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Question 1 (18 marks) 

Answer the following independent questions: 

A)  (4 Marks) Sun Microsystems, Inc. recorded credit sales of $11,575,000 for the fiscal year 

ending on December 31, 2009. In addition, the company allowed returns of $28,000 

during the year that were originally purchased on credit. The accounts receivable balance 

on December 31, 2008 was $2,258,000 and the balance in the allowance for doubtful 

accounts was a $71,000 credit. During 2009, management wrote off $74,250 of accounts 

receivable as uncollectible. A review of prior years indicates that approximately two 

percent of net credit sales will not be collected. Prepare the adjusting entry required at 

December 31, 2009, or explain why no entry is required. 

 

Credit Sales       $11,575,000 

Less: Returns              28,000 

Net Credit Sales $11,547,000 

                                    x  2% 

   =      $230,940 

 

Bad Debt Expense      $230,940 

 Allowance for Doubtful Accounts  $230,940 
 

 

B) (4 Marks) Abebooks uses the aging method to estimate bad debt expense. The accountant 

prepared the following aging for the accounts receivable at year end: 

 

 Amount Bad Debt Rate  

Not yet due $   689,000 1%  $  6,890  

1-45 days past due      309,000 4%  $  12,360  

46-120 days past due        98,000 12%  $  11,760  

More than 120 days past due        46,000 45%  $  20,700  

Total  1,142,000   $  51,710  

 

The current balance in the Allowance for Doubtful Accounts is $1,750 (credit). Determine the 

amount and prepare the journal entry  to record the bad debt expense for the year. 

 

    $ 51,710 

                             Less  $  1,750 

                                                 $49.960 

 

Bad Debt Expense      $49,960 

 Allowance for Doubtful Accounts  $49,960 
  

 



(4 Marks) Open Text gathered information about ending inventory in order to prepare 

their financial statements for the year ended December 31, 2010. The company uses the 

FIFO method to determine inventory cost. Determine the inventory value that should be 

reported on the Balance Sheet for the year ended December 31, 2010 for Open Text. 

Item Quantity on 

hand 

Unit cost 

when 

acquired 

Net Realizable 

Value at Dec. 

31 

Inventory 

Value 

 

5900ESR 1,127 $354.00 $325 $  366,275  
7200CPE 2,785 $289.00 $550     804,855  
1004ASR 1,789 $329.00 $300      536,700  

Total Inventory on Balance Sheet =  $1,707,840  
 

 

 

 

 

 

C) (6 Marks) Roots purchased a piece of equipment on January 1, 2009, at a cost of 

$765,000. The equipment has an estimated useful life of 10 years and the company 

expects to use the machine for 33,000 hours. The salvage value is expected to be 

$50,000. Actual equipment use was 1,750 hours in 2009 and 3,500 in 2010. Calculate the 

amortization expense for 2010 and accumulated amortization at December 31, 2010, 

under each of the following methods.  

 Amortization Expense for 

2010 

Accumulated Amortization at 

December 31, 2010 

Straight-line method 

 

 

 

$71,500 $143,000 

Units of production method 

 

 

 

$75,833 $113,750 

Double declining balance 

method 

 
$122,400 $275,400 

 

 

  



Question 2 (12 marks) 

Answer the following independent questions: 

A) (8 Marks) The records for Gehl Company show the following inventory transactions for 

the month of October 2008: 

Date Transactions Number of Units Unit Cost Selling Price 

Oct. 1 Beginning inventory 400 $30  

Oct. 5 Sale 100  $50 

Oct. 10 Purchase 300 $32  

Oct. 14 Purchase 200 $33  

Oct. 16 Sale 500  $50 

Oct. 25 Sale 100  $52 

 

The company is able to track each unit since it has a unique serial number. As a result, Gehl 

Company knows that 100 units of the ending inventory came from the October 10 purchase and 

the remaining units came from the beginning inventory. Gehl uses a periodic inventory system. 

Required: 
Complete the following table: 

  Inventory Method 

 Number 

of Units 

FIFO Weighted 

Average 

Specific Identification 

Cost of 

Goods 

Sold 

 

700 400*$30+300*$32 

$21,600 

$31.33 * 

700 

$21,933 

300*$30+200*$32+200*$33 

$22,000 

Ending 

Inventory 

 

 

200 200*$33 

$6,600 

$31.33 * 

200 

$6,267 

100*$32+100*$30 

$6,200 

 

 
  



 

B) (4 Marks) The records for Chappell Corporation show the following inventory 

transactions for the month of September 2010: 

 

Date Transactions Number of Units Unit Cost Selling Price 

Sept. 1 Beginning inventory 400 $45  

Sept. 5 Sale 200  $80 

Sept. 10 Purchase 250 $55  

 

Chappell Corporation uses a perpetual inventory system and the weighted average method to 

value its inventory. 

Required: 
Complete the following table: 

 

 Number of 

Units 

Weighted Average  

Total Value 

Cost of Goods Sold 

 
200 $9,000 

Ending Inventory 

 
450 $22,750 

200*$45 + 250*$55  
 

  



Question 3 (7 marks) 

Answer the following independent questions: 

A) (5 Marks) Research in Motion purchased manufacturing equipment for $547,000 on May 

1, 2006 with an estimated residual value of $78,000. The useful life was expected to be 5 

years and the company uses straight-line amortization. RIM sold the equipment for 

$126,000 on August 1, 2010 for cash. Prepare the journal entry to record the sale of the 

equipment. 

[(547,000-$78,000)/5] * 4  3/12 = $398,650 depreciation 

 

NBV = $547,000 - $398,650 = $148,350 

Less:        126,000 

Sold at a loss:       $22,350 

 

Cash     $126,000 

Accum. Amortization    398,650 

Loss on sale of equipment     22,350 

Equipment     $547,000 

 
 

 

 

B) (2 Marks) On November 1, 2010, Cummings Ltd. signed a note to borrow $150,000 from  

the bank. The note is due in 3 months and the interest rate is 6%. Prepare the adjusting 

entry required (for Cummings) at December 31, 2010, or explain why no entry is 

required. 

$150,000 * 6% * 2/12 = $1,500 

 

Interest Expense   $1,500 

Interest Payable    $1,500 

 
  



Question 4 (9 marks) 

The October 31 bank statement of Dunlap Engineering has just arrived from the Bank of 

Montreal. To prepare Dunlap’s bank reconciliation, you gather the following data. 

o Dunlap’s cash account shows a balance of $7,605.86 on October 31. 

o The October 31 bank balance is $8,340.87. 

o The September bank reconciliation listed a deposit in transit of $175 and outstanding 

cheques of $1,405 

o The bank statement showed that a total of $20,100 of cheques cleared during October  

o The bank statement showed that a check deposited from a Dunlap customer was returned 

NSF. The cheque was for $63.39. 

o The bank statement showed deposits for October of $4,786. 

o The bank statement listed a $114.05 bank service charge and interest earned of $15.45. 

o The company records listed a total of $19,667 in cheques written in October and $4,686 

in deposits. 

Required: 

Prepare a bank reconciliation for the president using the following table: 

 

Dunlap Engineering 

Bank Reconciliation 

October 31, 2010 

Company’s Books                       $7,605.86 Bank Statement                                 $8,340.87 

Additions 

 

Interest     $15.45  

 
 

 

 

 

 

Additions 

 

175 

+4,686 

-4,786 

Deposits in transit $75  
 

 

 

Deductions 

 

NSF cheque               $63.39 

Bank service charge $114.05  

Deductions 

 

+1,405 

+19,667 

-20,100 

Outstanding cheques $972  
 

 

 

 

Ending correct cash balance: $7,443.87 Ending correct cash balance: $7,443.87  
 

 

  



Question 5 (17 marks) 

Answer the following independent questions: 

 

A) (2 marks) On September 1
st
, 2010, Logistec borrowed $2,500,000 from the bank. The 

loan must be repaid in 10 equal annual payments, with the first payment due in one year. 

The interest rate on the loan is 7%. Calculate the amount of each loan payment. Please 

circle your answer. 

N = 10  I = .07 

 

$2,500,000 = A * ( 7.0236)   or  $2,500,000 = A * (7.032582) 

 

A= $355,943      or   A = $355,944  
 

 

 

 

 

 

 

 

B) (5 Marks) General Electric issued a $5,000,000 bond on January 1, 2009. The bond is due 

in 5 years, has an interest rate of 5% and pays interest semi-annually. The market interest 

rate is 4%. The company uses the effective interest rate method of amortization.  

Prepare the journal entry to record the issue of the bond. (Please show all calculations) 

 

N = 10, i = 2 % ,  annuity payments are $125,000 

 

$5,000,000 * .8203 = $4,101,500  $5,000,000 * .820348 = $4,101,741.49 

$125,000 * 8.9826 = $1,122,825  $125,000 * 8.982585  = $1,122,823.13 

 = $5,224,325   = $5,224,564.62   

 

 

Cash      $5,224,325 

Premium on Bond Payable   $   224,325 

Bond Payable     $5,000,000 
 

 

 

 



C) (3 Marks) Huang Company issued a $1,000,000 bond on December 31, 2006. The bond  

is due in 10 years, has an interest rate of 8%, and pays interest annually on December 

31st. The market interest rate is 9%. The issue price was $935,823. The company uses the 

effective interest rate method of amortization. Prepare the journal entry to record the first 

interest payment on December 31, 2007. 

$935,823 * .09 = $84,224.07 

 

Interest Expense    $84,224 
Discount on Bonds Payable   $  4,224 
Cash      $80,000 

 

 

 

 

 

 

 

 

 

 

D) (7 Marks) Time Warner issued a $3,000,000 bond on July 1, 2009. The bond is due in 3 

years, pays interest annually, and has an interest rate of 6%. The market interest rate is 

8%. The company uses the effective interest rate method of amortization. Complete the 

following table. Please round all numbers to the nearest dollar. 

 

Date Interest 

Payment 

Interest 

Expense 

Amortization of 

Discount or 

Premium 

Book Value 

July 1, 2009 

 

  $2,845,374 

July 1, 2010 

 
$180,000 $227,630 $47,630 $2,893,004  

July 1, 2011 

 
$180,000 $231,440 $51,440 $2,944,444 

July 1, 2012 

 
$180,000 $235,556 $55,556 $3,000,000 

 
 



Question 6 (10  marks) 

Answer the following independent questions: 

 

A) (4 marks) Yahoo, Inc. has the following shares outstanding at their fiscal year end, 

December 31, 2009: 

Preferred shares: $4.00, 10,000 shares outstanding 

Common shares: 20,000 shares outstanding 

Preferred dividends were fully paid in 2006 but were not paid in 2007 or 2008. The board 

of directors declared a cash dividend of $125,000 for 2009. Complete the following table 

showing the dividend amount to be paid to preferred and common shareholders under each 

of the following assumptions: 

a) The preferred shares are non-cumulative. 

b) The preferred shares are cumulative. 

 a) Non-cumulative 

Preferred Shares 

b) Cumulative Preferred 

Shares 

Preferred Shares 

 
$40,000 $120,000 

Common Shares 

 
$85,000 $ 5,000 

 

  



 

B) (6 Marks) The shareholders’ equity section of the Balance Sheet of Hawthorne Inc. showed 

the following on December 31, 2008: 

 

Common shares (authorized 500,000 shares,  

 outstanding 150,000 shares) $    900,000  

 Retained earnings 1,625,000 

 The Board of Directors met on September 1, 2009 to consider implementing one of the 

following options: 

  a) a 20% stock dividend; the current market price is $14 per share; 

  b) a 2-for-1 stock split. 

 Complete the following table to show the impact of these options: 

 

 a) Stock Dividend b) Stock Split 

 Number of 

shares 

outstanding 

Dollar 

amount 

Number of 

shares 

outstanding 

Dollar 

amount 

Common shares 

 

150,000*1.20 = 

180,000  

$ 1,320,000 150,000 * 2 

300,000 

$900,000 

Retained 

earnings 

 $1,205,000  $1,625,000 

 

 

  



Question 7 (15 marks) 

A review of the financial records for the Burn Corporation revealed the following information 

for 2010: 

 

Cash balance, January 1, 2010 .......  .................................................... $28,950 

Net income ............................................................................................ 62,700 

Stock dividend on common shares ....................................................... 20,000 

Net increase in accounts payable ............................................................ 2,800 

Amortization expense for building and equipment ............................... 28,500 

Cash dividend on common shares......................................................... 12,500 

Net increase in accounts receivable ........................................................ 8,700 

Expenditure for the purchase of equipment .......................................... 42,000 

Net decrease in inventories ..................................................................... 3,500 

Purchase of office equipment in exchange for note payable .................. 8,100 

Cash received from sale of equipment  ................................................. 15,300 

 (Original cost $61,000, accumulated amortization $41,500) 

Cash Balance, December 31, 2010 ....................................................... 82,750 

 

Required: 
 

Prepare the statement of cash flows for the Burn Corporation for 2010 using the indirect method. 

Please use the following table to complete this question. 

  



Burn Corporation 

Statement of Cash Flows 

 

 

 

_______For the period ending December 31, 2010__________ 

   

Operating Activities:   

Net Income____________ 62,700  

Accounts Payable Increase____________ 2,800  

Amortization Expense 28,500  

Account Receivable Increase______  (8,700)  

Inventory  Decrease________________ 3,500  

Loss on Sale of Equipment 4,200  

_________________________ __________  

_________________________   

_________________________ __________  

Net cash flow from operating activities  93,000 

   

Investing Activities:   

Purchase of Equipment_________ (42,000)  

Sale of Equipment________________________ 15,300  

_________________________ __________  

Net cash flow from investing activities  (26,700) 

   

Financing Activities   

Dividend paid_____ (12,500)  

_________________________ __________  

_________________________ __________  

Net cash flow from financing activities   (12,500) 

_Change in cash________________________  53,800 t) 

Cash balance on January 1, 2010  28,950 (1t) 

Cash balance on December 31, 2010  82,750 (1t) 

   

Non-cash Investing and Financing Activities 

 

 

 

 

  

   

Purchased office equipment with Note payable    $8,100   (1t) 

 



Question 8 (7 marks) 

 

The answers to the following questions must appear in the space provided. 

 

1. (3 Marks) 

a. Briefly define liquidity.  

 

The ability to meet current obligations.  

Or 

The ability to convert an asset to cash quickly 

 
 

b.  List two ratios you would use to measure the liquidity of a company. 

 

  Any 2 of the following: 

  Cash ratio 

  Quick ratio 

  Current ratio 

  Receivable turnover 

  Inventory turnover 

  Payable turnover  

  Working Capital 

 

 

2. (2 Marks) The article “Weak Links..” describes several methods to reduce inventory 

costs. List and briefly describe 2 ways to reduce inventory costs  that  were suggested in 

the article. 

 

Any 2 of the following:  

Centralize warehousing/reduce storage costs 

Optimize delivery schedules/reduce delivery costs/maximize fuel efficiency /lower 

fuel costs 

Reduce waste/equipment that doesn’t overfill bottles/reduce raw material cost 

Reduce batch size/reduce spoilage/reduce raw material cost 

 

 

 

3. (2 Marks) In the article “Is Target Corp.’s Credit Too Generous?” analysts are concerned 

that Target’s Bad debt expense is too low. How would this impact current period’s net 

income? Do analysts believe Target is being conservative or aggressive? 

 

If bad debt expense is too low net income would be overstated.  

Analysts for the most part believe Target is being too aggressive. 

 



 

Question 9 (30 marks) 

 

Question 9 consisted of 30 multiple choice questions. There was no mark penalty for incorrect 

answers. The answers had to be recorded on a University of Waterloo answer card.  

 

The midterm examination and  the 2005 sample final examination provide examples of typical 

multiple choice questions.  

 

 

  



Ratios 
 

Price- Earnings Ratio  _Market Price_ 

    Net Income 

 

     OR Market Price per Share 

 Earnings per Share 

 

Debt to Equity Ratio   Total Liabilities    

  Owners’ Equity 

 

Total Asset Turnover Ratio  _____Net Sales_____ 

 Average Total Assets 

 

Return on Assets ____Net Income____ 

  Average Total Assets 

 

Earnings per Share __Net Income Available to Common Shareholders__ 

 Weighted-Average Number of Common Shares 

  

Net Profit Margin _Net Income_ 

 Net Sales 

 

Quality of Income Ratio __Cash Flow from Operating Activities__ 

 Net Income 

 

Capital Acquisition Ratio ____Cash Flow from Operating Activities____ 

 Cash Paid for Property, Plant, and Equipment 

 

Return on Equity ________Net Income________ 

  Average Shareholders’ Equity 

 

Gross Profit Percentage  Gross Profit  

  Net Sales 

 

Accounts Receivable Turnover Ratio __________Net Sales__________ 

  Average Net Trade Accounts Receivable 

 

Average Collection Period  or ___________365 days___________  

Average Age of Receivables Accounts Receivable Turnover Ratio 

 

     OR  Average Net Trade Accounts Receivable 

  Average Sales per Day 

 

  



Inventory Turnover _Cost of Goods Sold_ 

  Average Inventory 

 

Days to Sell Inventory or _____365 days_____ 

Average Day’s Supply in Inventory Inventory Turnover 

 

     OR  ________Average Inventory________ 

  Average Cost of Goods Sold per Day 

 

Fixed Asset Turnover ___Net Sales Revenue___ 

  Average Net Fixed Assets 

 

Current Ratio __Current Assets__ 

  Current Liabilities 

 

Accounts Payable Turnover Ratio ___Cost of Goods Sold___  

  Average Accounts Payable 

 

Average Age of Accounts Payable __________365 days__________ 

  Accounts Payable Turnover Ratio 

 

     OR  ____Average Accounts Payable____ 

  Average Cost of Goods Sold per Day 

 

Financial Leverage Ratio ___Average Total Assets___ 

 Average Shareholders’ Equity 

 

 

Times Interest Earned Net Income + Interest Expense + Income Tax Expense  

   Ratio  Interest Expense 

 

Dividend Payout Ratio  Dividends   

 Net Income 

 

Quick Ratio Cash + Short-Term Investments + Net Accounts Receivable 

  Current Liabilities  

 

Cash Ratio Cash + Cash Equivalents  

 Current Liabilities 

 

Cash Coverage Cash F from Operating Activities + Interest Paid + Income Taxes Paid  

Ratio  Interest Paid 



 


