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Module 6

P9-4B (Gross Profit Method) Higgs Company lost most of its inventory in a fire in November just
before

the year-end physical inventory was taken. Corporate records disclose the following.

Inventory (beginning) 185,000 sales 863,000

Purchases. 667.000 ‘Sales rotums. 64000

Purchase retums. 48000 Gross profi % based on 25%
et seling price

Merchandise with a selling price of $65,000 remained undamaged after the fire, and damaged
merchandise

has a salvage value of $26,400. The company does not carry fire insurance on its inventory.
Instructions

Prepare a formal labeled schedule computing the fire loss incurred. (Do not use the retail inventory
method.)
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Module 7

10-18 (Classification of Acquisition and Other Asset Costs) At December 31, 2013, certain
accounts.

included in the property, plant, and equipment section of Seahorse Company’s balance sheet had the
following balances.

Lana s128.000
Buldings 63,000
Loasshold improvements 501,000
Equpment 726000

During 2014, the following transactions occurred.

Land (1ot 4G) was acquired for $500,000. In adition, to acquire the land Seahorse paid a
530,000
commission to a real estate agent. Costs of $63,000 were incurred to clear and level the land.
During

the course of clearing the land, timber was recovered and sold for $6,300.

2. Asecond tract of land (lot 7D) with a building was acquired for $684,000. The closing
statement indicated
that the land value was $560,000 and the building value was $124,000. Shortly after
acquisition,
the building was demolished at a cost of $23,000. A new building was constructed for $687,000
plus the following costs.

Excavaton oes e300
Archtaciurs deign fees 16500
Buiding poi oo 4500
Imputed ntreston uds used

during consinucion (stock inanciog) 11,900
The building was completed and occupied on November 30, 2014,

3. A third tract of land (lot 2K) was acquired for $411,000 and was put on the market for resale.

4. During December 2014, costs of $164,000 were incurred to improve leased office space. The.
related
lease will terminate on December 31, 2016, and is not expected to be renewed. (Hin: Leasehold
improvements should be handled in the same manner as land improvements.)

5. A group of new machines was purchased under a royalty agreement that provides for payment.
of royalties
based on units of production for the machines. The invoice price of the machines was $139,000,
freight costs were $5,700, installation costs were 52,100, and royalty payments for 2014 were
518,600.

Instructions.

(a) Prepare a detailed analysis of the changes in each of the following balance sheet accounts
for 2014,

Lana Loasehold mprovements
Buidings Equpment

Disregard the related accumulated depreciation accounts. (b) List the items in the situation
that were

not used to determine the answer to (a) above, and indicate where, or f, these items should
be included
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in Seahorses financial statements.

PII-9B (Impairment) CSD Company uses special forming equipment n its manufacturing business. The.
‘equipment was purchased in January 2012 for $6,000,000 and had an estimated useful Iife of 10 years
with

7o salvage value. At December 31, 2014, new technology was introduced that would accelerate the
obsolescence

of CSD's equipment. CSD's controller estimates that expected future net cash flows on the equipment
will be $4,000,000 and that the fair value of the equipment is $3,300,000. CSD intends to continue
using the equipment, but it s estimated that the remaining useful ife is 4 years. CSD uses straiaht-ine
depreciation.

Instructions.
(a) Prepare the journal entry (if any) to record the impairment at December 31, 2014.

(b) Prepare any journal entries for the equipment at December 31, 2015. The fair value of the
‘equipment
at December 31, 2015, i estimated to be $3,700,000.

(€) Repeat the requirements for (a) and (b), assuming that CSD intends to dispose of the.
‘equipment and
that it has not been disposed of as of December 31, 2015

Module

12.48 (Accounting for R&D Costs) During 2012, Osk Company purchased a building st for s
Fesearch and development aboratory ata cost of $125,000. Construction o the bulding was stated
in 2012, T bulding wes completed on December 31,5013, a 3 cos o §750,000 and was piaced m
S January 2, 2014, Th estimated usefulIfe of the buiding fordepreciaton purposes was 25 years.
Srightine method ofdeprecition was tobe employed, and tere was o estimated saiage vaue

Management estimates that about 40% of the projects of the research and development group will
result in long-term benefits (i.., at least 10 years) to the corporation. The remaining projects either
benefit

the current period or are abandoned before completion. A summary of the number of projects and the
direct.

costs incurred in conjunction with the research and development activities for 2014 appears below.

Saries and Ot Expanses.
Numer Employes. (exchuding Busding
ofPtoecs  Beneils Deprecision Charges)

‘Completed projcts with long-erm benis. 10 ss30m s50000

‘Abandoned pojects or prjects hat

benei e curen pariod ® 135,000 7000

Projcts in process-esuls ndeterminate i 54000 200

Toal E 282000 sis3000

Upon recommendation of the research and development group, Oak Company acquired a patent for
manufacturing rights at a cost of $180,000. The patent was acquired on April 1,2013, and has an

life of 8 years.

Instructions.
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If generally accepted accounting principles were followed, how would the items above relating to
research

and development activties be reported on the following financial statements?

() The company’s income statement for 2014.
(b) The company’s balance sheet as of December 31, 2014,
Be sure to give account titles and amounts, and briefly justify your presentation




