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Instructions

Dexter Corporation on January 1, 2004. The

ments of $35,013 at the beginning of each year. The first payment is received on January 1, 2004. Crosley
had purchased the machine during 2003 for $160,000. Collectibility of lease payments is reasonably pre-

dictable, and no important uncertainties surround the amount of costs yet to be incurred by Crosley.
Crosley set the annual rental to ensure an 11% rate of return. The ma

with no residual value and reverts to Crosley at the termination of the lease.
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Crosley Company, a machinery dealer, leased a machine to ~ / (’%
lease is for an 8-year period and requires equal annual pay-

chine has an economic life of 10 years

(a) Compute the amount of the lease receivable. :
(b) Prepare all necessary journal entries for Crosley for 2004.
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w, David Hassetholf Company lost most of its inventory in a fire in Decem- | gZ
ber just before the year-end physical inventory was taken. Corporate records disclose the following.

Inventory (beginning) $ 80,000 Sales $415,000

Purchases 280,000 Sales returns 21,000

Purchase returns 28,000 Gross profit % based on

net selling price 35%

Merchandise with a sellmg price of $30,000 remained undamaged after the fire, and damaged merchan-
dise has a salvage value of $7,150. The company does not carry fire insurance on its inventory.

Instructions
Prepare a formal labeled schedule computing the fire loss incurred.

'
ﬁ’ . To stimulate the sales of its Alladin breakfast cereal, Khamsah Company places
1 coupon in each box. Five coupons are redeemable for a premium consisting of a children’s hand puppet.
In 2005, the company purchases 40,000 puppets at $1.50 each and sells 440,000 boxes of Alladin at $3.75 a
box. From its experience with other similar premium offers, the company estimates that 40% of the coupons
issued will be mailed back for redemption. During 2005, 105,000 coupons are presented for redemption,

Instructions .
Prepare the journal entries that should be recorded in 2005 relative to the premium plan.

e Alistair Cooke Inc. had the fol- 13
lowing balance sheet at the end of operations for 2003.

ALISTAIR COOKE INC.
BALANCE SHEET
DECEMBER 31, 2003

Cash $ 20,000 Accounts payabie $ 30,000

Accounts receivable 21,200 Long-term notes payable 41,000

Investments 32,000 Capital stock 100,000

Plant assets (net) 81,000 Retained earnings 23,200

Land 40,000 m
$194,200

During 2004 the following occurred.

1. Alistair Cooke Inc. sold part of its investment portfolio for $17,000. This transaction resulted in a
gain of $3,400 for the firm. The company often sells and buys securities of this nature.

2. A tract of land was purchased for $18,000 cash.

Long-term notes payable in the amount of $16,000 were retired before maturity by paying $16,000

cash.

An additional $24,000 in capital stock was issued at par.

Dividends totalling $8,200 were declared and paid to stockholders.

Net income for 2004 was $32,000 after allowing for depreciation of $12,000.

Land was purchased through the issuance of $30,000 in bonds.

At December 31, 2004, Cash was $39,000, Accounts Receivable was $41,600, and Accounts Payable

remained at $30,000.
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Instructions
(a) Prepare a statement of cash flows for 2004.
(b)  How might the statement of cash flows help the user of the financial statements? Compute two
cash flow ratios.




