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BUSI 1004 – Introduction to Financial Accounting

Mid-Term Examination – November 3, 2017

18:00 – 20:00


1.	There are 60 marks available on this exam. 
2.	This exam comprises of 5 questions and has 9 pages. Please ensure that you have a complete exam paper before starting.
3.	Answers to Question 1 should be entered on the Scantron Sheet
4.	Answers to Questions 2-5 should be answered in the test booklet.
5.	Financial calculator allowed. Programmable calculators are not allowed. Electronic language dictionaries are not allowed.
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Answer Questions 2 to 5 in the exam booklet provided.


Question 2	(12 marks)	(24 minutes)

Weber Inc. is just finishing another year of operations. The company’s unadjusted trial balance is shown below. 

	Weber Inc.
Unadjusted Trial Balance
December 31, 2009


	
	Debit
	Credit

	Accounts payable
	
	$     300

	Accumulated depreciation
	
	38,450

	Advertising expense
	$  6,600
	

	Cash
	84,725
	

	Consulting revenues earned
	
	13,700

	Depreciation expense
	6,725
	

	Equipment
	33,000
	

	Furniture
	35,000
	

	Insurance expense
	5,600
	

	Interest expense
	6,000
	

	Prepaid advertising
	1,900
	

	Prepaid rent
	12,000
	

	Rent earned
	
	12,400

	Retained earnings
	
	57,900

	Share capital
	
	83,900

	Short-term notes payable
	
	11,000

	Supplies inventory
	4,700
	

	Supplies expense
	15,600
	

	Term deposit
	11,000
	

	Unearned rent revenue
	
	5,500

	Utilities expense
	300
	

	
	$223,150
	$223,150



Prepare adjusting entries for the following (round to the nearest whole dollar):

a.	The short-term note payable bears interest of 5% per annum. The note was taken out on March 1, 2009. The interest is payable on March 1, 2010.
b.	The prepaid rent account consists of a rent payment made on August 1, 2009 for the period Aug 1, 2009 to July 31, 2010.
c.	Consulting work performed by Weber Inc. but unrecorded at the end of the year totaled $10,000
d.	The insurance expense account include a one-year policy taken out on May 31, 2009 at 	a cost of $2,400.
e.	The supplies inventory count at December 31, 2009 shows the total value of supplies on hand to be $5,400.
f.	$600 of the television advertising paid in advance has been used.
g.	The term deposit was taken out on September 1, 2009 and bears interest of 3.5%. Interest is payable on September 1, 2010.



Question 3	(11 marks)	(22 minutes)

The accountant for Tarmet Co., has gathered the following information in anticipation of completing the month-end financial statements at November 30, 20x8.

•	the cash account in the general ledger, prior to any adjusting entries, equals $4,251; however, the balance on the bank statement at November 30 indicates a balance of $25,765. 
• 	The bank showed a $20,000 deposit on November 30 that was not reflected in the company’s books. It was discovered that this deposit was an additional investment in the common stock of Tarmet Co. made by the shareholder R. Welthski, in the business that the bank had electronically transferred from his personal account to the business account. The shareholder forgot to tell the company’s accountant about this transfer.
• 	Outstanding cheques at November 30, 20x8 equal $2,011.
• 	An NSF cheque in the amount of $266, received from N. Oney and deposited in October, was debited to the company’s account by the bank. Service charges of $25 were also charged by the bank.
• 	The bank charged the company $65 in service fees during the month.
•	the company made a deposit on November 30, 20x8 in the amount of $1,345. This deposit will appear on the December 20x8 bank statement
•	a customer cheque was deposited in the amount of $167 was correctly recorded on the bank statement but was recorded as $176 in the general ledger.
•	the bank recorded a deposit on our bank statement of $1,213 in error. They informed us that the error will be corrected on the December bank statement

Required – 

a. 	Prepare the November 20x8 bank reconciliation for Tarmet.
b. 	Prepare all journal entries that would result from the November 20x8 bank reconciliation


Question 4	(3 marks)	(6 minutes)

Surplus Ltd. had excess cash, which it invested in the shares of Neltell Ltd. The company purchased 1,000 shares on June 30, 20x1 at $25 per share. On December 31, 20x1, the market value of Neltell shares was $20 and on December 31, 20x2, the market value of the shares had increased to $22. 

Required – 

Assuming that the investment in the shares of Neltell is classified as Fair Value through Other Comprehensive Income (FVTOCI), prepare all journal entries for the years 20x1 to 20x2.



Question 5 	(4 marks)	(8 minutes)

The Stewart Corporation entered into a three year $8,000,000 service contract in 20x1. Contract data for the first two years of the contract were as follows:

	
	20x1
	20x2

	Costs incurred
	$3,000,000
	2,600,000

	Expected costs to complete
	3,000,000
	1,400,000



Calculate the revenues to be recognized on this contract for both years.




SOLUTION


Question 1 – 2 marks each

	
	
	

	1.
	c
	

	
	
	

	2.
	a
	

	
	
	

	3.
	b
	

	
	
	

	4.
	c
	

	
	
	

	5.
	a
	

	
	
	

	6.
	c
	$500 + 700 – 400 = $800

	
	
	

	7.
	d
	

	
	
	

	8.
	a
	$50,000 x 0.6 = $30,000

	
	
	

	9.
	b
	

	
	
	

	10.
	d
	

	
	
	

	11.
	c
	Balance in the allowance account before adjustment

	
	
	= $8,000 – 9,900 + 900 = $1,000 dr.

	
	
	Bad debt expense = $7,500 + 1,000 - $8,500

	
	
	

	12.
	b
	Credit Sales = $320,000 Increase in A/R +  Write-offs +  4,130,000

	
	
	Collections = $4,500,000

	
	
	Bad debt expense = $4,500,000 x 2% = $90,000

	
	
	

	13.
	c
	$800,000 – 50,000 = $750,000

	
	
	

	14.
	b
	

	
	
	

	15.
	c
	





Question 2 – 12 marks

	(a)
	2
	Interest expense ($11,000 x 5% x 10/12)
	$458
	

	
	
	    Interest payable
	
	$458

	
	
	
	
	

	(b)
	2
	Rent expense ($12,000 / 12 x 5)
	5,000
	

	
	
	    Prepaid rent
	
	5,000

	
	
	
	
	

	(c)
	1
	Accounts receivable
	10,000
	

	
	
	    Consulting revenues earned
	
	10,000

	
	
	
	
	

	(d)
	2
	Prepaid insurance ($2,400 x 5/12)
	1,000
	

	
	
	    Insurance expense
	
	1,000

	
	
	
	
	

	(e)
	2
	Supplies inventory ($5,400 – 4,700)
	700
	

	
	
	    Supplies expense
	
	700

	
	
	
	
	

	(f)
	1
	Advertising expense
	600
	

	
	
	    Prepaid advertising
	
	600

	
	
	
	
	

	(g)
	2
	Interest receivable ($11,000 x 3.5% x 4/12)
	128
	

	
	
	    Interest revenue
	
	128






Question 3 – 11 marks

	a.
	Cash balance per books, unadjusted
	
	$4,251

	
	Shareholder investment
	1
	20,000

	
	NSF cheque + service fee
	1
	(291)

	
	Service fees
	1
	(65)

	
	Deposit error
	1
	(9)

	
	Cash balance per books, adjusted
	
	$23,886

	
	
	
	

	
	Cash balance per bank
	
	$25,765

	
	Less bank error
	1
	(1,213)

	
	Add outstanding deposit
	1
	1,345

	
	Less outstanding cheques
	1
	(2,011)

	
	Cash balance per books
	
	$23,886

	
	
	
	

	b.
	Cash
	
	$20,000
	

	
	    Common stock
	1
	
	$20,000

	
	
	
	
	

	
	Accounts receivable
	1
	291
	

	
	    Cash
	
	
	291

	
	
	
	
	

	
	Service fee expense
	1
	65
	

	
	    Cash
	
	
	65

	
	
	
	
	

	
	Accounts receivable
	1
	9
	

	
	    Cash
	
	
	9







Question 4 – 6 marks

	Jun 30, 20x1
	Investment in Neltell Ltd.
	
	$25,000
	

	
	    Cash
	
	
	$25,000

	
	1 mark
	
	
	

	
	
	
	
	

	Dec 31, 20x1
	OCI – Loss on FVTOCI Investments
	
	5,000
	

	
	    Investment in Neltell Ltd.
	
	
	5,000

	
	1 mark
	
	
	

	
	
	
	
	

	Dec 31, 20x2
	Investment in Neltell Ltd.
	
	2,000
	

	
	    OCI – Gain on FVTOCI Investments
	
	2,000

	
	1 mark
	
	
	






Question 5 – 4 marks

	20x1
	% of completion = 50%    0.5 marks

	
	Revenues = $8,000,000 x 50% = $4,000,000    0.5 marks

	
	

	20x2
	% of completion = 5,600 / 7,000 = 80%    1 mark

	
	Revenues = $8,000,000 x (0.80 – 0.50) = 2,400,000    2 marks
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