ACCT112

Midterm Assignment – Week 9

Due at the end of week 9. There are 70 marks. This assignment is worth 20 % of the total grade. 

True or False: (15 Marks)

1.
In spite of its weaknesses, the cost principle is most often used because it is the most reliable basis of valuation.

T


2.
The going concern assumption assumes the company will continue to operate for at least two years.


F


3.
The economic entity assumption states that economic events can be identified with a particular unit of accountability.


T


4.
The monetary unit assumption states that transactions that can be measured in terms of money should be recorded in the accounting records.


T


5.
The drawings account is a subdivision of the owner's capital account and appears as an expense on the income statement.


F


6.
Revenues are a subdivision of owner's capital.


T


7.
The trial balance has no limitations or weaknesses.


F


8.
In an automated system, the entering of data and transferring of information is done by following the same steps as in a manual system.


F


9.
Adjusting entries are often made because some business events are not recorded as they occur.


T


10.
Adjusting entries are recorded in the general journal but are not posted to the accounts in the general ledger. 


F


11.
Adjusting entries are not necessary if the trial balance debit and credit columns balances are equal.


F


12.
An adjusting entry always involves two balance sheet accounts.


F


13.
The accounting cycle begins at the start of a new accounting period. 

T


 14.
A work sheet is a mandatory form that must be prepared along with an income statement and balance sheet.


F


15.
Both correcting entries and adjusting entries always affect at least one balance sheet account and one income statement account.


F


Multiple Choice: Select the most correct answer. (15 marks)


1.
As a result of corporate reporting scandals, proposals to improve business practices have come from all of the following except


a.
regulators.



b.
the investment community.



c.
the Canada Revenue Agency.



d.
the accounting profession.


2.
Ethics are the standards of conduct by which one's actions are judged as



a.
right or wrong.



b.
honest or dishonest.



c.
fair or unfair.



d.
all of these.


3.
All of the following are steps used to analyze ethical dilemmas except


a.
using the organization’s code of ethics to identify ethical situations.



b.
using personal ethics to identify ethical situations.



c.
identifying potential stakeholders.



d.
discussing the ethical dilemma with co-workers.


4.
Generally accepted accounting principles are



a.
income tax regulations.



b.
standards that indicate how to report economic events.



c.
theories that are based on physical laws of the universe.



d.
principles that have been proven correct by academic researchers.


5.
The investment of cash by the owners of a business requires a debit to _________ and a credit to _____________.



a.
owner’s capital; cash



b.
drawings; owner’s capital



c.
cash; drawings



d.
cash; owner’s capital

6.
The withdrawal of cash for personal use by the owners of a business requires a ________ to the drawings account and a ____________ to the cash account.



a.
debit; debit



b.
debit; credit



c.
credit; credit



d.
credit; debit

7.
An accountant has debited an asset account for $1,000 and credited a liability account for $500. What can be done to complete the recording of the transaction?



a.
Nothing further must be done.



b.
Debit an owner's equity account for $500.



c.
Debit another asset account for $500.



d.
Credit a different asset account for $500.


8.
An accountant has debited an expense account for $1,000 and credited a liability account for $500. Which of the following would be a correct way to complete the recording of the transaction?



a.
Debit an asset account for $500.



b.
Credit another liability account for $500.



c.
Debit an owner's equity account for $500.



d.
Debit a revenue account for $500.


9.
A furniture factory's employees work overtime to finish an order that is sold on February 28. The office sends a statement to the customer in early March and payment is received by mid-March. The overtime wages should be expensed in



a.
February.



b.
March.



c.
the period when the workers receive their cheques.



d.
either in February or March depending on when the pay period ends.


10.
Jacob’s Company has a June 30 year end. On June 28, Jacob’s provided consulting services to Jennings Company. Jacob’s billed Jennings on July 2 for $800 related to these services. On July 5, Jennings paid the invoice in full. Jacob’s only cost related to this sale was $250 in salaries expense. Jacob’s paid the salaries on July 3. Assuming Jacob’s Company has a June 30 year end, the company’s profit for the Jennings’ job on the June 30 financial statements should be



a.
0.



b.
$800.



c.
$550.



d.
$250.

11.
Under the accrual basis of accounting



a.
cash must be received before revenue is recognized.



b.
net income is calculated by matching cash outflows against cash inflows.

c.
events that change a company's financial statements are recognized in the period they occur rather than in the period in which cash is paid or received.

d.
the ledger accounts must be adjusted to reflect a cash basis of accounting before financial statements are prepared under generally accepted accounting principles.


12.
A small company may be able to justify using a cash basis of accounting if they have



a.
sales under $1,000,000.



b.
no accountants on staff.



c.
few receivables and payables.



d.
all sales and purchases on account.


13.
To close the salaries expense account



a.
income summary is debited and owner’s capital is credited.



b.
income summary is debited and the salaries expense is credited.



c.
income summary is credited and the owner’s capital is debited.



d.
income summary is credited and the salaries expense is debited.

14.
The closing entry process consists of closing



a.
all asset and liability accounts.



b.
out the owner's capital account.



c.
all permanent accounts.



d.
all temporary accounts.


15.
The final closing entry to be journalized is typically the entry that closes the



a.
revenue accounts.



b.
owner's drawings account.



c.
owner's capital account.



d.
expense accounts.

Accounting

Question 1: 8 marks 

There are ten transactions listed below. Match the transactions that have the identical effect on the accounting equation. You should end up with 5 matches. The first one has been completed for you with an explanation.

a.
Receive cash from customers on account.

b.
Initial cash contribution by an owner.

c.
Pay cash to reduce an accounts payable.

d.
Purchase supplies for cash.

e.
Pay cash to reduce a notes payable.

f.
Purchase supplies on account.

g.
Customers pay cash for services rendered.

h.
Purchase equipment with a note payable.

i.
Pay utilities with cash.

j.
Owner withdraws money from the business for personal use.

Example: (a) and (d) are a match because both of them include one increase in assets and one decrease in assets, so there is no effect on the accounting equation.

Solution 20
(10 min.)

#1 = a, d



#2 = c, e



#3 = f, h

#4 = b, g
#5 = i, j
Question 2: 12 marks

Hon’s Bike Repairs opened for business on March 1, 2008. The following transactions occurred in March.

	March 1
	Jack Hon invested $5,000 cash in the business and contributed equipment valued at $2,300.

	March 3
	Purchased supplies for cash $560.

	March 5
	Completed services for customers who paid cash $400.

	March 6
	Paid $660 for a one-year insurance policy. The policy takes effect April 1 and will expire March 31, 2009.

	March 8
	Completed services for a major customer and invoiced the customer $1,000.

	March 15
	Paid for printing advertising brochures $125. The brochures were distributed the same day.

	March 20
	Received a bill from the utilities company for March utilities in the amount of $70. The amount is due April 4.

	March 25
	Entered into a contract with a new customer who will use Hon’s services for repairs on their entire fleet of rental bikes. The customer paid $800 in advance for repairs to be completed in April.

	March 31
	Jack Hon withdrew $1,200 for personal use.

	March 31
	Received $600 cash from the customer billed on March 8.


Instructions:

Journalize the above transactions. Explanations are not required.

Solution Ex 13   (10 min)

	Mar 1
	Cash
	5,000
	

	
	Equipment
	2,300
	

	
	
J. Hon, Capital
	
	7,300

	
	
	
	

	 3
	Supplies
	560
	

	
	
Cash
	
	560

	
	
	
	

	 5
	Cash
	400
	

	
	
Service Revenue
	
	400

	
	
	
	

	 6
	Prepaid Insurance
	660
	

	
	
Cash
	
	660

	
	
	
	

	 8
	Accounts Receivable
	1,000
	

	
	
Service Revenue
	
	1,000

	
	
	
	

	 15
	Advertising Expense
	125
	

	
	
Cash
	
	125

	
	
	
	

	 20
	Utilities Expense
	70
	

	
	
Accounts Payable
	
	70

	
	
	
	

	 25
	Cash
	800
	

	
	
Unearned Revenue
	
	800

	
	
	
	

	 31
	J. Hon, Drawings
	1,200
	

	
	
Cash
	
	1,200

	
	
	
	

	 31
	Cash
	600
	

	
	
Accounts Receivable
	
	600

	
	
	
	


Question 3: 10 marks

Pierson Insurance Agency prepares monthly financial statements. Presented below is an income statement for the month of June that is correct on the basis of information considered.

PIERSON INSURANCE AGENCY

Income Statement

Month Ended June 30

———————————————————————————————————————————

Revenues


Premium commission revenues


$35,000

Expenses


Salary expense

$6,000


Advertising expense

800


Rent expense

4,200


Amortization expense

  2,800

Total expenses


  13,800
Net income



$21,200

Additional Data: When the income statement was prepared, the company accountant neglected to take into consideration the following information:
1.
A utility bill for $2,000 was received on the last day of the month for electric and gas service for the month of June.

2.
A company insurance salesman sold a life insurance policy to a client for a premium of $28,000. The agency billed the client for the policy and is entitled to a commission of 20%.

3.
Supplies on hand at the beginning of the month were $3,000. The agency purchased additional supplies during the month for $2,500 in cash and $2,200 of supplies were on hand at June 30.

4.
The agency purchased a new car at the beginning of the month for $16,800 cash. The car is expected to have a useful life of four years.

5.
Salaries owed to employees at the end of the month total $5,300. The salaries will be paid on July 5.

Instructions

Prepare a correct income statement.

Solution 12
(15 min.)

PIERSON INSURANCE AGENCY

Income Statement

Month Ended June 30

———————————————————————————————————————————

Revenues


Premium commission revenues ($35,000 + $5,600)


$40,600

Expenses


Salary expense ($6,000 + $5,300)

$11,300


Advertising expense

800


Rent expense

4,200


Amortization expense ($2,800 + $350)

3,150


Utilities expense ($0 + $2,000)

2,000


Supplies expense ($0 + $3,300)

    3,300


Total expenses


  24,750
Net income










     $15,850

Question 4: 10 marks
An examination of the accounts of Kenny Company for the month of June revealed the following errors after the transactions were journalized and posted.

1.
A cheque for $750 from R. Chang, a customer on account, was debited to Cash $750 and credited to Service Revenue, $750.

2.
A payment for Advertising Expense costing $520 was debited to Utilities Expense, $250 and credited to Cash $250.

3.
A bill for $640 for Office Supplies purchased on account was debited to Office Equipment, $460 and credited to Accounts Payable $460.

Instructions

Prepare correcting entries for each of the above assuming the erroneous entries are not reversed. Explain how the transaction as originally recorded affected net income for the month of June.

Solution 10 (10 min.)

1.
Service Revenue

750



Accounts Receivable 


750




To correct error in recording collection of accounts receivable.


The transaction as originally recorded overstated net income by $750.

2.
Advertising Expense 

520



Utilities Expense 


250



Cash 


270




To correct errors in recording advertising expense.


The transaction as originally recorded overstated net income by $270.

3.
Office Supplies 

640



Office Equipment 


460



Accounts Payable 


180




To correct error in recording office supplies.


The transaction as originally recorded had no effect on net income.

