Practice Exam – Booklet #2
PART 1 -  
MULTIPLE CHOICE [35 marks – One mark per question]

Select the best answer for each question and fill in the appropriate letter on the answer sheet provided. 

1. The fundamental accounting equation is expressed as:

a) Assets = Liabilities - Owner’s Equity

b) Assets + Liabilities = Owner’s Equity

c) Assets + Owner’s Equity = Liabilities

d) Assets = Liabilities + Owner’s Equity

2. Which of the following errors would be detected when a trial balance was prepared?

a) A transaction that was posted twice.

b) A transaction that was not posted at all.

c) A transaction for $500 was posted as a debit of $50 and a credit of $50.

d) The debit portion of a transaction was not posted.

3. Which of the following accounts would not appear on a Balance Sheet?

a) Accounts Receivable

b) Accumulated Depreciation:  Truck

c) Bank Loan 

d) Depreciation Expense:  Truck

4. A Balance Sheet is:

a) A listing of the account balances in a ledger.

b) A statement showing the causes for the difference between the bank balance in the general ledger and the bank balance on the bank statement.

c) A financial statement that summarizes the items of revenue and expense, and shows the net income or net loss of a business for a given period of time.

d) A statement showing the financial position of a person, business or other organization.

5. Assets are recorded on the Balance Sheet at:

a) Resale value

b) Factual Cost

c) Market value

d) Depreciated value

6. The Owner’s Equity of a business could be best defined as:

a) The difference between assets and liabilities

b) The true net worth of any business.

c) The owner’s investment less drawings.

d) All of the above.

7. Liquidity is defined as:

a) The quickness with which accounts receivable can be collected.

b) The order of placing assets first on a balance sheet.

c) Whether the bank balance is greater than the bank loan.

d) The order in which assets can be converted to cash.

8. Which of the following types of businesses best describes a business that buys goods and resells them?

a) The service business

b) The manufacturing business

c) The merchandising business

d) The non-profit business

9. External users of financial information include all of the following except:

a) Customers

b) Shareholders

c) Managers

d) Suppliers

10. If the CR balance in the HST charged on sales is greater than the DR balance in the HST paid on purchases:

a) The company can avoid paying HST.

b) The company must charge extra HST.

c) The company will receive a HST rebate from Revenue Canada.

d) The company must pay the difference to Revenue Canada.

11. In which order are the financial statements prepared?

a) Balance sheet, trial balance, income statement

b) Trial balance, balance sheet, income statement

c) Trial balance, income statement, balance sheet

d) Income statement, trial balance, balance sheet

12. The three accounting professional designations in Canada are:

a) CGA, CPA, CFP

b) CFP, CPA, CA

c) CGA, CMA, CA

d) CMA, CJA, CA

13. The word debit, in accounting theory, means:

a) Left side

b) Increase

c) Decrease

d) Right side

14. Which of the following accounts is not a permanent account?

a) Salaries expense

b) Cash

c) Accounts payable

d) Capital

15. A trial balance for a business is:

a) A check on the bank account balance.

b) A statement showing profit for the fiscal year.

c) A listing of account balances to see if debits equal credits.

d) A list of account numbers and names.

16. A ledger account with the number 420 would most likely be a(n):

a) Asset account

b) Liability account

c) Owner’s Equity account

d) Revenue account

e) Expense Account

17. An Income Statement for a business shows:

a) The financial position on a given day.

b) The true net worth of the business.

c) The operating results for the fiscal period.

d) The working capital of the business.

18. Depreciation can be thought as:

a) Allocating part of an asset as an expense for each accounting period during which 

business uses that asset.

b) A way of selling an asset back to yourself through the company.

c) A way of building a reserve fund to replace the asset.

d) None of the above.

19. Before the Income Summary account is closed, a credit balance would represent:

a) Net loss for the accounting period.

b) Net Income for the accounting period.

c) Total expenses for the accounting period.

d) Total drawings for the accounting period.

20. The appearance of which of the following accounts on a Post-Closing Trial Balance would indicate an error 
had been made?

a) Accumulated Depreciation - building

b) Merchandise Inventory

c) Drawings

d) Prepaid Insurance

21. Which of the following is not a current asset?

a) Marketable securities

b) Inventory

c) Furniture

d) Accounts Receivable

22. The owner of a business withdraws $500 worth of office supplies from the business for personal use.  The entry required to record the transaction would be:

a) debit office supplies and credit office supplies expense.

b) credit office supplies and debit capital.

c) credit cash and debit drawings.

d) credit office supplies and debit drawings.

23. A sales invoice was issued on Nov. 12 in the amount of $190.85 and terms of 2/10, n/30.  On Nov. 15 a credit invoice was issued in the amount of $32.00 and the credit period adjusted to that date.  The amount of payment required if the invoice was paid on November 23rd.

a) $158.85

b) $155.67

c) $155.00

d) $190.85

24. A sale on account to a customer would create a source document called:

a) a purchase invoice

b) a sales slip

c) a sales invoice

d) a cash register slip

25.
Which of the following would increase assets and liabilities?

a) Received payment from a customer for services rendered.

b) Borrowed money to purchase a piece of equipment.

c) Received cash as additional investment by stockholders.

d) Received a utility bill for the month but have not paid it.

26.
The Income Statement gives an indication of:

a) The company’s cash position

b) The management’s performance

c) The company’s obligations

d) Forecasted sales

27.
The book value of an asset is:

a) The market value of the asset.

b) The portion of the asset’s cost that has not yet been depreciated.

c) The purchase cost shown in the asset account less the estimated salvage value.

d) The replacement cost of the asset.

28.
The period of time over which business earnings are measured is known as:

a) Calendar year

b) Accounting cycle

c) Fiscal year

d) None of the above

29.
Debits:

a) Increase both assets and liabilities.

b) Decrease both assets and liabilities.

c) Decrease assets and increase liabilities.

d) Increase assets and decrease liabilities.

30.
Which of the following is NOT an example of a Contra account?

a) Accumulated depreciation

b) GST Charged on Sales

c) GST Paid on Purchases

d) Drawings

31.
The “Matching principle” states that:

a) Debits and credits should be matched in each journal entry.

b) Revenue and expenses should be matched to the time period in which they were incurred.

c) Current assets and fixed assets match the value of total equity.

d) Cash account balances should match bank account balances.

PART 2 -  
FILL IN THE BLANKS [30 marks - 1 mark each]

Please use the answer sheet provided for your answers to this section.

Use each of the following terms once in completing the following statements. 


1. ________________________ is the difference between assets and liabilities.

2. Amounts owing to other people or businesses are called ___________________________.

3. _____________________ are anything that a business owns.

4. A ____________________________ is a statement showing the financial condition of a person or business.

5. _______________________ is the ability to convert assets quickly into cash.

6. Document sent by the bank indicating that money has been withdrawn from a customer’s account.

7. Amounts owing to a business by customers are called ___________________________.

8. Debts of a business are classified as  __________________________.

9. A _______________________ is a listing of all account balances to see if total debits equal total credits.

10. The right side of an account is referred to as the _______________ side in accounting.

11. Goods bought by a business for resale to customers.

12. The left side of an account is referred to as the _______________ side in accounting.

13. A _______________________ is a business event that affects two or more accounts in the ledger.

14. An amount withdrawn by the owner of a business for his/her personal use is called_____________.

15. The _______________________ is also called the book of original entry where accounting transactions are formally recorded.

16. A _______________________ is a list of accounts used by a business.

17. _____________________ is a word that refers to the process of recording transactions in a journal.

18. When goods and services are bought _______________________, they are not paid for immediately.

19. The initials PR stand for ________________________ and indicate where an accounting entry has been posted to or has come from.

20. _____________________ is a revenue account of a merchandising business.

21. _____________________ is a revenue account of a service business.

22. The __________________________ is a financial statement showing the results of the operations of a business over a particular period of time.

23. Costs incurred by a business for daily operations are called _______________________.

24. Debts that will be paid in less than a year are classified as ______________________________.

25. Assets that can be converted into cash within one year are referred to as _____________________.

26. _____________________________ are assets that will benefit a company for longer than one year.

27. _____________________ are done to zero off certain account balances at the end of a time period.

28. Expenses that will benefit more than one time period are called ______________________.

29. Sales minus Cost of Goods Sold  is equal to _____________________________.

30. The ability for a company to pay it’s debts on time is a measure of it’s ____________________.

Part 3– Increase or Decrease in Capital - 12 marks (5 minutes)

Complete the chart by filling in the missing numbers with the correct figures.
	Opening Capital


	Net Income/Loss
	Drawings
	Change in Capital

Increase (+) or Decrease (-)
	Ending Capital

	$27 600
	$14 000
	$8 000
	+6000
	$33600

	52051
	-$4700 (loss)
	$2431
	-7131
	$44 920

	
	$77 244
	$66 622
	
	$82 199

	$45 900
	
	$8700
	
	$52 600

	$158 933
	$87 301
	
	0
	$158 933

	$257 899
	-$6250 (loss)
	$50 750
	-57000
	$200 899


PART C:  DEPRECIATION SCHEDULES 

Ajax High Gr. 11 accounting class decides to open a photography business together.  They need to purchase some equipment.  Their first purchase is a really expensive top of the line digital camera costing $ 13,000 and expects it to last for 4 years, after which the salvage value will be     $1,000. Prepare schedule for depreciation in the attached answer booklet. 

a) Prepare a schedule for the first 5 years using the straight-line method.

	
	Straight-line Depreciation 
	

	YEAR
	Depreciation Expense
	Accumulated Deprec.
	Balance (Book Value)

	
	
	
	

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	


b) For the same equipment, prepare a schedule of depreciation for the first five years using the declining-balance method.  The CCRA prescribed rate for depreciation is 20%.

	
	Declining Balance 
	

	YEAR
	Depreciation Expense
	Accumulated Deprec.
	Balance (Book Value)

	
	
	
	

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	


PART 4 – PRACTICAL  - Regular Journal Entries

1.
James Bond is a spy photographer.  Journalize the following transactions in the general journal provided.  The rate for HST is 13%. (Comment lines are not required) [20 marks]

Chart of Accounts

	Cash
	HST Payable

	A/R – B. Kidd
	J. Bond, Drawings

	A/R – H. Walker
	Photography Fees

	Prepaid Car Insurance
	Photography Fees Discount

	Photo Supplies
	Automobile Expense

	Automobile
	Bank Charges Expense

	A/P – Blacks
	Photo Supplies Expense

	A/P – Smith
	Advertising Expense

	J. Bond, Capital
	Travel Expense

HST Recoverable


Nov. 4
Surveillance photography sold on account to W. Jaws $300, taxes not included.  

Nov. 6
Purchased photo supplies on account from Black’s Photo Shop, $275 plus HST
Nov. 7
Owner J. Bond withdrew $325 for personal use.

Nov. 9
Paid Gold Finger Advertising Company $525 plus HST for magazine advertising. 

Nov. 10
Cash sale of photography services to Dr. No. 234, $145 plus HST
Nov. 13
Cash Receipt to W. Jaws for payment of invoice dated Nov. 4.
Nov. 15
Bank Debit Memo from Commercial Bank for monthly bank service charges of $35.50.

Nov. 21
Payment of $950 to State Farm Insurance Co. for the following years insurance fees. 

Nov. 24
Memo from J. Bond, the owner stating he had taken $75 worth of photo supplies from the 


business for his own personal use.

Nov. 25
Paid in full the Nov. 6th invoice to Black’s Photo Shop.
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Part J – Bank Reconciliation Statement – 10 marks (10 minutes)
Using the form given and information below, prepare a bank reconciliation statement for Iron Works Incorporated.

(
Cash account balance is $2060.51.

(
Bank statement balance is $1684.51.

(
These cheques were recorded in the General Journal but did not appear on the bank statement:  #176 - $75; #193 - $297.30; #199 - $924.60.

(
A deposit for $1910 dated May 31 was recorded in the General Journal but did not appear on the bank statement.

(
Service charges of $5.75 are shown on the bank statement.

(
A cheque for $37.50 has been cashed (correctly) by the bank but was incorrectly recorded in the company's books as $375.50.

(
A NSF cheque for $95.15 appeared on the bank statement as a returned item.  It was deducted by the bank.  It had been received from T. Bear and was recorded in the company's General Journal.

(
A certified cheque for $100 remains outstanding.

	_______________________________

	______________________________

	______________________________

	
	
	
	

	 
	 
	 
	 

	 Balance as per Ledger
	 
	Balance as per Ledger
	 

	 
	 
	 
	 

	 Add:
	 
	Add:
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	 
	 

	 
	 
	 
	 

	 Subtract:
	 
	Subtract:
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 
	 
	
	 

	 Adjusted Balance
	 
	Adjusted Balance
	 

	 
	 
	 
	 

	
	
	
	


PART 4  -  PRACTICAL   - Adjusting Journal Entries

2.
The following is a trial balance for Bugs Bunny and Associates on December 31, 2003.

Bugs Bunny & Associates

Trial Balance

December 31, 2003

	ACCOUNT
	DEBIT
	CREDIT

	Cash
	$15 000
	

	Accounts Receivable
	40 000
	

	Supplies
	1 800
	

	Prepaid Insurance
	2 400
	

	Equipment
	32 000
	

	Accum. Depreciation - Equipment
	
	$12 000

	Accounts Payable
	
	8 000

	Capital, Bugs Bunny
	
	46 200

	Drawings, Bugs Bunny
	7 000
	

	Fees Income
	
	96 000

	Rent Expense
	24 000
	

	Salaries Expense
	40 000
	

	
	$162 200
	$162 200


Use the following year-end information to journalize the required year-end adjusting entries.   Comment lines are not required.  [12 marks]  Each journal entry is worth 3 marks, with  2 marks for correct  accounts used in each adjusting entry and 1 mark assigned for the $-value calculated and used in each adjusting entry.
Adjusting entries

1. An accurate physical count of supplies on hand at December 31st , amounted to $800.
2. A two-year insurance policy was purchased on July 1st , 2003 for $2,400.  No adjustment has yet been made to this account for the first 6 months and needs to be adjusted prior to completing the year-end financial statements.
3. The equipment was purchased in January 2001, with a scrap value of $2 000.  It is considered to have a useful life of 5 years.  No adjustment for depreciation on the equipment has yet been recorded for the 2003 fiscal year.
4. Salaries accrued since last week’s pay, but not yet paid to employees amount to $1,500.  It is noted that  employees will be paid these salaries at the end of the week, on Friday, January 2nd, 2004.
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ANSWER KEY

Multiple Choice Answer Key







	1.
	d
	

	2.
	d
	

	3.
	d
	

	4.
	d
	

	5.
	b
	

	6.
	d
	

	7.
	d
	

	8.
	c
	

	9.
	a
	

	10.
	d
	

	11.
	c
	

	12.
	c
	

	13.
	a
	

	14.
	a
	

	15.
	c
	

	16.
	d
	

	17.
	c
	

	18.
	a
	

	19.
	b
	

	20.
	c
	

	21.
	c

	22.
	d

	23.
	b

	24.
	c

	25.
	b

	26.
	b

	27.
	b

	28.
	c

	29.
	d

	30.
	B

	31.
	B


	1.
	Owner’s equity
	

	2.
	Accounts payable
	

	3.
	Assets
	

	4.
	Balance sheet
	

	5.
	Liquidity
	

	6.
	Bank debit memo
	

	7.
	Accounts receivable
	

	8.
	Liabilities
	

	9.
	Trial balance
	

	10.
	Credit
	

	11.
	Merchandise
	

	12.
	Debit
	

	13.
	Transaction
	

	14.
	Drawings
	

	15.
	General journal
	

	16.
	Chart of accounts

	17.
	Journalizing

	18.
	On account

	19.
	Posting reference

	20.
	Sales

	21.
	Fees earned

	22.
	Income statement

	23.
	Expenses

	24.
	Current liabilities

	25.
	Current assets

	26.
	Fixed assets

	27.
	Closing entries

	28.
	Prepaid

	29.
	Gross profit

	30.
	Solvency


Complete the chart by filling in the missing numbers with the correct figures.
	Opening Capital


	Net Income/Loss
	Drawings
	Change in Capital

Increase (+) or Decrease (-)
	Ending Capital

	$27 600
	$14 000
	$8 000
	+$6000
	$33600

	$52051
	-$4700 (loss)
	$2431
	-$7131
	$44 920

	$71577
	$77 244
	$66 622
	+$10622
	$82 199

	$45 900
	$15400
	$8700
	+$6700
	$52 600

	$158 933
	$87 301
	$87301
	$0
	$158 933

	$257 899
	-$6250
	$50 750
	-$57000
	$200 899


PART C:  DEPRECIATION SCHEDULES (20 marks)

Ajax High Gr. 11 accounting class decides to open a photography business together.  They need to purchase some equipment.  Their first purchase is a really expensive top of the line digital camera costing $ 13,000 and expects it to last for 4 years, after which the salvage value will be     $1,000. Prepare schedule for depreciation in the attached answer booklet. 

b) Prepare a schedule for the first 4 years using the straight-line method.

	
	Straight-line Depreciation 
	

	YEAR
	Depreciation Expense
	Accumulated Deprec.
	Balance (Book Value)

	
	=13000-1000/4
	
	13000-3000

	1
	3000
	3000
	10000

	2
	3000
	6000
	7000

	3
	3000
	9000
	4000

	4
	3000
	12000
	1000


b) For the same equipment, prepare a schedule of depreciation for the first four years using the declining-balance method.  The CCRA prescribed rate for depreciation is 20%.

	
	Declining Balance 
	

	YEAR
	Depreciation Expense
	Accumulated Deprec.
	Balance (Book Value)

	
	=13000*.20
	
	=13000-2600

	1
	2600
	2600
	10400

	2
	2080
	4680
	8320

	3
	1664
	6344
	6656

	4
	1331.20
	7665.20
	5324.80
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	DATE
	PARTICULARS
	PR
	DEBIT
	CREDIT

	Nov.
	4
	Accounts Receivable - W. Jaws
	 
	300
	 

	 
	 
	     Photo Supplies
	 
	 
	300

	 
	 
	Sold photography surveillance on account
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	6
	Photo Supplies
	 
	275
	 

	
	
	HST Recoverable 
	
	35.75
	

	 
	 
	     Accounts Payable - Blacks
	 
	 
	310.75

	 
	 
	Bought photo supplies on account
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	7
	J. Bond, Drawings
	 
	325
	 

	 
	 
	     Cash
	 
	 
	325

	 
	 
	Owner withdrew money for personal use
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	9
	Advertising Expense
	 
	525
	 

	
	
	HST Recoverable 
	
	68.25
	

	 
	 
	     Cash
	 
	 
	539.25

	 
	 
	Paid for magazine advertising
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	10
	Bank
	 
	163.85
	 

	 
	 
	     Photography Fees
	 
	 
	145

	
	
	     HST Payable
	
	
	18.85

	 
	 
	Cash Sale for photography services
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	13
	Bank 
	 
	300
	 

	 
	 
	     Accounts Receivable - W. Jaws
	 
	 
	300

	 
	 
	Cash payment of purchase made on Nov. 4th
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	15
	Bank Charges Expense
	 
	35.50
	 

	 
	 
	     Bank
	 
	 
	35.50

	 
	 
	Bank Debit Memo
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	21
	Prepaid Car Insurance
	 
	950
	 

	 
	 
	     Bank
	 
	 
	950

	 
	 
	Payment for following year's insurance fees
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	24
	J. Bond, Drawings
	 
	75
	 

	 
	 
	     Photo Supplies
	 
	 
	75

	 
	 
	Owner took photo supplies for personal use
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	25
	Accounts Payable - Blacks
	 
	275
	 

	 
	 
	     Bank 
	 
	 
	275

	 
	 
	Paid Black's for Nov. 6th invoice
	 
	 
	 


ADJUSTING ENTRIES 
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	DATE
	PARTICULARS
	PR
	DEBIT
	CREDIT

	 Dec.
	31
	 Supplies Expense
	 
	1000
	 

	 
	 
	      Supplies
	 
	 
	1000

	 
	 
	 Adjusting Entries to record supplies used (1800 - 800)
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 July 
	1
	Insurance Expense
	 
	600


	 

	 
	 
	     Prepaid Insurance
	 
	 
	 600

	 
	 
	 Adjusting Entry to record insurance used (2 400/24 = $100 * 6 = $600)
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 Dec. 
	31
	Depreciation Expense – Equipment
	 
	6000
	 

	 
	 
	      Accumulated Depreciation
	 
	 
	6000

	 
	 
	 To record depreciation (32000 – 2000/5) = $6000
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 


	Balance as per Ledger
	2060.51
	Balances as per Bank 
	

	 
	 
	 
	Statement
	 1684.51

	Add
	 
	 
	Add
	 
	 

	
	Bank Error
	338.00
	 Deposit
	
	1910.00

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	 

	
	
	
	 
	 
	 

	Less
	
	
	Less 
	 
	 

	
	Service Charge
	5.75
	
	Chqs:

#176
	75.00

	
	NSF 
	95.15
	
	#193
	297.30

	
	
	100.90
	
	#199
	924.60

	
	
	
	
	
	

	 
	
	 
	
	
	

	 
	
	 
	
	
	

	 
	
	 
	
	
	

	 
	 
	 
	 
	
	1296.90

	Adjusted Balance
	2297.61
	Adjusted Balance
	2297.61

	 
	 
	 
	 
	 
	 


gross profit		income statement		debit				liquidity				balance sheet	


credit			sales				solvency				prepaid				posting reference


trial balance		journalizing			fixed assets			drawings				general journal


owner’s equity		closing entries			chart of accounts		transaction			assets


fees earned		current liabilities		accounts receivable	accounts payable		liabilities


expenses			current assets			on account			bank debit memo		merchandise








