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Instructions
1. This examination comprises 1 multiple choice question worth 80 marks over 14 pages.  Pages 12, 13 and 14 are for rough work/calculations and will not be marked.  Answer Question No. 1 (multiple choice) directly on the Scantron Sheet provided. The exam is not to be removed from the examination room. 

2. No account will be taken of any information entered in the exam booklet or on the extra pages for rough work/calculations.  All answers must be entered on the Scantron sheet provided.  Failure to use the Scantron sheet will result in a loss of marks for each question not answered on the Scantron Sheet.

3. This exam is out of 80 marks and is 2 hours long. You should budget approximately 1.6 minutes per mark.

4.   Please do not ask the invigilator or the professor any questions, as they will not be answered.  Language dictionaries (non-electronic) are allowed if approved by the professor.

5. The use of electronic communication devices such as cell phones is strictly prohibited during the exam.  

6. You must bring photo identification with you. No photo identification means no exam.




	Question No. 1 – Multiple Choice
	/ 80

	TOTAL
	/ 80


Question No. 1 (80 marks)
This multiple choice (MC) examination is comprised of two parts.  Part 1 contains twenty-eight (28) MC questions each worth 1 mark.  Part 2 contains twenty-six (26) MC questions each worth 2 marks.  Select the best answer for each multiple choice question and enter your answer on the Scantron Sheet provided.  Failure to use the Scranton Sheet for any MC question will result in zero marks for that question.  Only one answer will be accepted for each question.  There is no penalty for guessing.  No account will be taken of any explanations provided.
Part 1:  (MC Questions 1 to 28 worth 1 mark each)

1. The Statement of Financial Position and the Statement of Changes in Equity are interrelated because:

a. The beginning amount of retained earnings on the Statement of Changes in Equity is reported on the statement of financial position.

b. The amount of assets on the Statement of Financial Position is reported on the Statement of Changes in Equity.

c. The ending amount of each of the components of shareholders’ equity on the Statement of Changes in Equity is reported on the Statement of Financial Position.

d. The amount of liabilities on the Statement of Financial Position is reported on the Statement of Changes in Equity.

2. Which of the following is the usual order for current assets to be listed on a Statement of Financial Position by a private Canadian corporation?

a. Cash, receivables, prepaid expenses, inventories, trading investments.

b. Cash, trading investments, inventories, prepaid expenses, receivables.

c. Cash, receivables, inventories, trading investments, prepaid expenses.

d. Cash, trading investments, receivables, inventories, prepaid expenses.

3. Which of the following represents an operating business activity?

a. Repayment of the principal amount on a bank loan.

b. Purchase of property, plant and equipment assets for cash.

c. Cash collected from services rendered to customers.

d. Sale of a long-term investment.

4. A sales discount does not:
a. Provide the purchaser with a cash saving.

b. Reduce the amount of cash received from a credit sale.

c. Reduce a contra revenue account.

d. Increase an operating expense account.

5. If a company decided to record a cash outlay as an asset rather than as an expense, how would this decision affect the net income (profit) in the current period?

a. Net income will be higher.
b. Net income will be lower.

c. Net income will not be affected by this decision.

d. Both assets and liabilities would be overstated.

6. Which of the following best describes the entry to be recorded by a law firm when it receives a retainer (fee) from a new client for services to be provided in the future?

a. Debit to Accounts Receivable; credit to Legal Services Revenue.

b. Debit to Unearned Revenue; credit to Legal Services Revenue.

c. Debit to Cash; credit to Unearned Revenue.

d. Debit to Fee Service Receivable; credit to Fee Retainer Received.

Question No. 1 (continued) (80 marks)
7. Which of the following accounts is increased with a debit?
a. Dividends.

b. Legal fees earned.

c. Unearned revenue.

d. Common shares.

8. On the Income Statement, the beginning merchandise inventory is added to the cost of goods purchased which determines the:
a. Cost of goods available for sale.

b. Income from operations.

c. Gross profit.

d. Cost of goods available for sale.

9. Under a periodic inventory system,  the purchase of merchandise is debited to the:
a. Merchandise inventory account.

b. Cost of goods sold account.

c. Purchases account.

d. Freight-in account.

10. 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.

11. Which of the following errors, each considered individually, would cause the trial balance to be out of balance?
a. A payment of $164 to a creditor was posted as a debit to Accounts Payable and a debit of $164 to Cash.
b. Cash received from a customer on account was posted as a debit of $350 to Cash and a credit of $350 to Accounts Payable.
c. A payment of $59 for supplies was posted as a debit of $95 to Supplies and a credit of $95 to Cash.
d. A transaction was not posted.
12. The primary difference between prepaid and accrued expenses is that prepaid expenses have:
a. Been incurred and accrued expenses have not.
b. Not been paid and accrued expenses have.
c. Been paid and accrued expenses have not.
d. Not been recorded and accrued expenses have.
13. A legal firm received $2,000 cash for legal services to be rendered in the future. The full amount was credited to Unearned Service Revenue. If the legal services have now been provided by the end of the accounting period but no adjusting entry was made, this would cause:
a. Expenses to be overstated.
b. Net income (profit) to be overstated.
c. Liabilities to be understated.
d. Revenues to be understated.
Question No. 1 (continued) (80 marks)
14. At the end of the current year, the required adjusting entry for depreciation on equipment had been omitted. Which of the following statements is true regarding the current year’s financial statements?
a. Profit will be overstated.
b. Total assets will be understated.
c. The Statement of Financial Position and the Income Statement will be misstated but the Statement of Changes in Equity will be correct.
d. Retained earnings will be understated.
15. Goods that are purchased for future use in the business, such as supplies, are recorded as:
a. Assets.
b. Accrued revenues.
c. Unearned revenues.
d. None of the above.
16. If supplies are recorded as assets when purchased, the credit to supplies in the adjusting entry is for the amount of supplies:
a. Remaining.
b. Purchased.
c. Used.
d. None of the above.
17. 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.
18. The abbreviation “FOB” stands for:
a. Free on board.
b. Freight on board.
c. Free only to buyer.
d. Freight charge on buyer.
19. A company using a perpetual inventory system that returns goods purchased on credit would:
a. Debit accounts payable and credit merchandise inventory.
b. Debit sales revenue and credit accounts receivable.
c. Debit cash and credit accounts payable.
d. Debit sales revenue and credit purchases.
20. Freight paid by the seller to a customer’s business is recorded by the seller as:
a. A debit to an operating expense.
b. A credit to sales revenue.
c. A credit to cost of goods sold.
d. None of the above.
21. The process of transferring entries from the journal to the ledger is called:

a. Journalizing.

b. Transferring.

c. Posting.

d. Balancing.

Question No. 1 (continued) (80 marks)
22. The cash basis of accounting does not satisfy generally accepted accounting principles because:

a. It fails to record revenue that has been earned but not collected, thus violating the revenue recognition principle.

b. Cash is more important than revenues not received in cash.

c. Some companies may use different accounting standards, so it does not matter whether revenue is recognized or not unless it is received in cash.

d. It does not make sense to record expenses unless cash has been paid to support the expense.

23. The primary purpose of a trial balance is to:

a. Prove that the correct accounts have been used in recording transactions.

b. List all of the account titles.

c. Prove the mathematical equality of debits and credits after posting.

d. Find all errors.

24. The process of transferring entries from the journal to the ledger is called:

a. Journalizing.

b. Transferring.

c. Posting.

d. Balancing.

25. How many of the following statements are true regarding debits and credits?
 i)
In any given transaction, the total dollar amount of the debits and the total amount of the credits must be equal.

ii)
Debits decrease certain accounts and credits decrease certain accounts.

iii)
Liabilities and Shareholders Equity accounts usually end in credit balances whereas assets usually end in debit balances.

a. None.

b. One.

c. Two.

d. Three.

26. When expenses exceed revenues in a given period (and there are no gains or losses):
a. Shareholders equity will not be impacted.

b. Shareholders Equity increases.

c. Shareholders Equity decreases.

d. Dividends must have been paid.

27. An adjusting entry to record accrued salaries payable would cause which of the following? 
a. A decrease in assets and shareholders equity.

b. A decrease in assets and liabilities.

c. An increase in expenses, liabilities, and shareholders equity.

d. An increase in expenses and liabilities but a decrease in shareholders equity.
28. Which of the following is not a qualitative characteristic of useful accounting information?
a. Going Concern.

b. Verifiability.

c. Relevance.

d. Comparability.

. **** END OF PART 1 OF MULTIPLE CHOICE****

Question No. 1 (continued) (80 marks)
Part 2:  (MC Questions 29 to 54 worth 2 marks each)

	29.
	On March 1, Shogun Corporation borrowed $35,000 from its bank, and signed a 6%, 4-month bank loan. Principal and interest are due on July 1. If Shogun’s year end is May 31, the adjusting entry that it should prepare for interest on May 31 would be:

	
	

	a.
	Debit Interest Expense, $525; credit Interest Payable, $525.

	b.
	Debit Interest Expense, $1,575; credit Interest Payable, $1,575.

	c.
	Debit Bank Loan Payable, $700; credit Cash, $700.

	d.
	Debit Interest Expense, $700; credit Interest Payable, $700.


	30.
	The balance in the Prepaid Rent account before adjustment at the end of the year is $12,000 and represents four months’ rent starting on October 1. The adjusting entry required on December 31 is:

	
	

	a.
	debit Prepaid Rent, $3,000; credit Rent Expense $3,000.

	b.
	debit Prepaid Rent, $9,000; credit Rent Expense, $9,000.

	c.
	debit Rent Expense, $12,000; credit Prepaid Rent, $12,000.

	d.
	debit Rent Expense, $9,000; credit Prepaid Rent, $9,000.


Use the following information to answer questions 31 and 32:

The following data for Sorensen Company is presented below:

	Cash
	$ 10,200
	Accounts Receivable
	$ 24,000

	Accounts Payable
	32,760
	Mortgage Payable (due 2020)
	20,000

	Inventory
	17,000
	Unearned Revenue
	1,200

	Equipment
	220,000
	Temporary Investments
	6,400

	Long-term Notes Payable
	50,000
	Accumulated Depreciation
	100,000

	Common Shares
	40,000
	Retained Earnings
	13,440

	Prepaid Rent
	1,600
	Salaries Payable
	12,000


The Mortgage Payable account is long-term in nature.  The Temporary Investments account represents investments made in equity securities that will be sold within 3 months. 
	31.
	Current assets amount to:

	
	

	a.
	$59,960

	b.
	$59,200  ($10,200 + $6,400 + $24,000 + $17,000 + 1,600)

	c.
	$52,800

	d.
	$51,200


	32.
	Current liabilities amount to:

	
	

	a.
	$65,960

	b.
	$85,960

	c.
	$33,960

	d.
	$45,960  ($32,760 + 12,000 + 1,200)


	33.
	If a $20,000 sale was made on July 8, 2013 with terms 3/10 net 45, and collection was made on September 20, the amount collected is:

	
	

	a.
	$19,400

	b.
	$19,600

	c.
	$20,000  (outside discount period)

	d.
	$20,600


Question No. 1 (continued) (80 marks)
	34.
	Zanzibar Realty received a cheque for $18,000 on August 1, which represents a 6-month advance payment of rent on a building it rents to a client. Unearned Rent Revenue was credited for the full $18,000. Financial statements will be prepared on November 30. Zanzibar should make the following adjusting entry on November 30:

	
	

	a.
	debit Unearned Rent Revenue, $12,000; credit Rent Revenue, $12,000.

	b.
	debit Rent Revenue, $12,000; credit Unearned Rent Revenue, $12,000.

	c.
	debit Rent Revenue, $6,000; credit Unearned Rent Revenue, $18,000.

	d.
	debit Unearned Rent Revenue, $6,000; credit Rent Revenue, $6,000.


Use the following information to answer questions 35, 36, and 37.

Lumberton Electronics limited reported the following data:

Cost of Goods Sold

$117,000

Income Tax Expense

29,750

Operating Expenses

165,000

Sales

450,000

Sales Discounts

26,000

Sales Returns and Allowances

23,000

	35.
	The amount of net sales to be reported on the Income Statement would be:

	
	

	a.
	$401,000  ($450,000  ̶  $26,000  ̶  $23,000)

	b.
	$427,000

	c.
	$424,000

	d.
	$450,000


	36.
	The profit margin ratio (rounded to four decimal places) would be:

	
	

	a.
	0.2644

	b.
	0.2226  ($401,000  ̶  $117,000  ̶  $165,000  ̶  $29,750)/$401,000

	c.
	0.1983

	d.
	0.2968


	37.
	Gross profit would be:

	
	

	a.
	$284,000  ($401,000  ̶  $117,000)

	b.
	$303,250

	c.
	$310,000

	d.
	$333,000


	38.
	A $3,400 debit to the Wages Expense account was incorrectly posted as a credit of $3,400 to the Wages Expense account.  What is the effect on the trial balance and on Wages Expense?

	
	

	a.
	No effect on the trial balance but Wages Expense is understated by $3,400.

	b.
	The debit column of the trial balance is $2,200 too high and Wages Expense is overstated by $3,400.

	c.
	No effect on the trial balance but the Wages Expense is understated by $6,800.

	d.
	The debit column of the trial balance is $6,800 too low and Wages Expense is understated by $6,800.


Question No. 1 (continued) (80 marks)
Use the following information to answer questions 39, 40 and 41.

Beech Tree Limited reported the following information for 2015:

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 per Share

$0.12
Profit

18,000
Weighted Average Number




of Common Shares

26,000

	39.
	The earnings per share ratio (rounded to four decimal places) for 2015 is:

	
	

	a.
	$0.9231

	b.
	$0.4444

	c.
	$0.6923  ($18,000 / 26,000 shares)

	d.
	$0.5385


	40.
	The price earnings ratio for 2015 is:

	
	

	a.
	4.4875 times.

	b.
	7.6925 times.

	c.
	3.7033 times.

	d.
	5.7692 times. ($0.6923 / $0.12) 


	41.
	Assume Beech Tree Limited wanted to borrow $75,000 from a local bank on January 2, 2016. What immediate effect, if any, would this transaction have on Beech Tree’s current ratio?

	
	

	a.
	Cannot be determined from the data given.

	b.
	The ratio would decrease.

	c.
	The ratio would increase.

	d.
	The ratio would remain unchanged.


	42.
	Net sales are $400,000 and cost of goods sold is $310,000.  If operating expenses are $58,000, other revenues and gains are $10,000, and income tax expense is 20% of income before taxes, the profit margin ratio is:

	
	

	a.
	9.4%

	b.
	8.4%  [$400,000  ̶  $310,000  ̶  $58,000 + $10,000  ̶  (20% x $42,000)] / $400,000

	c.
	6.2%

	d.
	8.9%


	43.
	A company purchased a depreciable asset for $40,000 on July 1, 2014. The estimated useful life of the asset is 5 years.  If the company uses straight-line depreciation, what is the balance in the accumulated depreciation account and what would the carrying amount of the asset be on December 31, 2015?

	
	

	a.
	the accumulated depreciation would be $16,000 and the carrying amount would be $24,000.

	b.
	the accumulated depreciation would be $16,000 and the carrying amount would be $56,000.

	c.
	the accumulated depreciation would be $12,000 and the carrying amount would be $52,500.

	d.
	the accumulated depreciation would be $12,000 and the carrying amount would be $28,000.


Question No. 1 (continued) (80 marks)
	44.
	Pumping Iron Ventures is an exercise club.  Members may join at any time during the year but must pay for a 12-month membership at the time of joining.  The membership fees paid for in cash are initially recorded in the unearned membership fees account. Selected information from the unearned membership fees account of Pumping Iron Ventures for 2015 appears below:

Unearned Membership Fees T-Account
120,000  Balance January 1, 2015
390,000 credit entries during 2015
180,000 Balance December 31, 2015
The amount of fees received and the amount of fees earned, respectively, by Pumping iron Ventures in  2015 is:



	
	

	a.
	$510,000 fees received and $330,000 fees earned.

	b.
	$390,000 fees received and $330,000 fees earned.

	c.
	$510,000 fees received and $180,000 fees earned.

	d.
	$390,000 fees received and $180,000 fees earned.


	45.
	Which of the following describes how payments to suppliers made within the purchase discounts period are recorded in a perpetual inventory system?

	
	

	a.
	Reduce Cash, reduce accounts payable.

	b.
	Reduce Cash, Reduce accounts payable, reduce inventory.

	c.
	Reduce cash, reduce accounts payable, increase purchase discounts.

	d.
	Reduce Cash, reduce accounts payable, decrease purchase discounts.


	46.
	The following sequence of transactions took place during June for Ace Company:

June   3:  Purchase goods costing $2,200 from Zip Co. with terms 2/10, net 30.
June   5:  Returned goods costing $1,200 to Zip Co. for full credit.

June   6:  Purchased goods costing $2,000 from Nadda Co. with terms 2/10, net 30. 

June 11:  Paid the balance owed to Zip Co.

June 22:  Paid Nadda in full.
If Ace had no inventory on hand on June 1, what is the cost of inventory on hand on June 30 assuming Ace uses a perpetual inventory system?   

	
	

	a.
	$2,940

	b.
	$2,960

	c.
	$2,980   ($4,200  ̶  $1,200  ̶  $20*)    *$20 = ($2,200  ̶  $1,200 x 2%)

	d.
	$3,020


	47.
	1. Assume a company’s current ratio to be 1.8 and working capital equal to $32,000. Total current assets must be:

	
	

	a.
	$68,000

	b.
	$72,000  x/y=1.8;  x=1.8y; 1.8y  ̶  y = $32,000; y = $40,000; x = $40,000 + $32,000

	c.
	$76,000

	d.
	$80,000


Question No. 1 (continued) (80 marks)
	48.
	To record the sale of goods for cash under a perpetual inventory system:

	
	

	a.
	Two journal entries are necessary: one to record the receipt of cash and sales revenue, and one to record the cost of the goods sold and reduction in merchandise inventory.

	b.
	Only one journal entry is necessary to record the receipt of cash and the sales revenue.

	c.
	Two journal entries are necessary: one to record the receipt of cash and the reduction of inventory, and the other to record the cost of goods sold and the sales revenue.

	d.
	One journal entry is necessary to record the cost of goods sold and the reduction of inventory.


	49.
	When goods are purchased for resale by a company using a periodic inventory system:

	
	

	a.
	Purchases are debited to the beginning Merchandise Inventory account.

	b.
	Purchases are debited to Finished Goods Inventory account.

	c.
	Purchases are debited to the Purchases account.

	d.
	Purchases are debited to the Cost of Goods Sold account.


	50.
	Given the following activities:




Payment of cash dividends to shareholders
$  75,000



Payment of interest on a bank loan
35,000



Purchase of machinery
195,000



Payment on mortgage payable
200,000



Payment made to repair machinery
65,000



Purchase of inventory
15,000

The cash outflows for investing and financing activities are:

	
	

	a.
	Investing $195,000; financing $300,000

	b.
	Investing $185,000; financing $275,000

	c.
	Investing $185,000; financing $300,000

	d.
	Investing $195,000; financing $275,000


	51.
	On June 1, 2015, Bonita Company borrowed $40,000 from First National Bank and signed a 1-year note payable. The loan plus 8% interest must be repaid on the maturity date.  If Bonita’s year-end is December 31, the amount of interest payable to be reported on Bonita’s Statement of Financial position would be (rounded to the nearest dollar):

	
	

	a.
	$1,867  ($40,000 x 8% x7/12)

	b.
	$0

	c.
	$1,333

	d.
	$3,200


	52.
	Wayne Summers earned a salary of $750 since he was paid last in mid-November and he will be paid on December 1.  The adjusting entry to be recorded by Wayne’s employer at November 30 would be: 

	
	

	a.
	Salaries Payable . . . . . .   750
      Cash  . . . . . . . . . . . .             750

	b.
	Salaries Payable . . . . . .   750

      Salary Expense . . . .             750

	c.
	Salaries Expense . . . . . .  750

      Salary Payable  . . . .            750

	d.
	No journal entry is required because payday is not until the next day.


Question No. 1 (continued) (80 marks)
	53.
	Maple Corporation sells merchandise on account for $3,000 to Marshmallow Corporation with credit terms of 2/15, n/45. Marshmallow returns $600 of merchandise that was damaged, along with a cheque to settle the account within the discount period. What is the amount of the cheque?

	
	

	a.
	$2,352  ($3,000  ̶  $600) x 98%

	b.
	$2,400

	c.
	$2,940

	d.
	$2,940


	54.
	On December 31, 2015 Greenhouse reported a balance of $104,000 in its Retained Earnings account.  During the year, the company reported a net loss of $14,000 and had also issued additional common shares for $30,000 cash.  On January 1, 2015 Greenhouse Company reported a balance in its Retained Earnings account of $121,000 and a balance of $370,000 in its Common Shares account.  The amount of dividends paid by Greenhouse during 2015 was:

	
	

	a.
	$3,000  ($121,000  ̶  x  ̶  $14,000 = $104,000);  x = $3,000

	b.
	$11,000

	c.
	$33,000

	d.
	$41,000


**** END OF PART 2 OF MULTIPLE CHOICE ****
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