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Question 1   (24 marks)        Multiple-choice
(1.5 marks per correct answer)
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Question 2 (11 marks)
 
Req.1

Jan. 2:
Cash 




  5,000

Land 



10,000

Share capital /common shares 


15,000 
Jan 7:

Wages expense 



  3,000

Wages payable 



  2,000




Cash 




  5,000

Feb.  15:
Equipment 




16,000




Cash (16,000 * 1/4) 


  4,000 



Notes payable



12,000

Mar. 20: 
No transaction has occurred because there has been no exchange or receipt of cash, goods, or services. 

April 25:
Cash 




10,000




Notes payable 



10,000

Req. 2

Oct. 31:
Prepaid rent 



10,000




Rent expense ($12,000/12) x10 

10,000 
Nov. 30:
Accounts receivable 


     400




Cash 




     400

Dec. 31:
Bank service expense 


       50




Cash 



 
       50

Question 3
(32 marks)





Req. 1-- Adjusting journal entries, Dec. 31, 2008

	a) 
	Amortization expense 

	19,080
	

	
	           Accumulated amortization – building 


           Accumulated amortization - equipment 

	 
	14,330

4,750

	
	 $573,200 / 40 = $14,330 

 ($100,000 - $5,000) / 20 = $4,750 
	
	

	
	
	
	

	(b)
	Retained earnings (or, Dividends) 

	1,000
	

	
	          Dividends payable 

	
	1,000

	
	$.10 x 10,000 = $1,000 
	
	

	
	
	
	

	(c)
	Insurance expense (or General and administrative expenses)

	8,400
	

	
	          Prepaid insurance 

	
	8,400

	
	$14,400 x 7/12 = $8,400 
	
	

	
	
	
	

	(d)
	Interest expense

	600
	

	
	          Interest payable

	
	600

	
	$40,000 x 6%  x 3/12  = $600 
	
	

	
	
	
	

	(e)
	Unearned rent revenue 
	1,700
	

	
	          Rent revenue 
	
	1,700

	
	$5,100 x 2/6 = $1,700 
	
	

	
	
	
	

	(f)
	Income tax expense 

	40,000
	

	
	          Income tax payable 

	
	40,000

	
	$60,000 - $20,000 = $40,000  
	
	


Req.  2
Z Limited.  

     Income Statement

   


For the Year Ended December 31, 2008 

Sales revenue




$700,000


Less: sales returns and allowances    
   (20,000)

Net sales 




  680,000

Cost of goods sold 



  120,000


Gross margin/profit 



  560,000

Operating expenses 


  


General and administrative expenses 
  224,000


Selling expenses


  130,000


Amortization expense 


    19,080


Insurance expense 


      8,400

Total operating expenses


  381,480
Operating income 


  
  178,520


Other revenues and expenses

Rent revenue 


    
      1,700


Interest expense 

 
    (2,400)
($1,800 + $600) 

Income before income taxes                
  177,820

Income tax expense 



    60,000
($20,000 + $40,000)


Net income 



 
$117,820

Earnings per share (EPS)  = $11.78 per share.

($117,820 / 10,000) 

Req. 3

      

                  Z Limited 

              Balance Sheet

   As at December 31, 2008 

Assets 
Current assets 
    Cash 
  $ 60,000

    Accounts receivable 
     17,000

    Merchandise inventory 
     12,000

    Prepaid insurance              
       6,000
($14,400  – $8,400 )            

    
Total current assets 
                 95,000

Property, plant and equipment 
    Land 




     $ 20,000

    Building 


        $573,200

    Less: accumulated amortization     134,330     438,870

($120,000  + $14,330  = $134,330)

    Equipment 

        $100,000

    Less: accumulated amortization      16,750        83,250

($12,000  + $4,750  = $16,750)   


Total property, plant and equipment
  
          542,120
Total Assets 





        $637,120


Liabilities and Shareholders’ Equity 

Current Liabilities 

     Accounts payable 
    $  15,000


Income taxes payable 

     40,000

    Dividends payable 

       1,000

Interest payable 
  
          600 

    Unearned rent revenue 
  
  3,400 
($5,100  – $1,700 )
          Total current liabilities 

     60,000

    Note payable, 6%, due 2010 
        
  40,000
Total liabilities 
      
100,000
Shareholders’ Equity 

Common shares  (10,000 shares issued)   
   $300,000




 

Retained earnings   


    
     237,120  

  ($120,300 + $117,820  – $1,000 )
     Total Shareholders’ Equity 


537,120
Total liabilities and shareholders’ equity            
          $637,120


Question 4 (18 marks)

Req. 1 
	Date
	Accounts
	Dr.
	Cr.

	September 2
	Cash 

          Sales revenue 

Cost of goods sold 

          Merchandise Inventory 
	12,000

7,800
	12,000

7,800

	September 4
	Sales returns and allowances  
          Cash 

2 x 12,000/10 = 2,400  

Merchandise inventory 

          Cost of goods sold 
2 x 7,800/10 = 1,560 

	2,400 

1,560
	2,400

1,560

	September 10
	Accounts receivable  
          Sales (service) revenue 
	 6,000 
	6,000

	September 16
	Cash 

          Accounts receivable 
	23,000

	23,000

	September 18
	Cash 

Sales discounts    [2,500 x 2% = 50] 
          Accounts receivable 
	2,450 

 50

	2,500

	September 23
	Allowance for doubtful accounts 

          Accounts receivable 
	960
	960


Req. 2 
Net credit sales:  6,000  - 50  = $5,950
Bad debt expense: 4%  x 5,950  = $238

	Date
	Accounts
	Dr.
	Cr.

	September 30
	Bad debt expense 

          Allowance for doubtful accounts 
	238

	238


Req. 3 

September 30, 2009:

Accounts receivable = $49,000  + 6,000  – 23,000  – 2,500  – 960  = 
$28,540 

Less: Allowance for doubtful accounts = $3,430  + 238  – 960  =


   (2,708) 

Net Realizable value







 
  25,832
The net realizable value is the amount that Marjolaine, Inc, expects to receive from its customers in the future. 
Question 5 (15 marks)
Req. 1 
a. 

Number of units on hand = 4,000 + 6,000 + 2,000 – 5,000 – 6,000 = 1,000 units  

COGAS = $1.50 x 4,000  + $2.0 x 6,000  + $3.0 x 2,000  = $24,000

Cost of ending inventory = $3.00  x 1,000 = $3,000

CGS = COGAS – cost of ending inventory = $24,000 – 3,000 = $21,000 
Sales = $3.00 x 5,000  + $4.00 x 6,000  = $39,000

Gross profit = Sales – CGS = $39,000 – 21,000 = $18,000 
b. 
Inventory Turnover Ratio
= CGS / Average Inventory

= $21,000  / [$6,000 + $3,000)/2]  = 4.67

This ratio indicates that Helen Inc. turns its inventory 4.67 times per year. 

c. 
· CGS is overstated  by $1,500 

· Gross profit is understated  by $1,500 

· Net income is understated  by $1,050 [$1,500  x (1 – 0.30) ]
Req. 2 

	February 3
	Inventory 

	12,000
	

	
	Cash  (6,000 x $2.00)

	
	12,000 

	
	
	
	

	May 21
	Cash 

	15,000
	

	
	Sales  (5,000 x $3.00 )

	
	15,000 

	
	
	
	

	
	Cost of goods sold  ($1.80 x 5,000)

	9,000 
	

	
	Inventory 

	
	9,000 


Moving WAC = ($1.50 x 4,000 + $2.00 x 6,000)  / (4,000 + 6,000)  = $1.80

