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130312

_ National Exams May 2013
98-Ind-B7, Financial and Managerial Accounting
3 hours duration

. Answer the questions onfy in the space provided.

. You have three hours to complete the exam.

. Be clear and concise. Please use point form.

. At the end of this question booklet there are two pages of Formula Sheets.

." There are 17 pages in this booklet, including this cover sheet. Please ensure
you have alt 17 pages before commencing the exam.

. When done, hand in all pages in this booklet.

. UNLESS OTHERWISE REQUESTED, IT WILL BE ASSUMED THAT ALL
ANSWERS ARE BASED ON CANADIAN GAAP (ASPE). ¥ you wish to
answer based on IFRS (International Financial Reporting Standards) you
must state so in each answer where applicable.

any Casio or Sharp approved ’ modeis. . .

. If you have concerns about the possibfe ihterpretation of a question please
state what assumptions you feel you need to make in answering the
question. If in the opinion of the marker, the assumptions are reasonable
and do not assume away the basic intent of the question, your answer will
be marked based on your assumptions.

Question # Marks

Question 1 28
Question 2 or 3 28
Question 4 14
Question & 12
Question 6 8
Question7 10
Total __ 100
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Question 1 (28 marks)

Using the worksheets on the following pages, record each of the following transactions,
showing the account name and the amount. Unless otherwise stated, you are to use
accrual accounting. If you believe that no entry is required for one or more of the .
transactions, state this and justify your response by specifying the relevant accounting
assumption or principle that supports feaving it off the books of the company.

On the sheets provided record:
EITHER the transactions

OR the journal entries

Eg.) You paid a supplier $2,500 for goods received last month.

Good Service Corp. was set up by three Engineering students on January 1, 2011.

1. On that date, the investors exchanged $36,000 cash (in fotal}, for 3,000 shares of
the company.

2. On the same day, the corporation borrowed $10,000 from a local bank and
signed a three-year note, payable on December 31, 2013. Interest of 10 percent
is payable each December 31.

3. On Januacy 1, 2011, the corporation purchased supplies for $20,000 cash.
Qperations started immediately.

At the yearend, Dec. 31/11, the corporation had completed the following additional
business transactions (surnmarized):

4. Performed services and billed customers for $100,000, of which $34,000 was
collected by year-end.

Used up $5,000 of supplies while rendering services.

Paid $54,000 for other service expenses.

Paid $1,000 in annuat interest expense on the nofe payabfe.

Paid $8,000 of income taxes to Canada Revenue Agency, being all of the income
tax for tha year.

FNEw;m

They fallowing transactions also occured:
9. On Dec 15/11, they declared a $10,000 dividend,
10. QOn Dec 31/11 they paid the dividend

You are to indicate the account and where applicable, the account classification (see
below) for each part of each entry.

CA - Current Asset

MNCA - Non-current Asset
cL - Current Liability
NCL - Non-current Liability

98-Ind-B7, Financlal and Managerial Accounting, '
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Question 1 cont'd

EITHER Record the Transactions OR Record the Journal entries

Page 5 of 17

T# Account and classification where applicable DR CR -
Eg. | Accounts Payable/CL 2,500
Cash/CA 2,500

48-Ind-B7, Financial and Managerial Accounting, May 2013
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T#

Account and classification where applicable

OR
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DO: EITHER - QUESTION 2

OR - QUESTION 3

Question Z (28 Marks)
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DO NOT DO THIS QUESTION IF YOU HAVE CHOOSEN TO DO QUESTION 3

Bob "Happy" Harley started Happy Harley Motorcycles Inc. on January 1, 2010. At the
start of the 2011 year its account batances were:

Cash $10,000 Trade payables

Accounts receivable 50,000 Deferred revenue

Supplies 24,000 Note payable (due in 3 years)
Equipment 16,000 Share capital

Land 12,000 Retained earnings

Building 64,000

The following is a list of the transactions for the menth of January, 2011.

d.

b.

$16,000
6,400
80,000
16,000
57,600

Received a $500 deposit from a customer who wanted her motorcycle rebuilt.

Rented part of their building to a bicycle repair shop; received $500 for one month's

Delivered 10 rebuilt motorcycles to customers, who paid $16,000 in cash

Received $8,000 from customers as payment on their account
Received January's electricity bill for $420, to be paid in February
Ordered $800 in supplies

Paid $1,900 on account to suppliers

Received from one of the shareholders an $850 tool (equipment) to be used in the

business
Paid $8,500 in wages to employees for work in January
Declared and paid a cash dividend of $3,000

Received and paid for $800 in supplies

53-Ind-B7, Flnancial and Managerial Accounting,’
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Question 2 cont'd
DE) NOT DO THIS QUESTION IF YOU HAVE CHOOSEN TO DO QUESTION 3

Required:
(i} Prepare an Income Statement, in good form, for the month of January, 2011,
{9 Marks)

98-Ind-B7, Financial and Managerial Accounting, '
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Question 2 cont'd

DO NOT DO THIS QUESTION IF YOU HAVE CHOOSEN TO DO QUESTION 3

Required: -
(i) Prepare a Statement of Financial Position (Balance Sheet), in good form, for the

month of January, 2011.
{19 Marks)

98-Ind-B7, Financlal and Managerial Accounting, f
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Question 3

DO NOT DO THIS QUESTION IF YOU HAVE CHOOSEN TO DO QUESTION 2

3 {a) Tao Industries, Inc. developed standard costs for direct material and direct labor.

In 2012 Tao estimated the following standard costs for one of their major products, the
50-gallon plastic confainer.

Standard quantity

Direct materials 0.25 pounds

Direct labor 0.03 hours

Standard price
$40 per pound
$18 per hour

During August, Tao produced and sold 8,000 containers using 1,900 pounds of direct
materials at an average cost per pound of $41 and 250 direct labor hours at an average
wage of $18.25 per hour, Determine the following variances for August:
Required: : {18 marks)
a. Tolal direct material cost variance.

b. Direct material price variance.

c. Direct material quantity variance.

d. Total direct labor cost variance.

e. Direct labor rate variance.

f. Direct 1abor efficiency variance.

98-ind-BY, Financial and Managerial Accounting, "
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Guestion 3 cont'd

DO NOT DO THIS QUESTION IF YOU HAVE CHOOSE TO DO QUESTION 2

3 {b) The following information pertains to Ortega Corporation during the last 2 quarters

of the year.
| Month Sales Purchases
July $15,000 $5,000
August 17,000 6,000
September 19,000 7.000
Qctober 21,000 8,000

Noavember 24,000 9,000
December 30,000 10,000

Receipts - Cash is collected from customers in the following manner:
Month of sale (2% cash discount) 30%

Month following sale 50%
Two months following sate 15%
Amount uncollectible 5%

Bisbursements — Purchases are paid in cash in the foliowing manner:
40% in the month of purchase,
The balance in the following month.

Required: {10 marks)
a. Prepare a summary of cash receipts for the 4th quarter.
b. Prepare a summary of cash disbursements for the 4th quarter.

98-Ind-B7, Financial and Managerial Accouating, #
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Question 5 (12 Marks)

Grey Manufacturing has prepared the following flexible budget for October and it is in
the process of interpreting the variances. F denotes a favorable variance and U denotes
an unfavorable variance.

Flexible —  =camceee Variances-—-———- Actual
Budget Price/Rate Quantity/Efficiency Results
taterial A $30,000  $1,000F $3,000U $32,000
Material 8 40,000 500U 1,500F 39,000
Direct labor 50,000 500U 2 500F 48 000
Required:
a. Explain what each of the following vanances indicates. {8 marks}

i. For Material A, the favorable price variance indicates that...

ii. For Material A, the unfavorable quantity variance indicates that...
iii. Fordirect labor, the unfavorable price variance indicates that...
iv. For direct labor, the favorable efficiency variance indicates that...

b. Which two variances do you think should be investigatied by management? Why?
{4 marks}

98-Ind-B7, Financial and Managerial Accounting, May 2013
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CQuestion 6 (8 Marks)

Bealing Company has the following operating profit:

Sales $400,000
Variable Costs 160,000
Contribution Margin $240,000
Fixed Costs 140,000
QOperating Profit $100,000

a, Bealing could increase revenues by 10% by reducing sales discounts by 10%. There
will be no changes in variable or fixed costs.

Required:

What would be the percentage increase in operating profits? (4 marks}

b. Refer to the original information in this problem. Suppose Bealing's sales people
discounted sales another 2% with no change in variable or fixed costs.

Required:
What is the change in operating profits? {4 marks}

984nd-B7, Financial and Managerial Actounting, ©
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Question 7 {10 marks)

Roberts Company uses a periodic inventory system. Based on the company’s
accounting records, one of their products showed the {following trans actions for the

fiscal year ended September 30, 2012.

Units Unit Cost
Beginning Inventory, October 1, 2011 1,600 390
Purchases on November 9, 2011 2,460 $92
Sale on January 4, 2012 at $138 each 2,800
Purchases on June 7, 2012 2.000 $97
Sale on September 1, 2012 at $144 each 800
Sales return on September 5, 2012 (see below) 8

Note: The sales retumn on September 5, 2012 relates to the sale made on Sept. 1, 2012

Required: !
a: Calculate the cost of the ending inventory for the product at September 30, 2012 and
the cost of goods sold for the product for the fiscal year ending September 30, 2012

assuming that Roberts uses the weighted-average inventory costing method. {6 marks)

b: Calculate the cost of the ending inventory for the product at September 30, 2012 and
the cost of goods sold for the product for the fiscal year ending September 30, 2012

assuming that Roberis uses the first-in, first-out (FIFO) inventory cosling method.
(4 marks)

98-Ind-B7, Financial and Managerial Accounting, *
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2008 Formulal/information Sheet

Ratio Formula
AR tuenover Mel credit sales

Average net acoounts receivable

Avg. days io sefl

365

inventory Invemory tumaver
Avg. callection period e
Current ratio c%n%m

S ety Shm_:ife‘?isﬁ%fuiw
Dividerd vield Malrl;et pﬁie pef 2:;?.;
Eamings per share Net income + Dividends

Averane # of common shares outsfanding

Finangial leverage

a | #5:
Average sharehalders’ equity

Fixed asset turnover

Net sales
Averape net capital assets

Gross profit percentage Gr:‘:iales t

Inventory iumover %ﬁir%eglgﬁi%
puearigs i Gt et e snas
Profit margln e {Bef orfinary items

Met safes revenue

Quatity of Income

Cash flow from QOperating Activities

Net income

Quick Ratio {Acid Test) Quick Assets {Cash and near-cash assets)

Current Liabiliies

Return on equily

Met income
Average sharebolders’ equity

Retum on assets

Net § e + |nterest expense
Averane total assets

Times interest samed

Nei income + e at| a0 s:

Inferest expense

Tota! asset lumover

Hat sales
Averafe total assets

Working capital

Current assets — Current liabilities

Ihe Assumpflons Underiying Financial Statements

Each business must be accounted for as an individual organization, separate and apart

Separate-Entity from its owners, all other parsons, and cther entities.

Elall S national monetary unit

Each business entity accounts for and reports its financial results primarily in terms of the

Continuity {or Going- A business [s assumed to be able to confinue to operate for at least oné year beyond the
Cancern} current balance sheet date.

Peredicity year.

The long lifa of a company can be reported in shorter pericds, usuvally no longer than ane

98-ind-B7, Financial and Manageral Accounting,
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The Qualitative Characterstics of Financial Statements

Financial information is relevant if d can influence users’ decisions by halping them assess the

[Relerance irnpact of past activities andfor predict future events.
Rekability Financial information is reliable when it is verifiable, unblased, and accurate.
I bt Financial information is cornparable when it enables users to identify similarities and differences
SMPArgt:sy between two sets of financial reports produced by two different companies.
X =T . G when i § - ina methods and
Consistency Financial information is consistent when it is prepared using the same accounting methods

principles over time.

The Constraints Affecting Financlal Statenents

Materiality

Mat@rial amounts are amounts that are significant encugh to influence a user's decision.
Immatenal amounts need not conform to GAAP.

Cosl-Banefit

Financial information should be produced only if the percaived benefits of increased desision
usefulness exceed the expected casts of providing the information.

Key Generall

Accepted Accounting Principles

Higterical cost

An asset should be recorded at #s historical, cash-equivaleni cost as at the date of
acquisitian.

Conservatism

Special eare should be faken to avoid (1) overstating assets and revenues, and {2)
understating Habilities and expenses.

Revenue recognition Revenue should only be recognized when a# of the following three criteria have been met

1. The earnings process Is complete or nearly complete, meaning that the company
has provided all or substantially all of the goods or services promised fo the
custamer,

2. An exchange transaction takes place at a measurable amount, meaning that the
customer provides cash or a promise to pay cash in an amount that is
measurabla at the ime of the exchange,

3. Collection is regsonably assured, meaning that there is a significant kelihood of
collecting the amount due from the customer.

Matching

Expenses should be recorded In the period during which the related resources were
consurmad b earn revenuas, regardless of when cash s paid.

The Cost of Goods Soid ({CGS) Equation

Beginning laventory + Purchases = Cost of Goods Available for Sale
Cost of Goods Available for Sale - Ending Inventory = CGS

Capital Asset Amortization Formulas

Het Book Walus — Residual value

Straight-line Estimated remaining useful life

. . Cost ~- Residual value % Units praduced
Units-of-Production Estimated total production units

- {Cost — Accumulated amodization) X { 2 )
Declining-balance {Estimated usehd life)

GAAP Criteria for Accounting for Contingent Liabilities

Likcely Likelihood is not Not Likely
that loss will cocur determinable that loss will ocour
Loss subjec] to reazonable . s
estimate Accrue Disclose Do not accrue or disclose
Loss not subject to . )
reasonable estimate pErERs Disclose Do not accrue or disclose

Expanded Accounting Equation;
Assets = Llabilities + Share Capital + Revenue - Expenses - Dividends

or

Agsets = Liabilities + Share Capitat + Revenue + (Expenses) + (Dividends)

95-4nd-BY, Financial and Mznagerlal Accounting, ©




