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Regular Midterm Exam 
Course title: Financial accounting
Date of the exam: Saturday, March 4, 2017
Time: from 10:00-12:00 
Professors: Chen, Chourou, Ding, Himick, Liboiron.						
	
INSTRUCTIONS
1. Answer all multiple choice questions in this exam. Put your answer directly on the Scantron Sheet provided. Failure to put your Last Name and Student id on the Scantron sheet may mean you get zero marks. The exam is not to be removed from the examination room. 
2. This exam is out of 66 marks and is 2 hours long. You should budget approximately 1.8 minutes per mark.
3.   Please do not ask the invigilator or the professor any questions, as they will not be answered.  State reasonable assumptions, if you feel they are necessary. Language dictionaries (non-electronic) are allowed if approved by the professor.
4. The use of electronic communication devices such as cell phones is strictly prohibited during the exam.  
5. Calculators are permitted.



	Q1-16
1 mark per question
	
16 marks

	Q17-41
2 marks per question
	
50 marks

	
TOTAL
	
66 marks



NAME:  _____________________________
STUDENT #:  ________________________
SECTION: ________________________
Statement of Academic Integrity
The Telfer School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 
Statement to be signed by the student:
I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.
Signed:______________________________________  
Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero.
An examination without this signed statement will not be graded and will receive a final exam grade of zero.

Select the best answer for each of the following multiple-choice items and enter your answer on the Scantron Sheet provided.  Failure to use the Scranton Sheet will result in zero marks. 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 16 are each worth one mark.
1. Accounting information is useful to which group(s) of people?
(a) marketing managers
(b) creditors
(c) investors
(d) all of the above
(e) None of the above

2. Which of the following statements is true?
(a) In a partnership, liability is limited.
(b) Income tax regulations require a business to incorporate in order to file an income tax return.
(c) In a sole proprietorship, the owner is personally responsible for all debts and obligations incurred.
(d) It is easier to raise funds for a partnership than for a corporation because investors often get to meet the partners.
(e) None of the above.

3. Which of the following is not considered to be an asset?
(a) equipment
(b) dividends
(c) accounts receivable
(d) inventory
(e) None of the above.

4. Office equipment is classified on the statement of financial position as
(a) a current asset.
(b) property, plant, and equipment.
(c) shareholders’ equity.
(d) a long-term investment.
(e) None of the above.

5. On a classified statement of financial position, in North America, current assets are often listed:
(a) in alphabetical order.
(b) with the largest dollar amounts first.
(c) in the order in which they are expected to be converted into cash.
(d) in the order of acquisition.
(e) None of the above.

6. Shareholders’ equity is increased by
(a) dividends.
(b) revenues.
(c) expenses
(d) liabilities.
(e) None of the above.

7. A debit is not the normal balance for which account listed below?
(a) Dividends
(b) Cash
(c) Accounts Receivable
(d) Service Revenue
(e) None of the above.

[bookmark: _GoBack]8. If expenses are paid in cash, then
(a) assets will increase.
(b) liabilities will decrease.
(c) shareholders’ equity will increase.
(d) assets will decrease.
(e) None of the above.

9. A furniture factory's employees work overtime in February 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 salaries should be expensed in
(a) February.
(b) March.
(c) The period when the workers receive their cheques.
(d) Either February or March depending on when the pay period ends.
(e) None of the above.

[image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]10. Using accrual accounting, expenses are recorded and reported only
(a) when they are incurred whether or not cash is paid.
(b) when they are incurred and paid at the same time.
(c) if they are paid before they are incurred.
(d) if they are paid after they are incurred.
(e) None of the above.

11. The primary source of revenue for a wholesaler is generated by
(a) investments.
(b) providing services.
(c) the sale of merchandise.
(d) the sale of property, plant, and equipment that the company owns.
(e) none of the above.

12. The primary difference between a periodic and a perpetual inventory system is that a periodic system
(a) keeps a detailed record showing the inventory on hand at all times.
(b) provides better control over inventories.
(c) records the cost of goods sold on the date the sale is made.
(d) determines the cost of goods sold at the end of the accounting period
(e) none of the above.

13. Inventory becomes part of the cost of goods sold when a company
(a) pays for the inventory.
(b) purchases the inventory.
(c) sells the inventory.
(d) receives payment from the customer.
(e) none of the above.

14. Which of the following should a business consider when choosing between the FIFO and average cost formulas?
(a) Whether the method closely follows the physical flow of goods
(b) Whether the method reports an inventory cost that approximates recent cost
(c) Using the same method for inventory of similar nature and use
(d) All of the above.
(e) None of the above

15. Which of the following statements regarding inventory cost determination methods is correct?
(a) A company may use more than one inventory cost determination method.
(b) A company should use the method that is easiest.
(c) A company must use the method that allows them to recognize the highest profit.
(d) A company may never change its inventory cost method once it has chosen it.
(e) None of the above

16. The inventory cost determination method that results in the inventory value on the statement of financial position that is closest to its actual cost is
(a) FIFO.
(b) specific identification.
(c) average cost.
(d) either FIFO or average cost.
(e) None of the above

Questions 17 to 41 are each worth two marks.
Use the following information to answer questions 17-21:

Current assets		$18,000	Net sales		 $40,000
Current liabilities	    8,000	Total liabilities               10,000
Average assets		  80,000	Shareholders’ equity	   50,000
Total assets		  60,000	Market price of shares	   $4
Profit			  18,000			
Weighted average number of common shares   26,000

17. What is the total amount of working capital?
(a) $4,000
(b) $8,000
(c) $10,000
(d) $14,000
(e) None of the above.

18. What is the current ratio?
(a) 2.25:1
(b) 2.0:1
(c) 0.6:1
(d) 0.4:1
(e) None of the above.

19. What is the earnings per share?
(a) $0.44
(b) $0.69
(c) $1.92
(d) $1.54
(e) None of the above.

20. What is the price-earnings ratio?
(a) 9.1 times
(b) 2.1 times
(c) 1.7 times
(d) 5.7 times
(e) None of the above.

21. What is the debt to total assets?
(a) 12.5%
(b) 20.0%
(c) 75.0%
(d) 16.7%
(e) None of the above.

22. The sequence of steps in the transaction recording process is
(a) journal    analyze    ledger.
(b) analyze    journal    ledger.
(c) journal    ledger    analyze.
(d) ledger    journal    analyze.
(e) None of the above.

23. When a company receives a utility bill but will not pay it right away, it should
(a) debit Utilities Expense and credit Accounts Receivable.
(b) debit Utilities Expense and credit Accounts Payable.
(c) debit Accounts Payable and credit Utilities Expense.
(d) make no entry until the bill is paid.
(e) None of the above.

24. A knowledge of the normal balances of accounts would help you spot which of the following as an error in recording?
(a) a debit balance in the dividends account
(b) a credit balance in an expense account
(c) a credit balance in a liabilities account
(d) a credit balance in a revenue account
(e) None of the above

25. The retained earnings on the trial balance prepared immediately after posting adjusting entries and before closing entries represents the
(a) retained earnings at the end of the period.
(b) retained earnings at the beginning of the period.
(c) profit for the period.
(d) total shareholders’ equity at the trial balance date.
(e) None of the above.

26. Collection of a $50 accounts receivable
(a) increases an asset $50; decreases a liability $50.
(b) decreases a liability $50; increases shareholders’ equity $50.
(c) decreases an asset $50; decreases a liability $50.
(d) has no effect on total assets.
(e) None of the above.

27. On July 1, Alaska Store paid $12,000 to Snow Realty for six months rent, starting July 1. Prepaid Rent was debited for the full amount. If financial statements are prepared on July 31, the adjusting entry to be made by Alaska Store is
(a) debit Rent Expense, $12,000; credit Prepaid Rent, $12,000.
(b) debit Prepaid Rent, $2,000; credit Rent Expense, $2,000.
(c) debit Prepaid Rent, $6,000; credit Rent Expense, $6,000.
(d) debit Rent Expense, $2,000; credit Prepaid Rent, $2,000.
(e) [image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]None of the above

28. The Sayonara Corporation purchased a notebook computer for $3,000 on December 1. The useful life of the notebook computer is estimated to be 5 years. If financial statements are to be prepared on December 31, the company should make the following adjusting entry:
(a) debit Depreciation Expense, $600; credit Accumulated Depreciation, $600.
(b) debit Depreciation Expense, $50; credit Accumulated Depreciation, $50.
(c) debit Depreciation Expense, $2,400; credit Accumulated Depreciation, $2,400.
(d) debit Office Equipment, $50; credit Accumulated Depreciation, $50.
(e) [image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]None of the above

29. McCloud Realty received a cheque for $21,000 on July 1, which represents a 6-month advance payment of rent on a building it rents to a client. Unearned Rental Revenue was credited for the full $21,000. Financial statements will be prepared on July 31. McCloud Realty should make the following adjusting entry on July 31:
(a) debit Unearned Rental Revenue, $3,500; credit Rental Revenue, $3,500.
(b) debit Rental Revenue, $3,500; credit Unearned Rental Revenue, $3,500.
(c) debit Unearned Rental Revenue, $21,000; credit Rental Revenue, $21,000.
(d) debit Cash, $3,500; credit Rental Revenue, $3,500.
(e) [image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]None of the above


30. Best Value Trucks Inc. began the year with $1,200 of supplies on hand. During the year the company purchased $4,000 worth of supplies, debited to the Supplies account. At the end of the year, there was $1,000 worth of supplies left on hand. The adjusting entry for Supplies at the end of the year would be
	(a) Supplies Expense
	4,200 
	

	          Supplies
	
	4,200



	(b) Supplies Expense
	4,000
	

	          Supplies
	
	4,000



	(c) Supplies
	4,200 
	

	          Supplies Expense
	
	4,200



	(d) Supplies Expense
	4,200 
	

	          Cash
	
	4,200



(e) [image: https://edugen.wileyplus.com/edugen/art2/common/pixel.gif]None of the above

31. For a company using a perpetual inventory system, the journal entry to record the purchase of $3,500 of goods on account, with terms of 4/10, n/30, would include a
(a) debit to accounts payable of $3,500.
(b) credit to accounts payable of $3,360.
(c) debit to merchandise inventory of $3,360.
(d) debit to merchandise inventory of $3,500.
(e) none of the above.

32. The entry to record a sale of $525 with terms of 2/10, n/30 will include a
(a) debit to Sales Discounts for $10.50.
(b) debit to Sales for $514.50.
(c) credit to Accounts Receivable for $525.
(d) credit to Sales for $525.
(e) none of the above.

33. Mountain Corp. sells merchandise on account for $2,000 to Cliff Corp., terms 2/10, n/30. Cliff returns $800 worth of merchandise that was damaged, along with a cheque to settle the account within the discount period. What entry does Mountain make upon receipt of the cheque?
(a)	Cash		1,200
		Accounts Receivable			1,200
(b)	Cash		1,160
	Sales Returns and Allowances		784
	Sales Discounts		32
		Accounts Receivable			2,000
(c) 	Cash		1,176
	Sales Returns and Allowances		800
	Sales Discounts		24
		Accounts Receivable			2,000
(d) 	Cash		1,160
	Sales Discounts		40
	Sales Returns and Allowances		800
		Accounts Receivable			2,000
(e) none of the above.

34. Benz Inc. shows the following account balances for last month:
Freight In		$  1,875
Freight Out		2,500
[bookmark: OLE_LINK1]Purchases		28,000
Purchase Discounts		2,500
Sales Returns and Allowances		4,000




The cost of goods purchased for last month is
(a) $25,875.
(b) $27,375.
(c) $29,875.
(d) $30,500.
(e) none of the above.

35. Stylish Shoe Store reported beginning merchandise inventory of $15,000. During the period, purchases were $70,000; purchase returns, $2,000; and freight in $5,000. A physical count of inventory at the end of the period revealed that $10,000 was still on hand. The cost of goods available for sale was
(a) $78,000.
(b) $82,000.
(c) $88,000.
(d) $92,000.
(e) none of the above.

Use the following information to answer questions 36 to 40. Use unrounded numbers in your calculations but round to the nearest cent for your answers.

The Powder Corporation sells an Xpert snowboard that is popular with snowboard enthusiasts. The company uses a perpetual inventory system, and recorded the following inventory transactions during the last two months of 2016.
	          Purchases			Sales	
	Units	Unit Cost	Units	Selling Price/Unit
Nov.	1	Beginning inventory	112	$72
	13	Purchase	76	71
	29	Sale			121	$99
Dec.	3	Purchase	56	69
	16	Sale			67	98

36. Using the FIFO cost formula, the cost of goods sold for November 2016 is
(a) $9,125.66
(b) $8,703.00
(c) $8,036.52
(d) $7,804.64
(e) None of the above

37. Using the FIFO cost formula, the cost of goods sold for December 2016 is
(a) $4,757.00
(b) $8,803.82
(c) $8,624.56
(d) $8,914.62
(e) None of the above

38. Using the average cost formula, the cost of goods sold for November 2016 is
(a) $9,325.69
(b) $7,803.22
(c) $9,036.58
(d) $7,884.65
(e) None of the above

39. Using the average cost formula, the cost of goods sold for December 2016 is
(a) $3,365.68
(b) $4,863.86
(c) $3,086.55
(d) $4,717.73
(e) None of the above

40. Using the average cost formula, the ending inventory at December 31, 2016 is
(a) $3,766.60
(b) $3,963.41
(c) $3,943.18
(d) $3,767.87
(e) None of the above.

41. Sally’s Skateboard Shop has a weekly payroll of $9,000 and pays its employees every Friday. None of the staff work on weekends. This year, the last day of the company’s fiscal year-end is a Wednesday. What is the correct adjusting entry to accrue salaries expense?
(a)	Salaries Expense		1,800
		Salaries Payable			1,800
(b)	Salaries Expense		5,400
		Salaries Payable			5,400
(c)	Salaries Expense		5,400
		Cash					5,400
(d)	Salaries Expense		9,000
		Salaries Payable			9,000
(e)	None of the above.
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