Postgraduate Diploma in Professional Accounting
Basic Accounting
(Course code: AC 41-107-08-41)
Assignment II
Due date: November 11, 2014


Question (1) (25 marks)
(i) 	The following information is extracted from the financial statements of KLL Trading Company for 2012 and 2013:

	Dec 31,	Dec 31,
	2013	2012

Accounts receivable	$106,000	$98,000
Inventory	105,000	120,000
Prepaid expenses	31,000	29,000
Trade accounts payable	74,000	70,000
Accrued liabilities	30,000	28,000
Net sales	848,000
Cost of goods sold	318,000
Operating expenses (including
  depreciation of $43,000)	258,000

Required:
Using the Direct Method to compute the following Operating Cash flow items:
(a) Cash receipts from customers for 2013;
(b) Cash payments for purchases of inventory in 2013;
(c) Cash payments for operating expenses in 2013;
(d) Net cash from Operating activities in 2013.

Answer:

(a) Cash receipts from customers for 2013

Cash Receipts from Customers =
+ Net Sales
+ Beginning Accounts Receivable
− Ending Accounts Receivable

$848,000 + $98,000 - $106,000 = $840,000
	
(b) Cash payments for purchases of inventory in 2013

Cash Payments for Purchase of Prepaid Assets =
+ Ending Prepaid Rent, Prepaid Insurance etc.
+ Expired Rent, Expired Insurance etc.
− Beginning Prepaid Rent, Prepaid Insurance etc.

Cash payments for purchases of inventory in 2013 = 
+ Ending Prepaid Expenses
− Beginning Prepaid Expenses

$31,000 - $29,000 = $2,000

(c) Cash payments for operating expenses in 2013;

Cash payments for operating expenses = 
+ operating expenses 
+ increase (or - decrease) in prepaid expenses 
+ decrease (or - increase) in accrued liabilities

$258,000 + $31,000 + $30,000 = $319,000

(d) Net cash from Operating activities in 2013

Cash Flow from Operating Activities: 
Cash Receipts  
From Customers (1) $840,000 
Cash Payments  
To Suppliers (2) −$X,XXX  
To Employees (3) −$X,XXX  
For Purchase of Prepaid Assets (4) −$2,000  
Interest (5) −$0 
Income Tax (6) −$0  
Net Cash Flow from Operating Activities $X,XXX




(ii) 	An analysis of the 2014 financial statements of Health Food Catering Ltd. reveals the following: 
(a) 	Accounts payable to suppliers of inventory decreased by $65,000 during 2014.
(b) 	Dividends of $135,000 were declared in November 2014, to be paid in January 2015.
(c) 	Dividends of $120,000, declared in November 2013, were paid in January 2014.
(d) 	Inventory levels increased by $91,000 during 2014.
(e) 	Depreciation expense for 2014 amounted to $53,000.
(f) 	Land, which had a cost of $350,000, was sold in 2014 for $400,000 cash, resulting in a gain of $50,000.
(g) 	Profit for 2014 was $745,000.

Required:
Using only the above information, follow the indirect method to compute Health Food Catering Ltd’s net cash from Operating Activities for 2014.




Question (2) (25 marks)
(a) 	Delta Hi-Tech Systems Inc. specializes in the sale of A1-ERP systems to the wholesale industry.  

In the first quarter of 2014, Delta has recorded the following transactions involving A1-ERP systems:

5 Jan	 Purchased 8 A1-ERP units at a cost of $140,000 each for cash
18 Jan	Purchased 5 additional A1-ERP units at $140,000 each on credit account.
12 Feb  	Sold 9 A1-ERP units to Dominion Wholesalers for a total of $1,530,000 on credit account.
Required:
(i) 	If Delta uses a perpetual inventory system, prepare a journal entry to record the purchase on 18 January.

18 Jan	Purchased 5 additional A1-ERP units at $140,000 each on credit account.

	Date
	Transaction Description
	Journal Entry

	
	
	Account Title
	Debit
	Credit

	18-Jan
	Purchase of Merchandise on credit from a supplier
	Merchandise Inventory
	$700,000
	　

	
	
	      Accounts Payable
	　
	$700,000



(ii) What is the gross profit on the A1-ERP units as of 12 February is: 

	12-Feb
	Sold A1-ERP to Dominion Wholesalers
	9
	 units @
	$170,000.00
	=
	$1,530,000.00

	　
	Cost of Goods Sold
	9
	 units @
	$140,000.00
	=
	$1,260,000.00

	　
	Gross Profit
	　
	　
	　
	
	$270,000.00



(i) If Delta uses a perpetual inventory system, prepare the journal entry/entries to record the sale on 12 February 

	Date
	Transaction Description
	Journal Entry

	
	
	Account Title
	Debit
	Credit

	12-Feb
	The sale value of inventory 
	Accounts Receivable
	$1,530,000.00
	　

	　
	
	Sales
	　
	$1,530,000.00

	12-Feb
	the cost of goods sold and reduces the inventory balance
	Cost of Goods Sold
	$1,260,000.00
	　

	　
	
	Inventory
	　
	$1,260,000.00



(ii) If Delta maintains a subsidiary ledger account for each type of ERP systems carried in stock, what is the quantity on hand and total value in the account for the A1-ERP units at the end of February?

	05-Jan
	Purchase A1-ERP
	8
	 units @
	$170,000.00
	  =
	$1,360,000

	11-Aug
	Purchase 
	5
	 units @
	$170,000.00
	  =
	$850,000

	　
	Total available for sale in year 
	13
	 units @
	$170,000.00
	  =
	$2,210,000

	　
	  Less: Goods Sale on 12 February
	9
	 units @
	$170,000.00
	  =
	$1,530,000.00

	　
	Quantity on hand and total value:
	4
	 units @
	$170,000.00
	  =
	$680,000.00



 (b) 	Summit Trekking Outfitters Co. Ltd uses a periodic inventory system.  The beginning inventory of a particular model of hiking boots, and the purchases during the current year, were as follows:
		
	Jan 1
	Beginning inventory
	1,000 units @ $130.00  =
	$ 130,000

	Mar 9
	Purchase	
	1,050 units @ $135.00  =
	141,750

	Aug 11
	Purchase	
	  950 units @ $140.00 =
	133,000

	Dec 23
	Purchase	
	  500 units @ $147.50 =
	   73,750

	
	Total available for sale in year	
	3,500 units
	$478,500

	
	
	
	


At December 31, the ending inventory of this product consisted of 750 units.
	
Required:
Determine: (i) 	the cost of the year-end inventory; and 

	AVCO Periodic
	　
	　
	　

	Units Available for Sale
	3,500
	3500

	Units Sold
	*2,750
	2750

	Units in Ending Inventory
	750
	750

	* $3,500 - 750
	　
	　
	　

	　
	　
	　
	　

	Weighted Average Unit Cost
	Units
	Unit Cost
	Total

	Jan 1 Beginning inventory
	1,000
	$130.00
	$130,000

	Mar 9 Purchase 
	1,050
	$135.00
	$141,750

	Aug 11 Purchase 
	950
	$140.00
	$133,000

	Dec 23 Purchase 
	500
	$147.50
	$73,750

	　
	3,500
	*$136.71
	$478,500

	* $478,500 ÷ 3,500
	　
	　
	　

	　
	　
	　
	　

	Cost of Goods Sold
	3,500
	$136.71
	$478,500

	Ending Inventory
	750
	$136.71
	$102,536



(ii) 	the cost of goods sold for this product under each of the following methods of inventory valuation:

· Average cost,

	AVCO Periodic
	　
	　
	　

	Units Available for Sale
	3,500
	3500

	Units Sold
	*2,750
	2750

	Units in Ending Inventory
	750
	750

	* $3,500 - 750
	　
	　
	　

	　
	　
	　
	　

	Weighted Average Unit Cost
	Units
	Unit Cost
	Total

	Jan 1 Beginning inventory
	1,000
	$130.00
	$130,000

	Mar 9 Purchase 
	1,050
	$135.00
	$141,750

	Aug 11 Purchase 
	950
	$140.00
	$133,000

	Dec 23 Purchase 
	500
	$147.50
	$73,750

	　
	3,500
	*$136.71
	$478,500

	* $478,500 ÷ 3,500
	　
	　
	　

	　
	　
	　
	　

	Cost of Goods Sold
	3,500
	$136.71
	$478,500

	Ending Inventory
	750
	$136.71
	$102,536



· First-in first out,

	FIFO Periodic
	　
	　
	　

	Units Available for Sale
	3,500
	3,500

	Units Sold
	2,750
	2,750

	Units in Ending Inventory
	 = 3,500 − 2,750
	750

	　
	　
	　
	　

	Cost of Goods Sold
	Units
	Unit Cost
	Total

	Sales From Jan 1 Beginning inventory
	1,000
	$130.00
	$130,000

	Sales From Mar 9 Purchase 
	1,050
	$135.00
	$141,750

	Sales From Aug 11 Purchase 
	950
	$140.00
	$133,000

	Sales From Dec 23 Purchase
	500
	$147.50
	$73,750

	　
	3,500
	$136.71
	$478,500

	　
	　
	　
	　

	Ending Inventory
	Units
	Unit Cost
	Total

	Inventory From Dec 23 Purchase
	750
	$136.71
	$102,536



· Last-in first out.
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Question (3) (25 marks)
(a) Kingston Company has performed the following year-end analysis of its accounts receivable:
Total AR	1-30 Days	31-60 Days	61-90 Days	Over 90 Days
$72,000	$45,000	$14,000	$8,000	$5,000
The company had sales of $850,000, of which 20% were cash sales.  

As at the year-end, the Allowance for Uncollectible Accounts before adjusting for uncollectible accounts has a $400 debit balance.  

Kingston Company has estimated the following uncollectible accounts percentages from past experience:
SFP method on Aging of AR % 
	1-30 days	6%
	31-60 days	14%
	61-90 days	40%
	Over 90 days	75%
	SFP method on % of Ending Accounts Receivable = 10%
	SCI method on % of Total Credit Sales =	1.5%

Required:
(i) What is the journal entry that Kingston Company will make if it estimates uncollectible accounts by using a percentage of credit sales?


(ii) What is the balance in the Allowance for Uncollectible Accounts after Kingston Company estimates uncollectible accounts using a percentage of credit sales?


(iii) What is the balance in the Allowance for Uncollectible Accounts if Kingston Company estimates uncollectible accounts using a percentage of ending accounts receivable?


(iv) What is the journal entry if Kingston estimates uncollectible accounts by the Aging of receivable method?





(b) Consider the following financial information for Titan Enterprises:
Cash sales	$ 50,000
Credit sales	450,000
Beginning Cash	10,000
Ending Cash	14,000
Beginning Retained Earnings	35,000
Ending Retained Earnings	48,000
Beginning Accounts Receivable	30,000
Ending Accounts Receivable	40,000
Net Income	58,000
Required:
(i) Determine the accounts receivable turnover for the company.
(ii) Determine the days to collect accounts receivable.




Question (4) (25 marks)
(a) 	Cheong Kee Stationers prepares monthly bank reconciliations of its checking account balance. The bank statement received by Cheong Kee for February 2013 is as follows:

Cheong Kee Stationers	HS Bank Corporation Ltd.
54 Aberdeen Drive	GPO Box 22, Hong Kong
BANK STATEMENT	
___________  Date of Statement:  February 28, 2013                   _
Credit		Debit		Balance
Balance, February 1, 2013	$ 29,500
Interest earned	100
Service charge	40
Collection per instructions	1,600
Checks:
	#310	120
	#312	260
	#313	180
	#314	215
	#316	80
	#317	110
Deposits:
	February 15, 2013	5,000
Ending Balance	$ 35,195

Cheong Kee ledger’s “Bank Chequing Account” disclosed the following additional information:
Cheong Kee Stationers
General Ledger – Bank Chequing Account
Chequing account balance, February 1, 2013	$ 29,500
Cheques written:
	#310	120
	#311	40
	#312	260
	#313	180
	#314	215
	#315	200
	#316	80
	#317	110
Deposits:
February 15, 2013	5,000
February 28, 2013	2,500
Ending balance	$35,795
Required:
(i) Prepare a bank reconciliation for Cheong Kee Stationers at February 28, 2013.



(ii) Prepare the necessary journal entries to update the company’s ledger as at Feb. 28, 2013.
(b) 	Global Trading Co. Ltd. uses the perpetual inventory method and records purchases at their net amounts.  The company has the following trading transactions in the month of August.

	1  Aug.
	Purchased goods from Black Co. for $900 with the terms of 2/10,n/30

	2
	Returned $100 of the goods to Black Co.

	4
	Purchased goods from White Ltd. for $700 with the terms of 3/10,n/30

	6
	Paid the amount owed to Black Co.

	8
	Returned $50 of the goods purchased from White Ltd.

	12
	Sold all the goods on hand from Black Co. for $1,060 and collected 8% sales tax in addition to the sales price

	16
	Paid the amount owed to White Ltd. in full


Required:
Prepare proper journal entries to record the above transactions.
  	(Explanation notes for the journal entries may be omitted in your answer.)
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