PRACTICE EXERCISES

PRACTICE 3(1
WORKING CAPITAL

Current Assets:


Cash
$   400


Inventory
  4,000

Total
$4,400
Current Liabilities:


Accounts Payable
$1,100


Accrued Wages Payable
     250

Total
$1,350
Working capital = Current assets ( Current Liabilities = $4,400 ( $1,350 = $3,050

PRACTICE 3(2
CURRENT ASSETS

Current Assets:


Cash
$  400


Investment Securities (trading)
250


Accounts Receivable
700


Inventory
4,000


Prepaid Expenses
  1,100

Total Current Assets
$6,450

PRACTICE 3(3
CURRENT LIABILITIES


Accounts Payable
$     700


Unearned Revenue
250


Accrued Income Taxes Payable
9,000


Current Portion of Long-Term Debt
  10,000

Total Current Liabilities
$19,950
PRACTICE 3(4
CLASSIFICATION OF SHORT-TERM LOANS TO BE REFINANCED

Current:

Loan A


Because the loan will be repaid, with cash, within one year of the balance sheet date, it should be classified as current. 

Loan B


In order to classify the loan as noncurrent, the company must have both the intent to refinance and evidence of the intent in the form of actual refinancing or a contract to refinance before the issuance of the financial statements.

Noncurrent:

Loan C


The company intends to refinance Loan C, and the refinancing will be formalized before the financial statements for this year have been released. Of course, the actual formalization of the refinancing must be confirmed; this will occur before the issuance of the financial statements.

PRACTICE 3(5
CALLABLE OBLIGATIONS
Current:

Loan A


A loan is current if it is payable on demand or will become payable on demand within one year.

Noncurrent:

Loan B


The company is exceeding the current ratio constraint in the loan agreement; thus, the loan is not payable on demand.

Loan C


It is “reasonably possible” that the company will violate the subjective acceleration clause. The loan continues to be classified as noncurrent, and the possibility of the loan becoming payable on demand will be disclosed in a note.

PRACTICE 3(6
CONTINGENT LIABILITIES

a.
This is an estimated liability. The company has a definite obligation that must be estimated and reported in the balance sheet.

b.
It is possible that the company will have to make a payment under this contingent liability. The possibility is described in a financial statement note; nothing is recognized in the balance sheet. 

c.
It is probable that the company will have to make a payment under this contingent liability. Accordingly, the liability is recognized in the balance sheet if it can be reasonably estimated. 

PRACTICE 3(7
STOCKHOLDERS’ EQUITY

a.
Total contributed capital:


Preferred stock, at par
$ 
1,750


Additional paid-in capital, preferred

50


Common stock, at par

400


Additional paid-in capital, common
   
 9,000


Total contributed capital
$
11,200
b.
Ending retained earnings:


Retained earnings (beginning)
$
1,000


Plus: Sales

10,000


Less:
Total expenses

(7,800)


Dividends
    
(700)


Ending retained earnings
$ 
2,500

c.
Total stockholders’ equity:


Total contributed capital
$
11,200


Plus: Ending retained earnings

2,500


Less: Treasury stock
    
(250)


Total stockholders’ equity
$
13,450
PRACTICE 3(8
STOCKHOLDERS’ EQUITY
a.
Total contributed capital:


Additional paid-in capital, common
$  
9,000


Common stock, at par
       400

Total contributed capital
$
9,400
b.
Total accumulated other comprehensive income:


Cumulative translation adjustment (equity reduction), ending
$
(2,000)


Cumulative unrealized gain on available-for-sale securities, ending
 
1,100

Total accumulated other comprehensive income (equity reduction)
$
(900)

c.
Total stockholders’ equity:


Total contributed capital
$ 
9,400


Total accumulated other comprehensive income (equity reduction)

(900)


Plus: Retained earnings (post closing or ending)

1,500


Less: Treasury stock

(700)


Total stockholders’ equity
$ 
9,300
PRACTICE 3(9
FORMAT OF FOREIGN BALANCE SHEET

Noncurrent assets (or fixed assets):


Property, plant, and equipment

$8,000


Long-term investments

  1,700

Total noncurrent assets (or fixed assets)

$9,700

Current assets:


Cash
$   500


Inventory
  2,000

Total current assets
$2,500
Current liabilities:


Accounts payable
$   300


Short-term loans payable
   1,100


Total current liabilities
$1,400
Net current assets

    1,100
Total assets less current liabilities
$10,800
Noncurrent liabilities:


Long-term debt
$  3,000

Stockholders’ equity:


Common stock, at par
$    50


Additional paid-in capital
2,000


Retained earnings
 5,750

Total stockholders’ equity

    7,800


$10,800

PRACTICE 3(10
CURRENT RATIO
Current assets:


Cash
$   400


Inventory
    4,000

Total current assets
$4,400

Current liabilities:


Accounts payable
$ 1,100


Accrued wages payable
      250

Total current liabilities
$ 1,350
Current ratio = Current assets/Current liabilities = $4,400/$1,350 = 3.26

PRACTICE 3(11
QUICK RATIO

“Quick” assets:


Cash
$   400


Accounts receivable
  1,750

Total quick assets
$2,150
Current liabilities:


Accrued wages payable
$   250
Quick ratio = Quick assets/Current liabilities = $2,150/$250 = 8.60

PRACTICE 3(12
DEBT RATIO

Liabilities:


Accounts payable
$     700


Accrued income taxes payable
9,000


Unearned revenue
250


Current portion of long-term debt
10,000


Notes payable (due in 14 months)
    1,100

Total liabilities
$21,050
Stockholders’ equity:


Paid-in capital
$  1,750


Additional paid-in capital

4,000


Retained earnings

1,000


Treasury stock
      (400)


Total stockholders’ equity
$  6,350
Total assets = Total liabilities + Stockholders’ equity = $21,050 + $6,350 = $27,400

Debt ratio = Total liabilities/Total assets = $21,050/$27,400 = 76.8%

PRACTICE 3(13
DEBT RATIO

Total liabilities = $1,100 because Accounts payable is the only liability item in the list.


Total contributed capital:


Preferred stock, at par
$  1,750


Additional paid-in capital, preferred
50


Common stock, at par
400


Additional paid-in capital, common
    9,000


Total contributed capital
$11,200


Ending retained earnings:


Retained earnings (beginning)
$  1,000


Plus: Sales
10,000


Less: Total expenses
(7,800)


Dividends
     (700)


Ending retained earnings
$ 2,500


Total stockholders’ equity:


Total contributed capital
$11,200


Plus: Ending retained earnings
2,500


Less: Treasury stock
      (250)


Total stockholders’ equity
$13,450
Total assets = Total liabilities + Stockholders’ equity = $1,100 + $13,450 = $14,550

Debt ratio = Total liabilities/Total assets = $1,100/$14,550 = 7.6%

PRACTICE 3(14
ASSET MIX

a.
Inventory/Total assets = $2,000/$12,200 = 16.4%

b.
Property, plant, and equipment/Total assets = $8,000/$12,200 = 65.6%

PRACTICE 3(15
ASSET MIX

Total Assets:


Cash
$      400


Investment Securities (trading)
250


Accounts Receivable
700


Inventory
4,000


Prepaid Expenses
1,100


Property, Plant, and Equipment
10,000


Goodwill
    9,000

Total assets
$25,450
a.
Inventory/Total assets = $4,000/$25,450 = 15.7%

b.
Property, plant, and equipment/Total assets = $10,000/$25,450 = 39.3%

PRACTICE 3(16
MEASURE OF EFFICIENCY
Asset turnover = Sales/Total assets = $50,000/$12,200 = 4.10

PRACTICE 3(17
RETURN ON ASSETS

Return on assets = Net income/Total assets = $2,000/$12,200 = 16.4%

PRACTICE 3(18
RETURN ON EQUITY

Return on equity = Net income/Total equity = $2,000/$7,800 = 25.6%

PRACTICE 3(19
ACCOUNTING FOR SUBSEQUENT EVENTS
The January 16 study results yield better information about conditions that existed on the December 31 balance sheet date. The study indicates that $175,000 is a better estimate of the December 31 warranty liability than is $100,000. Thus, the reported warranty liability should be $175,000.

PRACTICE 3(20
ACCOUNTING FOR SUBSEQUENT EVENTS

The additional $75,000 in warranty liability was created after the December 31 balance sheet date. There is no reason to question the $100,000 warranty liability estimate as of December 31. Thus, the reported warranty liability should be $100,000, with note disclosure outlining the problem with poor-quality materials that arose after the balance sheet date.

PRACTICE 3(21
BOOK-TO-MARKET RATIO

Book-to-market ratio = Stockholders’ equity/Market value of equity = $7,800/$10,000 = 0.78

EXERCISES

3–22.
1.
(g) (–)
11.
(a)


2.
(b)
12.
(b)


3.
(f) or (g)*
13.
(d)


4.
(a)
14.
(a) (–)


5.
(f)
15.
(f)


6.
(f)
16.
(c) (–)


7.
(f) or (h)
17.
(a)


8.
(i)
18.
(a)


9.
(f)
19.
(a)


10.
(e)
20.
(e) As discussed in Chapter 16, can also be (a), current

asset


*If bonds are expected to be refinanced and the necessary criteria are met.

3–23.

Account
Classification

(a)
Treasury Stock

Other equity portion of the Owners' Equity section

(b)
Retained Earnings

Retained earnings in the Owners’ Equity section

(c)
Vacation Pay Payable

Current liability

(d)
Foreign Currency Translation Adjustment
Other equity portion of the Owners' Equity section

(e)
Allowance for Bad Debts

Offset against receivables in the Current Asset section

(f)
Liability for Pension Payments

Other noncurrent liability   except for current portion

(g)
Investment Securities (trading)

Current asset

(h)
Paid-In Capital in Excess of Stated Value

Additional paid-in capital in the Owners’ Equity section

(i)
Leasehold Improvements

Property, plant, and equipment

(j)
Goodwill

Intangible asset

(k)
Receivables—U.S. Government Contracts
Current asset

(l)
Advances to Salespersons

Current asset

(m)
Premium on Bonds Payable

Added to bonds payable in Long-Term Debt section

(n)
Inventory

Current asset

(o)
Patents

Intangible asset

(p)
Unclaimed Payroll Checks

Current liability

(q)
Income Taxes Payable

Current liability

(r)
Subscription Revenue Received 


in Advance

Current liability

3–23.
(Concluded)



Account
Classification

(s)
Interest Payable

Current liability

(t)
Deferred Income Tax Asset

Other noncurrent asset or,



as discussed in Chapter 16, can also be a current asset

(u)
Tools

Property, plant, and equipment

(v)
Deferred Income Tax Liability

Other noncurrent liability or,



as discussed in Chapter 16, can also be a current liability

3–24.
(a)
Not an asset. No probable future economic benefits are associated with the mine.


(b)
Not an asset. The oil field has future economic benefit, but it is not yet controlled by DeBroglie as a result of a past transaction.


(c)
Not an asset. There certainly are future economic benefits associated with the geologists, but they are not controlled by DeBroglie, because they always have the option of quitting.


(d)
Not an asset. The real estate is not currently controlled by DeBroglie.


(e)
Not an asset. The probability of future economic benefit from the crater is low.

3–25.
(a)
Not a liability. There was a liability, but since the payment was made, no further future sacrifice of assets will be required.


(b)
Liability. Pauli is obligated to deliver services in the future as a result of events (receipt of the advertising) that have already occurred.


(c)
Liability. It is probable that Pauli will have to sacrifice assets in the future (new carpets) as a result of events that have already occurred (past sales of guaranteed carpets).


(d)
Not a liability. Although it is probable that Pauli will have to make payments in the future, the events necessitating those payments have not yet occurred.


(e)
Not a liability for the same reasons in (d).

3–26.


Balance Sheet


Assets
Liabilities

Current assets:
Current liabilities:


Cash

Notes payable


Investment securities (trading)

Accounts payable


Accounts receivable

Income taxes payable



Less allowance for bad  

Salaries payable




debts

Estimated warranty expense


Interest receivable


payable


Inventory


Total current liabilities


Prepaid insurance
Noncurrent liabilities:



Total current assets

Long-term debt:

Investments:


Bonds payable


Investment in subsidiary


Premium on bonds payable


Net pension asset

Deferred income tax liability



Total investments


Total noncurrent liabilities

Property, plant, and equipment:
Total liabilities


Land


Buildings
Stockholders’ Equity



Less accumulated depreciation
Contributed capital:


Equipment

Common stock



Less accumulated depreciation

Paid-in capital in excess of stated



Total property, plant, and


value




equipment

Paid-in capital from sale of

Intangible assets:


treasury stock


Patents


Total contributed capital


Goodwill
Retained earnings



Total intangible assets

Total stockholders’ equity

Total assets
Total liabilities and stockholders’ 
equity

3–27.
Current assets:


Cash—general checking account

$
20,000


Cash—held to pay sales taxes


18,000


Trade accounts receivable


125,000


Inventory


75,000


Prepaid insurance


15,000


Used equipment—for resale


25,000
$
278,000

Current liabilities:


Trade accounts payable

$
60,000


Note payable—due July 2006


33,000


Salaries payable


20,000


Sales taxes payable


23,000

136,000
Working capital



$
142,000

3–28.
Jared Corporation


Balance Sheet


December 31, 2005


Assets
Liabilities


Current assets:
Current liabilities:



Cash

$
8,500

Accounts payable

$
3,400



Investment securities


5,250

Current portion of bonds



Accounts receivable, net


21,350


payable


2,500



Inventory


31,000

Loan due on demand


7,000



Land held for resale


8,000

Dividends payable


15,000



Other current assets


10,200

Other


2,000



Total current assets

$
84,300


Total current liabilities

$
29,900






Long-term liabilities:


Noncurrent assets:



Bonds payable

$
7,500



Investments

$
2,750

Other liabilities


15,750


Property, plant, and 




Total long-term



equipment, net


56,800


liabilities

$
23,250


Restricted cash:


Total liabilities

$
53,150



For preferred stock


19,000
Owners' Equity




For equipment


4,000
Preferred stock

$
19,000



Advance to company


Common stock


50,000



president


4,000
Retained earnings


66,800



Other noncurrent assets


13,600
Less treasury stock


(4,500)




Total noncurrent



Total owners' equity

$
131,300



assets

$
100,150
Total liabilities and owners'


Total assets

$
184,450
equity

$
184,450
3–28.
(Concluded)


COMPUTATIONS:


Cash: $12,500 ( $4,000 (a)


Investment securities: $8,000 ( $2,750 (b)


Land held for resale: $8,000 (h)


Other current assets: $14,200 ( $4,000 (c)


Property, plant, and equipment: $64,800 ( $8,000 (h)


Restricted cash:
$19,000 (g)



$4,000 (a)


Investments: $2,750 (b)


Advance to company president: $4,000 (c)


Current portion of bonds payable: $2,500 (d)


Loan due on demand: $7,000 (e)


Dividends payable: $15,000 (f)


Bonds payable (long-term): $10,000 ( $2,500 (d)


Other long-term liabilities: $32,750 ( $2,500 (d) ( $7,500 (d) ( $7,000 (e)


Preferred stock: $19,000 (g)


Retained earnings: $81,800 ( $15,000 (f)


Treasury stock: formerly shown incorrectly as a noncurrent asset

3–29.
(a)
25,153
(f)
152,186
(k)
89,601


(b)
175,315
(g)
131,754
(l)
594,345


(c)
460,263
(h)
25,939
(m)
567,657


(d)
352,186
(i)
47,066
(n)
895,312


(e)
98,670
(j)
73,005

3–30.
1.
(a)
Current assets:





Cash



$
33,900





Investment securities (trading)




20,000





Notes receivable




18,000





Accounts receivable

$
88,400






Less: Allowance for doubtful accounts


4,300

84,100





Accrued interest on notes receivable




1,800





Inventory




56,900





Prepaid expenses




6,100




Total current assets



$
220,800


(b)
Property, plant, and equipment:



Accumulated
Book



Cost

Depreciation

Value




Land

$
80,000


$
80,000




Buildings


170,000
$
34,000

136,000




Equipment


48,000

7,600

40,400



Total property, plant, and




equipment

$
298,000
$
41,600
$
256,400
3–30.
(Concluded)



(c)
Intangible assets:





Patents





$
15,000





Franchises






10,000




Total intangible assets





$
25,000



(d)
Total assets:





Current assets





$
220,800





Property, plant, and equipment






256,400





Intangible assets






25,000




Total assets





$
502,200



(e)
Current liabilities:





Accounts payable





$
31,500





Notes payable—trade creditors






16,000





Accrued interest on notes payable






800





Accrued interest on bonds payable






8,000





Accrued interest on mortgage payable





2,160




Total current liabilities





$
58,460



(f)
Noncurrent liabilities:





Bonds payable, 8%—issue 1



$
50,000






Premium on bonds payable




1,500
$
51,500





Bonds payable, 12%—issue 2



$
100,000






Discount on bonds payable




10,500

89,500





Mortgage payable






57,500




Total noncurrent liabilities





$
198,500


(g)
Owners’ equity:





Contributed capital:






Capital stock, par value $1,






10,000 shares authorized,






4,000 shares issued

$
4,000






Additional paid-in capital


112,800
$
116,800





Retained earnings




139,440
$
256,240






Less: Treasury stock—at cost (500






shares)






11,000




Total owners’ equity





$
245,240


(h)
Total liabilities and owners’ equity:





Current liabilities





$
58,460





Noncurrent liabilities






198,500





Owners’ equity






245,240




Total liabilities and owners’ equity





$
502,200

2.
(a)
Current ratio = $220,800/$58,460 = 3.78


(b)
Debt ratio = ($58,460 + $198,500)/$502,200 = 0.51
