Intermediate Accounting III

Fall 2008

Quiz 4


1) A.E. gets a $600,000 line of credit at the local bank, however, in return for the line of credit, A.E. must keep a $90,000 compensating balance in the bank account.  This restricted cash causes A.E.’s cash needs to increase by $90,000.  If the stated interest rate is 11%, what is the effective interest rate on the full line of credit?

2) A.E. sells a $100,000 face value noninterest bearing note for a discount rate of 14% on February 1, 2009, which is due on November 30, 2009.

· Record the journal entry on February 1st:

· Record the journal entry on November 30th
· What is the annual effective interest rate for the loan?

3) A.E. has 7,000 employees, each of whom receive three weeks of paid vacation per year. If time is not taken it may be rolled over to the next year. At the end of 2008 here is how the time looked: 

	Employees
	Vacation Weeks Earned, but Not Taken

	1,200
	0

	3,400
	1

	1,300
	2

	1,100
	3


During 2008, compensation averaged $500/week/employee.

Record the Liability:
4) A.E. starts a new magazine; subscriptions are $72 per year for the monthly magazine.  3,500 people sign up on May 1st, the first magazine goes out on June 1st 

· Record the journal entry for May 1st
· Record the journal entry for June 1st

5) A.E. ships wholesale goods in expensive, reusable containers.  To ensure the containers are returned to A.E. a deposit of $16 per container is added to the customer’s invoice.  On average 25% of containers are not returned.  A.E. charges double the containers’ actual cost. 60,000 containers are used.

· Record the journal entry for collection of deposits
· Record the journal entry for forfeiture of deposits

6) A.E. offers gift cards for sale.  On November 1, 2008, Will buys a $1,300 gift card.  On December 20th, Tim comes in and buys the Florida map for $6,800; he uses the gift card, pays $3,500 in cash, and puts the rest on his account. The item cost A.E. $5,500.

· Record the journal entry for Nov 1st
· Record the journal entry for Dec 20th

7) A.E. offers a three year warranty on Solar Panel Backpacks.  Based on experience, A.E. expects warranty costs to be 3% of the sales price in the first year, 5% in the second and 7% in the third year of ownership. 1,500 bags are sold at $400 each in 2009

· Record the warranty liability as of Dec. 31, 2009.
· When $55,000 in inventory/parts is paid out due to warranties in 2010, record the transaction.
· When $50,000 in inventory/parts is paid out due to warranties in 2011, record the transaction.
8) A.E. issues $2 million dollars of bonds on March 1st, which have a bond date of January 1st.  If the market rate and coupon rates are both 6% and the bond pays semiannually.

· Record the journal entry for A.E.
· Record the first interest payment.

9) A.E. issues $10 million of long-term debt on January 1, 2009 when the market rate is 11%.  The bond has a coupon rate of 8%, a maturity date of December 31, 2010, and pays semiannually.

· How much should this bond sell for?
· Record the journal entry on January 1, 2009
· Record each journal entry for each payment

10) A.E. Issues a $9 million zero coupon bond on January 1, 2009 when market rates are 12% and which matures on December 31, 2010.

· How much should this bond sell for?
· Record the journal entry on January 1, 2009
· Record each journal entry for each payment (December 31st only)
11) A.E. issues a $6 million face value bond with a coupon rate of 12% on January 1, 2009.  The bond pays semiannually and matures December 31, 2011.  If the market rate is 10%, 

· How much should this bond sell for?
· Record the journal entry on January 1, 2009
· Record each journal entry for each payment
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