PRACTICE EXERCISES

PRACTICE 8(1
BASIC JOURNAL ENTRIES FOR REVENUE RECOGNITION

1.


Cash

1,000



Unearned Service Revenue

1,000

2.


Unearned Service Revenue
1,000



Service Revenue

1,000

PRACTICE 8(2
JOURNAL ENTRIES FOR A CONSIGNMENT

1.


Inventory on Consignment
10,000



Inventory

10,000

2.


Accounts Receivable
16,000



Sales

16,000


Cost of Goods Sold
10,000



Inventory on Consignment

10,000

PRACTICE 8(3
JOURNAL ENTRIES FOR A LAYAWAY

1.


Cash (2 ( $50)
100



Deposits Received from Customers

100

2.


Cash

300


Deposits Received from Customers
50



Sales

350


Cost of Goods Sold
200



Inventory

200

3.


Deposits Received from Customers
50



Revenue from Layaway Forfeitures

50

PRACTICE 8(4
JOURNAL ENTRIES FOR AN UP-FRONT, NONREFUNDABLE FEE

1.
Cash (200 ( $360)
72,000



Unearned Initial Sign-up Fees

72,000

2.
Cash (200 ( $50)
10,000



Monthly Service Revenue

10,000

3.
Unearned Initial Sign-up Fees ($72,000/36 months)
2,000



Initial Sign-up Fee Revenue

2,000

PRACTICE 8(5
JOURNAL ENTRIES FOR AN UP-FRONT, REFUNDABLE FEE

1.
Cash (1,500 ( $1,000)
1,500,000



Customers’ Refundable Fees (30%)

450,000



Unearned Membership Fees (70%)

1,050,000

2.
Unearned Membership Fees ($1,050,000/12 months)
87,500



Membership Fee Revenue

87,500


Cost of Membership Fee Revenue (70%)
10,500


Administrative Expense (30%)
4,500



Cash [($120/12 months) ( 1,500 customers]

15,000

3.
Unearned Membership Fees ($1,050,000/12 months)
87,500



Membership Fee Revenue

87,500


Cost of Membership Fee Revenue (70%)
10,500


Administrative Expense (30%)
4,500



Cash [($120/12 months) ( 1,500 customers]

15,000


Customers’ Refundable Fees
450,000



Cash

450,000

PRACTICE 8(6
JOURNAL ENTRIES FOR CONTINGENT RENT

1.
Cash

40,000



Rent Revenue

40,000

2.
Cash

40,000



Rent Revenue

40,000


Contingent Rent Receivable
100,000



Contingent Rent Revenue

100,000


($55,000,000 ( $50,000,000) ( 0.02 = $100,000

PRACTICE 8(6  (Concluded)
3.
Cash

40,000



Rent Revenue

40,000


Contingent Rent Receivable
240,000



Contingent Rent Revenue

240,000


$12,000,000 ( 0.02 = $240,000


Cash

600,000



Contingent Rent Receivable

600,000


($80,000,000 ( $50,000,000) ( 0.02 = $600,000

PRACTICE 8(7
REPORTING REVENUE GROSS AND NET

1.
Cash ($300,000 ( 0.02)
6,000



Commission Revenue

6,000

2.
Cash

300,000



Sales

300,000


Cost of Goods Sold
210,000



Inventory

210,000


Commission Expense
6,000



Cash

6,000

PRACTICE 8(8
COST-TO-COST METHOD

1.

Percentage of completion: [$100,000/($100,000 + $450,000)] = 18.182%

Cumulative revenue to be recognized:


$800,000 ( 0.18182
$145,456

Revenue recognized in previous years
             0
Revenue to be recognized in Year 1
$145,456
2.

Percentage of completion: [($100,000 + $150,000)/($100,000 + $150,000 + $280,000)] = 47.170%

Cumulative revenue to be recognized:


$800,000 ( 0.47170
$377,360

Revenue recognized in previous years
  145,456
Revenue to be recognized in Year 2
$231,904
3.

Percentage of completion: 100.000%

Cumulative revenue to be recognized:


$800,000 ( 1.00000
$800,000

Revenue recognized in previous years
  377,360
Revenue to be recognized in Year 3
$422,640
PRACTICE 8(9
EFFORTS-EXPENDED METHOD
1.

Percentage of completion: [150/(150 + 850)] = 15.000%

Cumulative revenue to be recognized:


$800,000 ( 0.15000
$120,000

Revenue recognized in previous years
             0
Revenue to be recognized in Year 1
$120,000
2.

Percentage of completion: [(150 + 300)/(150 + 300 + 520)] = 46.392%

Cumulative revenue to be recognized:


$800,000 ( 0.46392
$371,136

Revenue recognized in previous years
  120,000
Revenue to be recognized in Year 2
$251,136
3.

Percentage of completion: 100.000%

Cumulative revenue to be recognized:


$800,000 ( 1.00000
$800,000

Revenue recognized in previous years
  371,136
Revenue to be recognized in Year 3
$428,864
PRACTICE 8(10
PERCENTAGE OF COMPLETION BASED ON OUTPUT MEASURES

1.

Percentage of completion: [3,000/(3,000 + 15,200)] = 16.484%

Cumulative revenue to be recognized:


$800,000 ( 0.16484
$131,872

Revenue recognized in previous years
             0
Revenue to be recognized in Year 1
$131,872

2.

Percentage of completion: [(3,000 + 7,500)/(3,000 + 7,500 + 8,200)] = 56.150%

Cumulative revenue to be recognized:


$800,000 (  0.56150
$449,200

Revenue recognized in previous years
  131,872
Revenue to be recognized in Year 2
$317,328
3.

Percentage of completion: 100.000%

Cumulative revenue to be recognized:


$800,000 ( 1.00000
$800,000

Revenue recognized in previous years
  449,200
Revenue to be recognized in Year 3
$350,800

PRACTICE 8(11
BASIC CONSTRUCTION JOURNAL ENTRIES

1.
Construction in Progress
100,000



Materials, Cash, etc.

100,000


Accounts Receivable
200,000



Progress Billings

200,000


Cash

180,000



Accounts Receivable

180,000

2.
Construction in Progress
150,000



Materials, Cash, etc.

150,000


Accounts Receivable
200,000



Progress Billings

200,000


Cash

170,000



Accounts Receivable

170,000

3.
Construction in Progress
250,000



Materials, Cash, etc.

250,000


Accounts Receivable
400,000



Progress Billings

400,000


Cash

450,000



Accounts Receivable

450,000

PRACTICE 8(12
COMPLETED-CONTRACT JOURNAL ENTRIES


Progress Billings
800,000



Revenue on Construction Contracts

800,000


Cost of Construction Contracts
500,000



Construction in Progress

500,000

PRACTICE 8(13
PERCENTAGE-OF-COMPLETION JOURNAL ENTRIES

1.
Cost of Construction Contracts
100,000


Construction in Progress
45,456



Revenue on Construction Contracts

145,456

2.
Cost of Construction Contracts
150,000


Construction in Progress
81,904



Revenue on Construction Contracts

231,904

3.
Cost of Construction Contracts
250,000


Construction in Progress
172,640



Revenue on Construction Contracts

422,640

PRACTICE 8(14
CONSTRUCTION CONTRACTS: BALANCE SHEET REPORTING

1.

Accounts receivable is reported as a current asset. The balance at the end of each year is computed as follows:

Year 1: $200,000 ( $180,000 = $20,000

Year 2: $20,000 + $200,000 ( $170,000 = $50,000

Year 3: $50,000 + $400,000 ( $450,000 = $0

2. and 3.

For balance sheet reporting purposes, Progress Billings and Construction in Progress are netted against one another. If the cumulative amount of Progress Billings is larger, the net amount is reported as a current liability. If the cumulative amount of Construction in Progress is larger, the net amount is reported as a current asset.

Year 1

Progress billings: $200,000

Construction in progress: $100,000 (cost) + $45,456 (profit) = $145,456

Net current liability of $54,544 ($200,000 ( $145,456)

Year 2

Progress billings: $200,000 beginning balance + $200,000 = $400,000

Construction in progress: $145,456 (beginning balance) + $150,000 (cost) + $81,904 (profit) = $377,360

Net current liability of $22,640 ($400,000 ( $377,360)

Year 3

Progress billings: $400,000 beginning balance + $400,000 = $800,000

Construction in progress: $377,360 (beginning balance) + $250,000 (cost) + $172,640 (profit) = $800,000

No net amount is reported because both Construction in Progress and Progress Billings are equal to $800,000. It would be appropriate to report the two amounts, netting to zero, in either the Current Asset or Current Liability section of the balance sheet.

PRACTICE 8(15
MULTIPLE YEARS OF REVENUES AND COSTS: COST-TO-COST METHOD

1.

Percentage of completion: [$200,000/($200,000 + $550,000)] = 26.6667%

Cumulative revenue to be recognized:


$1,200,000 ( 0.266667
$320,000

Revenue recognized in previous years
             0
Revenue to be recognized in Year 1
$320,000
Cumulative cost to be recognized:


($200,000 + $550,000) ( 0.266667
$200,000

Cost recognized in previous years
             0
Cost to be recognized in Year 1
$200,000

Cost of Construction Contracts
200,000


Construction in Progress
120,000



Revenue on Construction Contracts

320,000

PRACTICE 8(15
(Concluded)
2.

Percentage of completion: [($200,000 + $350,000)/($200,000 + $350,000 + $280,000)] = 66.2651%

Cumulative revenue to be recognized:


$1,200,000 ( 0.662651
$795,181

Revenue recognized in previous years
  320,000
Revenue to be recognized in Year 2
$475,181
Cumulative cost to be recognized:


($200,000 + $350,000 + $280,000) ( 0.662651
$550,000

Cost recognized in previous years
  200,000
Cost to be recognized in Year 2
$350,000

Cost of Construction Contracts
350,000


Construction in Progress
125,181



Revenue on Construction Contracts

475,181

3.

Percentage of completion: 100.000%

Cumulative revenue to be recognized:


$1,200,000 ( 1.000000
$1,200,000

Revenue recognized in previous years
     795,181
Revenue to be recognized in Year 3
$   404,819
Cumulative cost to be recognized:


($200,000 + $350,000 + $250,000) ( 1.000000
$800,000

Cost recognized in previous years
  550,000
Cost to be recognized in Year 3
$250,000

Cost of Construction Contracts
250,000


Construction in Progress
154,819



Revenue on Construction Contracts

404,819

PRACTICE 8(16
MULTIPLE YEARS OF REVENUES AND COSTS: OUTPUT MEASURE

1.

Percentage of completion: [8,000/(8,000 + 16,200)] = 33.0579%

Cumulative revenue to be recognized:


$1,200,000 ( 0.330579
$396,695

Revenue recognized in previous years
             0
Revenue to be recognized in Year 1
$396,695

Cumulative cost to be recognized:


($200,000 + $550,000) ( 0.330579
$247,934

Cost recognized in previous years
             0
Cost to be recognized in Year 1
$247,934


Cost of Construction Contracts
247,934


Construction in Progress
148,761



Revenue on Construction Contracts

396,695

PRACTICE 8(16
(Concluded)
2.

Percentage of completion: [(8,000 + 12,500)/(8,000 + 12,500 + 4,100)] = 83.3333%

Cumulative revenue to be recognized:


$1,200,000 ( 0.833333
$1,000,000

Revenue recognized in previous years
     396,695
Revenue to be recognized in Year 2
$   603,305
Cumulative cost to be recognized:


($200,000 + $350,000 + $280,000) ( 0.833333
$   691,666

Cost recognized in previous years
     247,934
Cost to be recognized in Year 2
$   443,732

Cost of Construction Contracts
443,732


Construction in Progress
159,573



Revenue on Construction Contracts

603,305

3.

Percentage of completion: 100.000%

Cumulative revenue to be recognized:


$1,200,000 ( 1.000000
$1,200,000

Revenue recognized in previous years
  1,000,000
Revenue to be recognized in Year 3
$   200,000

Cumulative cost to be recognized:


($200,000 + $350,000 + $250,000) ( 1.000000
$   800,000

Cost recognized in previous years
     691,666
Cost to be recognized in Year 3
 $   108,334


Cost of Construction Contracts
108,334


Construction in Progress
91,666



Revenue on Construction Contracts

200,000

PRACTICE 8(17
MULTIPLE YEARS OF REVENUES AND COSTS: ANTICIPATED LOSS

1.

Percentage of completion: [$200,000/($200,000 + $1,150,000)] = 14.8148%

Cumulative revenue to be recognized:


$1,500,000 ( 0.148148
$222,222

Revenue recognized in previous years
             0
Revenue to be recognized in Year 1
$222,222
With the cost-to-cost method, the percentage of cost and the actual cost are the same, unless the contract has an      anticipated loss as illustrated in Year 2.


Cost of Construction Contracts
200,000


Construction in Progress
22,222



Revenue on Construction Contracts

222,222

PRACTICE 8(17
(Concluded)
2.

Percentage of completion: [($200,000 + $350,000)/($200,000 + $350,000 + $1,020,000)] = 35.0319%

However, the contract now has a total anticipated loss of $70,000 [$1,500,000 – ($200,000 + $350,000 + $1,020,000)].

Cumulative revenue to be recognized:


$1,500,000 ( 0.350319
$525,479

Revenue recognized in previous years
  222,222
Revenue to be recognized in Year 2
$303,257
Cumulative cost to be recognized:


($525,479 + $70,000 anticipated loss)
$595,479

Cost recognized in previous years
  200,000
Cost to be recognized in Year 2
$395,479

Cost of Construction Contracts
395,479



Construction in Progress

92,222



Revenue on Construction Contracts

303,257

3.

Percentage of completion: 100.000%

Cumulative revenue to be recognized:


$1,500,000 ( 1.000000
$1,500,000

Revenue recognized in previous years
     525,479
Revenue to be recognized in Year 3
$   974,521
Cumulative cost to be recognized:


($200,000 + $350,000 + $900,000) ( 1.000000
$1,450,000

Cost recognized in previous years
     595,479
Cost to be recognized in Year 3
$   854,521

Cost of Construction Contracts
854,521


Construction in Progress
120,000



Revenue on Construction Contracts

974,521

PRACTICE 8(18
JOURNAL ENTRIES FOR THE PROPORTIONAL PERFORMANCE METHOD
1.
Cash (2,000 ( $500)
1,000,000



Unearned Season Ticket Revenue

1,000,000

2.
Deferred Initial Season Ticket Costs
150,000



Cash

150,000

3.
Unearned Season Ticket Revenue
383,333



Season Ticket Revenue [$1,000,000 ( (23/60)]

383,333


Season Ticket Game Costs
92,000



Cash (2,000 ( $2 ( 23)

92,000


Initial Season Ticket Costs [$150,000 ( (23/60)]
57,500



Deferred Initial Season Ticket Costs

57,500

PRACTICE 8(19
INSTALLMENT SALES: BASIC JOURNAL ENTRIES


Installment Accounts Receivable
350,000



Installment Sales

350,000


Cost of Installment Sales ($350,000 ( 0.80)
280,000




Inventory

280,000


Cash ($350,000 ( 0.40)
140,000



Installment Accounts Receivable

140,000


Installment Sales
350,000



Cost of Installment Sales

280,000



Deferred Gross Profit

70,000


Deferred Gross Profit
28,000



Realized Gross Profit on Installment Sales

28,000

($140,000 collected ( 20% profit margin = $28,000)

or ($70,000 deferred gross profit ( 40% cash collected = $28,000)

PRACTICE 8(20
INSTALLMENT SALES: FINANCIAL STATEMENT REPORTING

Installment sales receivable: $350,000 ( $140,000 = $210,000

Deferred gross profit: $70,000 ( $28,000 = $42,000

Balance sheet reporting:


Installment sales receivable
$210,000


Less deferred gross profit
     (42,000)


Net installment sales receivable
$168,000
PRACTICE 8(21
INSTALLMENT SALES: INTEREST ON RECEIVABLES

1.
Installments Receivable
100,000



Installment Sales

100,000


Cost of Goods Sold
60,000



Inventory

60,000


Cash

40,000



Installments Receivable

22,000



Interest Revenue ($100,000 ( 0.18)

18,000


Installment Sales
100,000



Cost of Goods Sold

60,000



Deferred Gross Profit

40,000


Deferred Gross Profit
8,800



Realized Gross Profit

8,800


($22,000/$100,000) ( $40,000


Practice 8(21
(Concluded)

2.
Installments Receivable
120,000



Installment Sales

120,000


Cost of Goods Sold
80,000



Inventory

80,000


Cash

140,000



Installments Receivable

104,360



Interest Revenue

35,640

From Year 1: ($100,000 ( $22,000) ( 0.18 = $14,040

From Year 2: $120,000 ( 0.18 = $21,600

$14,040 + $21,600 = $35,640


Installment Sales
120,000



Cost of Goods Sold

80,000



Deferred Gross Profit

40,000


Deferred Gross Profit
37,184



Realized Gross Profit

37,184

From Year 1: Principal cash collections = $50,000 ( $14,040 = $35,960

From Year 2: Principal cash collections = $90,000 ( $21,600 = $68,400

From Year 1: Realized gross profit = ($35,960/$100,000) ( $40,000 = $14,384
From Year 2: Realized gross profit = ($68,400/$120,000) ( $40,000 = $22,800

$14,384 + $22,800 = $37,184


PRACTICE 8(22
COST RECOVERY METHOD: BASIC JOURNAL ENTRIES






Year 1


Year 2


Year 3





Cash

Gross Profit
Cash
Gross Profit
Cash
Gross Profit





Collected

Recognized
Collected
Recognized
Collected
Recognized
Year 1


$140,000

$175,000

$          0

Sales = $350,000


$              0

$35,000

$         0

Gross Profit % = 20%

COGS = $280,000

Year 2


(

108,000

135,000

Sales = $270,000


(

0

40,500

Gross Profit % = 25%

COGS = $202,500

Year 3


(

(

84,000

Sales = $210,000


(

(

0

Gross Profit % = 30%

COGS = $147,000

PRACTICE 8(22
(Concluded)

1.
Installments Receivable(Year 1
350,000



Installment Sales

350,000


Cost of Goods Sold
280,000



Inventory

280,000


Cash

140,000



Installments Receivable(Year 1

140,000


Installment Sales
350,000



Cost of Goods Sold

280,000



Deferred Gross Profit(Year 1

70,000

2.
Installments Receivable(Year 2
270,000



Installment Sales

270,000


Cost of Goods Sold
202,500



Inventory

202,500


Cash

108,000



Installments Receivable(Year 2

108,000


Installment Sales
270,000



Cost of Goods Sold

202,500



Deferred Gross Profit(Year 2

67,500


Cash

175,000



Installments Receivable(Year 1

175,000


Deferred Gross Profit(Year 1
35,000



Realized Gross Profit

35,000

3.
Installments Receivable(Year 3
210,000



Installment Sales

210,000


Cost of Goods Sold
147,000



Inventory

147,000


Cash

84,000



Installments Receivable(Year 3

84,000


Installment Sales
210,000



Cost of Goods Sold

147,000



Deferred Gross Profit(Year 3

63,000


Cash

135,000



Installments Receivable(Year 2

135,000


Deferred Gross Profit(Year 2
40,500



Realized Gross Profit

40,500










