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3.Zareena Company sells can openers under a 754day_Warranty for defective
merchandise. Base on past experience, Zareena estimates that 4% of the units sold -

will become defective during the warranty period. Management estimates that the -
average cost of replacing or repairing a defective unit is $15. The units sold and !

units defective that occurred during the last 2 months of 2002 are as follows, "

Month. Units Sold Units Defective Priof [ 1 it
. , to December 31 ‘
November 30,000 700
December 32,000 -500
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Instructions S
(a) Determine the estimated warranty liability at December 31 for the units sold in
November and December. 10% .

(b) Prepare the journal entries to record the estimated Ilabxhty for warrantles and the - .

costs incurred in honoring 1,200 warranty clalms (Assume actual costs of
$18,000) 5% ‘

(¢) Give the entry to record the honoring of 550 warranty contracts in January at an
average cost of $15, 5% ok

4.The following stockholders’ equity accounts arranged alphabetically are in the
ledger of Servia Corporation at December 31, 2002.

Common Stock ($5 stated value) $2,500,000

Paid-in Capital from Treasury Stock 10,000
Paid-in Capital in Excess of Stated Value—Common Stock : 1,600,000 )
Paid-in Capital in Excess of Par Value—Preferred Stock “ol 73'9,0,0'0‘
Preferred Stock (8%, $50 par, noncumulative) " 800,000
Retained Earnings 2,448 OOOV o
Treasury Stock—Common (10, 000 shares) 130 000
Instructions

(a) Prepare a stockholders’ equity section at December 31, 2002. © " 10% |

(b) Compute the book value per share of the common stock, assuming the preferred ‘

stock has a call price of $60 per share ‘ 10%

5.The financial statements of Tamkang Company appear below:

Tamkang Company
Comparative Balance Sheets
" December 31

Assets ) ' 2002 2001
Cash _ ~ $29,000 - $13,000.
Accounts receivable o 28,000 ' 14,000 B ’
Merchandise inventory ‘ 25,000 3’5:000 ek
Property, plant, and equipment S 60,000 ’78','(')007 e
Accumulated depreciation _ (20,000) (24,0000

Toal $122.000 SUG000
Liabilities and Stockholders’ Equity o Pl
Accounts payable S $27,000 23,000 :
Income taxes payable ' 5,000 8,000 - | gk
Bonds payable ' 27,000 33,000 v
Common stock ‘ 18,000 14,000
Retained earnings ' 43,000 38,000

Total ' - $122.000 W
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Tamkang Company
Income Statement
For the Year Ended December 31, 2002
Sales
Cost of goods sold
Gross profit
Selling cxpenses $14,000
Administrative expenses 10,000
Income from operations
Interest expense
Income before income taxes
Income tax expense
Net income

Additional information:
1.Dividends declared and paid were $3,000.

2.During the year equipment was sold for $8,500 cash. This equipment cost $18,000

originally and had a book value 0:f $8,500 at the time of sale.
3.All depreciation expense is in the selling expense category.
4.All sales and purchases are on account.

Instructions
(a) Prepare a statement of cash flows using the indirect method. 10%
~ (b) Compute the following cash-basis ratios.
(1) Current cash debt coverage ratio. 4%
(2) Cash return on sales ratio. 3%
(3) Cash debt coverage ratio. 3%

~ $220,000

" 40,000

24000
16,000

2.000

14,000
4.000
h




