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ADM 1340 Q Quiz No. 3 (Winter 2014)
NAME:   	

STUDENT #:  	




Instructions:

1. This quiz is 45 minutes in length.


2. This is a close-book, close-notes exam.


3. A calculator is allowed.


4. Please write or print neatly.







Statement of Academic Integrity 
The 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 1:   (19 points)

ABC Co. purchased a new building on June 30, 2008. A large piece of equipment was included in the sale. The total price negotiated with the seller was $1,230,000 for the basket purchase of the building and equipment. The payment scheme agreed upon with the seller was as follows: ABC made a $500,000 down payment in cash; the remaining amount plus the 8% annual interest was due under a note payable one year from the date of purchase. In addition, on June 30, 2008, ABC paid $10,000 cash to insure the building for the first year of operations (i.e., the insurance covered the period from June 30, 2008 to June 30, 2009). 
	
The fair market value of the building on the date of purchase was $1,000,000. The fair market value of the equipment was $500,000.    

ABC Co. expected to use the building for 20 years and anticipated a residual value for the building of $300,000.  The equipment was expected to be used for 10 years with a residual value of $110,000.  The equipment was amortized using straight-line amortization and the building was amortized using the double-declining method.

On January 1, 2014, ABC Co. decided to sell the equipment. The equipment was sold for $200,000.

Required: (narrative explanations are not required; however, all supporting calculations must be shown)

1. Prepare the journal entry/entries made by ABC Co. on June 30, 2008. Assume that ABC maintains separate accounts for the building and equipment. (6 points)

2. Prepare the journal entry to record the amortization expense for the building for the year ended December 31, 2008. (2.5 points)

3. Prepare the journal entry to record the amortization expense for the equipment for the year ended December 31, 2008. (2.5 points)

4. Prepare the section of the balance sheet for the building and equipment as of December 31, 2008. (3 points)

5. Prepare the journal entry to record the sale of the equipment on January 1, 2014. (5 points)

Question 1 (19 points)

1.
Acquisition cost, Building  [1,000,000 / (1,000,000 + 1,500,000)] * 1,230,000 = 820,000            1pt
Acquisition cost, Equipment  [500,000 / (1,000,000 + 1,500,000)] * 1,230,000 = 410,000          1pt

Building 			820,000                               1 pt
Equipment			410,000                               1pt
Prepaid insurance 			10,000                                   1 pt
	Cash 				510,000                  1pt
	Notes payable	 		730,000                   1 pt

or

Building 			820,000 
Equipment 			410,000 
	Cash				500,000 
	Notes payable	 		730,000 

Prepaid insurance 			10,000 
	Cash				10,000 

2.
Amort. Expense = (820,000 / 20 * 2) / 2 = 41,000                      1 pt

Amort. Expense 			41,000                                   1pt
	Accum. Amort. Building 		41,000                     1pt


3.
Amort. Expense = (410,000 – 110,000) / 10 / 2 = 15,000                 1pt

Amort. Expense 			15,000                                          1pt
	Accum. Amort. Equipment 	15,000                           1pt

4. 
Building				820,000 
  Less: Accum. Amort.		(41,000)	 	779,000      1pt
Equipment			410,000 
  Less: Accum. Amort.		(15,000)	 	395,000       1pt

5.
Accumulated Amortization for 5 and a half years:  30,000 x 5.5 = 165,000

Cash 				200,000                                          1 pt
Accum,amort – Equip 	  	165,000                                           1 pt
Loss on Sale of Equip                      45,000                                                  1pt
Equipment 			$410,000                          1 pt




















Question 2:   ( 10 points)


		ABC has a December 31 year end. The company has adopted the straight-line method for amortization of all fixed assets. During 2013 and 2014, ABC incurred the following transactions:

2013


Mar. 1 	Borrowed $125,000 cash from DFG Bank by issuing a one-year note payable 8%. No payments will be made to the bank until the due date of the note.


Aug. 31 	Paid the weekly payroll amounts to employees. The gross payroll was $20,000. Amounts withheld from the employees' cheques were as follows:
· Canada pension plan premiums (CPP)	$1,000
· Employment insurance premiums (EI)	$2,000
· Income tax	$2,500
	At this time, the company also recorded their liability for amounts due to the government for CPP and EI.  Assume the employer must match the employees' contribution for CPP and 140% of EI.  

Sep. 15 	Paid amounts due the Government of Canada for the payroll on Aug 31.

Dec. 31	The accountant (you!!) made all of the year-end journal entries required as a result of the above transactions.



2014


Feb. 28	Paid the note payable to DFG Bank that had been signed on March 1, 2013. (See above)



Required:
Prepare all of the journal entries required as a result of the above transactions.












Solution:	(10 pts)

0.5 pt each line

2013

Mar. 1	Dr. Cash	125,000
	
		Cr. Note payable, DFG Bank		125,000


Aug. 31	Dr. Wage expense	20,000
		Cr. CPP payables		1,000
		Cr. EI payable		2,000
		Cr. Income tax payable		2,500
		Cr. Cash		14,500

	Dr. Benefits expense	3,000
		Cr. CPP payable		1,000
		Cr. EI payable		2,800

Sep. 15	Dr. CPP payable ($1,000 + $1,000)	2,000
	Dr. EI payable ($2,000 + $2,800)	4,800
	Dr. Income tax payable	2,500
		Cr. Cash		9,300


Dec. 31	Dr. Interest expense ($125,000 X 8% × 10/12)	8,333
		Cr. Interest payable, DFG Bank		8,333


               
2014


Feb. 28	Dr. Interest payable, DFG Bank	8,333
	Dr. Note payable, DFG Bank	125,000
	Dr. Interest expense	1,667
		Cr. Cash		135,000
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