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*READ CAREFULLY*

Instructions
1. This exam comprises XX pages, is 3 hours long, and is out of 100 marks.  Allow an average of 1.8 minutes per mark.

2. Follow instructions carefully for each question.  

3. Show all supporting calculations clearly where required.  Answers will not be marked if they are written illegibly.

4. Non-programmable calculators are permitted, but you cannot share calculators.

5. Books and notes are not permitted.

6. Please do not ask the professor or the invigilator to explain or interpret questions. State any assumptions you feel are necessary.

7. There is one page at the back of this exam for additional space, if required.




	Q1
	/35

	Q2
	/17

	Q3
	/6

	Q4
	/6

	Q5
	/6

	TOTAL
	/70


QUESTION NO. 1 - 50 marks
Circle the best answer for each of the following multiple-choice questions directly onto your examination sheet.  Only one answer will be accepted for each question.  There is no penalty for guessing.  No account will be taken of any explanations provided.

Questions 1 to 20 are each worth one mark.
1. Recording an asset at what you paid for it instead of what you hope to be able to sell it for is an example of which characteristic of accounting information?

a. Relevance

b. Timeliness

c. Neutrality

d. Consistency

2. The use of the same accounting method by a company over time is an example of:

a. Understandability

b. Verifiability

c. Consistency

d. Neutrality

3. Which of the following represents the cost of goods sold?

a. Beginning inventory + ending inventory – purchases

b. Beginning inventory + purchases – ending inventory

c. Purchases + ending inventory – beginning inventory

d. Purchases – beginning inventory – ending inventory

4. Which of the following is a revenue recognition criterion?

a. Recorded revenues and expenses are reliable.

b. Recorded revenues and expenses are probable.

c. There is reasonable assurance that recorded revenues and expenses will ultimately be received or paid.

d. There is a high probability that recorded revenues and expenses will result in related cash flows.

5. At the end of the accounting period, the recording of interest expense that has not been paid yet on a loan outstanding during the period is an example of which of the following accounting principles?

a. Matching concept

b. Revenue recognition

c. Historical cost

d. Cash basis of accounting
Note:  I suggest both a. and b. are correct.  Expenses are matched with revenue duly recognized.  The Hoskin text does roll this into “revenue recognition”, but in my lectures I have emphasized matching expenses with revenue so I will have to accept both a. and b. as correct.
6. Under GAAP, equipment is valued at

a. historical cost

b. market value

c. current replacement cost

d. inflation adjusted historical cost

7. Which of the following sequences concerning the accounting cycle is correct?

a. Journalize, post, adjusting entries, financial statements

b. Transaction analysis, trial balance, post, adjusted trial balance

c. Post, adjusting entries, closing entries, financial statements

d. Adjusting entries, closing entries, adjusted trial balance, financial statements

8. Which of the following accounts normally has a credit balance?

a. Accumulated amortization

b. Accounts receivable

c. Dividends declared

d. Rent expense

9. The sale of merchandise to a customer partly for cash and partly on account would require which of the following entries?

a. Dr. Accounts receivable, Dr. Cash, Cr. Sales revenue

b. Dr. Cash, Dr. Accounts payable, Cr. Sales revenue

c. Dr. Cash, Cr. Sales revenue

d. Dr. Accounts payable, Dr. Accounts receivable, Cr. Sales revenue

10. The purchase of land for a combination of cash and a 15-year note would require which of the following entries?

a. Dr. Land, Dr. Cash, Cr. Long-term note payable

b. Dr. Land, Cr. Cash, Cr. Long-term note payable

c. Dr. Cash, Cr. Long-term note payable, Cr. Land

d. Dr. Land, Dr. Long-term note payable, Cr. Cash

11. Normal operating activities are divided into which two main groups?

a. Revenues and expenses

b. Operating and Non-Operating Revenues

c. Assets and Liabilities

d. Debits and Credits

12. When a firm has substantially completed the earnings process, a revenue is said to be:

a. Recognized

b. Earned

c. Realized

d. Realizable

13. Revenue is recognized at the time of collection under the:

a. Completed contract method

b. Point of sale method

c. Percentage of completion method

d. Instalment method

14. Which of the following would equal cash received from customers?

a. Sales plus increase in accounts receivable

b. Sales plus increase in accounts payable

c. Sales plus decrease in accounts receivable

d. Sales plus decrease in accounts payable

15. Which of the following would equal the purchases of inventory?

a. Inventory plus change in accounts payable

b. Cost of goods sold plus change in inventory

c. Purchases plus change in accounts payable

d. Inventory plus change in purchases

Questions 16 to2 35 are each worth two marks.

16. In 2008 Indec Ltd. earned gross revenues of $1,500,000 and had net income of $419,000.  During 2008, the company had 50,000 common shares outstanding and its average shareholders equity was $2,620,000.  Indec’s basic earnings per share for 2008 was:

a. $30.00

b. $8.38

c. $0.57

d. $0.16

17. If a company had $1,500 in inventory at the beginning of the month, made purchases of $5,000 during the month, and at the end of the month had $1,200 in inventory still on hand, the Cost of Goods Sold to be recorded on the Income Statement for the month would be:

a. $6,500

b. $7,700

c. $5,300

d. $4,800

Use the following information for questions 18 and 19:


Revenues
$  25,000
Beginning liabilities
$140,000



Cost of goods sold
17,000
Ending assets
250,000



Other expenses
5,500
Ending liabilities
160,000



Beginning assets
200,000

18. The return on assets is:

a. 10.0%

b. 1.0%

c. 1.255%

a. 1.1%

19. The return on equity is:

a. 6.1%

b. 2.77%

c. 3.33%

d. 4.17%

20. When $1,000 of inventory is purchased with a six-month note payable bearing 6% interest, the inventory has a total cost of:

a. $1,060

b. $1,000

c. $1,030

d. $970

21. On July 1, 2007 Bonita, Inc. signed a 1-year $40,000 note payable from First National Bank.  The loan plus 8% interest is to be repaid on June 30, 2008.  Bonita’s year-end is December 31.  In its 2007 financial statements Bonita will record interest expense of:

a. $0

b. $3,200

c. $1,600

d. $40,000

22. Blaine Corporation's books revealed the following data for the current year:

       Net income
$20,000

       Retained earnings
$500,000

       Common shares, January 1
20,000 shares

       Common shares, December 31
30,000 shares


The earnings per share is:

a. $0.04

b. $0.80

c. $0.67

d. $1.00

Use the following information for Questions 23 and 24:

Consider the following data:

Cash
$   10,200
Accounts receivable
$  24,000

Accounts payable
32,760
Mortgage payable
20,000

Inventory
17,000
Dividends payable
1,200

Equipment
220,000
Temporary investments
6,400

Long-term notes payable
50,000
Accumulated Amortization
100,000

Common shares
40,000
Retained earnings
13,440

Prepaid rent
1,600
Salaries payable
12,000

23. Current assets amounted to:

a. $59,960

b. $59,200

c. $52,800

d. $51,200

24. Current liabilities amounted to:

a. $65,960

b. $37,200

c. $33,200

d. $45,960

25. If a $10,000 sale is made on January 12 with terms 2/10 net 30 and collection is made on January 21, the amount collected is:

a. $9,800

b. $8,000

c. $10,200

d. $10,000

****  END OF MULTIPLE CHOICE ****
QUESTION 2 - 17 marks
	Ricky’s Limited

Trial Balance as at 31 December 2008

	
	Debit
	Credit

	Investment 
	$300,000 
	

	Inventory
	$30,000
	

	Equipment
	$1,020,000 
	

	Accumulated amortization – equip.
	$360,000 

	Accounts payable
	
	$90,000 

	Wages payable
	
	$25,500 

	Long-term loan
	
	$360,000 

	Common shares
	
	$1,900,000 

	Retained earnings
	
	$564,000 

	Cash
	$1,763,100 
	

	Accounts receivable
	$165,000 
	

	Loss due to earthquake damage
	$135,000 
	

	Loss on disposal of asset
	$36,000 
	

	Prepaid advertising
	$6,600 
	

	Dividend declared
	$60,000 
	

	Sales  
	
	$1,070,000 

	Income from Investment
	
	$12,000 

	Cost of goods sold
	$285,000 
	

	Advertising expense
	$45,000 
	

	Administrative expense
	$72,000 
	

	Wages expense
	$304,500 
	

	Insurance expense
	$3,300 
	

	Interest expense
	$36,000 
	

	Amortization expense
	$120,000 
	

	
	$4,381,500 
	$4,381,500 


Additional information:

1. The company pays income taxes at a rate of 30%. Taxes for 2008 have not been recorded yet.

2. Historically, the company has a policy of pricing their goods to sell at four times the cost (i.e. inventory that cost Ricky’s $50 will be priced to sell at $200). But this year, there have been competitive pressures in the marketplace and they have had to sell below their usual prices. They are concerned about the effect this has had on their overall profitability.

3. The company is located in northern Alberta, and has never experienced earthquake damage before.

4. Last year, Jamieson’s had a profit margin ratio of 10%.

Required:

a) On the next page, prepare a multi-step Income Statement, complete with income taxes and in good form, for the year ended 31/12/2008. (12 marks)

Ricky’s Limited
Income Statement

For the year ended December 31, 2008

Sales

$1,070,000


Cost of Goods Sold

     285,000

Gross Profit

$785,000


Operating Expenses:


Advertising
$  45,000


Administrative
72,000


Wages
304,500


Insurance
3,300


Amortization
  120,000

Total Operating Expenses

  544,800

Income from Normal Operations

$240,200


Income from Non-Operating Sources:


Income from Investments
$12,000


Interest expense
(36,000)


Loss on Disposal of Asset
(36,000)


Total, Non-Operating Sources

  (60,000)

Income before Tax and Extraordinary Items
$180,200


Income Tax @ 30%

      54,060

Net Income before Extraordinary Items

$126,140


Extraordinary Loss:


Earthquake Loss, (net of $40,500 tax)

   (94,500)

Net Income

    $31,640
Marking:

Title:  

1 mark

Categories

4 marks

Extraordinary item
2 marks

Treatment of taxes
2 marks

Placement of individual items
  3 marks
     (Deduct ½ mark for each mistake)
12 marks
b) Comment on Jamieson’s performance for the year. As part of this analysis, you will need to calculate and interpret at least two relevant ratios. (5 marks)

SOLUTION

Profit Margin:   $126,140/$1,070,000 = 11.79 %

Gross Profit
  $785,000/$1,070,000 = 73.36 %

Performance for the year is actually quite good.  Although the company’s Gross Profit ration is less than the historical rate of 75%, it is still quite strong at 73.36%.  The Profit Margin on continuing operations is 11.79%, significantly above last years results of only 10%.  The Extraordinary item is, by definition, beyond management’s control.  
On the whole, performance for the year is positive.

Marking:  1 mark for each ratio calculated consistently with IS.  3 marks for any reasonable discussion of performance.
QUESTION 3 – 6 marks

Below is the trial balance for Winner Ltd. At December 31, 2008:

	Winner Ltd.

Trial Balance

as at December 31, 2008

	
	Debit
	Credit

	Cash
	$11,000 
	

	Inventory
	24,000
	

	Advances to salespersons (Prepaid commissions)
	1,000
	

	Prepaid rent
	0
	

	Office supplies
	2,000
	

	Equipment
	20,000
	

	Accumulated amortization—equipment
	$4,000 

	Deposits from customers (Revenue received in advance)
	0

	Common shares
	
	40,000

	Retained earnings
	
	9,000

	Sales revenue
	
	220,000

	Cost of goods sold
	130,000
	

	Salespersons' commissions
	35,000
	

	Office salaries
	25,000
	

	Rent expense
	6,500
	

	Miscellaneous expenses
	15,000
	

	Dividends declared
	3,500
	

	Totals
	$273,000 
	$273,000 


Adjustments required:

1. 
The sales figure includes deposits from customers of $2,000 for goods to be delivered in the future.

2. 
Half of the advances to salespersons have been earned by them, by December 31.

3. 
Office salaries owed at year end but not paid are $600.

4. 
The rent expense figure includes $500 paid in advance for 2009.

5. 
A count of the office supplies revealed that $500 worth was still on hand at 
year end.

6. 
Amortization on the equipment for 2008 was $1,000.

Required:

Prepare, in good form, journal entries for the above adjustments.  (Show calculations where appropriate.  Explanations are NOT required).

MARKING:  1 mark for each correct entry
Item


         Description
   Debit
   Credit

1.
Sales

2,000




Deposits from Customers

2,000


2.
Salespersons Commissions
500




Advances to Salespersons

500


3.
Office Salaries
600




Office Salaries payable

600


4.
Pre-paid rent
500



Rent Expense

500


5.
Office Supplies Expense
1,500




Office Supplies

1,500


6.
Amortization Expense, Equipment
1,000




Accumulated Amortization, Equip.

1,000

QUESTION 4 – 9 marks
Jim Johnson is the manager of a Saskatoon regional office for an insurance company.  As the regional manager, his compensation package comprises a base salary, commissions, and a bonus when the region sells new policies in excess of its quota.  Jim has been under considerable pressure lately, stemming largely from two factors.  First, he is experiencing a mounting personal debt due his father’s illness.  Second, compounding his worries, the region’s sales of new policies have dipped below the normal quota for the first time in years.

You have been working for Jim for two years, and like everyone else in the office, you consider yourself lucky to work for such a supportive boss.  You also feel great sympathy for his personal problems over the last few months.  In your position as accountant for the regional office, you are only too aware of the drop in new policy sales and the impact this will have on the manager’s bonus.  While you are working late at year-end, Jim stops by your office.

Jim asks you to change the manner in which you have accounted for a new property insurance policy for a large local business. A cheque for the premiums, substantial in amount, came in the mail on December 31, the last day of the reporting year.  The premium covers a period beginning January 5.  You deposited the cheque and correctly debited cash and credited an unearned revenue account.  Jim says, “Hey, we have the money this year, so why not count the revenue this year?  I never did understand why you accountants are so picky about these things anyway.  I’d like to change the way you have recorded this transaction.  I want you to credit a revenue account.  And anyway, I’ve done favours for you in the past, and I am asking for such a small thing in return.”  With that, he leaves for the day.

Required:

Briefly answer the following questions:
(i) Which, if any, Generally Accepted Accounting Principles would be violated by complying with Jim’s request?
(ii) Who are the parties that would be helped or harmed if you complied with the request?

(iii) What are the ethical considerations of complying with Jim’s request?  Be specific in your answer.
Solution:

(i)
The Revenue Recognition principle would be violated.  The company has not even begun to EARN the revenue collected.  Therefore, the first criteria for recognizing revenue has not been met:  that the company has completed substantially all it is required to complete to be entitles to the revenue.   (2 marks)

(ii)
In the short run, Mr. Johnson would benefit by receiving a larger bonus.  You also benefit in the short run because you would not experience any negative repercussions from your boss.  However, there is the risk that sometime in the future, perhaps through an audit, the error will be found.  At that point, both you and Mr. Johnson could be implicated in a fraud. In addition, this may be the first instance where you are being asked to account for a transaction in violation of accepted principles or company policies.  There is a very strong possibility Mr. Bui may ask you for additional favors in the future if you demonstrate your willingness at this point.  In the larger picture, shareholders are harmed by the misleading income figures by relying on them to purchase stock at inflated prices. In addition, creditors may lend funds to the insurance company based on the misleading information. The negative impact of the discovery of misleading financial information will cause stock prices to fall, causing shareholders to lose on their investment. Creditors will be concerned about future debt repayment. You will also experience diminished self-respect because of the violation of your integrity.  (4 marks)
(iii)
This type of ethical dilemma occurs quite frequently.  The situation is difficult personally because of the possible repercussions to you by your boss, Mr. Johnson, if you do not meet his request.  At the same time, the ethical and professional response is to follow the revenue recognition rule and account for the cash collection as deferred revenue (as was done). To record the collection as revenue overstates income in the current period.  Managers are agents for shareholders. In is inappropriate to act in ways that benefit the manager while harming the shareholders. Therefore, the ethically correct response is not to comply with Mr. Johnson’s request. Explaining your position to Mr. Johnson will not be easy. You may want to tell him that you understand the reason for his request, but cannot ethically or professionally comply with it.  (3 marks for any reasonable discussion of the ethical dilemma).
QUESTION 5 – 6 marks

Montgomery Construction signed a contract to build a warehouse for a customer. Construction covers a four-year period. The following data pertain to the contract and subsequent construction:


Contract price:
  $1,750,000,


Estimated costs:  1,250,000 (remained unchanged throughout contract period)



Actual Results:





Year
  Costs

Receipts




1
$650,000
$205,000





2
$325,000
$137,000





3
$200,000
$600,000





4
  $75,000
$408,000

Required:

Calculate the revenue, expense, and profit for each of the four years using the percentage-of-completion method.

Solution:
 

                   
   Yr. 1
   Yr. 2
   Yr. 3
   Yr. 4
Total

Revenue
$910,000
$455,000
$280,000
$105,000
$1,750,000

Expenses
  650,000
  325,000
  200,000
  75,000
1,250,000

Profit
$260,000
$130,000
$80,000
$30,000
$500,000

% of Expenses
52%
26%
16%
6%
100%
MARKING:  Decuct ½ mark for each mistake, years 1-4.  Allow for consistency after errors.









