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~~ On May 1, Tsai, Inc. factored $800,000 of accounts receivable with First Finance
on a without recourse basis. Under the arrangement, Tsai was to handle disputes
concerning service, and First Finance was to make the collections, handle the sales
discounts, and absorb the credit losses. First Finance assessed a finance charge of
6% of the total accounts receivable factored and retained an amount equal to 2% of
the total receivables to cover sales discounts.
Required
1. Prepare the journal entry required on Tsai’s books on May 1. (5%)

2. Prepare the journal entry required on First Finance’s books on May 1. (5%)

3. Assume Tsai factors the $800,000 of accounts receivable with First Finance on a
with recourse basis instead, which Tsai issued a guarantee for all defaults. Prepare
the journal entry required on Tsai’s books on May 1. (5%)
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=~ On January 1, 20X2, Geimer Co. borrowed $6,000,000 from Aurora Co. by issuing
a 6%, S-year promissory note. The interest was payable annually on December 31.
By the end of 20X6, Geimer was having financial difficulty and therefore unable to
meet its debt obligations (the interest and principal). Geimer has asked Aurora to
restructure its $6 million note outstanding. On January 10, 20X7, Aurora agreed to
revise the debt terms and offered the following modifications:

1. Forgiving the accrued interest.

2. Reducing the principal obligation from $6,000,000 to $5,000,000.

3. Reducing the interest rate from 6% to 5%. Geimer’s market rate of interest
is 8%.

4. Extending the maturity date to December 31, 20X9.

Upon modification agreement, Geimer is required to pay $100,000 for negotiation
fees. Both Geimer Co. and Aurora Co. use the calendar year for their books.

Required: (GEPUiSEAAESHOT)

1. Can Geimer Co. record a gain under the term modification mentioned above?
Explain. (6%)

2. Prepare the journal entries to record the loan modification for Geimer. (6%)

3. Prepare the interest payment entries for Geimer Co. on December 31, 20X7.
(4%)

4. What entries should Geimer make on December 31, 20X9? (4%)

P9 -~ At the financial statement date of December 31, 2011, the liabilities outstanding of
Hewlett Packard Corporation included the following:

1. Cash dividends on ordinary shares, $60,000, payable on January 15, 2012.
2. Note payable to State Bank, $470,000, due January 20, 2012.

3. Serial bonds, $1,000,000, of which $250,000 mature during 2012.

4. Note payable to Third National Bank, $300,000, due January 27, 2012.

The following transactions occurred early in 2012:
January 15: The cash dividends on ordinary shares were paid.
January 20: The note payable to State Bank was paid.

January 25: The corporation entered into a financing agreement with State Bank,
enabling it to borrow up to $500,000 at any time through the end of 2014.
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Amounts borrowed under the agreement would bear interest at 1% above
the bank’s prime rate and would mature 3 years from the date of the loan.
The corporation immediately borrowed $400,000 to replace the cash used
in paying its January 20 note to the bank.

January 26: 40,000 ordinary shares were issued for $350,000. $300,000 of the
proceeds was used to liquidate the note payable to Third National Bank.
The issuance was already authorized in the 2011 board meeting.

February 1: The financial statements for 2011 were issued.

Required:

Prepare a partial statement of financial position for Hewlett Packard Corporation,
showing the manner in which the above liabilities should be presented at December 31,
2011. The liabilities should be properly classified between current and non-current, and
appropriate note disclosure should be included. (20%)

f1. ~ The following differences enter into the reconciliation of financial income and

taxable income of Abbott Company for the year ended December 31, 2010, its first
year of operations. The enacted income tax rate is 30% for all years.

Pretax accounting income $700,000
Excess tax depreciation (320,000)
Litigation accrual 70,000
Unearned rent revenue deferred on the books but appropriately

recognized in taxable income 50,000
Interest received on government obligations (20,000)
Taxable income $480,000
1. Excess tax depreciation will reverse equally over a four-year period, 2011-2014.
2. Itis estimated that the litigation liability will be paid in 2014. -
3. Rent revenue will be recognized during the last year of the lease, 2014.
4. Interest received on government obligations is expected to be $20,000 each year

until their maturity at the end of 2014.
Required:
1. Prepare a schedule of the deferred tax (asset) and liability. (10%)
2. Compute the net deferred tax expense (benefit). (5%)

3. Prepare the journal entry to record income tax expense, deferred taxes, and the |

iincome taxes payable for 2010. (5%)
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