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PART A (10 marks)
1. If a vehicle was purchased for $6,500 and has a residual value of $500, the annual amortization expense will be $1,000 if the estimated useful life is:

a) 6 years

b) 6.5 years

c) 7 years

d) 13 years

2. Barker Corporation receives a $9,000, 8-month, 6% note from Night Corporation in settlement of an accounts receivable. What entry will Barker Corporation make upon receiving the note?

a) Notes Receivable

9,360


Accounts Receivable—Night Corporation


9,360

b) Notes Receivable

9,000



Accounts Receivable— Night Corporation


9,000

c) Notes Receivable

9,000
Interest Receivable

360


Accounts Receivable— Night Corporation


         9,000


Interest Revenue


360

d) No entry is made until payment is received.

3. Which of the following statements is true regarding attributes of the general ledger and the general journal?

a) Both the general ledger and the general journal focus on general accounting concepts and not specific events or occurrences

b) The general journal displays the balance in a particular account

c) The general ledger and the general journal are separate and distinct

d) The general ledger is account driven and the general journal is transaction driven

4. When a corporation pays a dividend, the

a) expense account will be increased with a debit.

b) Dividends account will be increased with a credit.

c) Retained Earnings account will be directly increased with a debit.

d) Dividends account will be increased with a debit.
5. Collection of a $600 accounts receivable

a) increases an asset $600; decreases a liability $600.

b) decreases a liability $600; increases shareholders’ equity $600.

c) decreases an asset $600; decreases a liability $600.

d) has no effect on total assets.

6. Which of the following statements is false?

a) Owners want to be sure the economic benefits of a sale are reasonably assured before recognizing revenue

b) Managers usually prefer to recognize sales revenue as soon as possible.

c) Under the cash basis, revenue is recognized only when cash is collected for sales of goods and services.

d) Under the accrual basis, the only criterion for revenue recognition is that the revenue must be realized.

7. Which of the following statements is false? 

a) Owners’ equity is the residual interest in the organization’s assets after deducting liabilities

b) Assets are economic resources which are expected to benefit future cash inflows or reduce future cash outflows

c) Liabilities are economic obligations or claims against the assets of an organization by outsiders

d) Assets should always be greater than the sum of liabilities and owners’ equity

8. Assume the following sales data for a company:




2010
$1,150,000




2009
1,000,000




2008
900,000




2007
850,000


If 2007 is the base year, what is the percentage increase in sales from 2007 to 2010?

a) 135%

b) 283%

c) 35%

d) 28%

9. In horizontal analysis, each item is expressed as a percentage of the

a) retained earnings figure.

b) total assets figure.

c) net earnings figure.

d) base year figure.

Use the following information for questions 10 and 11.



Accounts receivable
$    2,500



Total current assets
25,000



Total assets
250,000



Sales
500,000



Net sales
450,000



Cost of goods sold
200,000



Net earnings
50,000

10. In performing a vertical analysis, the percentage for accounts receivable is 
a) 1.0%.

b) 10.0%.

c) 0.5%.

d) 5.0%.

11. In performing a vertical analysis, the percentage for cost of goods sold is
a) 400%.

b) 40.0%.

c) 44.4%.

d) 4.4%.

12. Accounting information should be verifiable in order to enhance

a) comparability.

b) faithful representation.

c) consistency.

d) relevance.

13. The main objective of financial reporting is to:

a) Compare a company’s performance with its competitors.

b) Meet the needs of all potential users.

c) Provide information that is useful to individuals making investment and credit decisions.

d) Provide information that will be used by a company’s managers for product pricing decisions.
14. A company just starting in business purchased three merchandise inventory items at the following prices. March 2, $75; March 7, $80; and March 15, $90. If the company sold two units for $125 each on March 10 and March 20, and used the FIFO cost formula in a perpetual inventory system, the gross profit for the period would be

(a) $75.

(b) $100.

(c) $90.
(d) $95
15. Which one of the following items is not considered a part of the cost of a truck purchased for business use?
a) Insurance during transit

b) Truck licence

c) Freight charges

d) Cost of lettering on side of truck

Part B (7 marks)

This question contains two independent cases:

Case 1 (4 marks)

The cash records of ABC Inc. show the following situations:

Deposits in transit

The June 30 bank reconciliation indicated that deposits in transit total $1,050.  During July, the general ledger account Cash shows deposits of $15,750, but the bank statement indicates that only $15,820 in deposits was received during the month.

Outstanding cheques

The June 30 bank reconciliation reported outstanding cheques of $970.  During July, the company’s books show that $17,200 cheques were issued, yet the bank statement showed that $16,660 of cheques cleared the bank in July.

Required:

What were the deposits in transit at July 31?  (1 mark)

What were the outstanding cheques at July 31?  (1 mark)

The clerk is confused about the lack of agreement between the cash balance per books and the balance per bank.  Give four examples of possible causes (other than the ones listed above) for the lack of agreement to the clerk. (2 marks)

 Case 2 (3 marks)

1. ABC Inc. decided to install new electronic cash registers with scanners in its stores.      

    How do these cash registers improve internal control over cash receipts? (1 mark)

2.  “To have maximum internal control over cash disbursements, all payments should be made by cheque.”  Is this true?  Explain. (1 mark)

3. ABC is a small retail store.  One of its employees, Wanda, is responsible for ordering the merchandise, receiving the goods, and paying for the goods.  Describe how Wanda could potentially commit a fraud with this arrangement. (1 mark)

Part  C  (10 marks)

Maple Leaf Foods is a leading meat and bread producer in Canada. Assume the company recently reported the following amounts in its unadjusted trial balance as of December 31, 2011 (all amounts in thousands):








 Debits 

Credits

Accounts receivable 




$316,000

Allowance for doubtful accounts 





$   15,800

Sales 









6,863,200

Required:

1. Assume Maple Leaf uses 1⁄2 of 1 percent of sales to estimate its bad debt expense for the year. If you also assume that no bad debt expense has been recorded for 2011, what adjusting journal entry would be required at December 31, 2011, for bad debt expense?

2. Assume Maple Leaf uses the aging of accounts receivable method and estimates that $53,000 of accounts receivable will be uncollectible. Prepare the adjusting journal entry required at December 31, 2011, for recording bad debt expense.

3. Repeat requirement 2, except this time assume the unadjusted balance in Maple Leaf’s allowance for doubtful accounts at December 31, 2011, was a debit balance of $10,000.

4. If one of Maple Leaf’s main customers declared bankruptcy in 2012, what journal entry would be used to write off its $100 balance?

Part D (10 marks)

State the  $$$ effect on net income, total assets, total liabilities, and shareholders’ equity if the following adjustments are omitted by completing the chart below. 
Use U = Understated, O = Overstated, or NE = no effect

a.
Utilities expense incurred but not yet paid, $350.

b.
Supplies used during the current period, $650.

c.
Service revenue earned, but not yet collected, $4,500.

d.
Unearned revenue earned during the period, $900.

e.
Amortization on equipment, $2,600.

	
	Net Income
	Total Assets
	Total Liabilities
	Shareholders’ Equity

	a.
	 
	
	
	

	b.
	
	
	
	

	c.
	
	
	
	

	d.
	
	
	
	

	e.
	
	
	
	


PART E (10 marks)

[image: image1.emf]LOGAN CORPORATION

Comparative Balance Sheet

31-Dec

———————————————————————————————————————————

Assets 2010 2009

Cash $35,250 $40,000

Held-for-trading securities 15,000                      60,000             

Accounts receivable 50,000                      30,000             

Inventory 60,000                      70,000             

Property, plant, and equipment 260,000                    300,000           

Total assets 420,250 $                 500,000 $        

Liabilities and shareholders' equity

Accounts payable 20,000 $                   30,000 $          

Short-term notes payable 40,000                      90,000             

Bonds payable 80,000                      160,000           

Common shares 170,000                    145,000           

Retained earnings 110,250                    75,000             

Total liabilities and shareholders' equity 420,250 $                 500,000 $        

LOGAN CORPORATION

Statement of Earnings

Year Ended December 31, 2010

———————————————————————————————————————————

Net sales $400,000

Cost of goods sold 190,000           

Gross profit 210,000 $        

Expenses:

Operating expenses 85,000                     

Interest expense 18,000                     

Total expenses 103,000

Earnings before income taxes 107,000           

Income tax expense 26,750             


Additional information for 2010:

Cash dividends of $45,000 were declared and paid.

Average number of common shares was 60,000 shares.

Market value of common shares on December 31 was $20 per share.

Net cash provided by operating activities was $62,000.

Required:
Using the financial statements and additional information, calculate the following ratios for Logan Corporation for 2010. Show all calculations.

	1
	Current Ratio

	

	2
	Return on common Shareholders’ Equity

	

	3
	Price-earnings ratio

	

	4
	Receivables turnover

	

	5
	Times Interest earned

	

	6
	Profit margin

	

	7
	Average Days in Inventory

	

	8
	Payout Ratio

	

	9
	Return on Assets


	

	10 
	Cash current Debt coverage ratio


	


Part F (5 marks):

As discussed in class, Apple introduced the iPhone 4s.  The iPhone 4s has many new innovative features not available on prior versions of the iPhone.  Discuss the financial reporting implications of this recent event specifically in relation to inventory.

PART G (8 marks)

Solve for the missing items, assuming the straight-line depreciation method is used:

	
	Machine A
	Machine B

	Cost
	$150,000
	$60,000

	Residual value
	$15,000
	E

	Useful life
	20 years
	F

	Depreciation rate
	A
	20%

	Annual depreciation amount
	B
	$12,000

	Number of years owned
	12
	3.5

	Accumulated depreciation at disposal date
	C
	G

	Proceeds of disposal
	$42,000
	H

	Gain (loss) on disposal
	D
	$2,000


	A
	

	B
	

	C
	

	D
	

	E
	

	F
	

	G
	

	H
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				LOGAN CORPORATION

				Comparative Balance Sheet

				31-Dec

		———————————————————————————————————————————

		Assets		2010		2009

		Cash		$35,250		$40,000

		Held-for-trading securities		15,000		60,000

		Accounts receivable		50,000		30,000

		Inventory		60,000		70,000

		Property, plant, and equipment		260,000		300,000

		Total assets		$   420,250		$   500,000



		Liabilities and shareholders' equity

		Accounts payable		$   20,000		$   30,000

		Short-term notes payable		40,000		90,000

		Bonds payable		80,000		160,000

		Common shares		170,000		145,000

		Retained earnings		110,250		75,000

		Total liabilities and shareholders' equity		$   420,250		$   500,000





				LOGAN CORPORATION

				Statement of Earnings

				Year Ended December 31, 2010

		———————————————————————————————————————————

		Net sales				$400,000

		Cost of goods sold				190,000

		Gross profit				$   210,000

		Expenses:

		Operating expenses		85,000

		Interest expense		18,000

		Total expenses				103,000

		Earnings before income taxes				107,000

		Income tax expense				26,750

		Net earnings				$   80,250








