Advanced Financial Accounting
Week Eight Exercises SOLUTIONS


1) Prepare the segment reporting analysis (3 tests + 75% threshold) for the following company:
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2) Calculate quarterly income tax expense for the following company:
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Segment Intersegment Segment Operating Operating

Segment Revenue Revenue Assets Profit Loss

A 600,000 $                - $                         870,000 $                98,700 $                 

B 480,000                   -                            329,000                   124,500 $               

C 350,000                   -                            425,000                   (21,600)                   

D 1,500,000               800,000                   4,230,000               65,000                    

Total 2,930,000 $            800,000 $                5,854,000 $            288,200 $                (21,600) $               
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Segment Intersegment

Segment Revenue Revenue Total % Report?

A 600,000 $                - $                         600,000 $                16.1% x

B 480,000                   -                            480,000                   12.9% x

C 350,000                   -                            350,000                   9.4%

D 1,500,000               800,000                   2,300,000               61.7% x

Total 2,930,000 $            800,000 $                3,730,000 $            100.0%

Segment

Segment Assets % Report?

A 870,000 $                14.9% x

B 329,000                   5.6%

C 425,000                   7.3%

D 4,230,000               72.3% x

Total 5,854,000 $            100.0%

Operating Operating Greater of

Segment Profit Loss Profit or Loss % Report?

A 98,700 $                  - $                         34.2% x

B 124,500 $                - $                         43.2% x

C -                            (21,600)                    7.5%

D 65,000                     -                            22.6% x

Total 288,200 $                (21,600) $                288,200 $                N/A

Segment

Segment Revenue Total % Report?

A 600,000 $                600,000 $                20.5% x

B 480,000                   480,000                   16.4% x

C 350,000                  

D 1,500,000               1,500,000               51.2% x

Total 2,930,000 $            2,580,000 $            88.1%

% reported

75% threshold met Yes
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Income tax rates

First $100,000 income 5%

Next $400,000 income 12%

Next $2,500,000 income 22%

Income above $3,000,000 50%

Quarterly pre-tax income estimates Q1 Q2 Q3 Q4 Total

540,000 $         678,000 $         449,800 $         624,500 $         2,292,300 $    
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Tax calculation

Income Rate Tax Expense

100,000 $                5% 5,000 $            

400,000 $                12% 48,000 $          

1,792,300 $            22% 394,306 $        

2,292,300 $            447,306 $        

Effective tax rate 19.51%

Quarterly tax expense Q1 Q2 Q3 Q4 Total

Pre-tax income 540,000 $         678,000 $         449,800 $         624,500 $         2,292,300 $    

Effective tax rate 19.51% 19.51% 19.51% 19.51%

Income tax expense 105,372 $         132,301 $         87,771 $           121,861 $         447,306 $        


