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Important Instructions – Please Read Carefully

1. You should verify immediately that your examination paper is complete (10 pages).
2. Print your name, student number, and class section on the cover page. 
3. You should have been provided with a Scantron card on which you will record your answers to examination multiple choice questions 1 to 14 inclusive.  Please answer on the Scantron card in pencil only (preferably soft pencil).  Any answers that you change must be erased completely. If the scan picks up multiple responses to a question you will receive a grade of zero on that question.  
4. On the front of your Scantron card, ensure that you have printed the following:
a. Your Class (this is your class Section letter)
b. Your Name
5. On the back (the answer side) of your scanner card, ensure that you have entered and coded the following:
a. Your nine-digit ID Number, left justified. (U of W students must fill in a nine-digit ID: your  UW ID + 0)
b. Under Test Form, mark A.
6. You should answer problem-style questions 15 and 16 in the space provided. Answers should be in blue or black pen.
7. Use of reference materials and receipt of assistance from other students will be penalized. (At a minimum, you would likely receive a zero score on the exam and other penalties might also be sought).
8. While you may use a calculator during the exam, a programmable calculator is not allowed. 
9. To ensure that all students have the same information, neither the instructors nor the proctors will answer any questions during the examination period.
10. Please do not separate the pages of the examination paper – the entire paper must be handed in.
Ensure that your Scantron card is handed in with your exam.  Place it under the first page of your exam.
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Section 1: Multiple-Choice (20 marks) (each question is worth 1 mark)
Instructions:   To answer each of the following questions, clearly mark the letter of your answer
 in pencil on the scantron card provided, and circle the letter on the exam paper:
1. An NSF cheque should appear in which section of the bank reconciliation? 
A. Addition to the balance per books.
B. Deduction from the balance per books.
C. Addition to the balance per bank.
D. Deduction from the balance per bank.
2. If a cheque correctly written and paid by the bank for $521 is incorrectly recorded on the company's books for $251, the appropriate treatment on the bank reconciliation would be to 
A. add $270 to the balance per bank.
B. add $270 to the balance per books.
C. deduct $270 from the balance per books.
D. deduct $270 from the balance per bank.
3. On Eli Corp's June bank reconciliation, cheques outstanding totaled $5,400. In July, the corporation issued cheques totalling $38,900. The July bank statement shows that $26,300 in cheques cleared the bank in July. A cheque from one of Eli Corp's customers in the amount of $300 was also returned marked "NSF." The amount of outstanding cheques on Eli's July bank reconciliation should be 
A. $7,200.
B. $12,600.
C. $17,700.
D. $18,000.
$5,400 + $38,900 - $26300 = $18,000
4. What happens when the actual profit reported exceed the expected profit for a company? 
A. There is no share price reaction because forecasts of profit almost never reflect actual results.
B. It causes an increase in the share price.
C. It causes a decrease in the share price.
D. It is impossible to understand the changes in market price of share.


5. The following information was available to the accountant of Midland Company when preparing the monthly bank reconciliation:

 [image: ] 

What is the corrected cash balance per books following completion of the reconciliation? 
A. $120.
B. $430.
C. $620.
D. $645.
Calculation: $145 - $25 + $500 = $620
6. Which of the following statements is true? 
A. Accumulated depreciation is the amount of depreciation on the income statement for the current year.
B. Current liabilities are debts expected to be paid out of current assets within the next year.
C. Current assets are resources of a company which might include cash and copyrights.
D. Property, plant, and equipment are classified as intangible assets on the statement of financial position.
7. When goods are sold on credit, revenue usually should be recognized at the date of which of the following? 
A. receipt of the sales order
B. receipt of the goods by the buyer.
C. passage of title from the seller to the buyer.
D. manufacture of the goods.
8. The following information was taken from the 2016 income statement of Milburn Company: Pretax profit, $12,000; Total operating expenses, $20,000; Sales revenue, $120,000. Compute the cost of goods sold. 
A. $88,000
B. $100,000
C. $108,000
D. $112,000
Calculation: $120,000 - 88,000 - 20,000 = $12,000
9. Which of the following costs would be included in the costs of inventory of a manufacturer? 
A. Sales salaries.
B. Electricity for the office building.
C. Wages for factory workers.
D. Wages for administrative staff.


10. A $15,000 overstatement of the 2016 ending inventory was discovered after the financial statements for 2016 were prepared. What was the effect of the inventory error on the 2016 financial statements? 
A. Current assets were overstated and profit was understated.
B. Current assets were understated and profit was understated.
C. Current assets were understated and profit was overstated.
D. Current assets were overstated and profit was overstated.
11. On December 15, 2016, Toby Company accepted delivery of merchandise which it purchased on credit. As of December 31, 2016, the company had neither recorded the transaction nor included the merchandise in its inventory because the seller's invoice had not been received. The effect of this omission on its statement of financial position at December 31, 2016, (end of the accounting period) was which of the following? 
A. Assets and shareholders' equity were overstated but liabilities were not affected.
B. Shareholder's equity was the only item affected by the omission.
C. Assets and liabilities were understated but shareholders' equity was not affected.
D. Assets and shareholders' equity were understated but liabilities were not affected.
12. Belmont Corporation made a basket purchase of land, a building and equipment, paying a total of $1,500,000. Market values for the assets were not available, but the appraised values were $300,000 for the land, $900,000 for the building, and $600,000 for equipment. What amounts should be recorded in the Land, Building, and Equipment accounts, respectively? 
A. $300,000, $900,000, and $600,000
B. $1,500,000, $-0-, and $-0-
C. $250,000, $750,000, and $500,000
D. $500,000, $500,000, and $500,000
Calculation: $300/$1,800  $1,500,000 = $250,000; $900/$1,800  $1,500,000 = $750,000; $600/$1,800  $1,500,000 = $500,000
13. Which of the following costs would be excluded from the acquisition cost of equipment purchased from a supplier? 
A. Cost to install the equipment.
B. The cost of freight paid to get the equipment to our factory.
C. The cost to widen an entrance in the building to bring the equipment into the facilities.
D. A purchases discount offered by the supplier.
14. In 2016, Gamma Company made an ordinary repair to a delivery truck at a cost of $300. Gamma's accountant debited the asset account, Delivery Vehicles. Was this treatment an error, and if so, what will be the effect on the financial statements of Gamma? 
A. The repair was accounted for correctly.
B. The error increased assets and profit in 2016.
C. In the years following 2016, net income will be too high.
D. The error decreased profit in 2016.




Answer Questions 15 and 16 in pen (blue or black ink):
Question 15 (15 marks)
Purple Power has a December 31 fiscal year end.    On January 1, 2016, Purple Power had a trade receivable balance of debit $100,000 and an allowance for doubtful accounts with a balance of credit $5,000.   Purple Power uses the aging method to determine its allowance for doubtful accounts.     All of the accounts receivable at January 1, 2016 related to a single sale to a customer, Mr.A. who signed a sales contract to purchase $100,000 worth of goods.   The goods were delivered in December 2015.
The following events or transactions occurred during 2016:

Date		Event

Feb. 10		Received $94,000 cash from Mr.A towards the payment of his account. 

Mar. 6		Mr. A called and informed Purple Power that he thought the sale price of $100,000
 was unreasonable.   Mr. A stated that he was only willing to ever pay $94,000.
 As a result, the accounts receivable wrote off the remaining $6,000 owed by Mr. A.

May 12		Made a sale to Ms. B of $10,000 on credit, terms 2/10, net 30.

June 7		The management of Purple Power consulted with their lawyer about the failure of Mr. A
to fully pay his account.    The lawyers are of the opinion that $4,000 of the $6,000 not
 paid by Mr. A is in fact collectible.   As a result, management reinstated $4,000 of the
 amount written off on Mar. 6.

July 1		Mr. A reluctantly paid an additional $4,000 cash to Purple Power after receiving a
threatening letter from Purple Power’s lawyers.

Oct. 16		Made a sale to Mr. C of $40,000 on credit, terms 2/10, net 30.

Nov. 1		Received $ 5,000 from Ms. B towards the payment of her account.

Dec. 18		Made a sale to Mr. D of $30,000 on credit, terms 2/10, net 30.

Dec. 31		Purple Power’s management estimated the following collection rates for receivables
based on the aging of the accounts receivable:
		Age of Receivable		Percentage Estimated Collectible
		Not yet due			98%
		0-60 days overdue		90%
		60-183 days overdue		80%
		>183 days overdue		50%
		Using these amounts, Purple Power’s accountant made an adjusting entry to adjust 
the allowance for doubtful accounts to the necessary level.

Required

Provide all necessary journal entries to record sales, collections and other necessary entries for the above events.


Feb 10		Cash							94,000
			Trade receivables						94,000	1 mark

Mar 6		Allowance for doubtful accounts			 6,000
			Trade receivables						 6,000	1 mark

OR*		Bad debt expense					  6,000
			Trade receivables						6,000

May 12		Trade receivables					10,000
			Sales								10,000	1 mark

June 7		Trade receivables					   4,000
			Allowance for doubtful accounts				 4,000	1 mark

OR*		Trade receivables					  4,000
			Bad debt expense						4,000


July 1		Cash							   4,000
			Trade receivables						   4,000	1 mark

Oct 16		Trade receivables					40,000
			Sales								40,000	1 mark

Nov. 1		Cash							  5,000
			Trade receivables						 5,000	1 mark

Dec 18		Trade receivables					30,000
			Sales								30,000	1 mark



Balance of Accounts before Allowance Entry

Trade receivables
	Trade Receivables
	
	Allowance for Doubtful Accounts
	
	

	Beg.
	100,000
	94,000 (Feb 10)
	
	
	
	
	5000  Beg.
	
	
	
	
	
	

	
	(May 12) 10,000 
(June 7) 4,000

(Oct 16) 40,000
(Dec 18) 30,000
	 6,000(Mar 6)
4,000 (July 1)
5,000(Nov 1)

	
	
	(Mar 6)
	6,000
	4,000 (June 7)
	
	
	
	
	
	

	
	75,000
	
	
	
	
	
	3,000
	
	
	
	
	
	




Customer	Date of Sale	Date Sale Due	Not yet due	0-60		61-183	>183days
Ms. B		May 12		June 11		$0		$0		$ 0	$ 5,000	1 mark
Mr. C		Oct. 16		Nov. 15		0		$40,000			1 mark
Mr. D		Dec. 18		Jan. 17		$ 30,000	0		0	0	1 mark
Total						$ 30,000	$ 0	              $ 0	$ 5,000	1 mark
% uncollectible					x 2%		x 10%		x 20%	x 50%	1 mark
Allowance					$ 600		$ 4,000		$0	$2,500

Total allowance =$ 7,100									1 mark

Therefore, the final entry to adjust the Allowance for Doubtful Accounts and to record bad debt expense for the year is:

Bad debt expense						4,100
	Allowance for doubtful accounts					4,100		1 mark 

OR * (if applied write offs against bad debt expense – see entries with * above)

Bad debt expense						2,100
	Allowance for doubtful accounts					2,100











Question 16 (13 marks)
Golden Hawks Flasks uses the perpetual inventory system and values its inventory using the first-in first-out (FIFO) method of inventory valuation.    Golden Hawks Flasks made the following purchases and sales on credit during 2017:

Date	Event			# Units		Selling/Cost Price	Total Transaction Amount
Jan. 1	Opening inventory	500		14				$ 7,000
Mar 1	Sale			400		30				$ 12,000
Apr 8	Sale return		100		30				$ 3,000
May 1	Purchase		400		15				$ 6,000
Oct 1	Sale			300		25				$ 7,500
Nov 5	Purchase		200		13				$ 2,600
Additional Information
The sale return on Apr 8 is related to the sale made on Mar 1.   The units returned are in good condition and ready for resale.   The customer has not made payments at the time of the sale return.
Required
1. Provide all journal entries necessary to account for the above events.  You do not need to record cash collections or payments.
2. Prepare an income statement for 2017 up to gross profit/margin.
Solution
Mar 1	Trade receivables						12,000
		Sales									12,000	1 mark
	Cost of sales (400 x 14)						5,600
		Inventory								5,600	1 mark

Apr 8	Sales returns 							  3,000
		Trade receivables							3,000	1 mark
	Inventory (100x14)						  1,400
		Cost of sales 								1,400	1 mark

May 1	Inventory							  6,000
		Trade payables								6,000	1 mark

Oct 1	Trade receivables						  7,500
		Sales									7,500	1 mark
	Cost of sales (200x14+100x15)					 4,300			2 marks
		Inventory								4,300

Nov 5	Inventory							2,600
		Trade payables								2,600	1 mark

Alternative Solution for Students who follow the Periodic Method

Mar 1	Trade receivables						12,000
		Sales									12,000	1 mark

Apr 8	Sales returns 							  3,000
		Trade receivables							3,000	1 mark

May 1	Purchases							  6,000
		Trade payables								6,000	1 mark

Oct 1	Trade receivables						  7,500
		Sales									7,500	1 mark

Nov 5	Purchases							2,600
		Trade payables								2,600	1 mark

Dec 31	Cost of sales							15,600			1 mark
		Inventory								7,000
		Purchases								8600
	Inventory							7100
		Cost of sales								7100	1 mark
Note that students applying the periodic method will reach the same final income statement but will lose 2 marks for using the periodic method

Golden Hawks Flasks
Statement of Income up to Gross Profit
For the year ended December 31, 2017

Sales (12000+7500)								19,500
Less: Sales returns								  3,000
Net sales									 16,500		1 mark
Opening inventory							  7,000
Purchases (6000+2600)							  8,600
Cost of goods available for sale						15,600			1 mark
Ending inventory (300 x 15 + 200 x13)					 (7,100)
Cost of goods sold								    8,500		1 mark
Gross profit									 $ 8,000		1 mark
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