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Instructions:
· This is a closed book exam.
· You are allowed translation dictionaries.
· Only non-text storing calculators are allowed
· This exam consists of 5 questions on a total of 17 pages.
· Answer all questions in the space provided on this examination paper.  Do not exceed the space allowed.
· Show your calculations and explain your reasoning.
· All companies are to comply with IFRS unless otherwise mentioned.
· You must return every page of this examination paper.
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	3
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	4
	12
	

	5
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	100
	



 



QUESTION 1. (36 MARKS)
Lola-Palooza Inc. bought equipment on January 1, 2014 and has a November 30 fiscal year-end. The following information about the equipment is available:
 
Equipment cost = $280,000 
Estimated residual value = $15,000 
Estimated useful life = 10 years
Estimated useful life in units = 2,000,000
Units sold between January 1, 2014 and November 30, 2014 = 65,000
Units produced between January 1, 2014 and November 30, 2014 = 100,000
 
Required: 
	a. Calculate the depreciation expense for the year ended November 30, 2014, using the units-of-production method. (4 marks)
 
		
Answer:

Rate: [280,000 - 15,000] / 2,000,000 = $0.1325 per unit                   <- 3 marks

Units Produced = 100,000

Depreciation expense = 100,000 x $0.1325 = $13,250                        <- 1 mark 

Total 4 marks





	b. Assume management adopts the units-of-production method to record depreciation expense for the equipment described above; give 2 ways that they can manage the earnings upwards exclusively with this method. (3 marks)

	
To manage the earnings UPWARDS it will be necessary to achieve a LOWER depreciation expense, which can be accomplished by:

1) Management can INCREASE the residual value which will DECREASE the depreciable base which will REDUCE the depreciation rate per unit.

2) Management can INCREASE the Estimated Useful Life in UNITS which will REDUCE the depreciation rate per unit.

1.5 marks for each

Note: Simply increasing output will not necessarily manage earnings higher as the depreciation amount will be added as a variable cost to inventory. Should a student mention that other fixed costs of production would be spread over a greater number of units produced and this leads to lower COGS award 1.5 (this is a cost accounting concept).






c. Calculate the depreciation expense for the year ended November 30, 2015, using the double-declining-balance method. Show your work. (4 marks)

	
First, for 2014, the depreciation expense is:

[280,000 - 0] x 20% x 11/12 = $51,333                          <- 2 marks

Next, for 2015, depreciation expense is:

[280,000 - 51,333] x 20% = $45,733                              <- 2 marks

Note: Do not penalize for carryover errors.





d. Assume the company sells the equipment (in a future year) for $105,000 cash.  Calculate the (loss) or gain on sale of the equipment, assuming the accumulated depreciation of the equipment on the date of sale was $188,000. (3 marks)

	
Accounting Gain or Loss:

Proceeds of Disposition:                                   $105,000               <- 1 mark

Less: Carrying Amount $280,000 - 188,000 = $92,000                 <- 2 marks  

GAIN                                                                $13,000






e. On March 1, 2014,  Lola-Palooza Inc. purchased for $100,000, a customer list from a competitor for $80,000 cash and signed a note payable for $20,000. The note bears annual interest of 5% and is due March 1, 2015.  Lola-Palooza Inc. then paid $25,000 in advertising expenditures on April 1, 2014 to promote its new products that will run in April 2014. No entries have been prepared in the company's books and records for the year ended November 30, 2014. Management estimates that the customer list will generate economic benefits equally over the next four years.

Required: Prepare any journal entries to fully reflect the above information for the year ended November 30, 2014.  (9 marks)

	
March 1, 2014
   
   Customer List                                                                   $100,000 
      Cash                                                                                                 $80,000
      Note payable                                                                                   $20,000

April 1, 2014
    
   Advertising expense                                                       $25,000             
       Cash                                                                                               $25,000

Nov. 30, 2014
   
    Amortization expense - customer list                           $18,750        
       Customer list (or Acc. Amort.)                                                   $18,750
[$100,000 / 4] x 9/12 = $18,750

    Interest expense                                                              $750
        Interest payable                                                                           $750
[$20,000 x 5% x 9/12]


1 mark for each correct journal entry line, reduce by 1/2 mark if amount is incorrectly computed (ie. failure to prorate amounts)







f.  On November 30, 2013, the accounts receivable general ledger account of Lola-Palooza Inc. had a debit balance of $400,000 and the allowance for doubtful accounts accounts had a credit balance of $42,000. The following transactions occurred during the 2014 year:

1. Credit sales totalled $3,200,000 and cash sales totalled $380,000.
2. A $4,000 accounts receivable previously written off was collected in full.
3. Cash collections of accounts receivable equalled $3,000,000 (excluding the cash collection in 2 above).
4. Accounts receivable of $35,000 were determined to be uncollectible and were written off.
Required:
	1. Prepare the November 30, 2014 adjusting journal entry(ies) to record bad debt expense, assuming the company estimates that 2% of credit sales will ultimately become uncollectible. You must show your calculations to receive marks. (2 marks)

Journal entry:

Bad Debts Expense = $3,200,000 x 2% = $64,000
    AFDA                                                                          $64,000




	2. Based on the information provided above, prepare a schedule (or a T - account) which shows the balance of the allowance for doubtful accounts as at November 30, 2014. Start with the opening balance on November 30, 2013 through to the ending balance on November 30, 2014. (4 marks)

Opening Balance - AFDA                                            $42,000

Add: Reversal of previous write-offs                           $4,000

Less: Write-offs for the year                                        $(35,000)

Add: Bad debt estimate for the year                           $64,000

Ending Balance - AFDA                                              $75,000

1 Mark for each line item
Note: No penalty for carryover from item 1. of $64,000







	3. Prepare the November 30, 2014 adjusting journal entry(ies) to record bad debt expense, assuming the company estimates that 5% of outstanding accounts receivable will ultimately prove uncollectible. You must show your calculations to receive marks. (5 marks)

Here we first need Accounts Receivable outstanding on November 30, 2014:

[400,000 + 3,200,000 - 35,000 - 3,000,000] = $565,000 x 5% = $28,250

(2 marks)

Next we need to adjust the existing AFDA balance (before adjustment) to the desired balance of $28,250

[42,000 - 35,000 + 4,000] = $11,000 CREDIT Balance

(1 mark)

Adjust by $17,250 to achieve $28,250 CREDIT Balance

(1 mark)

Journal Entry required:

Bad debts expense                                $17,250
   AFDA                                                                   $17,250

(1 mark for correct use of accounts if amount incorrect)




	4. Briefly describe how (if at all) either of the bad debts expense policies described above could be manipulated by the company's management. (2 marks)

BOTH can be manipulated by management as follows:

1)  Increase or Decrease the PERCENTAGE of 'credit sales' used to determine Bad Debts Expense

2) Increase or Decrease the PERCENTAGE of 'outstanding accounts receivables' to determine Allowance for Doubtful Accounts (Bad Debts Expense indirectly)

1 mark each as both can be manipulated (must state how for full marks)








Question 2. (21 Marks)

The following information relates to two different companies that operate in the same industry. 
Statement of Financial Position

	
	Indy Ltd.
	Cart Ltd. 

	ASSETS
	$
	$

	Cash
	75,000
	0

	Accounts receivable
	20,000
	10,000

	Inventory
	220,000
	200,000

	TOTAL CURRENT ASSETS
	315,000
	210,000

	Equipment, net of accumulated depreciation
	130,000
	170,000

	TOTAL ASSETS
	445,000
	380,000

	
	
	

	LIABILITIES AND SHAREHOLDERS' EQUITY
	
	

	LIABILITIES
	
	

	Bank overdraft
	0
	25,000

	Accounts payable
	300,000
	160,000

	Taxes payable
	12,000
	9,000

	TOTAL CURRENT LIABILITIES
	312,000
	194,000

	NON-CURRENT LIABILITIES
	50,000
	0

	TOTAL LIABILITIES
	362,000
	194,000

	SHAREHOLDERS' EQUITY
	
	

	Common shares
	80,000
	50,000

	Retained earnings
	3,000
	136,000

	TOTAL SHAREHOLDERS' EQUITY
	83,000
	186,000

	LIABILITIES AND SHAREHOLDERS' EQUITY
	445,000
	380,000



Additional information for Indy Ltd:
Net Sales were $150,000 for the past year and Net Income was $13,000. Interest expense was $5,000. The effective tax rate is 30%.
Additional information for Cart Ltd:
Net Sales were $80,000 for the past year and Net Income was $8,000. Interest expense was $1,000.  The effective tax rate is 30%.

 Required: 	
	a. Compare the liquidity of each company mentioned above by providing two ratios with comments. (6 marks)

Students can give any two of the following liquidity ratios:
                                                     Indy                                           Cart

Current Ratio                      315,000 / 312,000 = $1.01             210,000/194,000 = $1.08

Cart is stronger as it is higher but Indy's current assets consist of more cash.

Working Capital                (315,000-312,000) = $3,000     (210,000 - 194,000) = $16,000      

Cart has more working capital but Indy has more of it in cash

A/R Turnover                  150,000 / 20,000 = 7.5 times       80,000/10/000 = 8 times
Or in days                         365 / 7.5 = 48.7 days                  365 / 8 = 45.6 days

Cart collects cash from receivables faster than Indy, rendering it more liquid

Based on the information provided CART has a better liquidity

1 mark for each ratio for each company = 4 marks

2 marks for proper interpretation & liquidity evaluation

NOTE: Although not covered in the course a student may give the QUICK ratio for each company and be awarded marks. Indy = $0.30 vs Cart = $0.06



		
	b. Compare the solvency of each company mentioned above by providing two ratios with comments. (6 marks)
Students can give any two of the following solvency ratios:
                                                     Indy                                           Cart

Debt / TA                      362,000 / 445,000 = 81%             194,000/380,000 = 51%

Cart has a lower debt ratio, based on this it has better solvency.

Times Interest Earned
                                       (23,571 / 5,000) = 4.7 times       (11,428 / 1,000) = 11.4 times      

Cart has a higher multiple to cover interest charges, based on this has better solvency

Based on the information provided CART has a better solvency 

1 mark for each ratio for each company = 4 marks

2 marks for proper interpretation & solvency evaluation






	
	

	c. Compare and contrast the financial performance of each company mentioned above by providing three ratios with comments. (9 marks)

Students can give any three of the following profitability/performance ratios:

                                                     Indy                                           Cart

Net Profit Margin               13,000 / 150,000 = 8.7%             8,000/80,000 = 10%

Cart is stronger as it has a higher margin.

ROA                            13,000/445,000 = 2.9%                  8,000/380,000  = 2.1%      

Indy has a higher Return on Assets

ROE                           13,000 / 83,000 = 15.7%                8,000/186,000 = 4.3%

Indy has a better Return on Equity

Based on the information provided INDY has a better return in invested capital.

Additional information should be obtained regarding each company's gross margin & Inventory turnover as these indicate can also be used as performance indicators.
Industry data would also be useful.

1 mark for each ratio for each company = 6 marks

3 marks for proper interpretation & performance evaluation






















Question 3. (15 Marks)

Part A - 10 marks

Rice Department Stores has the following inventory information relating to purchases and sales of Brand X dress shoes for the month of August. The company uses a perpetual inventory system.

						Number of Units 	Unit Price

Inventory, August 1 				40 units 		$60
Sales, August 1-3 					8 units
Purchases, August 4 				200 units 		$72
Sales, August 5-31 				162 units

The shoes sell for $120 per unit.

Required: (Round to the nearest dollar)

	a. Determine the dollar value assigned to cost of goods sold for the month ended
August 31, assuming the company uses moving weighted-average inventory pricing. You must show your calculations to receive marks. (4 marks)

Goods Sold Aug. 1-3: 8 x $60 =                 $480                       <- 1 mark

Goods sold Aug. 5-31: 162 x $70.34 =       $11,396                  <- 3 marks

COGS  =                                                      $11,876

[(2,400-480) +14,400] / (40-8+200) = $16,320 / 232 = $70.34



	b. Calculate the company’s ending inventory at August 31, assuming it uses FIFO inventory pricing. (2 marks)

Company has 70 units on hand at Aug. 31, determined as follows:

(40-8+200-162) 

70 x $72 = $5,040

1 mark for quantity; 1 mark for cost/unit


	c. In performing the August 31 inventory count, employees of the company failed to include several shoes that had a total cost of $20,000. What effect would this error have on each of assets, liabilities, and owner’s equity at August 31 and on income for the month ended August 31? Use the terms Overstated, Understated or No Effect to describe the effects of the error. (4 marks) <- 1 MARK EACH

Assets: UNDERSTATED $20,000
Liabilities: NO EFFECT
Equity: UNDERSTATED $20,000
Income: UNDERSTATED $20,000





Part B - 5 marks

The following information was gathered by the accountant for Saxon Ltd. in order to prepare the December 31 year-end adjusting journal entries and year-end financial statements.

i) Information to complete the December 31 bank reconciliation:

1. Balance per (unadjusted) books on December 31, $985
2. Balance per bank on December 31, $1,040
3. Outstanding cheques as at December 31, $230
4. A cheque for $3,320 in payment of a new computer was incorrectly recorded in Saxon’s books as $3,230.
5. Saxon made a $70 deposit late in the evening on December 31. The bank did not record this deposit on the December 31 bank statement.
6. Bank service charges for the month of December equalled $15.

Required: 

	Prepare the December 31 bank reconciliation and any journal entries resulting from the bank reconciliation.

                                                                              Per Bank               Per Books
December 31 balance from source documents     $1,040                  $985

Add: Deposits-in-transit                                            $70                   

Less: Outstanding cheques                                   ($230)

Cheque Error ($3,320-$3,230)                                                           ($90)

Bank charges                                                                                     ($15)

Reconciled Balance / Adjusted Book Balance       $880                   $880 

                                                                           (1.5 marks)           (1.5 marks)

Bank charges                       $15
    Cash                                         $15                  (1 mark)

Accounts payable                 $90                          
   Cash                                           $90                 (1 mark)







Question 4. (12 Marks)

The following information relates to Wahoo Ltd.
Wahoo Ltd.
Statement of Financial Position

	
	As at December 31, 2013
	As at December 31, 2012 
	Increase
(Decrease)

	ASSETS
	$
	$
	$

	Cash and cash equivalents
	35,000
	22,000
	13,000

	Accounts receivable
	420,000
	240,000
	180,000

	Prepaid insurance
	3,000
	23,000
	(20,000)

	Inventory
	40,000
	115,000
	(75,000)

	Vehicles and equipment, net of accumulated depreciation
	418,000
	440,000
	(22,000)

	Land
	120,000
	150,000
	(30,000)

	TOTAL ASSETS
	1,036,000
	990,000
	46,000

	
	
	
	

	LIABILITIES AND SHAREHOLDERS' EQUITY
	
	
	

	LIABILITIES
	
	
	

	Accounts payable
	250,000
	230,000
	20,000

	Salaries payable
	21,000
	25,000
	(4,000)

	TOTAL LIABILITIES
	271,000
	255,000
	(16,000)

	SHAREHOLDERS' EQUITY
	
	
	

	Common shares
	450,000
	410,000
	40,000

	Retained earnings
	315,000
	325,000
	(10,000)

	TOTAL SHAREHOLDERS' EQUITY
	765,000
	735,000
	30,000

	LIABILITIES AND SHAREHOLDERS' EQUITY
	1,036,000
	990,000
	46,000



Note: The only purchase or sale of non-current assets during the 2013 period was the sale of land.



Wahoo Ltd.
Statement of Cash Flow
For the year ended December 31, 2013
	Cashflow from Operating Activities
	$
	$

	Cash receipts from customers
	810,000
	

	Cash payments for inventory
	(525,000)
	

	Cash payments to employees
	(194,000)
	

	Cash payments for insurance
	(8,000)
	

	Cash payments for other operating expenses
	(54,000)
	

	Total Cashflow from Operating Activities
	
	29,000

	
	
	

	Cashflow from Investing Activities
	
	

	Proceeds from sale of land
	24,000
	

	Total Cashflow from Investing Activities
	
	24,000

	
	
	

	Cashflow from Financing Activities
	
	

	Issuance of common shares
	40,000
	

	Cash dividends paid
	(80,000)
	

	Total Cashflow from Financing Activities
	
	(40,000)

	Net increase in cash and cash equivalents
	
	13,000

	Cash and cash equivalents on January 1, 2013
	
	22,000

	Cash and cash equivalents on December 31, 2013
	
	35,000





Required: 
	Based on the information given above, compute the following for the year ended December 31, 2013: [2 MARKS EACH]

Sales:                       $990,000

240,000 + Sales - $810,000 = $420,000


Cost of Goods Sold:         $620,000

115,000 +545,000 - 40,000   

Note: the $545,000 is obtained as follows:

230,000 + Purchases - 525,000 = 250,000
Purchases = $545,000

Salaries Expense:        $190,000

25,000 + Salaries - 194,000 = $21,000

Insurance expense: $28,000

23,000 + 8,000 - Insurance expense = 3,000

Depreciation Expense: $22,000

440,000 + Depreciation expense = 418,000

Gain or Loss on Sale of Land (you must indicate whether it's a gain  or loss to score full marks):

Loss of $6,000













Question 5. (16 Marks)
For each question below, CIRCLE  your choice of the best answer from the choices given.  Each question is worth 1 mark.  No marks will be deducted for incorrect answers.

a. In preparing her financial statements, Mary showed only cash actually received from customers as
sales. Which of the following accounting concepts was Mary in contravention of?

1) Going-concern assumption
2) Revenue recognition principle
3) Cost constraint
4) Fair value basis of accounting

b. Which of the following statements about a statement of financial position is true?

1) It shows how equity has changed during the period.
2) It shows the details of the financial position as at a given point in time.
3) It shows the profit earned during the accounting period by subtracting expenses from revenues.
4) It shows the details of the financial position  over a given period of time.

c. Gymna Ltd. issued a debit memorandum to one of its suppliers for inventory returned to the supplier.
Which of the following correctly describes the impact of the debit memorandum on Gymna’s books?

1) Accounts receivable is decreased.
2) Accounts payable is decreased.
3) Sales is increased.
4) Cost of goods sold is increased.

d. Which of the following inventory costing methods results in year-end inventory that best reflects
current costs in a period of rising prices?

1) Moving Weighted average
2) First-in, first-out
3) Specific identification
4) Weighted average

e. One of the common patterns of earnings management is “taking a bath,” which involves, among other
things, writing off assets. This is said to enhance the probability of future reported profits. How does
writing off assets increase future profits?

1) By increasing future revenues
2) By decreasing future depreciation expenses
3) By decreasing future compensation (bonus) expense
4) All of the above

f. Which of the following statements about current liabilities is true?

1) Current liabilities are debts or obligations that arise from future transactions and are due within
1 year or the company’s operating cycle, whichever is longer.
2) Current liabilities are debts or obligations that result from past transactions and are due within
1 year or the company’s operating cycle, whichever is shorter.
3) Current liabilities are debts or obligations that are not expected to be paid within 1 year or a
longer operating cycle.
4) Current liabilities are debts or obligations that are due within 1 year or the company’s operating
cycle, whichever is longer.


g. On September 1, 2013, Triton Ltd. sold excess land with a cost of $120,000 for $200,000. The
purchaser paid $50,000 cash and signed a 1-year note for the remainder. For the year ended
December 31, 2013, how would this sale of land be reflected in cash flow from investing activities?

1) $50,000 cash inflow from the sale of land
2) $80,000 cash inflow from the sale of land
3) $120,000 cash inflow from the sale of land
4) $200,000 cash inflow from the sale of land



h. James, a newly graduated engineer, is planning on starting a small consulting practice. He has come toyou for advice on the best way to form his business. He has told you that he will be the sole practitioner in the company and he wants to minimize his legal liability. Given the preceding information, which of the following forms of organization would be the best option for his company?
1) Sole proprietorship
2) Not for profit
3) Partnership
4) Corporation

i. Petra Ltd. issued a credit memorandum to one of its customers for goods returned. Which of the
following correctly describes the effect of the credit memorandum on Petra’s books?

1) Accounts receivable is decreased.
2) Accounts payable is decreased.
3) Sales is increased.
4) Cost of goods sold is increased.

j. In a periodic inventory system, a purchase return would be recorded by which of the following journal
entries?

1) 	Inventory.................................................................................................... XX
		Accounts payable................................................................................ XX
2) 	Purchase returns......................................................................................... XX
		Accounts payable................................................................................ XX
3) 	Accounts payable....................................................................................... XX
		Inventory............................................................................................. XX
4) 	Accounts payable....................................................................................... XX
		Purchase returns.................................................................................. XX

k. In a periodic inventory system, freight-in would be recorded by which of the following journal
entries?

1) 	Inventory.................................................................................................... XX
		Accounts payable................................................................................ XX
2) 	Freight-in .................................................................................................. XX
		Accounts payable................................................................................ XX
3) 	Accounts payable....................................................................................... XX
		Inventory............................................................................................. XX
4) 	Accounts payable....................................................................................... XX
		Freight-in ........................................................................................... XX

l. Which of the following items is a capital expenditure?

1) Replacement of manual controls on a machine with automatic controls that improve efficiency
significantly
2) The fine paid for violating the traffic rules while transporting equipment
3) The cost of repairing damage incurred during the unpacking of a machine
4) The cost of spare parts for maintenance of a machine

m. Which of the following is true when a company with only one class of shares increases the total number of shares outstanding?

1) Declares a cash dividend
2) Declares a stock split
3) Pays a cash dividend
4) Repurchases shares outstanding

n. Which of the following is true when a company with only one class of shares declares a stock dividend?

1) Retained earnings increases
2) Retained earnings does not change
3) Retained earnings decreases
4) Cash decreases




o. On January 1, 2014, Kirk and Hanson Ltd. had a debit balance of $74,530 in retained earnings. During
the year, the firm paid cash dividends of $4,320 and had an ending credit balance in retained earnings
of $12,380. Which of the following is true?

1) The net loss for the year was $57,830.
2) The net income for the year was $66,470.
3) The net income for the year was $82,590.
4) The net income for the year was $91,230.

p. Which of the following statements about authorized shares is true?

1) Authorized shares are the number of shares the board of directors is authorized to own.
2) Authorized shares are the total number of shares actually sold.
3) Authorized shares are the number of shares issued and still held by shareholders.
4) Authorized shares are the number of shares a corporation is permitted to issue

END OF EXAM - HAPPY HOLIDAYS!
1

