EXERCISES

17–21.
Wages Expense

28,348*



Employees Income Taxes Payable ($28,348 ( 0.17)


4,819



FICA Taxes Payable ($28,348 ( 0.0765)


2,169



Union Dues Payable


160



Cash


21,200




To record weekly payroll.


Payroll Tax Expense

3,927



FICA Taxes Payable


2,169



State Unemployment Taxes Payable 



($28,348 ( 0.054)


1,531



Federal Unemployment Taxes Payable 



($28,348 ( 0.008)


227




To record weekly payroll taxes.


*Let X = Gross wages

X – 0.17X – 0.0765X – $160
=
$21,200





0.7535X
=
$21,360





X
=
$28,348 
(rounded)

17–22.
Salaries and Commissions Expense

33,000*



FICA Taxes Payable


2,525†


Employees Income Taxes Payable


9,900‡


Cash


20,575

Payroll Tax Expense

4,571



FICA Taxes Payable


2,525



Federal Unemployment Taxes Payable


264§


State Unemployment Taxes Payable


1,782#

FICA Taxes Payable

5,050


Federal Unemployment Taxes Payable

264


State Unemployment Taxes Payable

1,782


Employees Income Taxes Payable

9,900



Cash


16,996


COMPUTATIONS:


*Monthly payroll:


Frank
5.0%
(
$120,000  =
$6,000 + $1,000  =
$  7,000


Sally
5.0

(
$120,000  =
$6,000 + $1,000  =
7,000


Tina
5.0

(
$120,000  =
$6,000 + $1,000  =
7,000


Barry
4.0

(
$120,000  =
$4,800 + $1,000  =
5,800


Mark
2.5

(
$120,000  =
$3,000 + $1,000  =
4,000


Lisa
1.0

(
$120,000  =
$1,200 + $1,000  =
    2,200



Total salaries and commissions expense

$33,000
17–22.
(Concluded)


†FICA taxes payable:

Payroll

$ 33,000

FICA rate

(
0.0765
FICA taxes payable

$
2,525

‡Employees income taxes payable:

Payroll

$ 33,000

Income tax rate


(     0.30
Employees income taxes payable

$  
9,900

§FUTA taxes payable:

Federal rate


0.062

State credit


0.054
Total FUTA tax rate


0.008
Payroll

$ 33,000

FUTA rate


(   0.008
FUTA taxes payable

$
264

#State unemployment taxes payable:

Payroll

$ 33,000

State rate

( 
0.054
SUTA taxes payable

$   1,782
17–23.

Total
Total
Total

Liability



Weeks
Weeks
Weeks

for



Vacation
Vacation
Vacation
Weekly
Vacation



Employee


Earned


Taken

Liability

Salary


Pay


Andy Hampsten

14
10
4
$475
$1,900


Phil Anderson

4
2
2
600
1,200


Lance Armstrong

2
0
2
450
900


Steve Bauer

4
3
1
400
400


Sean Yates

0
0
0
500
0


Michele Fellows

16
14
2
700

1,400


Total liability for vacation pay, December 31, 2005

$5,800
17–24.
1.
B =
0.07 ( $350,000 = $24,500


2.
B =
0.07($350,000 – B)



B =
$24,500 – 0.07B



1.07B =
$24,500



B =
$22,897 (rounded)

17–25.
1.
As of January 1, 2005, Derrald has put in 12 years of service for Francisco and, assuming that his 2004 salary of $75,000 is his highest salary to date, the forecasted amount of Derrald’s annual pension payment can be computed as follows:



(0.03 ( $75,000) ( 12 years = $27,000


This is the amount Francisco should use in computing the accumulated benefit obligation as of January 1, 2005.



2.
In computing the projected benefit obligation, Francisco must take into account Derrald’s expected future salary increases. Derrald’s expected future salary in 20 years is computed as follows:



PV = $75,000, N = 20, I = 4% ( FV = $164,334




Using this amount as an estimate of Derrald’s highest salary, the forecasted amount of Derrald’s annual pension payment can be computed as follows:




(0.03 ( $164,334) ( 12 years = $59,160 (rounded)




This is the amount Francisco should use in computing the projected benefit obligation as of January 1, 2005.

17–26.
Projected benefit obligation, December 31, 2005

$
4,150,000


Projected benefit obligation, January 1, 2005


3,620,000

Increase in projected benefit obligation

$
530,000


Less: Interest cost (0.12 ( $3,620,000)


(434,400)


Plus: Benefits paid to retired employees


272,000

Pension service cost for 2005

$
367,600
17–27.

Case 1
Accumulated benefit obligation

$
(750)

Additional amounts related to projected 

pay increases


(250)
Projected benefit obligation

$
(1,000)

Fair value of pension assets


700
Excess of PBO over assets

$
(300)

Unrecognized prior service cost


310

Unrecognized net pension gain


(70)

Accrued pension liability

$
(60)
17–27.
(Concluded)

Case 2
Accumulated benefit obligation

$
(800)

Additional amounts related to projected 

pay increases


(100)

Projected benefit obligation

$
(900)

Fair value of pension assets


1,300
Excess of assets over PBO

$
400

Unrecognized prior service cost


190

Unrecognized net pension gain


(120)

Prepaid pension cost

$
470
Case 3
Accumulated benefit obligation

$
(850)

Additional amounts related to projected 

pay increases


(150)

Projected benefit obligation

$(1,000)

Fair value of pension assets


900
Excess of PBO over assets

$
(100)

Unrecognized prior service cost


50

Unrecognized net pension gain


(200)

Accrued pension liability

$
(250)

17–28.

Using the formula discussed in the text: 
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where:

N = Number of years of remaining service

D = Decrease in number of employees working each year
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Amortization amount:
2005:
5/15 ( $620,000 = $206,667



2006:
4/15 ( $620,000 = $165,333



2007:
3/15 ( $620,000 = $124,000



2008:
2/15 ( $620,000 = $82,667



2009:
1/15 ( $620,000 = $41,333

17–29.
1.



PV = $3,726,000; N = 10; I = 10% ( PMT = $606,389 annual contribution



2.
Denominator of amortization fraction:
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( 
10 
= 
4,650




2005 amortization: 300/4,650 ( $3,726,000 = $240,387




2007 amortization: 280/4,650 ( $3,726,000 = $224,361




2012 amortization: 230/4,650 ( $3,726,000 = $184,297

17–30.
1.
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Average remaining service life: 360/45 = 8 years




Annual amortization of prior service cost: $1,262,000/8 = $157,750

2.
Pension Expense ($460,000 + $157,750)

617,750


Prepaid/Accrued Pension Cost


617,750

To record net pension expense for the year.


Prepaid/Accrued Pension Cost


520,000


Cash



520,000

To record contribution to pension fund.

17–31.
Fair value of the pension fund—December 31, 2005

$
980,000



Fair value of the pension fund—January 1, 2005



875,000


Increase in fair value of the pension fund—2005

$
105,000



Pension benefits paid



62,000



Contributions made to the fund



(70,000)



Actual return on the pension fund—2005

$
97,000
17–32.
Actual return on the pension fund

$
155,000



Expected return on the pension fund ($1,100,000 ( 0.12)


132,000


Difference between actual and expected return

$
23,000



Because the actual return exceeds the expected return, the $23,000 difference is treated as a deferred gain in the gain or loss component of pension expense. This amount is added in computing net pension expense for the period. Because the actual return is included in the return on the pension fund component, the net effect of combining the actual return and the        deferred gain or loss is that the expected return is reflected in pension      expense, and the difference is amortized if necessary over future years.

17–33.
Corridor amount: 10% of $2,050,000*

$
205,000



*Higher of PBO or market-related value of the pension fund.



Amortization of gain—2005:




Unrecognized gain at beginning of the year

$
425,000




Less: Corridor amount


205,000



Unrecognized gain in excess of corridor amount


$
220,000



Amortization ($220,000/10)

$
22,000*




*Deducted in computing net periodic pension expense.

17–34.




A



B


C


D

Deferral of difference between actual

and expected return—deferred gain

or (loss)



$20,000


$(30,000)


$100,000


$(50,000)

Unrecognized (gain) loss at beginning

of year

$200,000


$275,000


$(100,000)


$
(75,000)

Corridor amount


100,000



150,000



50,000



175,000
Excess of (gain) or loss over corridor

amount

$100,000


$125,000


$
(50,000)



0

Average service life


10 yrs.



5 yrs.



8 yrs.



12 yrs.

Amortization of (gain) or loss




10,000



25,000



(6,250)



0
Amount added (deducted) as gain or

loss component of net pension expense


$30,000


$
(5,000)


$
93,750


$(50,000)

(Note: Parentheses indicate a deduction in computing net periodic pension expense. In the first line, a deferred gain adds to current pension expense and a deferred loss reduces current pension expense.)

17–35.
Computation of pension expense:

Service cost

$
45,000

Amortization of prior service cost


38,000

Interest cost


52,000

Actual return on the pension fund


(75,000)

Gain or loss:

Deferral of difference between expected 

return and actual return in 2005 

(deferred loss)

$
(20,000)

Amortization of deferred loss from prior years


15,000

(5,000)

Net periodic pension expense


$
55,000
Pension Expense

55,000

Prepaid/Accrued Pension Cost

55,000

To record pension expense.

Prepaid/Accrued Pension Cost

72,000

Cash


72,000

To record pension fund contribution.

17–36.
Computation of pension expense:

Service cost



$
750,000

Interest cost




1,000,000

Actual return on the pension fund

$
(900,000)

Less: Deferred gain


68,000

(832,000)

Amortization of prior service cost




25,000
Pension expense



$
943,000
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