1

	Question
	Topic
	Total

Marks

	1
	Multiple choice
	24

	2
	Preparation of journal entries 
	11

	3
	Preparation of adjusting entries, income statement and balance sheet
	32

	4
	Accounting for receivables 
	18

	5
	Accounting for inventory
	15

	
	Total
	100


Question 1 (24 marks; 43 minutes)    
 Multiple choice 

For each of the following, choose the letter that corresponds to the best answer, and show your answer on the computer input sheet.  Each correct answer is worth 1.5 marks.

1.
The accounting equation:


a.
Is used to determine the amount of liabilities owed.


b.
Shows the claims on the entity’s assets represented by creditors and owners.


c.
Shows the claims on the shareholders’ equity represented by creditors.


d.
Is used to determine the amount of income earned during the most recent accounting period.

2.
One of the reasons historical costs are used in valuing assets for financial statement purposes is:


a.
They are more easily verified than current market values.


b.
Except in unusual cases, they generally represent the current market values of assets at the time a balance sheet is prepared.


c.
They make the accounting process easier.


d.
Most companies do not wish to disclose the actual value of their assets.

3.
The cash records and bank statement of Section AA-AB Corp showed the following at the end of May 2012:


Cheques written by AA-AB Corp during May 2012


$50,000


Cheques cleared by the bank during May 2012


$54,000


Outstanding cheques, April 2012




$6,000

Therefore, the amount of outstanding cheques at the end of May 2012 should be:
a. $2,000

b. $4,000

c. $6,000

d. $8,000
4.
The continuity (going-concern) assumption suggests that:


a.
 The company can sell its assets at the reported amounts.


b.
 The company will continue in business for a period not in excess of ten years.


c.
 The company will continue in business indefinitely.


d.
 The company has sufficient cash reserves to support it into the indefinite future.

5.
Which of the following is not an example of the matching principle?


a. 
Recording sales commission expense at the time of sale.


b. 
Recording rent expense each year during a five-year lease.


c. 
Recognizing income on the sale of the inventory on credit at the time payment is received.


d. 
Recognizing cost of goods sold for the units of inventory sold during the period.

6.
Bank reconciliations are needed to:


a. 
Be sure that all cash receipts are being used efficiently.


b. 
Assist in determining if cash projections have been correct.


c. 
Be sure products are not being sold below cost.


d. 
Identify differences between the cash balances reported by the company and its bank statement.

7.
A company sold inventory costing $450 for $650 on account. What will be the effect of this transaction on the company’s shareholders’ equity? 

a. 
None, since the customer has not yet paid.

b. 
None, since sales and cost of goods sold are income statement accounts.

c. 
Increase shareholders’ equity by $200.


d. 
Increase shareholders’ equity by $650.
8.
The accrual basis of income measurement:


a.
Recognizes revenue at the time cash payment is received from selling a product to a customer.


b. 
Recognizes revenue in the period in which a product is produced.


c. 
Recognizes the cost of producing a product as an expense in the period in which the product is produced.


d. 
Recognizes the cost of producing a product as an expense in the period in which the product is sold.

9.
If liabilities increase by $115,000 during a given period and shareholders’ equity decreases by $25,000 during the same period, then assets must:


a. 
Decrease by $140,000.


b. 
Increase by $140,000.


c. 
Decrease by $90,000.


d. 
Increase by $90,0000.

10.
Ratio analysis is helpful in analyzing a company’s balance sheet because:


a.
The absolute balance sheet amounts are not always accurate.


b. 
It facilitates comparisons between companies of different sizes.


c. 
The way in which individual companies value their assets and liabilities becomes less important with ratios.


d. 
Ratio analysis compensates for differences between companies in the way they classify their assets and liabilities for reporting purposes.

11.
The year-end balance sheet of Orange Company reported assets of $10,000, liabilities of $3,000, and equity of $7,000. The income statement for the year reported revenue of $9,000 and expenses of $6,000. Which of the following statements is correct, assuming no other changes during the year?


a. 
The accounting equation is out of balance because total equity and net income are not the same.


b. 
Net income of $3,000 has not yet been collected and is not included in the balance sheet.


c. 
Cash generated during the period was $7,000.


d. 
The balance in equity at the beginning of the period was $4,000.

12.
The inventory costing method likely to result in the highest reported net income in a period of rising prices is:


a.
First-in, first-out.


b. 
Weighted-average cost.


c. 
Specific identification.


d.
First-in, first-out if the number of units in inventory increases, and weighted average if the number of units in inventory decreases. 

13.
A grocery store has an average gross profit of 20% of sales, and its sales are $400,000 on average per month. The manager of the store is concerned about inventory shrinkage and wants to impress upon his employees how damaging this problem can be. If various inventory items costing $3,000 were stolen from the store, how much would sales have to increase in order to generate the same amount of gross profit?

a. 
$3,000

b. 
$3,600

c.   $15,000

d. 
$80,000
14. Adjusting entries may be required at the end of the year to make sure that the matching principle is met. Which of the following would be the most likely to require an adjusting entry?


a. 
A new union contract has been approved that will increase wage expense by 25 percent next year.


b. 
Wages earned by office employees at the end of this year are paid on the fifteenth day of the following month.


c. 
Company sales in December of this year were 10 percent less than sales for the same month last year.

d. 
Orders for $35,000 of goods were received from customers in December and will be shipped early next year.
15. A gain is recorded when:
a. 
Inventory held for resale is sold at more than its cost.
b. 
Inventory held for resale is sold for less than its cost.

c. 
Land is sold for more than its original cost.

d. 
Land is sold for less than its original cost.
16. When a customer is billed with payment terms of “1/10, n/30,” it means:

a.
The customer can take a 1 percent discount if the bill is paid within 30 days.

b.
The customer can take a 10 percent discount if the bill is paid within 1 month.

c.
The customer can take a 1 percent discount if the bill is paid within 10 days.

d.

The customer must make a 1 percent down payment within 10 days and pay the remainder within 30 days.
Question 2 (11 marks; 20 minutes) Preparation of journal entries

The following information relates to selected transactions that occurred at Concordia Company during the year ending December 31, 2011:

January 2: 
Issued common shares to the investors who contributed $5,000 cash and a parcel of land valued at $10,000.

January 7:
Paid employee wages of $5,000. Of this amount, $2,000 had been earned by employees and recorded by Concordia in 2010. 

February 15: 
Purchased equipment for use in the business at a cost of $16,000; one-fourth was paid in cash, and the company signed a note for the balance, payable in two years. 

March 20:
Ordered $5,000 in office fixtures.

April 25:
Borrowed $10,000 from a local bank and signed a note payable due in five years. 

October 31:
Paid $12,000 in advance for a 12-month lease starting from November 1. The company’s bookkeeper debited Rent Expense, $12,000 and credited Cash, $12,000.

November 30:
Included with the bank statement was a cheque from David Roy for $400 stamped NSF (Not Sufficient Funds).

December 31:
The bank statement included a debit memorandum for $50 for monthly bank service charges.

Required:  Please skip a line between journal entries. (Omit narratives and show calculations.)

1. Prepare the journal entries to record the original transactions that occurred from January 2 to April 25, inclusive. If an event does not require a journal entry, explain the reason. 

2. Prepare the necessary adjusting entries related to transactions that occurred on October 31, November 30 and December 31. 

Question 3 (32 marks; 58 minutes)   Preparation of adjusting entries, income statement and balance sheet 
Z Limited is a small manufacturer. The firm's inexperienced bookkeeper has supplied you with the following list of accounts and unadjusted balances as at December 31, 2011:

Cash
…………………………………..….
$  60,000

Cost of goods sold
……………………….
120,000

Merchandise inventory
……………………
12,000

Prepaid insurance
…………………………
14,400

Building
………………………………….
573,200

Accumulated amortization – building
……
120,000

Equipment
………………………………..
100,000

Accumulated amortization – equipment
….
12,000

Accounts receivable
………………………
17,000

Accounts payable
…………………………
15,000

Retained earnings, January 1, 2011
………
120,300

Unearned rent revenue
……………………
5,100

Note payable, due 2013
…………………..
40,000

Sales revenue
…………………………….
700,000

Sales returns and allowances
……………..
20,000

General and administrative expenses
…….
224,000

Selling expenses
………………………….
130,000

Interest expense
…………………………..
1,800

Common shares (10,000 shares issued)
…..
300,000

Land
………………………………………
20,000

Income tax expense
………………………
20,000

Each of the account balances above has a "normal" balance, as the term is defined in the textbook. You have obtained the following additional information.

a) Buildings are amortized over 40 years on a straight-line basis with no salvage value. Equipment is amortized over 20 years on a straight-line basis with a salvage value of $5,000. The bookkeeper did not know how to record amortization, so none was recorded in 2011.

b) Dividends of 10 cents per share were declared on December 31, 2011, payable on January 20, 2012. The bookkeeper did not record the dividend.

c) The balance in the prepaid insurance account represents the cost a new policy covering the period June 1, 2011 to May 31, 2012.

d) Interest on the note payable, at an annual rate of 6 per cent, is due quarterly. Interest was last paid October 1, 2011. The next interest payment will be made on January 1, 2012.
e) The company leases a small part of its building to a tenant in an unrelated field of business. The balance in the unearned rent revenue account represents the payment for six months' rent covering the period November 1, 2011 to April 30, 2012.

f) It was determined that the correct income tax expense for the year should be $60,000.

Required: 
1. Prepare the adjusting journal entries for items (a) to (f) above. Set up new accounts, as needed. (Hint: use of T-accounts for the accounts affected by the adjusting entries may be helpful in keeping track of account balances.) (10 marks)   
2. Prepare, in proper style and form, a classified ("multi-step") income statement suitable for inclusion in the company's annual report for 2011. (9 marks)   
3. Prepare, in proper style and form, a classified balance sheet suitable for inclusion in the company's annual report for 2011. (13 marks) 
Question 4   (18 marks; 32 minutes)
Accounting for receivables
At September 1, 2009, Marjolaine, Inc. reported the following information on its balance sheet:



Accounts receivable


$49,000



Allowance for doubtful accounts
    3,430
During September, the following selected transactions occurred for Marjolaine, Inc.
September 2
Sold 10 identical merchandise items for $12,000 Cash. These items had a cost of $7,800.

September 4
Two items sold on September 2 were returned. The customer was given a cash refund and the items were returned to the inventory.
September 10
Performed services on account (credit terms 2/10, n/30) for A. Clement and B. Kwan for $3,500 and $2,500, respectively.  
September 16
Collected $23,000 cash from customers for sales made in previous months.
September 18
Received the correct payment from B. Kwan. The amount due from A. Clement remained unpaid at September 30.
September 23 
C. Skaker who owes the Company $960 was forced to close her business in September. Marjolaine, Inc. decided to write this amount off as uncollectible.
The estimated bad debt rate used by Marjolaine, Inc. is 4 percent of its net credit sales.
Required: 
1. Prepare the necessary journal entries to record the transactions above. Marjolaine, Inc. uses a perpetual inventory system. If an event does not require a journal entry, explain the reason. Please skip a line between journal entries. (10 marks)
2. Prepare the necessary journal entry to record the bad debt expense at September 30, 2009. Show detailed calculations. (3 marks)
3. Compute the net realizable value of Accounts Receivable at September 30, 2009, and explain what this number means. An extract from the balance sheet presentation is not required. (5 marks)
Question 5 (15 marks; 27 minutes)
 Accounting for Inventory

Helen Inc. sells item A as part of its product line. Simplified information about the beginning inventory, purchases, and sales for item A for the year ending December 31, 2012 is given in the following table.

	Year 2012
	Purchases
	
	Sales

	Date
	Number 

of Units
	Unit 

Cost
	
	Number 

of Units
	Sales 

Price

	January 1 (beginning inventory)
	4,000
	$1.50
	
	
	

	February 3 
	6,000
	  2.00
	
	
	

	May 21
	
	
	
	5,000
	$3.00

	September 30
	2,000
	  3.00
	
	
	

	December 17
	
	
	
	6,000
	  4.00


Required: 
1. Assume for this requirement that Helen Inc. uses a periodic inventory system and the FIFO inventory costing method.
a. Compute the cost of ending inventory, the cost of goods sold, and the gross profit (5 marks)
b. Compute the inventory turnover ratio for the year and briefly explain the result.  (2 marks)
c. Assume that at December 31, 2012 the accounting staff counted 500 units of item A by mistake instead of the quantity that you calculated in requirement 1(a). How will this error affect the cost of goods sold, gross profit, and net income for 2012? Assume that the company is subject to an income tax rate of 30 percent.  (3 marks)
2. Assume for this requirement that Helen Inc. uses a perpetual inventory system and the weighted-average cost inventory method, and that all purchase and sale transactions are made for cash. Prepare journal entries to record the transactions on February 3 and May 21. (5 marks)
