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Financial Accounting

 Spring/Summer 2010

SOLUTIONS


Time:
 2½ hours

Student Name: _________________________________

Student #: _____________________________________

Section:  (Prof. Collier)

Instructions:
1. This examination comprises 6 questions over 10 pages. The exam booklet is not to be removed from the examination room.  You may separate the pages but ensure that you put them back together stapled before handing your exam in.  

2. Limit your answer to the space provided.  A blank sheet for rough work and supporting calculations is given at the end of the exam on page 11.

3. This exam is out of 80 marks and is 2½ hours long. You should budget approximately 1.8 minutes per mark.

4. Please do not ask the invigilator or the professor any questions, as they will not be answered.  State reasonable assumptions, if you feel they are necessary.

5. Language dictionaries (non-electronic) are allowed if the invigilator permits them.

6. You must sign the Statement of Academic integrity on page 2 of this exam.

	
	Marks

	Q. 1 (Multiple Choice) 
	/ 30

	Q.2
	/ 24

	Q.3
	/   6

	Q.4
	/   5

	Q.5
	/   7

	Q. 6
	/   8 

	Total
	/  80


	Statement of Academic Integrity

The Telfer School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 


 Question No. 1 – Multiple Choice (30 marks)  
Select the best answer for each of the following 20 multiple-choice questions and circle your answer directly on the scantron sheet provided.  Only one answer will be accepted for each item.  If more than one answer is circled, it will not be marked. There is no penalty for guessing. 
multiple choice  - part a: (Each question is worth 1 mark) (10 marks)

1. According to the Canadian Institute of Chartered Accountants (CICA), the primary objective of financial reporting is to provide information: 

A. To the Canada Revenue Agency on tax matters.

B. That is useful for making investment and lending decisions.  ♪ 

C. About the profitability of the business.
D. Regarding the cash flows of the business.

E. About the management stewardship of resources provided by suppliers of capital.

2. Which of the following would not be included in the Inventory account of a merchandising company’s Balance Sheet? 

A. Customs duties. 

B. Sales taxes received.  ♪
C. Shipping costs from the manufacturer to the merchandising company.

D. Insurance on the merchandise while in transit from the manufacturer.
E. Freight-In. 

3. Which inventory method presents accurate inventory on the Balance Sheet but fails to match cost of goods sold with revenue on the Income Statement? 

A. FIFO.  ♪
B. LIFO.
C. Specific Identification.
D. Weighted Average.
E. Specific Identification and LIFO.

4. In a bank reconciliation, a book error:

A. May be added or subtracted from the bank balance in the general ledger.  ♪
B. May be added from the bank statement on the bank statement.
C. Must be added to the bank balance in the general ledger.
D. Must be deducted from the bank balance in the general ledger.
E. None of the above answers are correct.

5. If a bank statement included an NSF cheque in the amount of $425, the journal entry to record this reconciling item would include:

A. A debit to cash for $425. 

B. A credit to cash for $425. ♪
C. A credit to accounts receivable for $425.  

D. A credit to accounts payable for $425.
E. A debit to accounts payable for $425.

6. What will be the result if no adjusting entry is made to record revenue earned during the current period when the cash was received during the last accounting period?

A. The assets will be understated. 

B. The liabilities will be understated.
C. The liabilities will be overstated.  ♪
D. Sales Revenue.
E. Both the assets and the liabilities will be correctly stated in the current period.

Question No. 1 – Multiple Choice (30 marks) 

7. Which of the accounts listed below is not a temporary account?

A. Rent Expense. 

B. Cost of Goods Sold.
C. Retained Earnings.  ♪
D. Service Revenue.
E. Dividends.

8. The closing entry for utilities expense would include a:

A. Debit to utilities expense and a credit to retained earnings. 

B. Debit to net income and a credit to utilities expense.
C. Debit to utilities expense and a credit to net income.  

D. Debit to utilities payable and a credit to utilities expense.
E. None of the above. ♪
9. Using the percentage-of-sales method, you estimate that total uncollectible accounts are $3,000.  The Allowance for Doubtful Accounts prior to adjustment has a temporary debit balance of $1,360.  The amount of the adjusting entry is:

A. $4,360. 

B. $3,000.  ♪
C. $1,640.  

D. $1,360.
E. None of the above.

10. Using the aging-of-accounts receivable method, you estimate that total uncollectible accounts are $3,000.  The Allowance for Doubtful Accounts prior to adjustment has a temporary debit balance of $1,360.  The amount of the adjusting entry is:

A. $4,360.  ♪
B. $3,000. 

C. $1,640.  

D. $1,360.
E. None of the above.

multiple choice  - part b: (Each question is worth 2 marks) (10 marks)

11. Given the following data, calculate the cost of ending inventory using the weighted average method, rounding to the nearest dollar: 

1/1
Beginning inventory
50 units at $10 per unit

3/5
Purchases
30 units at $14 per unit

5/30
Purchases
25 units at $15 per unit

10/25
Purchases
20 units at $16 per unit

12/31
Ending inventory
45 units
A. $720.

B. $619. 

C. $581.    ♪
D. $450.

E. $667.

12. On June 1, 2010, Ubdegrove Limited received $3,600 for services to be performed evenly over the next twelve months.  The adjusting entry on December 31, 2010 would include a:

A. Debit to Unearned Service Revenue for $2,100.   ♪
B. Debit to Cash for $3,600.  

C. Debit to Unearned Service Revenue for $1,500.

D. Credit to Earned service Revenue for $1,500.
E. Debit to Earned Service Revenue for $1,500. 

Question No. 1 – Multiple Choice (30 marks)  
13. The amount of accrued interest on June 30, 2010 on a $5,000, 90-day, 6% note dated May 15, 2010 (using a 360-day year) is:

A. $12.50.

B. $25.00.  

C. $37.50.   ♪
D. $62.50.
E. $75.00.

14. A company with net sales of $500,000, a beginning balance of net receivables of $80,000, and an ending balance of net receivables of $90,000 has a collection period (rounded to the closest day) of:

A. 65 days.

B. 124 days.  

C. 62 days.   ♪
D. 58 days.
E. 197 days.

15. A company has $50,000 in cash, $85,000 in short-term marketable securities, $120,000 in net current receivables, and $145,000 in inventory.  Non-current assets total $830,000 and non-current liabilities total $380,000.  Retained earnings and contributed capital total $175,000 and $400,000, respectively. The acid-test ratio of the company (rounded) is:

A. 0.67.

B. 0.83.  

C. 0.93.   ♪
D. 1.05.
E. 1.45.

16. If a bank records a deposit of $50 as $150, the error would be shown on the bank reconciliation as:

A. A deduction from the book balance of $100.

B. An addition to the book balance of $100.  

C. A deduction from the bank balance of $100.   ♪
D. An addition to the bank balance of $100.
E. No adjustment is required on the company’s books because the error was made on the bank statement.

17. FIFO tends to increase cost of good sold when:

A. Costs are increasing.

B. Costs are declining.  ♪
C. Costs are constant.   

D. FIFO will always yield the lowest possible cost of goods sold.
E. Costs are increasing but only when a perpetual inventory system is used.

18. Data for Flat Screen Panel Ltd. for the year ended April 30, 2010 are as follows: sales revenues $130,000; cost of goods sold $90,000; beginning inventory $35,000; and ending inventory $40,000.  The inventory turnover (rounded) for the year ended April 30, 2010 is

A. 2.57.

B. 3.47.

C. 3.71.   

D. 2.25.
E. None of the above. ♪
Question No. 1 – Multiple Choice (30 marks)  
19. A company received a $7,200 deposit from a customer for goods to be delivered the following month. Under the accrual and cash basis of accounting respectively the deposit would be recorded as:
	
	Accrual Basis
	Cash Basis

	A.
	a liability
	a liability

	B.  ♪
	a liability
	income 

	C.
	income
	a liability

	D.
	income
	income

	E
	income
	unearned revenue


20. From the following information, compute the purchases that were made during 2010.  All sales were on credit.





   2010

   2009
Cost of Goods Sold
16,000

12,000


Ending Inventory
  3,000
     
  2,000


Gross profit

24,000

27,000

A. $14,000.

B. $15,000.

C. $16,000.   

D. $17,000.  ♪
E. $21,000.

Question No. 2 (24 marks)
Curran Company, a small service company, keeps its records without the help of an accountant.  After much effort, an outside accountant prepared the following unadjusted trial balance as at the end of the company’s fiscal year, December 31, 2009:


Debit
Credit
Cash
$   60,000

Accounts receivable
13,000

Service supplies inventory
800

Prepaid insurance
1,000

Service trucks (5-year life, no residual value)
20,000

Accumulated depreciation, service trucks

$   12,000

Other assets
11,200

Accounts payable

3,000

Notes payable (3 years; 10% each December 31)

20,000

Contributed capital - common shares

28,200

Retained earnings

7,500

Service revenue

77,000

Other expenses, excluding income tax
        41,700


Total
$  147,700
$  147,700

Data not yet recorded at December 31, 2009 include:

(a) The supplies inventory on December 31, 2009 reflected $300 remaining on hand.

(b) Insurance expired during 2009, $500.

(c) Amortization expense for 2009, $4,000.

(d) Wages earned by employees but not yet paid on December 31, 2009, $900.

(e) Income tax expense for 2009 was $7,350.

Required:

(a) Prepare all necessary adjusting entries and all necessary closing entries for 2009.

(b) Prepare, in good form, the Income Statement (single-step format) for the year ended December 31, 2009.

(c) Prepare, in good form, the Balance Sheet as at December 31, 2009 showing assets on the left and liabilities and equities on the right.

Part (a) 
December 31, 2009 Adjusting Entries:

(i)
Supplies expense 

500



Supplies inventory  


500

(ii)
Insurance expense 

500



Prepaid insurance 


500

(iii)
Amortization expense 

4,000



Accumulated amortization, trucks.


4,000

(iv)
Wages expense

900



Wages payable


900

(v)
Income tax expense 

7,350



Income tax payable 


7,350

Question No. 2 (continued) (24 marks)
Part (a)   December 31, 2009 Closing Entries:

(vi)
Service revenue

   77,000



Retained earnings


77,000

(vii)
Retained earnings 

   54,950



Supplies expense


     500



Insurance expense 


     500



Amortization expense


  4,000



Wages expense

   
     900



Other expenses


41,700



Income tax expense 


  7,350
Part (b)

CURRAN COMPANY
Income Statement (single step)

For the Year Ended December 31, 2009

Service revenue

$77,000

Operating expenses:

Supplies ($800 – $300)
$   500

Insurance ($1,000 – $500)
     500

Amortization
  4,000

Wages
    
 900

Other

41,700


Total operating expenses

  47,600
Income before income tax

$29,400

Income tax expense

    7,350
Net income

$22,050
Part (c)

CURRAN COMPANY
Balance Sheet

As at December 31, 2009

	Assets
	
	
	Liabilities
	

	Current assets:
	
	
	Current liabilities:
	

	Cash
	 $60,000
	
	Accounts payable
	$  3,000

	Accounts receivable
	13,000
	
	Wages payable
	900

	Service supplies inventory
	      300
	
	Income taxes payable
	  7,350

	Prepaid insurance
	           500 
	
	Total current liabilities
	11,250

	Total current assets
	73,800
	
	
	

	
	
	
	Long-Term liabilities:
	

	Non-Current assets:
	
	
	Note payable, long term
	20,000

	Service trucks, at cost         $20,000
	
	
	Total liabilities
	31,250

	Accumulated amortization (16,000)
	      4,000
	
	
	

	Other assets 
	  11,200
	
	Shareholders' Equity
	

	Total non-current assets 
	15,200
	
	Contributed capital
	28,200

	
	
	
	Retained earnings*

	29,550

	
	
	
	Total shareholders' equity
	$57,750

	Total assets
	$89,000
	
	Total liabilities and shareholders' equity
	$89,000


*Unadjusted balance, $7,500 + Net income, $22,050 = Ending balance, $29,550.

Question No. 3 (6 marks)
Kent Orchards Limited is a fruit distributor located in Hamilton, Ontario. The company has been losing significant business over the past year and the manager has asked you to use the following information to help identify any areas of concern.  

Year
Cost of goods sold
Average inventory

2010
     $4,500,000
     $750,000

2009
     $5,200,000
     $520,000

Required:
Briefly explain to the manager using the information above why the company has been losing significant business over the past year.  Use necessary calculations to support your answer. What recommendation can you offer to help this company?

Answer:

The company’s inventory turnover has been falling:

2010:   $4,500,000 ÷ $750,000 = 6.00 times or
61 days (365 days ÷ 6.00). 

2009:
$5,200,000 ÷ $520,000 = 10.00 times or
36 days (365 days ÷ 10.00)

Since Kent Orchards Limited is a fruit distributor, it would seem that the company is selling its inventory much too slowly and it may be selling spoiled fruit to its customers (61 days is a long time to stock fresh fruit). This may explain why the company is losing customers. 

One suggestion is that the company should decrease the amount of inventory it is carrying thereby speeding up its turnover and ensuring a fresher product for its customers. Another suggestion is to use FIFO. Another suggestion is to promote the fruit and advertise it on sale.
Question No. 4 (5 marks)

Weldon Company is involved in the manufacture of high-quality racing and mountain bicycles.  At the end of 2008, Weldon’s balance sheet reported total accounts receivable of $250,000 and a credit balance in the allowance for doubtful accounts of $18,000.  During 2009, credit sales in the amount of $2,300,000 were made and collections on account were $2,250,000.  In addition, total debits owing to Weldon of $38,000 were declared bankrupt and those accounts receivables were written off.  Bad debts expense for 2009 was recorded as 2% of credit sales.

Required:

Show how the accounts receivable will be reported on Weldon’s balance sheet at December 31, 2009.

Answer:

Weldon Company

Balance Sheet, December 31, 2009

Accounts receivable1
$262,000

Allowance for doubtful accounts2
 (26,000)

Accounts receivable, net
$236,000
1$250,000 + 2,300,000 – 2,250,000 – 38,000 = $262,000

2$18,000 + 46,000 – 38,000 = $26,000
Question No. 5 (7 marks)
Mike Smith knows that the balance recorded in his cheque book at the end of the May is $1,287 while the balance shown on his bank statement for the same date is $1,543.  Examining the cheques listed on the May bank statement, he sees that two cheques he wrote totalling $251 have not yet cleared the bank. Also, he notices that a cheque he wrote for $86 that did clear was mistakenly written in his cheque book as $68. In addition, a $50 cheque given to him by a co-worker was returned because of insufficient funds, and the bank had charged him a $15 fee because of the NSF cheque. The bank had processed an electronic deposit of $100 to his account, which he had not yet recorded. The bank also deducted a monthly service charge, but the bank statement is smeared and he cannot determine the amount of the charge.

Required:

Complete the bank reconciliation for the month of May.  You will need to deduce what the bank service charge must be in order for the reconciliation to balance.

Answer:

Bank Reconciliation

Balance per bank statement

$1,543

Less: Outstanding cheques

(251)
Adjusted cash balance

$1,292
Balance per cheque book

$1,287

Add:  Electronic deposit

    100



1,387

Less: Error in recording cheque 
($86-$68)
 $ 18


NSF cheque
50

NSF cheque fee
15



     (83)




1,304

Less: Monthly service charge

        (12*)
Adjusted cash balance

$1,292

* This is the amount that makes the adjusted cash balance per the cheque book equal the adjusted cash balance per the bank statement.
Question No. 6 (8 marks)

 SEQ CHAPTER \h \r 1On September 1, 2009, Franklin Company accepts a $6,000 six-month note receivable from a customer to replace an outstanding account receivable.  The note contains an interest rate of 2%.  Franklin’s accounting period ends December 31 each year.

Required:

(a) Prepare the necessary journal entry on September 1, 2009.

(b) Prepare any necessary journal entry on December 31.

(c) Prepare the journal entry on the maturity date of the note.

(d) What is the purpose of factoring one’s receivables?

Answer:

(a) September 1, 2009:

Note receivable
6,000                                  

Account receivable
6,000              

Question No. 6 (continued) (8 marks)
(b) December 31, 2009:

Interest receivable
40                                  

Interest revenue
40              

($6,000 x 2% x 4/12 = $40)

(c) February 28, 2010:

Cash
6,060                                  

Interest receivable
40              

Interest revenue ($6,000 x 2% x 2/12)
20

Note receivable
6,000


(d) 
Factoring one’s receivables is to hasten the inflow of cash.
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