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	Instructions:

1. Answer all questions in this booklet.  The booklet is not to be removed from the examination room.  You may separate the pages but ensure that you put them back together and staple before handing in.  Ensure that you show all supporting calculations.
2. Limit your answer to the space provided.  Indicate if you use the back of a page.

3. The use of standard abbreviations (for example, A/R for Accounts Receivable and COGS for Cost of Goods Sold) is quite acceptable.

4. Budget about 1.8 minutes per mark. Please do not ask the invigilators questions.  Make reasonable assumptions where necessary.
5. Language dictionaries are allowed.

6. The use of electronic communication devices such as cell phones is strictly prohibited during the exam.  Sharing of calculators is also strictly prohibited.  Use of a programmable calculator is not allowed.
7. You must sign page 2 of this exam.
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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 without this signed statement will not be graded and will receive an exam grade of zero.
Multiple Choice (20 marks) 

Answer the following 20 multiple choice questions by writing your response on the Scantron sheet.  If your response is not on the Scantron sheet, it will not be marked.  There is no penalty for guessing.  Choose the one alternative that best completes the statement or answers the question.

1.
 The accounting concept that maintains that each organization or section of an organization stands apart from other organizations and individuals is known as the:      

A. going-concern concept      

B. monetary unit concept

C. reliability principle      

D. entity concept

2.
 The objectivity principle is also called the:      

A. reliability principle      

B. stable monetary unit concept

C. cost principle      

D. entity concept

3.
 Claims held by the shareholders (owners) of a corporation are referred to as:      

A. share capital plus retained earnings      

B. retained earnings

C. share capital      

D. share capital minus retained earnings

4.
 Expenses are:      

A. decreases in retained earnings resulting from operations

B. increases in assets resulting from operations

C. increases in retained earnings resulting from operations

D. increases in liabilities resulting from purchasing assets

5.
 Which of the following equations is correct?      

A. Net income = Total Revenues and gains - Total expenses and losses + Total assets - Total liabilities

B. Net income = Total Revenues and gains - Total expenses and losses

C. Net income = Total Revenues and gains - Total expenses and losses + Share capital - Dividends paid

D. Net income = Total Revenues and gains - Total expenses and losses + Retained earnings - Dividends paid

6.
 Amortization is normally associated with which asset on the balance sheet?      

A. inventory      

B. land

C. equipment      

D. accounts receivable

7.
 Accounts payable would appear on the:      

A. retained earnings statement with the dividends

B. balance sheet with the current liabilities

C. balance sheet with the current assets

D. income statement with the expenses

8.
 The amount of net income shown on the income statement also appears on the:      

A. balance sheet      

B. statement of assets

C. statement of retained earnings      

D. statement of financial position

Multiple Choice (continued)

9.
 There are two methods used to account for transactions. These methods are:      

A. cash and accrual      

B. deferral and prepaid

C. cash and deferral      

D. accrual and deferral

10.
 An accrual refers to an event:      

A. where the cash has not been exchanged between the two parties

B. where the cash has already exchanged hands between the two parties

C. that will never involve cash

D. that will never involve an income statement account

11.
 The accounting principle which serves as the basis for determining when to record expenses is the:      

A. going concern principle      

B. matching principle

C. full disclosure principle      

D. revenue principle

12.
 Adjusting entries:      

A. are prepared at the beginning of the accounting period to update all accounts

B. are prepared at the option of the accountant

C. are not needed under the accrual basis of accounting

D. are prepared at the end of the accounting period to update certain accounts

13.
 The adjusting entry to allocate the cost of a plant asset such as equipment involves a credit to:      

A. Amortization Expense      

B. Equipment Expense

C. Accumulated Equipment      

D. Accumulated Amortization

14.
 Which of the four accounts listed below would be considered the most liquid?      

A. Land      

B. Equipment

C. Accounts Receivable      

D. Inventory

15.
 Which of the following combinations of ratios is preferable?      

A. a high current ratio and a high debt ratio      

B. a low current ratio and a high debt ratio

C. a high current ratio and a low debt ratio      

D. a low current ratio and a low debt ratio

16.
 Which of the following is a limitation of internal control?      

A. operational efficiency      

B. accurate and reliable accounting records

C. employee collusion      

D. safeguarding company assets

17.
 In a bank reconciliation, an NSF cheque is:      

A. added to the bank balance in the general ledger

B. added to the bank balance on the bank statement

C. deducted from the bank balance in the general ledger

D. deducted from the bank balance on the bank statement

Multiple Choice (continued)

18.
 When a note matures, the payee should record:      

A. unearned revenue      

B. interest expense

C. interest revenue      

D. interest payable

19.
 Which of the following ratios is considered to be a more stringent measure of a company's ability to pay its current liabilities than the current ratio?      

A. acid-test ratio      

B. days' sales in receivables

C. debt ratio      

D. equity ratio

20.
 What category of account is the Allowance for Uncollectible Accounts account?      

A. expense account      

B. contra-expense account

C. contra-revenue account      

D. contra-asset account

**** END OF MULTIPLE CHOICE ***

Problems ( marks):
Q21.  (10 marks) 
Use the following information to:

a)  Prepare year end (December 31, 2011) adjusting entries

b) Close all accounts necessary for the year end (show proper journal entries)

1. ABC Inc. bought a building two years ago by paying cash of $250,000 and signing a note payable for $150,000. The company decided to depreciate the building over ten years using straight-light depreciation method. The building has zero residual value.

2. On December 31, 2011, company declared dividends of $12,000 to be paid on January 30, 2012.

3. ABC Inc. pays annual insurance of $6000. The company prepays insurance for each month. ABC Inc.’s book keeper has recorded January 2012’s prepaid insurance as an expense.

4. Company has recorded $1230 advance payment by a customer as revenue. Only 1/3 of the services are delivered to the customer during 2011. The remaining is to be delivered in July 2012.

5. During 2011, company has paid $14,000 for selling and administration expenses. Insurance is considered an administration expense. Total revenue recorded by ABC Inc. for the year is $302,000.

6. ABC Inc. uses percentage-of-sales allowance method. Managers of ABC Inc. estimate that 3.5% of revenues earned during the year will not be collected. 
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Q22. (10 marks)
MyTel Communication Equipment Company uses the aging approach to estimate bad debt expense at the end of each accounting year. In the aging method, individual receivables from each customer are analysed based on how long they have been outstanding. The net amount of sales is due within 60 days of the invoice date. The balance of each accounts receivable is aged on the basis of three time periods, and for each age group, the average bad debt rate is established based on past experience. The following table presents such information:

	Age Group
	Estimated % Uncollectible

	Not yet due
	1%

	Up to one year past due
	5%

	More than one year past due
	30%


At December 31, 2011, which is the end of the current accounting year, the accounts receivables balance was $45,000, and the unadjusted balance of the allowance for doubtful accounts was $1,020 (credit). Individual receivables from specific customers follow:

	Accounts Receivable-D. Duncan

	Date
	Explanation
	Debit
	Credit

	March 10, 2010
	Sales
	$13,000
	

	June 20, 2010
	Collection
	
	$4,000

	March 14, 2011
	Collection
	
	$3,000

	Accounts Receivable-K. Green

	February 27, 2011
	Sales
	$22,000
	

	May 12, 2011
	Collection
	
	$12,000

	July 23, 2011
	Collection
	
	$5,000

	Accounts Receivable-IBM Canada

	November 28, 2011
	Sales
	$9,000
	

	December 12, 2011
	Collection
	
	$2,000

	Accounts Receivable-City of Ottawa

	February 2, 2011
	Sales
	$19,000
	

	March 2, 2011
	Collection
	
	$3,000

	December 8, 2011
	Sales
	$4,000
	

	Accounts Receivable-University of Ottawa

	December 28, 2011
	Sales
	$7,000
	


Required:

1.
Prepare an aging analysis schedule and compute the estimated uncollectible amount for each age category and in total.

2.
Prepare the adjusting entry for bad debt expense at December 31, 2011.

3.
Show how the amounts related to accounts receivables should be presented on the income statement for 2011 and the statement of financial position at December 31, 2011.

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________


Q23. (5 marks)
Official Supplies Inc. is a family owned company, and sells office supplies to local businesses. The founder and CEO of Official Supplies Inc, Peter Wright, has just received the monthly bank statement for September, which shows a balance of $13,517. Andrew Webber, the company accountant, presented to him the monthly statement of financial position hours ago, which shows a cash balance of $9,518. Peter is not sure which amount is correct. He calls his son, Mark Wright, to explain to him why the two amounts are different. Mark is a third year student at the Telfer School of Management, University of Ottawa, with a specialization in accounting. Mark explained to his father that the books and the bank statement usually show different balances of cash, as there could be a time lag in recording transactions. Furthermore, both bank errors and book errors could result in a difference. Mark then proceeds to prepare a bank reconciliation report for the month of September.

He carefully reviewed the documents that accompanied the bank statement, and found the following:

1). The bank collected a note for $2,160, including $160 of interest on the note. 
2). The documents indicated an Non-sufficient funds (NSF) cheque for $765 from customer E. Crown.

3). Total service charges for September amounting to $83.

He then further compared the bank statement with the company's records, and discovered the following discrepancies:

a). A deposit of $1,200 was not recorded on the bank statement.

b). Three cheques had not been presented to the bank for payment yet. The amounts of these cheques are $1,000, $2,000, and $977.

c). An electronic funds transfer (EFT) payment of insurance expense, $90, was not recorded on the book.

Required:

Prepare a bank reconciliation statement at September 30 and the related journal entries.

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

Q24. (4 marks)
Required

(4 marks) In the tables below explain if, and why, gross profit is higher or lower when using the FIFO instead of the weighted-average method of inventory cost allocation.

When inventory costs are decreasing

	Income Statement Effects:

Gross Profit
	Balance Sheet Effects:

Ending Inventory

	
	


When inventory costs are increasing

	Income Statement Effects:

Gross Profit
	Balance Sheet Effects:

Ending Inventory

	
	


Q25. (6 marks)
Max Corporation sells item A as part of its product line. At January 1, 2010 it had 300 units of A on hand which had been purchased at $2.50 per unit. Information as to balances on hand, purchases, and sales of item A are given in the following table for the first six months of 2010. 



                                  Quantities






           Unit Price


Date
Purchased
Sold
of Purchase

January 24
 1,300
—
$2.60


February 8
—
200
—


March 16
—
1,350
—


June 11
600
—
$2.80

Required

a) Calculate the cost of goods sold for the first six months under the FIFO inventory method.

b) Calculate the cost of goods sold for the first six months under the weighted average inventory method.

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

Q26. (5 marks)
a) (1.5 marks) Define fraud.
________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________
b) (1.5 marks) What are the three components of the Fraud Triangle that was mentioned in the video Cooking The Books that was viewed and discussed in class.

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________
c) (2 marks) In the video titled Cooking The Books Barry Minkow said that "receivables are wonderful things."  Explain what Barry Minkow meant by this statement.

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Q27. (20 marks)

Alt Company Inc. presents you with the following adjusted trial balance as at December 31, 2006:

Alt Company Inc.

Adjusted Trial Balance

December 31, 2006


Debit
Credit
Cash
……………………………………………………  
$39,590


Accounts Receivable
…………………………………
58,500


Merchandise Inventory
…………………………………
54,720


Prepaid Insurance

6,550

Prepaid Rent
………………………………………………
6,000

Plant and Equipment
…………………………………
294,800


Accumulated Amortization
……………………………

$29,480


Accounts Payable
………………………………………

11,370


Dividends Payable


40,000


Salaries and Wages Payable


4,200


Income Taxes Payable


3,000


Interest Payable


750


Unearned Rent Revenue


12,000


Note Payable, due 2008
………………………………

90,000


Common Shares
………………………………………

170,000

Retained Earnings, Jan. 1, 2006
……………………………

103,730

Dividends Declared

40,000


Sales Revenue
…………………………………………

212,000

Rent Revenue
…………………………………………

2,400


Cost of Goods Sold
……………………………………
84,600


Salaries and Wages Expense
……………………………
36,200


Rent Expense

18,000


Amortization Expense

14,740


Advertising Expense
…………………………………
11,000


Insurance Expense …………………………………………..     6,550


Interest Expense
…………………………………………
2,790


Office Supplies Expense………………………………………   1,000


Miscellaneous Expense
………………………………
890



Income Tax Expense

3,000




$678,930
$678,930
Required:
a) Prepare in good form and proper style a classified balance sheet as at December 31, 2006. 

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

END OF EXAMINATION
Solutions:

a) Adjusting Journal Entries
1. Amortization Expense

40,000


Accumulated Amortization - Building

40,000


 (To record annual amortization expense for building: Annual depreciation = (250,000+150,000)/10 = 40,000)

2. Dividends declared
12,000

Dividends payable

12,000






(To record dividends declared)

3. Prepaid insurance

500

Insurance expense

500






(To properly account for January prepaid insurance:  6,000/12=500)

4. Revenues

820

Unearned revenues

820






(To properly record unearned revenues: 1,230*2/3=820)

5. No adjusting entry required.






6. Uncollectable account expense

10,541

Allowance for uncollectable accounts
10,541




(To account for uncollectable receivables: (302,000-820)*0.035 = 10,541)

b) Journalizing the Closing Entries

Revenues:

302,000 – 820 = 301,180

Revenues
301,180


Retained earnings
301,180






(To close revenues account)

Expenses
Retained earnings
64,541


Selling and administration expense
14,000


Amortization Expense


40,000


Uncollectable account expense
10,541




OR

14,000+40,000+10,541 = 64,541

Retained earnings
64,541


Expenses

64,541

(To close expenses account)

(Note: if a student makes an assumption that 14,000 of S&A expense includes the January 2012’s expense and thus reduces it to 13,500, they should be given full marks given other expenses and retained earnings are calculated properly.

Retained earnings
64,041


Selling and administration expense
13,500


Amortization Expense


40,000


Uncollectable account expense
10,541
Dividends:

Retained earnings
12,000


Dividends

12,000







(To close dividends account)
Aging Analysis of Accounts Receivables

	Customer
	Total Receivables
	(a)

Not Yet Due
	(b)

Up to One Year Past Due
	(c)

More Than One Year Past Due

	D. Duncan……....
	$  6,000
	
	
	$6,000

	K. Green….....
	    5,000
	
	$  5,000
	

	IBM Canada…....…
	    7,000
	$  7,000
	
	

	City of Ottawa……
	  20,000
	    4,000
	  16,000
	

	University of Ottawa…...…...
	    7,000
	    7,000
	
	

	Totals…….……
	$45,000
	$18,000
	$21,000
	$6,000

	Estimated % Uncollectible
	
	1%
	5%
	30%

	Uncollectible Accounts
	$3,030
	$180
	$1,050
	$1,800


(2)

Bad debt expense

2,010



Allowance for doubtful accounts 


2,010


To adjust for estimated bad debt expense:



Balance needed in the allowance account

$3,030



Balance currently in the account

  1,020


Adjustment needed

$2,010
(3)
Income statement:

Operating expenses:

Bad debt expense

$2,010

Statement of financial position:

Current assets:


Trade receivables

$45,000


Less:  Allowance for doubtful accounts

  3,030

Carrying value

$41,970
Official Supplies Inc.

Bank Reconciliation, September 30

	Company's Books
	Bank Statement

	Ending balance per Cash

    account

	
	$ 9,518
	Ending balance per bank

     statement

	$13,517

	
	
	
	
	

	Additions:
	
	
	Additions:
	

	Note receivable collected

	$2,000
	
	
	

	Interest collected

	     160
	  2,160
	Deposits in transit

	  1,200

	
	
	11,678
	
	14,717

	
	
	
	
	

	Deductions:
	
	
	Deductions:
	

	Bank service charges 

	      83
	Outstanding cheques

	 3,977

	NSF cheque – E. Crown

	765
	
	

	EFT payment of insurance expense

	       90
	
	

	Ending correct cash balance

	$10,740
	Ending correct cash balance

	$10,740

	
	
	
	


(1)
Cash

2,160



Note receivable 


2,000



Interest revenue


   160


Note receivable plus interest collected.

(2)
Bank service charge expense 

   83


Cash


   83

Service charges deducted from bank balance.

(3)
Accounts receivable-E. Crown

   765


Cash


   765


NSF cheque.
(4)
Insurance expense

   90



Cash


   90



EFT payment.
[image: image2.png]EXHIBIT 6-8 = Cost of Goods Sold and Ending Inventory—FIFO and Weighted-Average;
Increasing Costs and Decreasing Costs

When inventory costs are decreasing,

Income Statement Effects Balance Sheet Effects
Cost of Goods Sold (COGS) Ending Inventory (EI)

FIFO FIFO COGS is highest because its based ~ FIFO El is lowest because it’s
on the oldest costs, which are high based on the most recent costs,

Gross profit is, therefore, the lowest which are low.





[image: image3.png]When inventory costs are increasing,

Income Statment Effects
Cost of Goods Sold (COGS)

Balance Sheet Effects
Ending Inventory (EI)

FIFO

FIFO COGS is lowest because it's based
on oldest costs, which are low.
Gross profit is, therefore, the highest.

FIFO El is highest because its
based on the most recent costs,
which are high.





a) 200 @ $2.50 = $ 500
1,350 = 3,500 [100 x $2.50 + 1,250 x $2.60]
1,550 units $4,000
b) WEIGHTED AVERAGE PERIODIC METHOD:
The total cost of goods available for sale: 300 x $2.50 = $ 750
1,300 x $2.60 = 3,380
600 x $2.80 = 1,680
$5,810
Divide by number of units available for sale:
(300 + 1,300 + 600) 2,200
Weighted average cost per unit periodic method) $2.641
Cost of goods sold = 1,550 units x $2.641 = $4,093.55
OR 
WEIGHTED AVERAGE PERPETUAL METHOD:
	Date
	Purchased
	Sold
	Balance
	Cost of purchases 
	Cost of goods sold
	Ending Inventory
Balance $
	Weighted average cost per unit

	
	Units
	Units
	Units
	
	
	
	

	1-Jan
	
	
	300
	
	
	$750.00 
	$2.50 

	24-Jan
	1,300
	
	1,600
	$3,380 
	
	$4,130.00 
	$2.58 

	6-Feb
	
	200
	1,400
	
	$516.25 
	$3,613.75 
	$2.58 

	16-Mar
	
	1,350
	50
	
	$3,484.69 
	$129.06 
	$2.58 

	11-Jun
	600
	
	650
	$1,680 
	
	$1,809.06 
	$2.78 

	
	
	
	
	$5,060.00 
	$4,000.94 
	[$4,000.94 + $1,809.06 =$5,810]


Required

Define fraud.
Suggested Solution
Fraud is the
· intentional 
· misrepresentation of facts, 
· made for the purpose of persuading another party to act in a way that causes injury or damage to that party.
 [source: page 215 of the ADM1340 textbook].

Internal Control Question 2 
Required

What are the three components of the Fraud Triangle that was mentioned in the video Cooking The Books that was viewed and discussed in class.

Suggested solution

1. Opportunity;

2. Incentive/pressure/motivation; and

3. Ability to rationalize.

Not asked: The fraud triangle argues that the above three things must be present in order for fraud to occur.   Without these three things, fraud is unlikely to occur.

Internal Control Question 3 
In the video titled Cooking The Books Barry Minkow said that "receivables are wonderful things."  Explain what Barry Minkow meant by this statement.

Suggested solution

Because false receivables also generate false revenues, a company’s income statement and balance sheet are both overstated. These overstated financial statements can be used  to convince both investors and creditors to invest in the company. 
Alt Company Inc. 

   Balance Sheet 

     As at December 31, 2006          
ASSETS

Current assets:
Cash 






$  39,590   
Accounts receivable  

 
                            58,500   
Merchandise inventory 




    54,720   
Prepaid insurance



                              6,550   
Prepaid rent  





      6,000   
Total Current Assets    
 
   

              165,360

      Plant and equipment 

     $294,800

Less: Accumulated Amortization          29,480   
               265,320  
TOTAL ASSETS 



          

 $430,680
LIABILITIES 

Current liabilities:

      Accounts payable  

           


 $  11,370   
      Dividends payable
 


   
     40,000   
      Salaries and wages payable 


       
       4,200   
      Income taxes payable 



                   3,000   
      Interest payable 


       


          750   
      Unearned rent revenue 



                 12,000   
Total Current Liabilities 



                 71,320

     Long-term note payable, due 2008  
  

     90,000   
TOTAL LIABILITIES 


  

   161,320

SHAREH. EQUITY

     Common shares 


           


  $170,000   
     Retained earnings   

               
   
      99,360 **
Total Shareh. Equity 


                            269,360
TOTAL LIABILITIES AND SHAREH. EQUITY  
              $430,680
**
NI = 212000 + 2400 – (84600 + 36200 + 18000 + 11000 + 14740 + 6550 + 1000 + 2790 + 890 + 3000) = 35630

RE = 103730 + 35630 – 40000 = 99360
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