Question 1
Castalucci Ltd. purchased equipment on January 1, 2010 for $36,500. It is expected to last for 5 years and have a residual value of $1,500. Castalucci uses the double-decli ning-balance method for depreciation. 
1. Calculate the depreciation expense, accumulated depreciation and the book value for the first two years of the equipment’s life
2. What factors may have influenced  Castalucci to use the double-declining balance method? 
3. Assume that the company sells the equipment for $10,000 on April 1st, 2012.  Record the entries required for 2012. 

	1. Year
	Depreciation expense
	Accumulated Depreciation
	Net book value

	Dec 31 2010
	14,600
36500 x 2/5 x 1yr = 14600
	14,600

	21,900
36500-14600=21900

	Dece 31, 2011


April 1,2012
	8,760
21900 x 2/5 x 1yr = 8760

14130x 2/5 x 3/12 = 1314
	23,360



24674
	13,140
36500-23360=13140


11826



2. Based on Matching principal to revenue and expense, when expense is higher at the beginning it generates more revenue at the beginning, thus uses the double-declining method. 

3. 
	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	April 1st, 2013






	-Accumulate Dep. 1314
-Accumulated Dep.
 24,674(be sure include the 3month amortization)
-Equipment 36,500
+Cash 10,000
	
	-Dep. Expense 1314 
-Loss on sales of equipment 1,826



Check figures:  NBV 2010 $21,900, Accumulated depreciation 2011 $23,360, Depreciation expense 2012 $1,314 (3months), Loss on disposal of equipment 1,826
Question 2
Fitness Ltd. is a new health club operating in a suburb of Toronto. The company has selected a December 31 year end. For each item listed below prepare the transaction entry and the adjusting entry required.    Be sure to include the account names, the dollar amounts and indicate using “+” or a “-“ whether Assets, Liabilities or Shareholder’s Equity will decrease or increase OR explicitly indicate “No entry required”. For each adjusting entry indicate the type of adjusting entry.
1. On September 1st, 2012 ABC Company purchased a two year insurance policy for $22,800. 
2. On November 1st, 2012 a customer paid $600 for a one year gym membership. 
3. The company pays their employees on a weekly basis. The gym is open 7 days a week. On Friday December 28th the company paid the employees $3,500 for the week. 
4. On December 31st a customer owed the gym $120 for tanning sessions received during the month of December. The customer paid for the session on January 10th, 2013. 
	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	September 1st, 2012 (Transactional Entry)
	+Prepaid Insurance Policy $22,800
-Cash $22,800
	

	

	December 31, 2012 
(Prepaid Adjusting Entry)
	-Prepaid Insurance Policy $3,800
22800/24 x 4 = 3800
	
	-Prepaid Insurance Policy Expense $3,800

	November 1st, 2012 (Transactional Entry)
	+Cash $600
	+Unearned Revenue $600
	

	December 31, 2012
(Unearned Adjusting Entry)
	
	-Unearned Revenue $100
600/12 x 2 = 100
	+Membership Revenue $100 

	December 28,2012 (Transactional Entry)
	-Cash $3,500
	
	-Wages expense $3,500

	December 28, 2012
(Accrued Revenue Adjusting Entry)
	 
	+Wage Payable $1,500
3500/7 x 3 = 1500
	-Wage Expense $1,500

	December 28, 2012 (Transactional Entry)
	+ Cash Acc. Rec. $120
	
	+ Tanning Session Rev. $120



Check figures: Ending balances on Dec 31 Prepaid insur $19,000, Unearned rev $500 Wages Pay $1,500
Question 3
Harvard Inc.’s inventory records for the month of May reveal the following:
Inventory, May 1st		200 units @ $6 each		
May 4th purchase		150 units @$6.50 each		
May 7th sale			100 units @$24.00 each		
May 10th purchase 		220 units @$6.70 each		
May 14th sale			265 units @$24.00 each		
May 20th purchase		100 units @$7.00 each			
(Sold 365 Units)			
Calculate the cost of goods sold and ending inventory under each of the following two methods (assume a periodic inventory system): a) weighted average and b) FIFO
FIFO
	Date
	Units
	Unit Cost
	Total Cost

	May 1st
	200
	6
	$ 1200

	May 4th
	150
	6.50
	$ 975

	May 10th
	15
	6.70
	$ 100.50

	Total:
	365
	Cost of Good Sold:
	$ 2,275.50

	
	
	Ending Inv.
	$2073.50


Weight Average: 
Available for Sale $/ Available for Sale #
Inventory, May 1st		200 units @ $6 each		= 1,200
May 4th purchase		150 units @$6.50 each		=975
May 7th sale			100 units @$24.00 each		
May 10th purchase 		220 units @$6.70 each		=1,474
May 14th sale			265 units @$24.00 each		
May 20th purchase		100 units @$7.00 each		=700
			Total:	670 Units Ava. For Sale 	      Cost: $4349
4349/670= 6.49
Cost of Good Sold: 6.49 x 365 =$2,369.23
Ending Inventory: $4349 - $2,369.23 = 1979.77
ASSUME AT THE END OF May the selling price of the inventory dropped to $15 per unit due to a technological advancement of a competitor’s product. What would you do, if anything, and why? Provide any entries required if applicable.
Rule: The lower of cost of Market (comparison of the two number: cost- $6.49 & market value - $15 ), thus no entry is not necessary –IMPORTANT! KNOW THE RULE AND HOW THE ADJUSTING ENTRY IS MADE

Check figures:
Weighted Average                                                      FIFO
COGS                      =$2,368.85                COGS                      $2,275.50
Ending inventory =$1,979.45                 Ending inventory  $2,073.50
Question 4 (PERCENTAGE OF ACCOUNT RECEIVABLE)
Bleau Corporation has a December 31 year end.  They had the following aging schedule of its accounts receivable at year end:
	 
	Total
	0 – 30 days
	31 – 60 days
	61 – 90 days
	Over 90 days

	Accounts receivable
	425,000
	250,000
	125,000
	35,000
	15,000

	Estimated uncollectible
	 
	1%
	10%
	20%
	50%

	Estimated bad debts
	29,500
	2500
	12500
	7000
	7500



(a)  If the balance in the Allowance for Doubtful Accounts is a POSITIVE of $10,000, what would be the adjustment the company would have to make at year end?  Show your calculations!

	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	Dec 31
	- Allow. For Doubtful Acc. 39,500
	

	- Bad Debt Expense 39,500


Calculations:
% A/R EST = 							AFDA BAL:
  10 000
X = ENTRY
ENDING AFDA -> 						-29,500
							10 000 + 29500= 39500

(b) If the balance in the Allowance for Doubtful Accounts is a NEGATIVE of $10,000, what would be the adjustment the company would have to make at year end?  Show your calculations!
	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	
	
	

	


Calculations


Check figure:  ending balance in AFDA = -29,500 for both (a) and (b).
Question 4 continued
Assume Greene Inc. uses the percentage of credit sales method to calculate bad debt expense.  Their credit sales are $1,500,000 for the year and their sales returns and allowances is $50,000.  Management estimates that 2% of their net credit sales will not be collected in the upcoming 12 months.
(c) If the balance in the Allowance for Doubtful Accounts is a POSITIVE of $10,000, what would be the adjustment the company would have to make at year end?  Show your calculations!

	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	Dec 31
	-AFDA 29 000
	

	-BDE 29 000 (% of CS Est = Entry)


Calculations:
(1500000 - 50000) x 2% = 29 000

My entry is my X -> AFDA +10 000
			   -           x
			  -19 000
x = 29000

(d) If the balance in the Allowance for Doubtful Accounts is a NEGATIVE of $10,000, what would be the adjustment the company would have to make at year end?  Show your calculations!
	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	SAME ENTRY
	
	

	


Calculations
[bookmark: _GoBack]
Check figure:  (c) ending balance in AFDA =  -19,000 and for (d) it would be = -39,000.
	
	Question 5
Situation 1 
Temarra Corporation had 10,000 common shares issued and outstanding.  The balance in the Common Share account at the beginning of the year was $190,000.  On May 10, Temarra Corporation issued 1,000 common shares for $15 per share. On June 15, Temarra issued an additional 500 shares for $17 per share. On November 1, Temarra issued 100 preferred shares for $50 per share. Journalize the share transactions.



	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	
	
	

	

	

	
	
	

	

	
	
	


Calculations:










Check figures:  the ending balance in the common share account = $213,500.
Question 5 continued
Situation 2 
The ABC Corporation has 10,000 common shares. It declares a $1.75 per share cash dividend on November 1 to shareholders of record on December 1. The dividend is paid on December 31. Net income is $525,000 for the year.  The opening Retained Earnings is $950,000.  Prepare the entries on the appropriate dates to record the cash dividend and calculate the ending balance in the retained earnings.
	Date
	Assets       =
	Liabilities      +
	Shareholders' Equity

	
	
	
	

	

	
	
	

	

	
	
	


Calculations:

Check figure:  Ending Retained Earnings is $1,457,500.
Situation 3
The shareholders' equity section of CHU Corporation's balance sheet consists of 150,000 common shares for $1 million, and retained earnings of $400,000. A 10% stock dividend is declared when the market value per share is $15. Show the before-and-after effects of the dividend on (a) share capital, (b) retained earnings, (c) total shareholders' equity, and (d) the number of shares.
	
	Before
	After

	Share capital
	
	

	Retained Earnings
	
	

	Total Shareholders’ Equity
	
	

	Number of Shares
	
	


Calculations: 

Check Figures:  The amount of the stock dividend is $225,000.

Question 6 
Greene Inc.
Cash Flow Statement
Year Ended December 31, 2013

Operating Activities
    Net income								           29,000 	
	Depreciation expense							6,000         
	Loss on sale of equipment 						2,500	
	Increase in A/R							           (12,500)	
	Increase in prepaid insurance				        		(1,000)	
	Increase in inventory				  	        		(8,500)	
	Decrease in A/P						        		(1,500)	
	Increase in taxes payable							1,000	
	 Cash from operating activities 			         			15,000


Investing activity
	Sale of equipment							    	10,000	

Financing activities
	Issue of common shares					  		7,500	
	Repayment of bank loan		 	  	                 		(12,000)	
	Payment of cash dividends			                 		(17,000)    
                                                                                          				(21,500)	

Net decrease in cash (O + I + F)				   		 3,500 	
Cash, January 1						             		10,000	
Cash, December 31						    		13,500

The president of the company is disappointed because his net income did not translate into an increase in cash of $29,000.  Explain to the president why his net income did not become a net increase in cash of $29,000.  In addition, provide him with a detailed analysis of what the cash flow statement did show about his company’s management of cash during the year.


	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	



