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PART I: MULTIPLE CHOICE – 25 marks
Choose the best answer. Only one answer will be accepted for each question. There is no penalty for guessing. Each correct answer is worth 1 mark. 
1. 
Which of the following cost flow assumptions would be most appropriate when each
item in inventory is unique or costly?


a.
LIFO

b.
Weighted average.
c.
FIFO


d.
Specific identification

2.
Switch is a mail order clothing retailer.  All items are shipped to customers FOB shipping point and must be prepaid by the customer before any items are shipped.  At what point should Switch recognize revenue?


a.
When payment is received


b.
When the goods are placed into inventory 
c.
At the time of shipping


d.
When the goods reach the customer

3.
Which of the following is an example of an intangible asset with an indefinite life?


a.
The development costs of a new drug

b.
The goodwill value assigned to the excess purchase price when purchasing a company

c.
A copyright on a song

d.
A patent on a new technology

4.
Under GAAP equipment is valued at


a.
current replacement cost


b.
inflation adjusted historical cost 
c.
historical cost adjusted for accumulated amortization

d.
market value

5.
Which of the following is not a tangible capital asset?


a.
Copyright

b.
Equipment 
c.
Buildings


d.
Land

6.
Temporary investments are accounted for using the:


a.
Historical cost method

b.
Fair market value method 
c.
Purchasing power method


d.
Lower of cost and market method

7.
Cost of goods sold should be related to the revenue generated on each year's income statement because of the:

a.
Actual basis of accounting

b.
Matching concept
c.
Revenue recognition criteria
d.
Cash basis of accounting

8.
Which of the following statements is true regarding a company’s management of its debt?

a.
A company will try to replace old debt with new debt to maintain an optimal level of debt.

b.
The process of replacing old debt with new debt is called turnover.

c.
Companies try to pay off all their debt as quickly as possible.

d.
There is no maximum amount of debt a company can borrow.

9.
During a period of rising inventory prices, which cost flow assumption will result in the highest net income?


a.
Weighted average


b.
Specific identification 


c.
FIFO


d.
None of the above
10.
In the case of cash dividends, a dividend liability comes into existence on the


a.
date of declaration.


b.
date of dividend payment.


c.
last day of the accounting period in which the dividend is declared.


d.
last day of the financial year.
Use the following information for questions 11 - 13:

         

12/31/08
12/31/07
Total assets
$1,150,000
$950,000

Total liabilities
400,000
250,000

Preferred shares
50,000
75,000

Common shares
300,000
300,000

Retained earnings
400,000
325,000

Net income
100,000

Preferred dividend
25,000

Interest expense
20,000

Sales revenue
1,000,000

Tax rate
30%

11.
The profit margin ratio for 2008 is:


a.
11.4%


b.
16.8%


c.
12.7%


d.
100.0%

12.
The return on assets for 2008 is:


a.
17.4%


b.
10.4%


c.
16.5%


d.
9.5%

13.
The return on equity for 2008 is:


a.
41.6%


b.
11.3%



c.
13.8%


d.
21.5%

14.
A plot of land was purchased for $40,000 which had $2,500 of past due property taxes on it. Sales taxes on the purchase were $3,000 and the title search cost $500. The capitalized cost of the land was:


a.
$42,500


b.
$45,500



c.
$40,000


d.
$46,000

15.
The accumulated amortization on a piece of equipment a firm owned for 3.5 years is $7,000. The estimated useful life was 15 years and the residual value $500. The original cost of the equipment must have been:


a.
$30,000


b.
$32,000


c.
$30,500


d.
Cannot be determined from data given
 

16.
Binco Co. purchased 15 acres of land with an office building and warehouse on it for $2,500,000. The assets were appraised at: land $1,500,000, building $500,000, and warehouse $1,000,000. The assets were carried on the seller's books at: land $600,000, building $700,000, and warehouse $700,000. At what cost should the purchasing company record each of the assets?




    Land

 Building 
Warehouse



a.
     $800,000
 
$600,000
   $700,000



b.
$1,000,000
$500,000
$750,000



c.
$600,000
$700,000
$700,000



d.
$1,250,000
$416,667
$833,333
Use the following information for questions 17 & 18:

Champ Inc.'s books revealed the following data for 2008 after all adjustments were made:


Cash sales

$700,000


Sales returns (on credit sales)
20,000


Allowance for doubtful accounts (credit balance)
         4,000


Credit sales 

400,000


Accounts receivable  
  70,000

 
Champ estimates bad debt expense based on 2% of net credit sales.

17.
The bad debt expense for 2008 was:


a.
$7,740


b.
$8,400


c.
$7,600


d.
$8,000

18.
The net carrying value of accounts receivable on the 2008 balance sheet was:


a.
$66,000


b.
$74,000


c.
$68,000


d.
$70,000

19.
Current liabilities are valued at the gross amount rather than at the present value because


a.
Canadian GAAP requires liabilities to be valued at the gross amount.


b.
the present value of current liabilities can not be reasonably estimated.


c.
the gross amount of current liabilities is not material.


d.
None of the answers above is correct.

20.
If accounts receivable are collected quickly,


a.
the accounts receivable turnover is low.


b.
the company's credit policies may be overly stringent.


c.
credit is often granted when credit risks are high.


d.
None of the answers above is correct.

21.
The following ratio would be used to evaluate the long-term liquidity of a company:


a.
times interest earned.


b.
quick ratio.


c.
profit margin.


d.
price-earnings ratio.

22.
Which of the following ratios must be reported in annual financial statements?


a.
Earnings per share.


b.
Return on assets.


c.
Return on equity.


d.
Price-earnings ratio.

23.
Common size data is typically expressed as a percentage of


a.
total assets.


b.
total revenue.


c.
total equity.


d.
net income.

24.
Purchase of equipment on credit is an example of a


a.
cash flow from operating activities.


b.
cash flow from investing activities.


c.
cash flow from financing activities.


d.
None of the above is correct.

25.
Which of the following is not true?


a.
If a claim is made against a proprietorship, the owner’s personal assets may be used to satisfy the claim.


b.
Information about corporate financials is publicly available.


c.
Corporate shareholders assume unlimited liability.


d.
In a partnership, a separate equity account for each partner is usually maintained.

PART II: FINANCIAL ANALYSIS – 15 marks
1.

Below are data taken from the financial statements of two companies in the same industry.










Batter Inc.
Gibson Inc.





Total assets



$600,000
$600,000





Total liabilities



0

200,000





Total common equity


600,000

400,000





Income before interest & taxes
 
100,000

100,000





Interest rate on liabilities

   
10%

10%





Tax rate



    
25%

25%



Required:

a. Calculate the ROA and ROE for both companies. Assume total assets and equity have not changed from the previous year. (3 marks)
b. As an equity investor, which company would you prefer to invest in? Explain. Be concise. (2 marks)

2. 
In 2007, Alberto Company had credit sales of $3,547,500 and the average balance in the accounts receivable for the same period was $645,000. The firm’s credit terms require that receivables be paid within 45 days.  

Required:

a. 
Calculate Alberto’s average days to collect accounts receivable. (2 marks)
b. 
Based on your answer to the above, comment on Alberto’s credit policies. Be concise. (2 marks)

3. Lethbridge Savings and Loans is considering granting a loan to Magnud Enterprises.  Magnud Enterprises is a commercial printer and, in anticipation of a major sales increase expected in the coming year, has applied for a one-year loan of $100,000 to finance an expansion of its inventory. The following excerpts are from Magnud’s 2008 balance sheet:

Current Assets
2008
2007
Cash 
$45,000
$24,000


Accounts receivable
350,000
250,500

Inventory
424,000
368,000

Prepaid expenses
12,000
12,000

Current Liabilities 
375,000
290,000

Required:  

a.
Calculate the following ratios for Magnud for the years ended December 31, 2007 and 2008.

i. Current ratio (2 marks)
ii. Quick ratio (2 marks)
b.
Based on your calculations, comment on whether you would recommend granting the loan. (2 marks)

PART III: CASH FLOW STATEMENT – 20 marks

Comparative balance sheets of Xen Company for 2008 and 2007 are as follows:

Xen Company

Comparative Balance Sheets







Dec. 31, 2008

Dec. 31, 2007

Assets

Current assets


Cash




$200,000

$188,000


Accounts receivable


120,000


133,000


Notes receivable



70,000


61,000


Inventories



439,000


326,000

Total current assets



829,000


708,000

Noncurrent assets


Land




525,000


500,000


Machinery



483,000


238,000


Accumulated amortization


(143,000)

(97,500)

Total noncurrent assets



865,000


640,500

Total assets




$1,694,000

$1,348,500

Liabilities and shareholders’ equity

Current liabilities

Accounts payable



$145,000

$158,000


Interest payable



17,500


10,000
Total current liabilities



162,500


168,000

Long-term debt




350,000


200,000
Total liabilities




512,500


368,000

Shareholders’ equity


Common shares



650,000


550,000


Retained earnings



531,500


430,500
Total shareholders’ equity



1,181,500

980,500
Total liabilities and shareholders’ equity

$1,694,000

$1,438,500
Additional information:
a. Net income in 2008 is $145,000 and includes amortization expenses of $95,500.

b. Dividends declared and paid during 2008 were $44,000.

c. A machine costing $70,000 was sold at its book value (cost minus accumulated amortization) of $20,000

d. No repayment of long-term debt occurred in 2008.

Required:  

Prepare the cash flow statement for the year ended December 31, 2008, using the indirect format.



PART IV: POTPOURRI  – 18 marks

1. List the criteria used to distinguish capital leases from operating leases. Be concise. (3 marks)
2. Discuss the difference between defined benefit and defined contribution pension plans. Be concise. (3 marks)
3. Explain why vesting and full funding of the pension plan would be important to an employee. Be concise. (3 marks)
4. Describe the main purposes of the partnership agreement. Be concise. (3 marks)
5. Discuss the main differences between preferred shares and common shares. Be concise. (3 marks)
6. If a product is sold at the beginning of year 1 with a five-year warranty, should the expected cost of honoring the warranty be spread over years 1, 2, 3, 4, and 5, or recognized entirely in year 1? Explain, with reference to the accounting principle(s) involved. (3 marks)



PART V: journal entries – 12 marks
Andres Wines Ltd. is a leading producer and marketer of quality wines in Canada. Selected information from the Company’s audited financial statements for the fiscal year ended March 31, 2006 is provided below.


March 31, 2006
March 31, 2005

Balance Sheet


Accounts receivable
……………………………
14,132
12,801


Prepaid insurance
………………………………
1,180
935


Dividends payable
………………………………
777
772


Income taxes payable
…………………………
–
218


Long-term debt
…………………………………
17,313
19,563


Income Statement for the year ended


March 31, 2006


Sales 
………………………………………………
167,634

Cash Flow Statement for the year ended


March 31, 2006


Income taxes paid 
………………………………
4,965

Required:
1. 
Calculate the amount of cash collected from customers during the year, assuming that all sales for the fiscal year 2006 were on credit. (3 marks)




2.
 The Company had $935 in prepaid insurance at March 31, 2005 and $1,180 at March 31, 2006. It also paid $2,345 in June 2005 for future insurance policies. Assume that the payment of $2,345 was debited to the Prepaid Insurance account, and Cash was credited. Show the adjusting journal entry that was made on March 31, 2006 to record the amount of insurance expense for the fiscal year 2006. (3 points)




3.
The Company’s board of directors declared dividends of $3,108 during the fiscal year 2006. Show the summary journal entry that was made to record the amount of dividends paid during the year. (3 points)  



4.
The Company’s long-term debt includes a long-term bank loan for $6,000.  The Company signed for this loan on October 31, 2005 and the loan is to be repaid on October 31, 2009. Interest on the loan at an annual rate of 8% is payable each year on October 31. Show the adjusting journal entry that was made on March 31, 2006 to recognize interest expense on this loan for the fiscal year 2006. (3 points)  
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