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Prepare the journal entries for Warren Co. for the following dates,

{a) January 7, 2003—Investment in put option on Echo shares.

(b} March 31, 2003—Warren prepares financia) statements.

(c) June 30, 2003—Warren prepares financial staternents.

(d) July 6, 2003—Warren settles the put option on the Echo shares. (20%)

. Ignace Paderewski Corporation operates in an indust
- . : 1y that has
a high rate of bad debts. Before any year-end adjustments, the balance in Paderewski's Accounts Receiv-
able account was $555,000 and the Allowance for Doubtful Accounts had a credit balance of $35,000. The

year-end balance reported in the balance sheet for the Allowance for Doubtful Accounts will be based on
the aging schedule shown below.

Probability ot

Days Account Outstanding Amaunt Collection
Less than 18 days $300,000 .98
Betwean 16 and 30 days 100,000 .90
Belwaen 31 and 45 days 80,000 .85
Between 46 and 60 days 40,000 75
Between 61 and 75 days 20,000 .40
Over 75 days 15,000 .00

Instructions

(a}  What is the appropriate balance for the Allowance for Doubtful Accounts at year-end?
(b)  Show how accounts receivable would be presented on the balance sheet.

() What is the dollar effect of the year-end bad debt adjustment on the before-tax income?  (20%0)

i1

Morgan Sondgeroth Inc. began operations in January
2002 and reported the following results for each of its 3 years of operations.

2002  $260,000 net loss 2003 $40,000 net loss 2004  $800,000 net income
At December 31, 2004, Morgan Sondgeroth Inc. capital accounts were as follows.
8% cumulative preferred stock, par value $100; authorized, issued,

and outstanding 5,000 shares $500,000
Common slock, par value $1.00; authorized 1,000,000 shares;
issued and outstanding 750,000 shares $750,000

Morgan Sondgeroth Inc. has never paid a cash or stock dividend. There has been no change in the caPital
accounts since Sondgeroth began operations. The state law permits dividends only from retained earnings.

Instructions . _ —
(a Compute the book value per share of the common stock at December 31,2004, (EEHHLZ/NKEES —00)
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—_ Warren Co. purchased a put option on Echo common shares on Jan-
uary 7, 2003, for $300. The put option is for 400 shares, and the strike price is §80. The option expires on
fuly 31, 2003. The following data are available with respect to the put option. : -
Date Market Price of Echo Shares Time Valus of Put Option

March 31, 2003 $80 per share $200
June 30, 2003 82 per share 80
July 8, 2003 77 per share 25

Instructions
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= . When the records of Debra Hanson Corporation were reviewed at the close
of 2005, the errors listed below were discovered. For each item indicate by a check mark in the appro-
priate column whether the error resulted in an overstatement, an understatement, or had no effect on net
income for the years 2004 and 2005. { >°°§ F #1314 %)

2004 2005
: Over- Under- No Over- Under- No
Item statement | siatement Etftect statement | statement Effact

-

. Failure 10 record amortization
of patent in 2005.

2. Failure to record the correct
amount of ending 2004
inventory. The amount was
understaled because of an
error in calculation.

3. Fallure to record merchandise
purchased in 2004, :
Merchandise was also omitted
{rom ending inventory in 2004
but was not yel sold.

4. Failure o record accrued
interest on notes receivable in
2004; that amount was
recorded when received in
2005.

. Failure to reflect supplies on
hand on balance sheel at end
of 2004.

[

(20%)

Following are selected balance sheet accounts of Allman Bros.
Corp. at December 31, 2005 and 2004, and the increases or decreases in each account from 2004 to 2005,
Also presented is selected income statement information for the year ended December 31, 2005, and ad-
ditional information.

Increase
Selected batance sheet accounis 2005 2004 (Decrease)
Agsels
Accounts receivable $ 34,000 $ 24,000 $ 10,000
Property, plant, and equipment 277,000 247,000 30,000
Accumulated depraciation (178,000) (167.000) (11,000)
Liabilities and stockholders’ equity
Bonds payable 49,000 46,000 3,000
Dividends payable 8,000 5,000 3,000
Commen stock, $1 par 22,000 19,000 3,000
Additional paid-in capital 9,000 3,000 6,000

Retained earnings 104,000 91,000 13,000




R KB Z PSS LS 4 43 4 AR
A AL RZFR #E & H #B(D)

EPRBUET TO, Bl Tx
o | mumugm

Bk: 7 A(4Bk -
FUME T K

Selected income statement informatlon for the year ended Decamber 31, 2005

Sales revenue $155,000
Depreciation 33,000
Gain on sale ot equipmeni 14,500
Net income 31,000

Additional information:

1. During 2005, equipment costing $45,000 was sold for cash.
2. Accounts receivable relate to sales of merchandise.

3. During 2005, $20,000 of bonds payable were issued in exchange for property, plant, and equip-
ment. There was no amortization of bond discount or premium.

Instructions

Determine the category (operating, investing, or financing) and the amount that should be reported in
the statement of cash flows for the following items.

1. Payments for purchase of property, plant, and equipment.
2. Proceeds from the sale of equipment.
3. Cash dividends paid.
4. Redemption of bonds payable.
P i (20%)




