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BUSI 3007C: Midterm # 2: The Sequel

March 13 2:35pm – 4:05 pm (90 minutes)

Professor Garth Sheriff


Student First Name: _________________       Student Last Name: ______________________



  Student ID:	       __________________



Instructions:

1. Circle multiple choice answers on provided Scantron card AND the exam paper.

2. Write all answers for Case questions (the non-multiple choice questions) in the provided space on the exam.  Appropriate space has been provided to answer the questions.  Point form is acceptable. 

3. Follow the suggested time frames for each question

4. Calculators are permitted

	Section
	Total Marks
	Suggested Time
	Grade

	Multiple Choice
	15
	20 minutes
	

	Case Question 1
	25
	40 minutes
	

	Case Question 2          
	20
	30 minutes
	

	Total
	          60
	90 minutes
	



	Note: For all cases state any REASONABLE assumptions as necessary.


Multiple Choice (15 Marks, 20 Minutes)

1. What was the missed audit risk with the Baptist Foundation of Arizona?
A) Existence of revenue
B) Valuation of long term debt
C) Completeness of expenses
D) Valuation of notes receivable 

2. In the Happiness Express case, based on management’s biases and the audit risk, which of the following accounts and assertions should the auditors have performed more tests on and increased their professional skepticism? 
A) Accounts receivable/completeness
B) Accounts receivable/existence
C) Sales/completeness
D) Bonus accrual/valuation

3. The bank is requiring a newly started private company to provide audited financial statements as a prerequisite to obtaining a significant loan. The company will be manufacturing and selling Jeremy Lin jerseys (clothing), but production has not started as of yet. Which of the following would provide the most appropriate basis for the determination of materiality? 
A) Current assets
B) Revenue
C) Capital assets
D) Retained earnings 

4. The internal control objective of ensuring that all sales on credit are recorded in accordance with GAAP is
A) Accuracy
B) Classification
C) Accounting
D) Proper Period

5. If you are agreeing an outstanding cheque to its proper inclusion in the bank reconciliation you are
A) Vouching
B) Tracing
C) Recalculating
D) Confirming

6. James Franko is the owner of a small private company, Oscar Suits Inc., a wholesaler of tuxedos.    James has employed two individuals to assist him with the financial accounting.  One is a part time bookkeeper, who recently obtained her CGA but does not have significant work experience.  The other employee is an accounts receivable clerk who was hired to process all cash receipts on account.  James purchased the bookkeeping software, Simply Accounting, to which everyone has access to.  James works from home quite often.  

Based on the above, which of the following is the most significant control risk?

A) Lack of authorization
B) Absence of monitoring
C) Lack of segregation of duties
D) Incompetent accounting personnel

7.   With regards to internal controls, CASs requires that an auditor;
A) Perform test of controls for all controls that are documented to be operating effectively
B) Perform test of details on all account balances 
C) Understand the design and implementation of internal controls
D) Perform test of controls for all accounts that are considered material

8. Eyebook Inc. is a small private company that operates laser eye clinics in the Ottawa area.   The company has been operating for the past 2 years with negative operating cash flows.  The company does not have any bonus plans or debt covenants.    Based on the above facts, which of the following represents the highest risk.
A) Expense/existence
B) Sales/existence
C) Accounts receivable/existence
D) Inventory/existence

9. An auditor does not need to test:
A) Control strengths because they are known to be strengths.
B) Control weaknesses because they are known to be weak
C) Control strengths because they offset weaknesses.
D) Control weaknesses because they are offset by strengths. 

10.  Mytel Inc. is a public high technology company which has been in operation for 3 years.  The shareholders of the company would like to see their share value maximized. The most appropriate basis for materiality would be;
A) Research and development
B) Revenue
C) Expenses
D) Total Assets

11. At the planning stage, materiality helps the auditor to 
A) Identify risk
B) Assess risk
C) Determine audit procedures
D) Gather sufficient appropriate evidence

12. The risk that an auditor's procedures will lead to the conclusion that a material misstatement does not exist in an account balance when, in fact, such misstatement actually does exist is
A) Audit risk
B) Inherent risk
C) Control risk
D) Detection risk

13. During planning the auditor determines that the company has a very good internal audit department, controls over cash, and a diligent audit committee.   Which of the following is correct based on the above;
A) Test of controls are required
B) Control is moderate
C) Control risk is high
D) Control risk is low

14. The most critical component to risk based auditing, as discussed in class, is to ensure?
A) Internal controls are properly documented at the planning and execution stage.
B) Understanding of the business contains information about the nature of business, strategy, industry, regulatory environment, internal controls and how the company measures its financial performance.
C) Links are evident and documented between understanding the business, business and fraud risks and how financial statement, account and assertion level risks are identified and assessed.
D) Sufficient appropriate evidence is gathered and documented for all significant risks identified.

15. Internal control includes the following components:
A) Control activities and inherent risk
B) Information systems and external influences.
C)  The control environment and risk assessment processes.
D) Financial reporting and control activities.








End of Multiple Choices


Case Question 1: (25 marks, 40 minutes) 
The Canadian public company Research in Lotions (RIL) Inc., manufactures skin cream for dry skin.   The company has been in business for 5 years and has been the market leader in the sale of dry skin cream products.   The fiscal year ended December 31, 2011, has been very difficult for RIL as a new product that they introduced, Skinplay, suffered poor sales and also caused negative allergic reactions to individuals who used the cream.  As a result the company had to withdraw the Skinplay product from the shelves of its distributors and take a significant provision against the inventory of the new product. Consequently, the company failed to meet analyst expectations for earnings in 2011.  RIL also faces strong competition from rival skin cream company, Skinny Apple Inc. which has taken significant market share from RIL over the past 2 years.  Currently, RIL has no bonus plans for executive management; however, RIL’s Board of Directors has approved a new share bonus plan for the CEO and CFO that will begin in April 2012.  The bonus plan will be based on net income before taxes and interest.  The company is hopeful for the next fiscal year that an introduction of a reformulated Skinplay product will result in significant revenue growth.
Other information:
· The company operates in Canada only.
· Each year all of RIL’s products must be approved by the Canadian Food and Health Administration (CFHA) before distribution.  The CFHA also received negative media attention for failing to detect the product flaw in Skinplay.
· The company sells directly to distributors who then sell the products to individual customers.
· RIL recognizes revenue when the risks and rewards of ownership have transferred.  

It is now March 16th, and your firm is auditing the December 31, 2011 year-end financial statements for RIL.  The draft December 31, 2011 balance sheet and income statement are presented below;




Note:  All of the solutions below are suggested solutions.   A student may have responded with an acceptable response outside of the suggestion solution.  And the response makes sense within the context of the case info.
Required
(a) Identify and explain the incentives of management of RIL.   Explain your answer.  Hint: Use the fraud risk triangle (3 marks)

· Opportunity – no indication of internal controls or strong control environment
· Pressure – public company – heavy competition – bonus plan
· Rationalization – reformulated skinplay will do well in the future
· Conclusion:  Management has the incentive to understate revenues and overstate expenses to obtain bonus in current fiscal period resulting from reversal of over accruals and deferred or omitted revenues.
· This is also confirmed by the financial statement analysis in part (c)






(b) Determine a performance materiality for RIL.  Explain your answer (3 marks)

Users:  Shareholders – public company
Account(s)/Balance of interest:  As this is a competitive retail company, public, the shareholders would be most affected in decision making by changes to the net sales total (after allowances)
5% of net sales = 5%*2,544,000= $127,200
Performance materialty = 75%*$127,200= $95,400



(c)  Perform a preliminary analytical review (PAR) on RIL. (4 marks)
· Sales return and allowances as % of Sales (as this is an)
· 2011 = $106,000/$2,650,000 = 4%
· 2010 = $50,000/$2,500,000=2%
So what? – estimate has increased, although no case facts supports this.  Supports management incentives to understate revenue and overstate expenses for purposes of current year bonus
· 
· AFDA as % of A/R (as this is an estimate)
· 2011 = $162,500/$1,625,000 = 10%
· 2010 = $75,000/$1,500,000=5%
So what? – estimate has doubled, although no case facts supports this.  Supports management incentives to understate revenue and overstate expenses for purposes of current year bonus

· Sales has increased by $150,000 (6%) however the company shows a net loss of 1,157,000 from prior year net income of $90,000.  Consistent with managements incentives.  
· Accrued expenses has increased 46% although sales have increased by 6%.  So what? Again demonstrates management’s incetives.

· 

(d) Identify three account level risks and fill out the chart below for each account (as was shown in class on March 6th).  Provide full explanations for any assertions identified as high in the row marked “Explain”. Also integrate any insight from your PAR in part (c) in supporting your high risk accounts/assertions in the “Explain” row. (12 marks)
Account 1
	Accounts

	Assertions


	
	Existence

	Completeness

	Ownership

	Valuation

	Presentation


	
	IR
	CR
	IR
	CR
	IR       
	CR
	IR      
	CR
	IR         
	CR

	AFDA
	H
	H
	L
	H
	L
	H
	H
	H
	L
	L

	Explain:

Based on the PAR and management incentive, the existence/valuation of AFDA is a high risk given management would like to overstate expenses in 2011 to ensure a higher net income in 2012 for purposes of the management bonus.   AFDA has doubled as a % of AR, although Sales has only increased by 6%.  This analytic supports the assumed management incentives. This account is also an estimate, which is subjective, and can be used by management to attain their objectives.  Incentive to overstated AFDA






Account 2
	Account

	Assertions


	
	Existence

	Completeness

	Ownership

	Valuation

	Presentation


	
	IR
	CR
	IR
	CR
	IR       
	CR
	IR      
	CR
	IR         
	CR

	Sales returns and allowances
	H
	H
	L
	H
	L
	H
	H
	H
	L
	H

	Explain

Again, similar to AFDA, this is a management estimate and also has shown an increase from 5% to 10% which is consistent with management’s incentives to understate revenue and overstate expenses.  Therefore, existence and valuation would be the highest risk management assertions.    Incentive to overstate sales returns and allowances.






Account 3
	Accounts

	Assertions

	
	Existence

	Completeness

	Ownership

	Valuation

	Presentation


	
	IR
	CR
	IR
	CR
	IR       
	CR
	IR      
	CR
	IR         
	CR

	Inventory Provision
	H
	H
	L
	H
	L
	H
	H
	H
	M
	H

	Explain

The company had a $875,000 write down in the skinplay provision which was the most significant contribution to the net loss of $1,157,000.  The company has written down the inventory, assumingly to its NRV, however given it’s incentive, management may have excessively written down the inventory (existence/valuation) for purposes of lowering net income for 2012.   The inventory provision is subject to management incentives given that it is an estimated provision (based on assumptions about the salability of Skinplay).  Incentive to overstate the provision.






(e) Use the chart below and explain if any or all of the risks identified in part (b) can be assessed as a significant risk. (3 marks)
 	
	Account/assertion
	Magnitude 
	Likelihood
	Significant Risk (Y/N)

	AFDA
	PM = $95,400
AFDA 2011 = $162,500
Magnitude high
	Given the account is an estimate and subjective to management incentives – likelihood high
	Y

	Sales returns and allowances
	PM = $95,400
Sales R&A 2011 = $106,000
Magnitude high
	Given the account is an estimate and subjective to management incentives – likelihood high
	Y

	Inventory provision
	PM = $95,400
Inventory provision 2011 = $875,000
Magnitude high
	Given the account is an estimate and subjective to management incentives – likelihood high
	Y

	Explain
See explanation in boxes.






END of Case Question 1

Case Question 2: (20 marks, 30 minutes)
True Book University (TBU) is a Canadian for profit private university that offers a two year accelerated Bachelor of Commerce program.  All of TBU’s courses are online and the university has no physical campus or classrooms. TBU began operations on January 1, 2012, after securing financing from a consortium of local investors who received common shares in return for their investment.  In their first year of operations, TBU offered first year courses in financial and managerial accounting, information systems, marketing and organizational behavior. 
TBU also required additional financing from First Capital Bank (FCB) in the form of a bank loan.  The bank loan contract contained a current ratio covenant of 2 to 1 which must be met at all times.  If TBU violates the covenant, then FCB can immediately demand the loan be repaid.  FCB requires an audit of TBU’s financial statements for the year ended December 31, 2012. 

It is now July 1, 2012 and your accounting firm, Lin & Lin LLP, has been hired by TBU to audit their year-end financial statements.   You are the Manager on the TBU audit and understand the critical importance of properly planning the audit.  Therefore, you immediately begin the process of planning the year-end audit.     TBU provides their draft trial balance for the 6 month period ended June 30, 2012.   You also had an opportunity to interview the CEO of TBU, Anna Packin, and your notes from the meeting are below.
Notes from your conversation with Anna Packin and Trial Balance
· First year enrolment is currently at 525 students. The academic year is broken into quarterly terms
	Term 1: Jan – April
	Term 2:  May- June

	Term 3:  July – September
	Term 4: October – December


· Quarterly tuition is $4,000 and is due at the beginning of each term.
· Salaries for the instructors are $2,000 per course.  Also included in total salaries, are the technical support employees for TCU’s blackboard management system.  TCU uses WebCt.
· Tuition revenue is recognized once a student begins the academic term.
· Management of TBU does have a bonus plan. The total bonus plan pool is calculated as 10% of tuition revenues over $500,000.  For example, if revenue is $600,000, then the total bonus to be paid to management would be $10,000 (calculated as $100,000 * 10%).
· TCU does not have an accounting department.  Currently the accounting information is compiled by one of the technical support employees.


Required
(a) Identify and explain the incentives of management of TBU.   Explain your answer.  Hint: Use the fraud risk triangle. (3 marks)

Incentive – maintain current ratio of 2 to 1 to avoid loan demand – thus becoming insolvent, going concern.  Also the bonus plan provides even further incentive for overstatement.
Opportunity – no internal controls (no accounting department)
Rationalization – company is growing and will general cash/revenue

Conclusion:  To overstate assets/revenue and understate expenses/liabilities



(b) Identify a financial statement risk for TBU. (1 mark)

No accounting department – competency of the technical support staff doing the accounting







(c) Perform a preliminary analytical review (PAR) on RIL (4 marks)
Substantive analytic of revenue
$4,000*2 terms *525 = 4,200,000 - which is exactly what is in the trial balance.  However, where is the AFDA?   This would imply an assumption that there were no student defaults/dropouts.  Highly unlikely. However management incentive would be to show max rev

Also tuition receivable is 30% (1260/4200) of total revenues which is a significant amount.  Given that the customers are students is this a net number (again AFDA)

Net income = 4,200,000+25,000-750,000-350,000-725,000-155,000=2,245,000.  So management already qualifies for the bonus which would be calculated as (2,245,000-500,000)*10% = $174,500.  Has this been accrued?  

Current ratio is currently = Cash +Tuition Receivable +Other current assets+Prepaids +Investments
					Accounts payable and accrued liabilities
					= 12.8
However if we include the FCB loan then the ratio is 2.  If we consider the other current assets (which we need to investigate what this is).  If there is an existence/valuation issue with other current assets (and the FCB loan is included), then a loan covenant violation may have already occurred.  Is TBU a going concern?   This ratio would also be significantly effected by the existence and valuation of tuition receivable.











(c) Identify two account level risks and fill out the chart below for each account.  Provide explanations for any assertions identified as high in the row marked “Explain”. Also integrate any insight from your PAR in part (c) in supporting your high risk accounts/assertions in the “Explain” row. (8 marks)
Account 1
	Accounts

	Assertions


	
	Existence

	Completeness

	Ownership

	Valuation

	Presentation


	
	IR
	CR
	IR
	CR
	IR       
	CR
	IR      
	CR
	IR         
	CR

	Tuition Revenue
	H
	H
	L
	H
	L
	L
	H
	H
	H
	H

	Explain

With an incentive to overstatement tuition revenue (revenue recognition) is a significant risk.  Also TBU’s current revenue recognition policy is clear GAAP violation whether ASPE or IFRS as an applicable financial reporting framework. Tuition revenue is recognized once a student begins the academic term” means that revenue is being recognized before the services has been rendered.  The policy is consistent with management’s incentive to overstate. Also per the PAR, the current 6 month ended revenue of 4,200,000 is the full amount of tuition and enrolment which appears highly unlikely




Account 2
	Account

	Assertions


	
	Existence

	Completeness

	Ownership

	Valuation

	Presentation


	
	IR
	CR
	IR
	CR
	IR       
	CR
	IR      
	CR
	IR         
	CR

	Tuition Receivable
	H
	H
	L
	H
	L
	H
	H
	H
	M
	H

	Explain

Tuition receivable represents 39% of current assets and thus for purposes of maintain the current ratio represents an overstatement (existence/valuation) risk.   Also, there does not appear to be an AFDA contra account attached to Tuition receivable, which is consistent with management’s incentive to overstate





(d) For one of the accounts/assertions identified in part (c), provide specific audit evidence procedures you would use to obtain sufficient appropriate evidence.  Note: Be specific.  (4 marks)

Tuition revenue – substantive analytic review combined with a test of details (vouching) to test for overstatement.  For the substantive analytic review, a test would be to obtain the enrolment data per term from the university and tests this info on a sample basis (and compare to universities of comparable size).  Based on this analysis we would arrive at a detailed estimate of tuition revenue by using the published tuition rates multiplied by the per term enrolment rate.    We would also examine a sample of tuitions for collectability given the TBU does not appear to have an AFDA account.  To further ensure existence, on a sample basis, we would vouch selected tuition revenue accounts on the tuition sub ledger to the tuition invoice and bank account (to ensure reception of funds)



End of Exam -Bonus Question:  Who was recently convicted of a $7 Billion Ponzi scheme?
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Microsoft_Office_Excel_Worksheet1.xlsx
Cash Flow

		Bank Street Credit Union
 Trial Balance
Feb.28/11





				Year end		Nine month period ending

				May.31/10		Feb.28/11

				(audited)		(unaudited)

		Cash		$   1,100,000		$   1,200,000

		Loans receivable from members (net of allowance)

		   Residential mortgage loans		9,500,000		10,750,000

		   Other loans (e.g. automotive, personal)		770,000		890,000

		Accrued Interest on loans		575,000		975,000

		Prepaid expenses		10,000		4,000

		Property, plant and equipment (net of accumulated depreciation)		175,000		125,000

		Other assets		1,500,000		1,750,000

		Deposits (note 1)		(10,200,000)		(11,500,000)

		Accrued Interest on deposits  (note 1)		(625,000)		(700,000)

		Accounts payable and accrued liabilities		(550,000)		(350,000)

		Derivative financial instruments		(75,000)		(50,000)

		Member's equity		(150,000)		(175,000)

		Retained Earnings		(1,250,000)		(2,030,000)

		Interest and Investment Income (on all loans)		(3,105,000)		(2,400,000)

		Interest expense (on deposits)		450,000		400,000

		Salaries expense		775,000		625,000

		Administration expense		850,000		411,000

		Other expenses		250,000		75,000

				- 0		- 0



		Note 1:  Deposits and accrued interest on deposits are liabilities for a credit union		Note: Balance dr/(cr)











































































RIL

				Draft Unclassified Balance Sheet

				Year end December 31 

				Unaudited		Audited

				2011		2010

		Assets

		Cash		$   1,250,000		$   750,000

		Accounts receivable 		1,625,000		1,500,000

		Allowarnce for Doubtful Accounts		(162,500)		(75,000)

		Inventory		3,655,000		2,350,000

		Inventory Provision: Skin play		(875,000)		- 0

		Research and Development		575,000		1,100,000

		Other assets		2,125,000		3,465,000

		  Total Assets		8,192,500		9,090,000



		Liabilities and Shareholders Equity

		Accounts Payable		$   500,000		$   345,000

		Bank Loan		1,365,000		1,565,000

		Accrued Liabilities		930,000		625,000

		Common Shares		5,000,000		5,000,000

		Retained Earnings		397,500		1,555,000

		  Total Liabilities and shareholder's equity		8,192,500		9,090,000								- 0		- 0



				Draft Income Statement

				Year end December 31 

				Unaudited		Audited

				2011		2010

		Sales		2,650,000		2,500,000

		Sales returns and allowances		(106,000)		(50,000)

		Net Sales		2,544,000		2,450,000

		Cost of Goods sold		(1,145,000)		(980,000)

		Gross Profit		1,399,000		1,470,000

		Salaries		(915,000)		(850,000)

		Accrued Expenses		(532,000)		(365,000)

		Inventory write down		(875,000)		- 0

		Other expense		(234,500)		(165,000)

		Net income		(1,157,500)		90,000







Lululemon

		Lululemon Athletica Inc.

		List of Accounts 

		February 1, 2009

		(in USD thousands)



		Accounts payable		$   5,300

		Cash 		56,800

		Accrued liabilities (including salaries)		22,100

		Operating expenses		122,100

		Property and equipment		88,400

		Other current liabilities		9,900

		Other current assets		2,700

		Beginning retained deficit		29,900

		Cost of goods sold		174,400

		Notes payable		11,400

		Other long term assets		33,000

		Income tax expense		16,900

		Salaries payable		5,900

		Revenue		342,200

		Prepaid expenses		1,400

		Accounts receivable		4,000

		Common shares		156,000

		Income taxes payable		2,200

		Inventory		52,100

		Accumulated Depreciaton on Property&Equipment		26,700



















Lululemon (2)

				Lululemon Athetica Inc.

				List of Accounts 

				February 1, 209

				(in USD thousands)

		Accounts payable						(5,300)

		Accounts receivable						4,000

		Property and equipment						88,400

		Accumulated Depreciaton						(26,700)

		Cash 						56,800

		Inventory						52,100

		Prepaid expenses						1,400

		Other current assets						2,700

		Other long term assets						33,000

		Accrued liabilities (including salaries)						(22,100)

		Salaries payable						(5,900)

		Income taxes payable						(2,200)

		Other current liabilities						(9,900)

		Notes payable						(11,400)

		Common shares						(156,000)

		Beginning retained deficit						29,900

		Revenue						(342,200)

		Cost of goods sold						174,400

		Operating expenses						122,100

		Income tax expense						16,900

								- 0









Sheet3






image3.emf
30-Jun

Cash 1,100,000 $                 

Tuition Receivable 1,260,000                   

Other current assets 575,000                      

Prepaid expenses 10,000                        

Investments 250,000                      

Software Assets 1,550,000                   

Accounts payable and accrued liabilities (250,000)                     

FCB Loan (1,250,000)                  

Common shares (1,000,000)                  

Retained Earnings -                             

Tuition Revenue (4,200,000)                  

Investment income (25,000)                       

Salaries expense 750,000                      

Executive management salaries 350,000                      

Administration expense 725,000                      

Other expenses 155,000                      

-                             

Note: Balance dr/(cr)

TBU Trial Balance

6 months ending June 30, 2012


Microsoft_Office_Excel_Worksheet2.xlsx
TBU

		TBU Trial Balance
6 months ending June 30, 2012





				30-Jun

		Cash		$   1,100,000

		Tuition Receivable		1,260,000

		Other current assets		575,000

		Prepaid expenses		10,000

		Investments		250,000

		Software Assets		1,550,000

		Accounts payable and accrued liabilities		(250,000)

		FCB Loan		(1,250,000)

		Common shares		(1,000,000)

		Retained Earnings		- 0

		Tuition Revenue		(4,200,000)

		Investment income		(25,000)

		Salaries expense		750,000

		Executive management salaries		350,000

		Administration expense		725,000

		Other expenses		155,000

				- 0

				Note: Balance dr/(cr)





























































































RIL

				Draft Unclassified Balance Sheet

				Year end December 31 

				Unaudited		Audited

				2011		2010

		Assets

		Cash		$   1,250,000		$   750,000

		Accounts receivable 		1,625,000		1,500,000

		Allowarnce for Doubtful Accounts		(162,500)		(75,000)

		Inventory		3,655,000		2,350,000

		Inventory Provision: Skin play		(875,000)		- 0

		Research and Development		575,000		1,100,000

		Other assets		2,125,000		3,465,000

		  Total Assets		8,192,500		9,090,000



		Liabilities and Shareholders Equity

		Accounts Payable		$   500,000		$   345,000

		Bank Loan		1,365,000		1,565,000

		Accrued Liabilities		930,000		625,000

		Common Shares		5,000,000		5,000,000

		Retained Earnings		397,500		1,555,000

		  Total Liabilities and shareholder's equity		8,192,500		9,090,000								- 0		- 0



				Draft Income Statement

				Year end December 31 

				Unaudited		Audited

				2011		2010

		Sales		2,650,000		2,500,000

		Sales returns and allowances		(106,000)		(50,000)

		Net Sales		2,544,000		2,450,000

		Cost of Goods sold		(1,145,000)		(980,000)

		Gross Profit		1,399,000		1,470,000

		Salaries		(915,000)		(850,000)

		Accrued Expenses		(532,000)		(365,000)

		Inventory write down		(875,000)		- 0

		Other expense		(234,500)		(165,000)

		Net income		(1,157,500)		90,000







Lululemon

		Lululemon Athletica Inc.

		List of Accounts 

		February 1, 2009

		(in USD thousands)



		Accounts payable		$   5,300

		Cash 		56,800

		Accrued liabilities (including salaries)		22,100

		Operating expenses		122,100

		Property and equipment		88,400

		Other current liabilities		9,900

		Other current assets		2,700

		Beginning retained deficit		29,900

		Cost of goods sold		174,400

		Notes payable		11,400

		Other long term assets		33,000

		Income tax expense		16,900

		Salaries payable		5,900

		Revenue		342,200

		Prepaid expenses		1,400

		Accounts receivable		4,000

		Common shares		156,000

		Income taxes payable		2,200

		Inventory		52,100

		Accumulated Depreciaton on Property&Equipment		26,700



















Lululemon (2)

				Lululemon Athetica Inc.

				List of Accounts 

				February 1, 209

				(in USD thousands)

		Accounts payable						(5,300)

		Accounts receivable						4,000

		Property and equipment						88,400

		Accumulated Depreciaton						(26,700)

		Cash 						56,800

		Inventory						52,100

		Prepaid expenses						1,400

		Other current assets						2,700

		Other long term assets						33,000

		Accrued liabilities (including salaries)						(22,100)

		Salaries payable						(5,900)

		Income taxes payable						(2,200)

		Other current liabilities						(9,900)

		Notes payable						(11,400)

		Common shares						(156,000)

		Beginning retained deficit						29,900

		Revenue						(342,200)

		Cost of goods sold						174,400

		Operating expenses						122,100

		Income tax expense						16,900

								- 0
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Draft Unclassified Balance Sheet

Year end December 31 

Unaudited Audited

2011 2010

Assets

Cash 1,250,000 $                                   750,000 $     

Accounts receivable  1,625,000                                     1,500,000     

Allowarnce for Doubtful Accounts (162,500)                                       (75,000)        

Inventory 3,655,000                                     2,350,000     

Inventory Provision: Skin play (875,000)                                       -              

Research and Development 575,000                                        1,100,000     

Other assets 2,125,000                                     3,465,000     

  Total Assets 8,192,500                                     9,090,000     

Liabilities and Shareholders Equity

Accounts Payable 500,000 $                                     345,000 $     

Bank Loan 1,365,000                                     1,565,000     

Accrued Liabilities 930,000                                        625,000        

Common Shares 5,000,000                                     5,000,000     

Retained Earnings 397,500                                        1,555,000     

  Total Liabilities and shareholder's equity 8,192,500                                     9,090,000     

Draft Income Statement

Year end December 31 

Unaudited Audited

2011 2010

Sales 2,650,000                                     2,500,000     

Sales returns and allowances (106,000)                                       (50,000)        

Net Sales 2,544,000                                     2,450,000     

Cost of Goods sold (1,145,000)                                    (980,000)       

Gross Profit 1,399,000                                     1,470,000     

Salaries (915,000)                                       (850,000)       

Accrued Expenses (532,000)                                       (365,000)       

Inventory write down (875,000)                                       -              

Other expense (234,500)                                       (165,000)       

Net income (1,157,500)                                    90,000          


