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Question 1
 (21 marks; 38 minutes)    
 Multiple choice 

For each of the following, answer on the computer input sheet, not on this examination paper or booklet.  Each correct answer is worth 1.5 marks. Make sure that you use a pencil.
1.
Under the allowance method for doubtful accounts, writing off an uncollectible account


a.
affects only income statement accounts.


b.
affects both balance sheet and income statement accounts.


c.
affects only balance sheet accounts.


d.
is not an acceptable practice.

2.
Which of the following statements is correct if a perpetual inventory system is used?


a.
There is no need for a year-end physical count.


b.
Increases in inventory resulting from purchases are debited to the Purchases account.


c.
Accounting records continuously disclose the cost of inventory.


d.
The account Purchase Returns and Allowances is credited when goods are returned to vendors.

3.
Provo Co. buys a piece of equipment with a selling price of $9,000. The dealer grants the company a reduction of 15% on the list price. The company made the following additional expenditures: sales taxes that are not refundable, $450; insurance on the equipment for one year, $250; and a delivery charge, $300. At what cost should Provo record the equipment on its books? 
a. $9,750

b. $9,000

c. $8,400

d. $8,650

4.
Luther Inc. has the following shares outstanding during 2007 and 2008: 1,000 shares of $4, no par value, cumulative preferred shares and 50,000 shares of no par value common shares. Dividends were not declared in 2007.  In 2008, $12,000 of dividends are declared and paid. What is the amount of dividends received by the preferred shareholders in 2008?


    
a.  $12,000 
   b.  $8,000
    c.  $5,000 
    d.  $4,000

5.
KJK Company had assets of $10,000, liabilities of $3,000 and share capital of $4,000 at January 1, 2008.  During 2008, the Company had revenues amounting to $10,000, expenses of $7,000, and distributed $1,000 in dividends. The amount of retained earnings that would appear on the balance sheet at December 31, 2008 would be:

a. $6,000
  b.  $5,000 
    c.  $7,000
    d.  $8,000

6.
Which of the following events decreases shareholders' equity?

a.
A payment of a previously declared cash dividend.

b.
A declaration of a 5% stock dividend.

 
c.
A $100,000 restriction of retained earnings.

d.
A declaration of a $1 cash dividend per preferred share.

7.
The following totals for the month of December were taken form the payroll register of Minsk Company.



Salaries
$12,000


CPP withheld
550


Income taxes withheld
2,500


Medical insurance deductions
450


EI withheld
32


Union dues withheld
216

The journal entry to record the monthly payroll on December 30 would include a


a.
debit to Salaries Expense for $12,000.


b.
credit to Salaries Payable for $12,000.


c.
debit to Salaries Payable for $8,252.


d.
debit to Salaries Expense for $8,252.

8.
Under the accrual basis of accounting,

     
a.
cash must be received before revenue is recognized.


b.
net earnings are calculated by matching cash outflows against cash inflows.


c.
events that cause changes in financial statement elements are recognized in the period they occur rather than in the period in which cash is paid or received.


d.
the ledger accounts must be adjusted to reflect a cash basis of accounting before financial statements are prepared under generally accepted accounting principles.

9.
Goodwill is defined for accounting purposes as:
        

a.
the financial effect of activities undertaken by companies that are for the best interest of society, even if they have a detrimental effect on the company's short-run financial results.


b.
the amount of contributions that a corporation makes to charitable organizations.


c.
the value of a company's reputation for such things as service, quality, and product reliability.


d.
the excess of the cost of an acquired company over the fair market value of its net assets (identifiable individual assets minus liabilities).

10. 
If a company has a current ratio of 1.2, what respective effects will the borrowing of cash on a short-term basis and the collection of accounts receivable have on the ratio?



Short-term Borrowing
Collection of Receivables


a.

Increase
No effect


b.

Increase
Increase


c.

Decrease
No effect


d.

Decrease
Decrease

11. 
The capital structure of a company is


a.
its property, plant and equipment.


b.
the mixture of debt and equity to finance a company.


c.
the composition of its shareholder’s equity.


d.
the different types of debt that that the company has outstanding.

12.
The primary objective of the separation of duties for internal control purposes is:
        

a.
to provide greater training to employees by allowing them to work on different tasks.


b.
to make sure that individual employees, acting alone, are discouraged from committing fraudulent actions.


c.
to ensure that no employee accumulates too much organizational power and control.


d.
to provide a work environment where no employee is required to do so many tasks that he/she becomes indispensable to the company.

13.
The unadjusted trial balance of Rover Excursions at November 30 includes revenue of $27,900 and expenses of $17,340.  Adjustments are necessary for the following items:

- office rent for November, $2,700.  The payment was made in December.

- amortization for November, $1,440.

- fees collected in October and earned in November, $3,300.

- fees earned in November, but not yet billed to customers, $1,950.


Based on these details, the company’s income before income taxes for November is:


a.
$10,560.
     b.
$17,070.
     c.
$11,670.
d.
  $7,070.

14.
Which one of the following would normally be considered a disadvantage of the corporate form of organization?

     
a.
Limited liability of shareholders

     
b.
Separate legal existence

     
c.
Continuous life

     
d.
Government regulation
QUESTION 2 (20 marks; 36 minutes) 
Accounting for Inventory

Janet Corporation sells item A as part of its product line. Simplified information about the beginning inventory, purchases, and sales for item A for the year 2008 is given in the following table.

	Year 2008
	Purchases
	
	Sales

	Date
	Number 

of Units
	Unit 

Cost
	
	Number 

of Units
	Sales 

Price

	January 1 (beginning inventory)
	5,000
	$1.40
	
	
	

	(a) March 5
	5,000
	$1.60
	
	
	

	(b) June 21
	
	
	
	8,000
	$4.50

	(c) September 30
	2,500
	$2.00
	
	
	

	(d) December 17
	
	
	
	2,500
	$4.80


Required: (Please show detailed calculations for all requirements)

For requirements 1, 2 and 3, assume that Janet Corporation uses a periodic inventory system and the weighted-average cost method. 

1. Compute the cost of ending inventory, the cost of goods sold, and the gross profit. Assume that there is no shortage of inventory due to spoilage, shrinkage or theft. (5 marks)    

2. Would the gross profit be higher, lower or the same if Janet Corporation used the First-in First-out (FIFO) method rather than the weighted-average cost method? Explain. Calculations are not necessary to answer this requirement. (2 marks)
3. Prepare journal entries to record transactions (a) and (b), assuming that these are cash transactions. All sales made by Janet Corporation are subject to federal and provincial sales taxes at the rates of 5 percent and 8 percent, respectively. (5 marks)
4. Assume for this requirement that Janet Corporation uses a perpetual inventory system and the moving weighted-average cost method. Will the journal entries required to record transactions (a) and (b) be different from those you prepared in requirement 3? Explain. Journal entries are not required. (4 marks)
5. Assume that the personnel in charge of the physical inventory count at year end counted 2,500 units of item A by mistake instead of the quantity that you calculated in requirement 1. How will this error affect the balance sheet at December 31, 2008? Show the amount of the understatement or overstatement for each affected balance sheet item. Assume that the company is subject to an income tax rate of 30 percent.  (4 marks)
QUESTION 3 (16 marks; 30 minutes) 
Accounting for Long-term Assets

K.C. Rybak has been operating a small and modest bike shop out of his garage for the last several years. Subsequent to a conversation with a close friend he decided to expand his business by buying a franchise from “Bike Collective” a business specializing in bike sales and repairs. This business was incorporated and commenced operations on July 1, 2008 as K.C. Bike Collective Inc. 

On August 1, 2008, K.C. Bike Collective Inc. bought a piece of land and an abandoned warehouse on the land for $ 915,000. The company paid $75,000 cash and signed a note for the balance.  A real estate broker estimated the market values of the land and warehouse to equal $350,000 and $700,000, respectively.  

Also on August 1, the company purchased a machine that produces inner tubing for mountain bike tires for $50,000 cash. The company incurred $5,000 in installation cost because of the specific casing that was necessary to house the equipment.

This was paid on September 1

Prior to buying the building the company determined that $105,000 of renovations would have to be done in order to make it usable for the operations of the business. The renovations were completed on October 1, 2008 and the amount was paid in cash. 
The company’s fiscal year ends on December 31.

Required:

1. Prepare journal entries to record the assets acquired on August 1, 2008. Journal entries for the transactions that occurred on other dates are not required. Show all calculations and round to the nearest dollar.  (6 marks)


2. Assume the warehouse has a useful life of 25 years and a salvage value of $15,000, and is amortized on a straight-line basis. Prepare the adjusting journal entry on December 31, 2008 to record the amortization for the warehouse for 2008 assuming that the warehouse was not ready for use until the renovation was completed. Show all calculations and round to the nearest dollar.  (3 marks)
3. Assume the machine is expected to produce about 165,000 tubes over its life and has no salvage value. By December 31, 2008, 33,000 tubes were produced. Calculate the amortization expense for this machine for 2008, assuming that the units-of-production method is used. A journal entry is not required. Show all calculations and round to the nearest dollar.  (2 marks)
4. Prepare in good form the fixed assets section of the company’s balance sheet as at December 31, 2008.  (5 marks)

QUESTION 4 (21 marks; 38 minutes)

Accounting for Liabilities
PART A (8 marks)

Modern Furniture Ltd. is local retailer of home furnishings. The company reported the following items in its balance sheet dated October 31, 2008 (in thousands of Canadian dollars):




Oct. 31, 2008 
Oct. 31, 2007
Current liabilities



Dividends payable
4,424
3,844


Deferred warranty plan revenue
9,971
10,299

The company’s annual report included the following information:

Warranty revenues are deferred and taken into income on a straight-line basis over the life of the warranty period. Warranty revenues included in sales for fiscal year 2008 are $9,818,000 compared to $9,450,000 in 2007. 
Required:

1. Determine the amount that the company received from customers to purchase deferred warranty plans during fiscal year 2008, and prepare the related journal entries to record the transactions that affected this account.  (4 marks)
2. The company’s board of directors declared dividends of $14,725 during 2008. Prepare the journal entries to record the declaration and payment of dividends during the year.  (4 marks)
PART B (13 marks)

LT Ltd. issued on January 1, 2008 $1 million in debentures that mature in five years. The debentures have an annual stated (contractual) interest rate of 8% with interest payable semi-annually on July 1 and January 1, beginning July 1, 2008. The annual market rate for similar bonds was 6% at the time of issuance. The company uses the effective interest method and has a December 31 fiscal year end.

Present value factors for selected periods and interest rates are shown below.

   Present Value of $1
    Present Value of Ordinary Annuity of $1
Periods

     3%
          4%           6%          8%  
        3%          4%            6%           8%    
      5  

 0.8626      0.8219      0.7473    0.6806
    4.5797      4.4518     4.2124     3.9927  

    10  

 0.7441      0.6756      0.5584    0.4632
    8.5302      8.1109     7.3601     6.7101
Required

1. Prepare the journal entry to record the issuance of the debentures on Jan. 1, 2008. (4 marks)
2. Prepare the journal entries to record the transactions related to the debentures on July 1, 2008 and December 31, 2008. (5 marks)







3. Show in good form how the bond-related accounts and amounts would be presented on the company’s balance sheet as at December 31, 2008. (4 marks)
QUESTION 5 (22 marks; 40 minutes)


Financial Ratios
Dorel Industries is a Montreal-based company that produces and markets a variety of products such as strollers, high chairs, and car seats under names that include Cosco. It also makes ready-to-assemble furniture. Dorel’s balance sheets at December 30, 2006 and 2007 as well as its income statements for the years 2006 and 2007 are shown on the next two pages.
Additional information:

· End of year values at December 31, 2005:

Net accounts receivable:
$  287,225
Inventories:


    279,265
Total assets:

 
 1,542,715
Total shareholders’ equity:
    672,442
· Cash flow information:



 2006

 2007
Net cash flow from operating activities:
$106,721
$167,340
Net cash flow from investing activities:
(28.295)
(41,396)
Net cash flow from financing activities:
(65,881)
(132,285)
Interest paid
30,689
22,989
Income taxes paid
7,385
10,975
Required:

1. Calculate the quick ratio for 2007 and explain its significance in terms of Dorel’s liquidity position at December 31, 2007. (3 marks)
2. Assume that you are interested in buying common shares in Dorel.

a. Identify three ratios that would be most useful for your investment decision, and explain why you chose these ratios. (3 marks)
b. Calculate the three ratios that you identified above for each of the years 2006 and 2007. (6 marks)
c. Would you purchase shares in Dorel based on the calculated ratios? Explain. (2 marks)
3. Assume that you are a bank manager who has been approached by Dorel’s chief financial officer for a long-term note of $10 million, payable in five years to modernize its plant facilities.
a. Identify two ratios that would be most useful for your lending decision, and explain why you chose these ratios. (2 marks)
b. Calculate the two ratios that you identified above for each of the years 2006 and 2007. (4 marks)
c. Would you lend Dorel the requested $10 million based on the calculated ratios? Explain. (2 marks)
DOREL INDUSTRIES INC.

CONSOLIDATED BALANCE SHEETS

AS AT DECEMBER 30, 2007 AND 2006

(All figures in thousands of U.S. dollars)









      As at 


      As at

 
December 30, 2007

December 30, 2006
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CURRENT ASSETS
Cash and cash equivalents (Note 24)

Accounts receivable [Note 5)
Income faxes receivable

Inventories (Note 6)
Prepaid expenses
Future income faxes [Note 22)

PROPERTY, PLANT AND EQUIPMENT (Note 7]
INTANGIBLE ASSETS (Note 8)

GOODWILL [Note 25)

OTHER ASSETS (Nofes 2 and 9)

$

$

22,513
286,924
6,519
322,332
10,538
35,228

684,054

140,362
276,383
525,235

31,870

1,657,904

$ 25,925
294,731

8,264

326,540

9,652

29,046

694,158

142,002
261,966
501,356

27,924

§ 1,627,406
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DOREL INDUSTRIES INC.

CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 30, 2007 AND 2006

(All figures in thousands of U.S. dollars, except per share amounts)










2007

2006
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licensing and commission income

TOTAL REVENUE

EXPENSES
Cost of sales (Note 3)
Selling, general and administrative expenses
Depreciation and amortization
Research and development costs (Note 9)
Restructuring costs (Note 3)
Interest on long-term debt
Other interest

Income before income taxes

Income faxes (Note 22]
Current
Future

NET INCOME

EARNINGS PER SHARE (Note 23)
Basic

Diluted

$ 1,792,611

$

$
$

21,061
1,813,672

1,375,418
244,798
39,844
9,000
14,509
23,782
316)

1,707,044

106,628

26,418
(7,282)

19,136

87,492 §

263 §
263 §

1,748,032
23,136

1771,168

1,363,421
228,765
36,969
8,169
3,671
29,594
305

1,670,894

100,274

7,878
3,531

11,409

88,865

270
270




