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INTRODUCTORY FINANCIAL ACCOUNTING

MIDTERM 1 - FALL 2011
COURSE:  ACC 100

Total Time:
1½ Hours

INSTRUCTIONS TO CANDIDATES:

1. This examination consists of XX problems, all of which must be answered. There are a total of XX pages, double sided.

2. Do not detach pages.

3. No aids, other than the Royal Calculator, are allowed.

4. DO NOT USE RED PEN ON ANY OF THESE PAGES.

5. Round calculations - $ to nearest penny e.g. $1.634 = $1.63 

      Numbers to two decimal places e.g. 5 divided by 3 = 1.67

6. SHOW ALL CALCULATIONS.
NOTE: Organize your solutions so that they can be easily followed. Marks will NOT be given for numbers that are not substantiated and credit will NOT be given for calculations that appear randomly on your answer sheet.

Last Name: ___________________________          First Name: ________________________

                           (Please Print)                                                                   (Please Print)

Student Number: _______________________          Section No: ________________________

	Question

Number
	Possible Marks
	Marks Awarded

	1
	12
	

	2
	10
	

	3
	7
	

	4
	12
	

	5
	21
	

	Total
	62
	


PLEASE READ:

I have read and understand the following:
· A Royal XE24, XE36 or XE48 calculator is the ONLY calculator allowed for this exam.
· I may not have a cell phone / personal audio equipment or other electronic device on my person during this exam.
If I am found with a calculator that is not a Royal Calculator OR with an electronic device on my person during this final exam, I will be charged with ACADEMIC MISCONDUCT. 

Signature:  __________________    Date: _________________
Question 1 (12 Marks):
Eric Chin, a student in ACC100, completed the below noted Balance Sheet and Income Statement based on information provided by his instructor for Turrono Products Inc., a company with a December 31, 2010, year end.  Eric knows there is something wrong with the statements because, despite his best efforts, the balance sheet does not balance.  He asks you to assist him by providing a corrected classified balance sheet ONLY. The only additional information Eric has, besides the information included in the statements, is that the opening Retained Earnings is $43,150.
	Turrono Products Inc.

	Balance Sheet

	Assets
	
	

	
	Accounts Receivable (less accounts payable of $2,000)
	6,100
	

	
	Cash
	$5,700
	

	
	Equipment
	117,000
	

	
	Inventories
	9,700
	

	Total assets:
	
	$132,400

	
	
	
	

	Liabilities
	
	

	
	Accumulated depreciation - equipment
	9,300
	

	
	Bank Loan (due in 5 years, $14,500 due in the current year)
	69,500
	

	
	Income tax payable
	250
	

	Total liabilities:
	
	69,750

	Shareholders' equity
	
	

	
	Short term investments
	12,000
	

	
	Retained earnings
	61,450
	

	
	Common shares
	20,000
	

	Total shareholders' equity
	
	83,450

	Total liabilities and shareholders' equity
	
	$163,200


	Turrono Products Inc.

	Income Statement

	Revenue
	
	
	

	
	Sales
	$64,000
	

	
	Unearned revenue
	1,000
	

	Total revenue
	
	65,000

	Expenses
	
	
	

	
	Cost of goods sold
	10,000
	

	
	Depreciation expense
	4,000
	

	
	Dividends
	2,500
	

	
	Interest expense
	4,000
	

	
	Prepaid expenses - rent
	$1,200
	

	
	Utilities expense
	6,000
	

	
	Wages expense
	27,000
	

	Total expenses
	
	44,700

	Income before income tax
	
	20,300

	Income tax expense
	
	2,000

	Net income
	
	$18,300


Question 1, continued:
REQUIRED:
Prepare a corrected Classified Balance Sheet ONLY in good form.  If calculations are required please provide them, in brackets, after the account name.
	Turrono Products Inc.
	

	Balance Sheet
	

	at December 31, 2010 (1/2 mark)
	

	Assets
	
	
	

	Current assets (1/2 mark)
	
	
	

	
	Cash
	$5,700
	
	

	
	Short-term investments
	12,000
	1/2 mark
	

	
	Accounts receivable
	8,100
	1 mark
	

	
	Inventories
	9,700
	
	

	
	Prepaid rent expense
	1,200
	1 mark
	

	Total current assets
	
	$36,700
	

	
	
	
	
	

	Property, plant and equipment (1/2 mark)
	
	
	

	
	Equipment
	$117,000
	
	

	
	Less:  Accumulated depreciation
	9,300
	1 mark
	

	Total Property, plant and equipment
	
	107,700
	

	Total assets
	
	$144,400
	

	
	
	
	
	

	Liabilities and Shareholders' Equity (1/2 mark)
	
	
	

	Current liabilities (1/2 mark)
	
	
	

	
	Accounts payable
	$2,000
	1 mark
	

	
	Income tax payable
	250
	
	

	
	Unearned revenue
	1,000
	1 mark
	

	
	Current portion of bank loan
	14,500
	1/2 mark
	

	Total liabilities:
	
	$17,750
	

	Long term liabilities (1/2 mark)
	
	
	

	
	Bank Loan (due in 5 years)
	
	55,000
	1/2 mark

	Total liabilities
	
	72,750
	

	Shareholders' equity
	
	
	

	
	Common shares (1/2 mark for placing before R/E)
	20,000
	
	

	
	Retained earnings
	51,650
	2 mark **
	

	Total shareholders' equity
	
	71,650
	

	Total liabilities and shareholders' equity
	
	$144,400
	

	
	
	
	
	

	
	** Retained earnings calculations:

Opening  43,150 + 11,000 Net Income - 2,500 Dividends = 51,650.

1/2 mark for each number included in the calculation

1/2 mark for correct placement

Total marks:  2
NOTE:  marks are not deducted for incorrect placement within a category.  For instance, if Short Term Investments are in Current Assets then the 1/2 mark is awarded, regardless of WHERE a student places it in that category.  THE FOCUS OF THE QUESTION IS CORRECT CATEGORIZATION.

	
	
	
	
	

	
	Total marks:  12
NOTE:  SHORT FORMS, SUCH AS A/P OR A/R, ARE ACCEPTABLE AND MUST BE AWARDED FULL MARKS.
	
	
	


QUESTION 2 (10 Marks):

Peter Woodward is planning to purchase the shares of a publicly traded company (ABC Corp.) which is based in Toronto. Peter is given a copy of their financial statements and some additional information. The financial results are presented in Canadian dollars. 

Part A: (4 marks)

External users need financial information about a business to answer questions they may have with regards to the company.  Provide 2 questions that you think Peter may have about ABC Corp. and which financial statements he may use to answer his questions. 
	Question:  Should I buy shares in this company?   (1 mark)


	Financial Statement used to answer the question:



	Income statement to see the recent performance of the company.  (1 mark)


	


	Question:  How much did the company pay in dividends last year?  (1 mark)


	Financial Statement used to answer the question:



	Statement of retained earnings – to see the amount of dividends paid/declared.  (1 mark)
OR:

Cash Flow Statement - to see the amount of dividends paid.


	


NOTE:  Other questions are also acceptable as long as they are focused on the needs of Peter, who is a potential investor in the company.
Part B:  (6 marks)

After reviewing the financial statements Peter has questions with regards to some of the company's accounting practices.  Review the below noted accounting practices that the company follows and indicate which assumption or principle, if any, has been violated and why.  Be sure to include the definition of the assumption or principle in your explanation. 
	Approximately 22% of the sales on the income statement are from customers in Japan.  These sales have been recorded on ABC's income statement in Yen, the Japanese currency.



	Violation:  Monetary unit assumption.  1 mark


	Explanation:  The unit used to measure amount in financial statements.  1/2 mark 

The standard monetary unit in Canada is the Canadian dollar so all amounts must be changed to Canadian dollars.  1/2 mark



Question 2, continued:
	In 2009 ABC Inc. purchased land for $208,000.  In 2010 the company reported the land at its market value of $290,000.  This revaluation has resulted in an increase to assets and a gain on the income statement.


	Violation:  Cost Principle 1 mark


	Explanation:  Assets are recorded at the cost to acquire them.  1/2 mark
The company must continue to show $208,000 on the balance sheet (less an estimation of the amount used or consumed) until the company disposes of the asset.  1/2 mark
NOTE:  bracketed information is not required to provide the 1/2 mark.



	ABC Corp.'s president took his family on a vacation.  The trip cost $3,670 and the amount was charged to the company's Travel Expense account. 


	Violation:  Economic Entity  1 mark


	Explanation:  A single, identifiable entity must be the subject of each set of financial statements 1/2 mark
The financial statement results should only include the activities of ABC Corp. and not their president.  1/2 mark



Question 3:  7 marks
The Greene Corp. began 2010 with $390,000 in assets, $140,000 in liabilities, and $170,000 of retained earnings.  Net income for the year was $120,000 and dividends of $110,000 were paid.  Greene Corp. has a December 31 year end.
Part A:  (2 marks)

Prepare the Statement of Retained Earnings for 2010, in good form.
Greene Corp

Statement of Retained Earnings

For the year ended December 31, 2010 

1/2 mark for the correct title.

Beginning balance

$170,000  (1/2 mark)
Add:  Net income 

  120,000  (1/2 mark)
Deduct:  Dividends

(110,000)  (1/2 mark)
Ending balance

$180,000

Part B:  (1 mark)

What is the purpose of the Statement of Retained Earnings?
The Statement of Retained Earnings explains the change in retained earnings during a period.  1 mark

OR:  The S of R/E shows an accumulation of undistributed earnings (or profit)  1 mark

NOTE:  it is important to note that students are not required to use the above noted wording.  Any wording is acceptable as long as it clearly indicates the students understanding of the purpose of the S of R/E.
Part C:  (2 marks)

What is the amount in the share capital account for Greene Corp. at the beginning of 2010?  (Hint:  use your understanding of the accounting equation.)  Show your calculations.
	Amount of Common Shares:     $ 80,000  (1/2 mark)


	Calculation:
Assets  390,000 - Liabilities 140,000 - Beginning R/E 170,000   

(1.5 mark - 1/2 for each correct part of the calculation)




Part D:  (2 marks)

Identify what business events might occur in Greene Corp.’s business operations that would cause the two shareholders’ equity items to increase.

Any of the following would be acceptable.   1 mark per item, max of 2
· sell additional shares

· increase revenues

· decrease expenses

· decrease/eliminate dividends

QUESTION 4 (12 Marks):
The following transactions for Minmier Rentals occurred during the month of October 2010.  Minmier Rental rents equipment to customers on a daily or weekly basis.

	
	  Oct  1 
          1
	  Minmier pays $1,000 rent for October.

  Minmier purchases two new saws on credit at $375 each.  The saws will be placed in the store and will be available for customers to rent starting today.  Payment is due in 30 days.

	
	  
	

	 
	   8
	  Minmier accepts advance deposits from customers for tool rentals of $75.

	
	
	

	
	 15
	  Minmier pays $500 for 1 month of advertising in the local paper.  The ads will run for the month of November.

	
	
	

	
	  20
	  Customers are invoiced $750 by Minmier for tool rentals during the month of October.  Payment is due from the customers in 30 days.

	
	 
	  

	
	  31
  31
	  Minmier receives a bill from Local Electric Company for $150 for the electricity used in October, 2010.  Payment is due in 30 days.
  Minmier receives $500 in payments from the customers that were billed for rentals on October 20.


REQUIRED:
Record the impact of each of these transactions on the accounting equation.  Be sure to include the account names, the dollar amounts and indicate a ‘+’ or a ‘-‘.  An example has been provided for you.

	Date
	Assets                    =
	Liabilities        +
	 Shareholders’ Equity

	Oct. 1

	+ $ 750 Saw  1
	+ $ 750 AP  1
	

	Oct. 8

	+ $ 75 Cash  1
	+ $ 75 Unearned Rental Revenue  1
	

	Oct 15

	+500 Prepaid Expense 1
-500 Cash 1
	
	

	Oct 20

	+ $ 750 Accts Rec  1
	
	+ $ 750 Rental Revenue  1

	Oct 31

	
	+ 150 A/P 1
	-150 Utilities Expense 1

	Oct 31
	+ $ 500 Cash  1
- $ 500 Accts Rec  1

	
	


Marks:  1/2 for correct amount, 1/2 for correct account name.  

NOTE:  if the student has the correct account name and the correct amount BUT has indicated an incorrect impact (- or +), student loses 1/2 mark for EACH side of the entry where this error has been made.

For example, for entry on January 28th, Dividends:

	Jan 28
	- 500 cash 1 mark
	
	+500 Dividends 1/2 mark (as the sign should have been positive)
OR 

Retained Earnings


NOTE:  account names can be different as long as they clearly indicate the type of account used.
QUESTION 5 (21 Marks):
Part A:  (9 marks)

Wilson Corp. operates a retail store.  The following amounts are shown on Wilson Corp.'s accounting records at December 31, 2010, before any adjusting entries were made:

	Account Name:
	Amount:

	Machinery
	$50,000

	Accumulated Depreciation
	$5,000


The machinery has an estimated useful life of 20 years and no salvage value.  Wilson uses the straight line method of depreciation.
i) Provide the adjusting entry necessary at December 31, 2010, the company's year end. Be sure to include the account names, the dollar amounts and indicate a ‘+’ or a ‘-‘. Show your calculation.  (3 marks)

	Date
	Assets                    =
	Liabilities        +
	 Shareholders’ Equity

	Dec. 31


	- 2,500 Acc. Depr. 1 mark

	
	-2,500 Depr. Expense 1 mark



Calculations:

50,000 / 20 years = $2,500 1 mark
NOTE:  for the entry, 1/2 mark for the correct indicator (-) and 1/2 mark for the correct account name.  The amount is a separate mark and should not affect the marks awarded for the entry itself.
ii) What type of adjusting entry did you do in Part (i)?  (Prepaid Expense, Unearned Revenue, Accrued Liability/Expense, Accrued Asset/Revenue) (1 mark)

	Type of adjusting entry:  Prepaid Expense (1 mark)  

OR 

Deferred Asset (which is used in some slides) (1 mark)



iii) Under which basis, cash, accrual, or both, would the adjustment in Part (i) be prepared? What accounting principle supports this entry?  Be sure to explain your answer. (3 marks)
Adjusting entry only required under accrual accounting  1 mark

Matching principle 1 mark dictates this entry:  must recognize the expense when an asset has been consumed or used up to help generate revenue.     1 mark

iv) Assume that the accountant for Wilson Corp. forgot to record the adjusting entry on Dec. 31st.  Will net income for the year be understated or overstated?  By what amount?  (Ignore the effect of income taxes.) (2 marks)

	Net income would be (circle one):          OVERSTATED   1 mark         UNDERSTATED 

BY:                                    $2,500  1 mark



Part B:  (12 marks)

Turco Corp. operates an automatic car wash business, Brush Off Cleaners.  The company's yearend is on August 31, 2011.  Employees work Monday to Friday and are paid $200 each per day.  There are 5 employees.  Wages are deposited into the employee's bank accounts every Friday.  August 31st falls on a Wednesday.  Employees were last paid on August 26th, the previous Friday, for the work completed up until this date.  Employees will receive their next payment on September 2, 2011. 
i) Provide the adjusting entry necessary at August 31, 2011, the company's year end. Be sure to include the account names, the dollar amounts and indicate a ‘+’ or a ‘-‘. Show your calculation.  (3 marks)

	Date
	Assets                    =
	Liabilities        +
	 Shareholders’ Equity

	Dec. 31


	
	+ 3,000 Wages Payable OR Salaries Payable  1 mark

	- 3,000 Wages Expense OR Salaries Expense  1 mark



Calculations:

$200 * 5 employees * 3 days = $3,000  1 mark
IMPORTANT NOTE:  1/2 mark for correct indicator AND correct $ value together, 1/2 mark for correct account name.  The mark for the calculation is a separate mark.
ii)  What type of adjusting entry did you do in Part (i)?  (Prepaid Expense, Unearned Revenue, Accrued Liability/Expense, Accrued Asset/Revenue) (1 mark)
	Type of adjusting entry:  Accrued Liability  1 mark
OR:

Accrued Expense  1 mark



iii)  Provide the impact on the accounting equation for the entry the company will make on September 2, 2011, when they next pay employees. Be sure to include the account names, the dollar amounts and indicate a ‘+’ or a ‘-‘. Show your calculation.  (4 marks)
	Date
	Assets                    =
	Liabilities        +
	 Shareholders’ Equity

	Sept. 2

	- 5,000 Cash 1 mark

	- 3,000 Wages Payable OR Salaries Payable 1 mark

	- 2,000 Wages Expense OR Salaries Expense  1 mark



Calculations:

$200 * 5 employees * 5 days = $5,000 - 3,000 = 2,000  1 mark
IMPORTANT NOTE:  1/2 mark for correct indicator AND correct $ value together, 1/2 mark for correct account name.  The mark for the calculation is a separate mark.
iv)  Assume that Turco Corp. also had the following items requiring adjustment at year end.  For each item determine whether the required adjusting entry at Dec. 31, 2010 will increase (I), decrease (D), or have no effect (NE) on each of the three categories of the accounting equation.  An example has been provided for you. (4 marks)

	
	A  =
	L
	+ SHE

	Turco Corp. purchased a one year insurance policy on July 1st for $6,000.
	    D
	  NE
	    D

	On November 1, 2010, Turco Corp. received $600 from Rent-A-Car Inc. to wash all their rental cars for the following 3 months. 
	NE
	D 1
	I 1

	Turco  has not yet billed ABC Leasing $400 for cleaning their fleet of cars during the last week of December.
	I 1
	NE
	I 1


Note:  there are no marks awarded for placing NE in the required boxes.  Marks are only awarded for the D/I items placed in the correct boxes.

Rough work – this page will not be marked!
3

