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Instructions:
1. This is a closed book exam.

2. You are allowed dictionaries

3. Only non-text storing calculators are allowed

4. This exam consists of 6 questions.

5. Total number of pages including cover sheet: 13
	Question
	Available

Marks
	Mark

	Q1
	      20
	

	Q2
	      15
	

	Q3
	      16
	

	Q4
	      20
	

	Q5
	      12
	

	Q6
	      17
	

	
	
	

	Total
	100
	


Question 1 (20 marks - 30 minutes)

Zappy Electronics Ltd. has the following balances in the company ledgers for the year ending, December 31, 2015:

Mortgage payable (due 2020)          $80,000
            Income tax expense

42,000

Interest expense                                  7,000             Inventory on hand

20,000

Land



            25,000

Depreciation expense            15,000
Short-term investments

  6,000

Salaries payable             
  4,000

Common shares


15,000

Sales salaries expense        100,000

Utilities
 expense


  6,000

Accounts receivable

15,000

Cash




  5,000

Supplies expense

20,000

Advertising expense


50,000

Insurance expense

10,000

Accumulated depreciation               400,000 

Prepaid insurance

  2,000
Dividend paid


            10,000

Office supplies on hand           1,000
Sales



          800,000

Office salaries expense
70,000
Accounts Payable


12,000

Interest payable

  1,000
Building

                      700,000


Cost of goods sold

          300,000



Note payable (due in 9 months)
10,000




Retained earnings


(December 31, 2014)

            82,000

Required:
Using the above information, prepare the following:
a) Prepare, in good form, the 2015 Income Statement. (8 marks)
	Zappy Electronics Ltd.
Income Statement

For the Year Ended December 31, 2015



	Sales
	
	$800,000

	Cost of Goods Sold
	
	   300,000

	Gross Profit
	
	500,000

	Operating Expenses
	
	

	   Sales Salaries
	$100,000
	

	   Office Salaries
	70,000
	

	   Utilities 
	6,000
	

	   Depreciation
	15,000
	

	   Insurance
	10,000
	

	   Supplies
	20,000
	

	   Advertising
	50,000
	

	Total Operating Expenses
	
	271,000

	Income from Operations
	
	229,000

	   Interest expense
	
	7,000

	Income before income taxes
	
	222,000    

	   Income tax expense
	
	42,000

	Net income
	
	$180,000

	
	
	


Question 1 – Cont’d

b) Prepare, in good form, the 2015 Statement of Financial Position. (12 marks)
	Zappy Electronics Ltd.
Statement of Financial Position
December 31, 2015


	Assets
	
	
	

	Current Assets:
	
	
	

	   Cash
   Short term investments
	
	
	$5,000
6,000

	   Accounts receivable
	
	
	15,000

	   Office supplies
	
	
	1,000

	   Inventory
	
	
	20,000

	   Prepaid insurance
	
	
	    2,000

	      Total Current Assets
	
	
	49,000

	
	
	
	

	Property, Plant, and Equipment:
	
	
	

	   Land
	
	$25,000
	

	   Building
	$700,000
	
	

	   Less: Accumulated depreciation- building
	400,000
	300,000
	

	       Total Property, Plant and Equipment
	
	
	    325,000

	Total Assets
	
	
	$374,000

	
	
	
	

	Liabilities and Shareholders’ Equity
	
	
	

	Current Liabilities:
   Note payable                        
	
	$10,000
	

	   Salaries payable
	
	4,000
	

	   Accounts payable
	
	12,000
	

	   Interest payable
	
	1,000
	$27,000

	        Total Current Liabilities
	
	
	

	
	
	
	

	Long-term Liabilities:
	
	
	

	   Mortgage payable
	
	
	80,000

	        Total Liabilities
	
	
	$107,000

	
	
	
	

	Shareholders’ Equity:
	
	
	

	   Common shares
	
	$15,000
	

	   Retained earnings
	
	252,000
	

	        Total Shareholders’ Equity
	
	
	267,000

	Total Liabilities and Shareholders’ Equity
	
	
	$374,000




Retained Earnings at 31/12/2015: $82,000 + 180,000 – 10,000 = $252,000

Question 2 (15 marks – 23 minutes)
Jason Ltd., which has a December 31 year-end, began business operations in 2015.  The following transactions took place in December of 2015:

Note: The company uses the periodic method of inventory
1. Purchased on account $845 of supplies.

2. Acquired $4,800 of equipment on credit. The amount is payable within 60 days.

3. Purchased inventory for $8,400, payable in January of 2016.

4. Sold inventory for $1,400. The customer paid $400 cash, with the balance payable in 30 days.

5. Incurred $185 in service repairs for a piece of equipment. The repairman was paid in cash.

6. Received $925 from a customer in satisfaction of a credit sale that was made in October.

7. Paid $90,000 in salaries to employees for work performed in the month of December.

8. Paid the $840 Hydro bill which was received earlier this month which was not recorded when received.
9. Received the balance of the payment re: item 4 above.

10.  Received $800 from a customer from the sale of inventory which will be delivered only in    

            2016.

11.  Accrued $45,000 of salaries for employee services provided in December, but payable in January 2016.
12.  Received an invoice from its insurance company showing that premiums of $4,200 were due for insurance coverage for the 2016 year.

13. Purchased furniture that cost $3,200, payable on January 7, 2016.
14. Loaned $1,000 to one of its employees.

15. The same piece of equipment that was repaired earlier this month needed additional repairs of $625. The amount will be paid in January 2016.
Required:
Prepare the necessary journal entries for the month of December.  (1 mark each)
1.
Supplies
845



A/P

845

2.
Equipment
4,800



A/P

4,800

3.
Purchases
8,400



A/P

8,400

4.
Cash

400


A/R

1,000



Sales

1,400

5. 
Service repairs
185



Cash

185

Question 2 – Cont’d
6.
Cash

925



A/R

925

7. 
Salaries expense
90,000



Cash

90,000

8.
Utilities expense
840



Cash

840

9.
Cash

1,000



A/R

1,000

10.
Cash

800



Unearned revenues

800

11.
Salaries expense
45,000



Salaries payable

45,000

12. No journal entry required as no amount was paid in December re the 2016 insurance coverage.
13.      Furniture
3,200



Accounts payable

3,200

14.      Loan receivable
1,000



Cash

1,000

15. 
Repairs expense
625


Accounts payable

625

Question 3 (16 marks - 24 minutes)
The following errors were made in the accounts of Frig Ltd. in 2015 and were not discovered until 2016.

1. Revenues of $10,000 earned in 2015 were recorded as being earned in 2016.
2. The 2015 depreciation expense was overstated by $8,000.
3. A deposit of $15,000 was received in 2015 from one of its customers for services that are to be rendered in 2016. The $15,000 was recorded in the revenue account for 2015.
4. The company paid and expensed in January of 2016, $8,000 in advertising costs, for advertising that had taken place in 2015.
Required:
For each of the above independent errors, identify the net effect on assets, liabilities, shareholders’ equity and net income for 2015 and 2016 assuming these were not corrected. Show understatements by “U,” overstatements by “O,” and no effect by “NE”.
	
	Assets
	Liabilities
	Shareholders’ Equity
	Net Income

	
	2015
	2016
	2015
	2016
	2015
	2016
	2015
	2016

	
	
	
	
	
	
	
	
	

	1.
	U
	NE
	NE
	NE
	U
	NE
	U
	O

	2.
	U
	U
	NE
	NE
	U
	U
	U
	NE

	3.
	NE
	NE
	U
	NE
	O
	NE
	O
	U

	4.
	NE
	NE
	U
	NE
	O
	NE
	O
	U


Question 4 (20 marks - 30 minutes)
The accountant for Mumbo Jumbo, a sole proprietorship, prepared the following statement:

Mumbo Jumbo

Statement of Cash Receipts and Disbursements

For the Year Ended December 31, 2015

Cash Receipts:

Received from customers

(Including $20,000 for services provided

  in 2014)
$350,000

Bank borrowings
60,000
$410,000

Cash Disbursements:

Interest paid to the bank
4,000

Purchase of computer
5,000

Rent paid
26,000

Equipment purchased
44,000

Salaries paid (which includes $4,000 for 

   December 2014)
90,000

Insurance premiums paid (covers the period 

  January 1, 2015 – December 31, 2016)
10,000

Parts & supplies purchased
36,000
215,000
Net cash receipts

$195,000
After reviewing the accounting records, you determine that the amounts were correct, but you discover these additional facts:

1. The business does most of its work for cash, but at the end of the year customers owed $16,000 for services that were provided on account.

2. The $26,000 of rent paid includes $2,000 for the December 2014 rent that was paid only in 2015.

3. The equipment was purchased on January 2, 2015 and has an estimated life of 4 years, with an estimated residual value of $4,000.

4. The computer, which was purchased on January 2, 2015, is expected to have a 2 year life with no residual value.

5. In addition to the salaries paid during the year, $1,200 is owed to employees for work that was performed in the last few days of 2015.

6. In addition to the $36,000 of parts and supplies that were purchased and paid for during the year, creditors have billed the business $1,000 for parts and supplies that were purchased and delivered but not paid for.

7. An inventory count at the end of 2015 shows that $1,300 of unused parts and supplies are still on hand.  The company had $1,900 of parts and supplies on hand at December 31, 2014.

8. The interest paid to the bank covered borrowings till December 31, 2015.

Required:
Prepare an accrual-basis statement of earnings for the year ended December 31, 2015.  Show all your work.

Question 4 – Cont’d
Mumbo Jumbo
Statement of Earnings (accrual basis)

For the Year-Ended December 31, 2015
Service Revenues (350,000 - 20,000 + 16,000)

$346,000


Operating expenses:


      
Parts & Supplies
$37,600



Salaries Expense (90,000 – 4,000 + 1,200)
87,200



Rent Expense (26,000 – 2,000)
24,000



Insurance Expense (10,000/2)
5,000



Depreciation Expense - Equipment
10,000



Depreciation Expense - Computer
2,500



    Total Expenses

166,300


Earnings from operating sources

179,700

         Financing expense:  Interest 
     (4,000)

Net Earnings

      $175,700
Parts & Supplies: $1,900 + 36,000 + 1,000 – 1,300 = 37,600

Depreciation expense – equip:  (44,000 – 4,000)/4 = 10,000

Depreciation expense – computer:  5,000/2 = 2,500

Question 5 (12 marks - 18 minutes)
Blaylock Ltd, which has a September 30th year-end, provides you with the following information with respect to its 2015 fiscal year:

1. On October 1, 2014 it had $2,200 of supplies on hand.  During the year, it acquired $9,000 of supplies which it expensed.  A year end count of supplies inventory indicates that the company has $2,500 of inventory on hand.

2. On March 1, 2015, it paid $2,400 for a 12 month insurance policy that provides coverage for the period March 1, 2015 – February 29, 2016.  The amount was debited to the prepaid insurance account.
3. A review of the company’s unearned revenue account at September 30 indicates a balance of $42,000.  It has been determined that only $6,000 of the balance is for services that have yet to be provided.

4. The company pays its employees every 2 weeks.  On September 25th it paid its employees for the 2 week period spanning Monday, September 7th to Friday, September 18.  The company has a 5 day workweek (Monday – Friday).  Its weekly payroll is $60,000.  The company’s next payroll date is October 2rd.

5. On September 28th, the company put in an order for $33,000 for parts, which it normally resells at a 50% markup.  The parts will be delivered in 6 days.

6. On September 15, it paid $1,500 in premiums on an insurance policy that covered the period October 1, 2015 – September 30, 2016. The $1,500 was expensed when paid.

Required:

Prepare the necessary adjusting entries for the above transactions.


1.
Supplies inventory 
300





Supplies expense 

300


    (2,500 – 2,200)


2.
Insurance expense
1,400





Prepaid Insurance 

1,400



(2,400/12 = 200/month; 200 x 7 months of coverage used)


3.
Unearned revenues 
36,000





Revenues or sales 

36,000


4.
Salaries expense 
96,000





Salaries payable

96,000

(Daily salary expense is $12,000 [60,000/5]. Employees provided services for Sept. 21, 22, 23, 24, 25, 28, 29, 30 which will be paid on Oct. 2. Hence $12,000 x 8 working days = $96,000) 


    5.
No adjusting entry required

              6.
Prepaid insurance
1,500





Insurance expense 

1,500

Question 6 (17 marks – 25 minutes)
Disc Ltd. had the following transactions related to the purchases and sales of silver plates for the month of March. The silver plates are sold for $120 each. The company uses the perpetual method of inventory.

	March 1 - Inventory
	5 silver plates at a unit cost of $52



	March 5
	Purchased 25 silver plates at a $55 each



	March 7
	Sold 15 silver plates to Larry Gold


	March 10
	Purchased 20 silver plates at $58 each



	March 15
	Sold 10 silver plates to Jane Plated

	
	

	March 17
	Jane Plated returned 5 silver plates



	March 21
	Purchased 40 silver plates at $60 each



	March 25
	Sold 12 silver plates to Joan Disc


	March 30
	Sold 15 silver plates to Julie Frisbee


Required:

Part A
Compute the Cost of Goods Sold and the Ending Inventory (in $) under FIFO.

Show the cost of goods sold for each sale.

Cost of Goods Sold: $ 2,621 (810 + 275 + 666 + 870)
Ending Inventory:     $ 2,574  (3 @ $58) + (40 @ $60)
March 7 Sale of 15 plates

Available for sale

  5 @ $52 =  $  260

25@ $55 =    1,375

Cost of Goods Sold:
  5 @ $52 =  $  260

10 @ $55 =      550


$810
Question 6 – Cont’d

March 15 Sale of 10 plates

Available for sale

15 @ $55 =    $  825

20 @  58 =      1,160

Cost of Goods Sold:
10 @ $55 =      


$550
March 17 return: 5 @ $55

(275)





$275

March 25 Sale of 12 plates

Available for sale

  5 @ $55 =    $   275
  5 @   55 =         275 (plates returned)
20 @   58 =      1,160

40 @   60 =      2,400

Cost of Goods Sold:
10 @ $55 =      


$550
  2 @ $58 =      


  116




          $ 666
March 25 Sale of 15 plates

Available for sale

18 @  $58 =      1,044

40 @    60 =      2,400

Cost of Goods Sold:
15 @ $58 =      


$870
Ending Inventory:  (3 @ $58) + (40 @ $60)  = $2,574

Question 6 – Cont’d

Part B
Required:

Compute the Cost of Goods Sold and the Ending Inventory (in $) under Average Cost. Round unit cost to the nearest cent.

Cost of Goods Sold:  $ 2,679.50 (817.50 + 282.50 + 702.00 + 877.50)
Ending Inventory:     $ 2,515.50

March 7 Sale of 15 plates

Available for sale

  5 @ $52 =  $   260

25 @   55 =    1,375
30

 1,635

Avg: $54.50
Cost of Goods Sold:
15 @ $54.50 =    

     $817.50
March 15 Sale of 10 plates

Available for sale

15 @ $54.50 =    $  817.50

20 @   58.00 =     1,160.00
35

       1,977.50
      Avg: $56.50


Cost of Goods Sold:
10 @ $56.50 =      


$565.00
March 17 return: 5 @ $56.50
(282.50)





$282.50

March 25 Sale of 12 plates

Available for sale

30 @  56.50 =      1,695.00

40 @  60.00 =      2,400.00
70                         4,095.00           Avg. $58.50

Cost of Goods Sold:
12 @ $58.50 =      


$702.00
Question 6 – Cont’d

March 30 Sale of 15 plates

Available for sale

58 @  $58.50 =      3,393

Cost of Goods Sold:
15 @ $58.50 =      


$877.50
Ending Inventory:  43 @ $58.50 = $2,515.50

END OF EXAMINATION
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