to write off its $18 million

balance? (If no entry is required for a transaction/event, select "No journal entry required" in the first account field. Enter your
answers in millions.)

A 1 Allowance for doubtful accounts - 18

Accounts receivable
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C&Q Marketing (CQM) recently hired a new marketing director, Jeff Otos, for its main office. As part of the arrangement, CQM agreed
on February 28, 2017, to advance Jeff $95,000 on a one-year, 5 percent note, with interest to be paid at maturity on February 28,

2018. CQM prepares financial statements on June 30 and December 31.

Required:
Prepare the journal entry that CSM will make when the note is established. (If no entry is required for a transaction/event, select

No journal entry required" in the first account field.)

95,000 @

1 Feb 28,2017 | Notes receivable [
Cash (] 95,000 @
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2. Prepare the journal entries that CSM will make to accrue interest on June 30 and December 31. (If no entry is required for a
transaction/event, select "No journal entry required" in the first account field. Round your answers to nearest whole dollar
amount.)

1 Jun 30,2017 | Interest receivable [ 1583 @

Interest revenue @ 1,583 @
2 Dec 31, 2017 Interest receivable [) 2315@

Interest revenue [) 2315@
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3. Prepare the journal entry that CSM will make to record the interest and principal payments on February 28, 2018. (If no entry is.
required for a transaction/event, select "No journal entry required” in the first account field. Round your answers to nearest whole
dollar amount.)

1 Feb28,2018  |Cash [ 95,000 @
Interest receivable Q [x)
Interest revenue @ [x)

2 Feb 28,2018 Cash [) 95,000 @
Notes receivable [) 95,000 @
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Explanation

Coca-Cola and PepsiCo are two of the largest and most successful beverage companies in the world in terms of the products that they
sell and their receivables management practices. To evaluate their ability to collect on credit sales, consider the following information
assumed to have been reported in their 2017, 2016, and 2015 annual reports (@amounts in millions).

Coca-Cola PepsiCo
Fiscal Year Ended: 2017 2016 2015 2017 2016 2015
Net Sales $32,544  $37,857  $25,388 $49,751  $44,674  $36,437
Accounts Receivable 3,171 3,393 2,780 3,914 3,800 3,277
Allowance for Doubtful Accounts 68 69 76 83 82 77
Accounts Receivable, Net of Allowance 3,103 3,324 2,704 3,831 3,718 3,200
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Required:
1. Calculate the receivables turnover ratios and days to collect for Coca-Cola and PepsiCo for 2017 and 2016. (Consider a 365 days a

year. Round your intermediate answers and final answers to 1 decimal place.)

Receivables turnover 101 ! times 1372! times

ratio
Days to collect 36.1 @ | days 277 @ |days

Receivables turnover 1275! times 129 ! times

ratio
Days to collect 289 @ |days 283 @ |days

2. Which of the companies is quicker to convert its receivables into cash?

Coca-Cola
PepsiCo @
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The following transactions and adjusting entries were complieted by Gravure Graphics International, a paper-packaging company. The
company uses straight-line depreciation for trucks and other vehicles, double-declining-balance depreciation for buildings, and
straight-line amortization for patents.

January 2,
January 3,
April 1,
May 13,
July 1,

December 31,
June 30,

December 31,

Required:

2016
2016

2016

2016
2016

2016
2017

2017

Paid $98,660 cash to purchase storage shed components.
Paid $5,990 cash to have the storage shed erected; storage shed has an estimated life
of ten years and a residual value of $10,000.

Paid $47,990 cash to purchase a pickup truck for use in the business; truck has an
estimated useful life of five years and a residual value of $8,900.

Paid $340 cash for repairs to the pickup truck.

Paid $20,960 cash to purchase patent rights on a new paper bag manufacturing process;
patent is estimated to have a remaining useful life of five years.

Recorded depreciation and amortization on the pickup truck, storage shed, and patent.
Sold the pickup truck for $41,550 cash. (Record the depreciation on the truck prior to
recording its disposal.)

Recorded depreciation on the storage shed; determined that the patent was impaired and
wrote off its remaining book value. (i.e., wrote down the book value to zero.)

Prepare the journal entries required on each of the above dates. (If no entry Is required for a transaction/event, select "No Journal
entry required" In the first account fleld.)
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Required:
Prepare the journal entries required on each of the above dates. (If no entry Is required for a transaction/event, select "No Journal
entry required" In the first account fleld.)

1 Jan 02,2016 |Building ~| 98,600,
Cash -] 98,600,
2 | Jan03,2016 |Buiding -] 5,900
Cash -] 5,900
3 Apr01,2016[Truck -] 47,900
Cash -] 47,900
4 | May 13,2016 |Repairs and maintenance expense -] 340
Cash -] 340
5 Jul 01,2016 |Patent ~| 20900
Cash -] 20,900
6 | Dec31,2016 |Depreciation expense -] 26,750
Amortization expense | 2,090
Accumulated depreciation-8ldg. ~| 20,900
‘Accumulated depreciation-Truck -] 5,850
Patent -] 2,090
7 | Jun30,2017 |Depreciation expense -] 3,900
Accumulated depreciation-Truck -] 3,900
8 | Jun302017 |cash -] 41,550,
Accumulated depreciation-Truck -] 9,750
Truck -] 47,900
Gain on disposal -] 3,400
9 | Dec31,2017 |Depreciation expense -] 16,720,
Impaiment loss -] 18,810
Accumulated depreciation-8ldg. ~| 16,720,
Patent -] 18,810
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Many businesses borrow money during periods of increased business activity to finance Inventory and accounts recelvable. Hudson’s
Bay Company (HBC) Is Canada's largest department store. Each Christmas, HBC bullds up ts Inventory to meet the needs of Christmas
shoppers. A large portion of Christmas sales are on credit. As a result, HBC often collects cash from the sales several months after
Christmas. Assume that on November 1, 2017, HEC borrowed $7.2 million cash from Downtown Bank and signed a promissory note
that matures In six months. The Interest rate was 6.9 percent payable at maturity. The accounting period ends December 31

Required:
1. Prepare the journal entry to record the note on November 1, 2017. (If no entry Is required for a transaction/event, select "No Journal

entry required" In the first account fleld. Enter your answers In whole dollars.)

November 01, .
1 v cash 7,200,000/

Note payable ~| 7,200,000
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2. Prepare any adjusting entry required on December 31, 2017. (If no entry Is required for a transaction/event, select "No journal
entry required" In the first account fleld. Enter your answers In whole dollars.)

December 31,
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3. Prepare the Journal entry to record payment of the note and Interest on the maturity date, April 30, 2018, assuming that interest has

not been recorded since December 31, 2017. (If no entry s required for & transaction/event, select "No Journal entry required" In the
first account fleld. Enter your answers In whole dollars.)

1| April30,2018 | Note payable ~| 7200000
Interest payable - 2800
Interest expense - 165,600

Gash - 7,448,400
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Explanation

1
Borrowed on 6-month, 6.9%, note payable.

2.
Adjusting entry for 2 months' accrued Interest
($7,200000 x 6.9% x 2/12 = $82,800).

£
Interest expense
($7,200000 x 6.9% x 4/12 = $165,600).
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According to one report, Kraft Foods Inc. sells enough Kool-Aid® mix to make 4,500 litres of the drink every minute during the summer
and over 2.5 billion litres each year. Assume at December 31, 2017, the company reported no short-term investments but did report the
following amounts (in millions) in its financial statements:

2017 2016
Total Assets $12,820 $12,000
Total Liabilities 9,615 8,760
Interest Expense 200 200
Income Tax Expense 31e 270
Net Income 1,200 1,000

Required:
1. Compute the debt-to-assets ratio and times interest earned ratio for 2017 and 2016. (Round your answers to 2 decimal places.)

Debt-to-assets ratio

Times interest earned ratio 7.35]
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2-a. Using the answers of requirement 1 determine whether, in 2017, creditors were providing a greater (or lesser) proportion of
financing for Kraft's assets?

O Lesser

@ Greater

2-b. Using the answers of requirement 1 determine whether, in 2017, Kraft was more (or less) successful at covering its interest costs,
as compared to 20167

@® More
O Less
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The 2017 annual report for Sneer Corporation disclosed that the company declared and paid preferred dividends in the amount of
$120.7 million in 2017. It also declared and paid dividends on common shares in the amount of $2.80 per share. During 2017, Sneer had
1,000,000,000 common shares authorized; 388,370,300 shares had been issued. The balance in Retained Earnings was $1,562 million
on December 31, 2016, and 2017 Net Income was $866 million.

Required:

1. Prepare journal entries to record the declaration, and payment, of dividends on (&) preferred and (b) common shares. (If no entry is
required for a transaction/event, select "No journal entry required" in the first account field. Enter your answers in whole dollars
and not millions.)

1 a1 Dividends declared - 120,700,000

Dividends payable - 120,700,000
2 a2 Dividends payable - 120,700,000

Cash ~ 120,700,000
3 b-1 Dividends declared ~|  1,087,436,840

Dividends payable - 1,087,436,840
4 b2 Dividends payable ~|  1,087,436,840

Cash - 1,087,436,840
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2. Using the information given above, prepare a statement of retained earnings for the year ended December 31, 2017. (Amount to be
deducted should be indicated by a minus sign. Enter your answers in millions rounded to 1 decimal place.)

Retained Earnings, January 1, 2017 $ 1,562.0
Net income ~ 866.0.
[ Dividend declared on preferred shares ~ (120.7)
Dividend declared on common shares ~I (1,087.9)
Retained Earnings, December 31, 2017 @s 12199
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Explanation
1

Dividends paid = shares outstanding x dividend rate

Computation of shares outstanding:
Shares issued and outstanding = 388,370,300

Computation of dividends paid.
Payment of common dividends (Dividends Payable): *$1,087,436,840 = 388,370,300 x $2.80
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NIKE, Inc. is the best-known sports shoe, apparel, and equipment company in the world because of its association with sports stars
such as LeBron James and Serena Williams. Some of the items included in its recent statement of cash flows prepared using the
indirect method are listed here. Indicate whether each item is disclosed in the operating activities (O), investing activities (I), or
financing activities (F) section of the statement, or use (NA) if the item does not appear on the statement.

Additions to long-term debt F

Depreciation o

Additions to property, plant, and equipment 1

Increase (decrease) in notes payable (The amount is owed to financial institutions.) 1

(Increase) decrease in other current assets o

Cash received from disposal of property, plant, and equipment

Reductions in long-term debt

Issuance of shares

olo|~|o|o|lswn]~

(Increase) decrease in inventory

olo|m

10. Net income
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Suppose the income statement for Goggle Company reports $70 of net income, after deducting depreciation of $35. The company
bought equipment costing $60 and obtained a long-term bank loan for $60. The company’s comparative balance sheet, at December
31, indicates the following:

Required:
1. Calculate the change in each balance sheet account, and indicate whether each account relates to operating, investing, and/or
financing activities. (Decreases should be indicated with minus sign.)

Cash

Accounts Receivable 75 175
Inventory 260 135
Equipment 500 560

Operating |~

Operating |~

nvesting -

Accumulated Depreciation (45) (80) (35)[Operating |~
Total s 825] § 995

Wages Payable 10 50 40foperating |~

Long-Term Debt 445 505 60[Financing |~

Contributed Capital 10 10f inancing -

Retained Eamings 360 430 70foperating |~

Total $ 825| § 995
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2. Prepare a statement of cash flows using the indirect method. (Amounts to be deducted should be indicated with minus sign.)

Cash flows provided by operating activities

let income 70

Adjustments to reconcile net income to cash provided by operating activities

Depreciation 35

Changes in current assets and current liabilities

Increase in accounts receivable (100))
Decrease in inventory 125
Increase in wages payable 40

let cash provided by operating activities 170

Cash flows used in investing activities

quipment purchased (60)
let cash used in investing activities (60)

Cash flows provided by financing activities

btained bank loan 60

let cash provided by financing activities ~ 60
Net change in cash 170
Cash, beginning of year 35

Cash, end of year $ 205
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6. Are the cash flows typical of a start-up, a healthy, or a troubled company?

Troubled
® Healthy
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Double West Suppliers (DWS) reported sales for the year of $450,000, all on credit. The average gross profit percentage was 40
percent on sales. Account balances are as follows:

Beginning Ending
Accounts receivable (net) $39,000 $61,000
Inventory 54,000 46,000

Required:
1. Compute the turnover ratios for accounts receivable and inventory. (Round your answers to 1 decimal place.)

Receivables turnover
ratio

Inventory turnover ratio 5.4|times

2. By dividing 365 by your ratios from requirement 1, calculate the average days to collect receivables and the average days to sell
inventory. (Round your answers to 1 decimal place.)

Days fo collect 406

Daystosell | 67.6
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Explanation

1

Receivables turnover ratio

Inventory turnover ratio

Days to collect

Days to sell

= Net credit sales + Average accounts receivable
= $450,000 = [($39,000 + $61,000) + 2]
=9.0

= Cost of goods sold + average inventory
= ($450,000 x 0.6) + [($54,000 + $46,000) + 2]
=5.4

Receivable turnover ratio
0 = 40.6 days

365 days
365 days

= 365 days
= 365 days

Inventory turnover ratio
5.4 = 67.6 days
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A condensed income statement for Simultech Corporation and a partially completed vertical analysis are presented below.

Required:
1. Complete the vertical analysis by computing each missing line item as a percentage of sales revenues. (Round your answers to the
nearest whole percent.)

Sales revenues s 3,406 100 |% |5 3656 100 |%
Cost of goods sold 2,860 84 |% | 3010 829 |%
Selling, General, and Administrative expenses 252 79 |% 218 6 |%
Other operating expenses 72 2 % 18 0 %
Interest expense 24 19Q]% 2 1 %
Income before income tax expense 198 6 |% 388 19 |%
Income tax expense 66 2 |% 109 3 |%
Net income 5 132 4@ % s 219 80 |%
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2. Does Simultech’s Cost of Goods Sold for the year ended January 31, 2017, as a percentage of revenues, represent better or worse
performance as compared to that for the year ended January 31, 20167

® Worse @
Better

3. Do the percentages that you calculated for net income indicate whether Simultech’s net profit margin has increased or decreased
over the two years?

® Decreased @
Increased




