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— ~  The post-closing trial balance of Maggiv Corporation at Decernber 31, 1956, contains
the following stockhwlders’ equity accounts:

(27%)

Creferred Slock (15,000 shares issued) $ 750,000
Cammon Slack (250,000 shares issued) 2,540,000
Paid-in Capital in Excess of Par Value--Preferred - 250,000
I'aid-in Capital in Excess of Par Value—Common 500,000
Common Stock Dividends Distributable 200,000
Retained Earmings 743,000

A review of the accounting récords reveals the following:
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REGQUIRED

(27%)

Na errors have been made in recording 1996 transactions or in preparing the closing

entry for pet income.
Preferred stock is $50 par, 10%, and cumulative, 15,000 shares have been outstanding

singe January 1, 1995,

. Authorized stock is 20,000 shares of preferred, 500,400 shares of cominen with a §1Q

par value,

. The January ! balance in Retalned Earnings was $920,000.
. On July 1, 20,000 shares of common stuck were seld for cash at $16 per share.
. On September 1, the company discovered an understatement error of $60,600 in com-

puting deprectation in 1995. The net of tax etfect of $42,000 was properly debited di-
rectly to Retained Earnings.

. A cash dividend of $250,000 was declared and properly allocated to preferred and

commoan stock on October 1. No dividends were paid to preferred stockholders in

1995,
On December 31, an §% common stock dividend was declared out of retained earn-

ings on common stock when the market price per share was $16.

. Net income for the year was §435,000.

On December 31, 1996, the directors authorized disclosure of a $200,000 restriction of
retained earnings for plant expansion.

(a) Prepare a retained earnings statemnent for the year.

(b) Compute the eatnings per share of common stock using the weighted average shares
outstanding for the year.

{c} Compute the atlocation of the cash dividend to preferred and comunon stock.

Joel Campany reparied annual net income as follows:

1994 . ... B21200
1985 . o . 28,400
1996 . . . .. . #000

Analysis of the invealories shows that certain clerical errors were made with the

following resulis:
Incorrect Correct
inventory  Inventory
Amount Amouni
Decembar 31, 1894 S $4.800 $5,680
December 31, 1985 | .. . . BhEOO 4,680

Requeired Whal is the corrected net income Tor 1994, 1995, and 19967

bs.

The records of Little Corporation show he following account balances on the day a
fire destroyed the company’s inventary:

Merchandise inveniory, January 1 . . . . . . 0 § 40,000
Mat cost of purchases o date). . . . . . . . .. L L 200,000
Sales [to datg) . . ) L L. 300,000
Average tate af gioss margin for the past live years .. .. 0% of net sales

Reguired  Compute an estimated value of the ending inventory using the gross margin method.

C.

Required Compute the estimated ending inventory at cast using the retail inventory method.

The records of Draper Company show the following account balances at year-end:

Gost Retail
Merchandise invenlory, January 1 . . . | . $172.600 % 25.000 .~
Purchases . . . . . . . . . . . . . . . .. 8,000 100,000 ~
Transportaton-in . . . . . . . . .. L. 1,900 { . :!b
SEIES . . e 101,000  F]
F Al
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~  Bank Reconciliation. The Qomph Company received the following bank staterment
for the month of August 1991:

—
—

Oomph Company Downtown Bank
Denver, Co. 80223 Denver, Co. 80001
Date Checks Deposils Balance
Aug. 1 $4,357.25
5 $1,214.88 $4,769.92
12 773.56
14 10.005C 1,.000.00CM
20 3.200.00
24 6,198.43 9.703.22
26 290.00NSF
29 $£8.042.52
S - Service Charge CM = Cradit Meme MSF » Check Relurned OM = Debit Mema
(22%) The receipt of $1,000 on August 14 was for a note of $240 collected by the bank, plus

current interest of $75, less a $15 service charge. The company’s accounting records
contained the following information:

Cash Balance on Augus! 31 from the books: $5,088 08

Cash Disbursemants Cash Aeceipls
Chack No. 311 $1.314.88 Aug. 3 $4,679.32
312 773.56 20 9,703.22
g:: ?gg?gg All recaipts are verilied and correct.
315 6,198.43
316 427.86

REQUIRED . Prepare an August 3] bank reconciliation for the Comph Company.

2. Prepare any journal entries necessary after the reconciliation.

9 ~ On January 5,
1986, Saber Corporation purchased as a long-term investment 30% of the 100,000 out-
standing common shares of Dexter Company at $28 per share, plus brokerage commission
of $4,000. Other data pertaining to the investment in Dexter Company's common shares
fotfow.

(?n November 20 Dexter Company declared and paid a cash dividend of $1 per
share,
On December 31 Dexter Company reported net income of $120,000 for the year.

(24%) On December 31 the market price of Deater Company's stock was $27 per share.

Required:

1. Prepare the journal entries that Saber Corporation should make during 1986 to ac-
count for its investinent in Dexter Company.

2. Prepare the journal entry that would be made on March 1, 1987, when Saber received
§158,400 in cash for the sale of 5,000 Dexter Company shares.

3. Repeat requirements 1| and 2 using the same information except assume that on
January 5, 1986, Saber purchased 8,000 shares (instead of 30%)} of Dexter Company’s
stock at $30 per share, plus a broker’s commission of $900.
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