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PART B: Revenue Recognition 

Using the following information answer 7 questions listed below.

******************************************************************************
Notes to Consolidated Financial Statements for the year ended December 31, 2007

Description of Business
We are one of the world’s largest beverage companies. We sell soft drinks, bottled water, energy drinks and juices. 

Basis of Presentation
The financial statements are prepared using the International Financial Reporting standards (IFRS). The company has been using these standards since the company opened in 2000. These standards are also used by all of the company’s competitors. 

Liquidity
During the year, we entered into talks with our bankers to re-negotiate our long-term debt. We required that certain modifications be made to our existing debt agreement, otherwise, we would not be able to make our debt repayments for the coming year, 2008, on time. All of our 2007 debt and interest payments to our bankers have been made on time.

Revenue recognition
We recognize revenue when the customer receives and accepts the beverages, when prices to our customers are fixed and collection is reasonably assured. Although we accept returns of products from our customers occasionally, such returns historically, have not been material.

Cost of sales
We record shipping, handling and costs of production in cost of sales. 

Selling, general and administrative expenses
We record all other expenses not charged to production as selling, general and administrative expenses.

******************************************************************************

Required: Answer the following questions in the space provided

1. The company describes that they are renegotiating their loan with their bankers. Does the information provided support the relevance or reliability characteristic of accounting information? Explain why. 4 POINTS
 
	






2. Evaluate the company’s revenue recognition policy as described (e.g. risks & rewards; collection of value of goods sold; measurement of costs) 4.5 POINTS

	

































3. Assume the company places advertisements for its various beverages.  From the information provided above, in which category of expenses on the income statement would they likely charge these costs? (I’m not asking you to come up with a new account name. If you come up with a new account name you will receive zero marks.) 1 POINT

	






4. The company is contemplating launching a magazine for extreme sports enthusiasts, in order to help promote the lifestyle surrounding its newest energy drink, X-Juice. Customers will pay $30 for a one-year subscription to the magazine upfront, and will receive a copy of the magazine each month. Will a new revenue recognition policy be necessary for the magazine subscriptions? Explain using references to the appropriate revenue recognition criteria. 4 POINTS

	



















5. Using balance sheet and income statement provided below, identify three accounts on the balance sheet that would likely be subject to adjusting entries at the end of the financial statement period. Which income statement item would also be adjusted at the same time? 6 POINTS

	
	Balance sheet account
	Income statement account

	1)




	
	

	2)




	
	

	3)
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6. During 2007, the company spent $5M developing an interactive website, where customers can now order products online. These costs were included under the line item “Intangibles” on the balance sheet. Using the definition of an asset, explain why website development costs would qualify as an asset.  3 POINTS
 
	
















 




7. On November 10, 2007, the company declared and paid $4.2M of dividends. 4 POINTS
i) How would this impact the income statement? 
ii) How would this impact the balance sheet?  
iii) Prepare a journal entry for this transaction in proper format. 

	













	



Part C: Business Transactions 28 POINTS

Following is a selection of transactions for Mahoney Co. (MC) for the month ended May 31.

a. MC purchased advertisement time on a local television station for $10,000 cash. The advertisements will be aired over the next 9 months starting in June.

b. Credit sales made to various customers during the month totalled $230,000.  
    The cost of inventory was equal to 40% of the selling price.

c. During the month, accounts receivable in the amount of $180,000 were paid by customers in cash.

d. MC provided free goods to potential customers at a trade show held during May.  The goods were on hand when purchased by MC in April and the cost of inventory was equal to $5,000.

e. On May 31, MC purchased equipment costing $140,000 on account.

f. On May 31, MC received a utility bill of $2,500 for power usage incurred in May.  MC intends to pay this bill in June.

g. On May 31, MC bought insurance for all its business risks.  The insurance coverage will start on July 1. The cost of this insurance policy was $2,400 and payment was made in cash.

Required:

For each event described above, complete every box in the following table by indicating 
i) the net effects on the balance sheet elements in May.  If there is an effect, indicate the amount and whether there is an increase or decrease.  If there is no effect, write the words 'no effect'.  A blank box will receive zero marks. 
ii) Provide appropriate journal entry for each transaction. You don’t need to write down date and explanation of the transaction

	Item
	Journal Entry
	Effects in May, if any
(increase/decrease/no effect)

	
	
	Assets
	Liabilities
	Owners’ Equity

	a.









	
	
	
	

	b.









	
	
	
	

	c.










	
	
	
	

	d.











	
	
	
	

	e.












	
	
	
	

	f.









	
	
	
	

	g.











	
	
	
	





PART D: Trial Balance 13.5 POINTS

Given the following adjusted trial balance:

Jasmine Corporation
Adjusted Trial Balance
November 30, 2010

								  Debit  	Credit
Cash						        $25,000
Temporary investments		            	          40,000
Accounts receivable					          58,000
Inventory					          79,000
Prepaid expenses						 7,000
Land						        125,000
Buildings					        352,000
Equipment					        117,000
Patents					          21,000
Accumulated amortization – buildings					 88,000
Accumulated amortization – equipment			                       	29,250
Accounts payable    							 	60,000
Accrued expenses								 12,000
Unearned revenue								 18,000
Note payable – due in 4 years					          		125,000
Preferred shares							          100,000
Common shares							          250,000
Retained earnings							          130,250
Sales								          420,000
Interest income					          			 19,750
Cost of goods sold	 				        285,600
Operating expenses					        137,000
Interest expense					            3,400
Income tax expense					            2,250  		  	  
				                 $1,252,250      $1,252,250


Required:  For November 30, 2010 determine the 
(a) net income (loss)
(b) current assets
(c) total assets
(d) shareholders’ equity
(e) gross profit
(f) current liabilities



PART E: Understanding Financial Statement Information 10 POINTS
Please use the following financial statement information for Green Grape, Inc. to answer the following questions. 




a. How much did Green Grape declare in dividends during 2013 (i.e., between 31/12/12 and 31/12/13)?







b. How much cash did Green Grape pay for interest during 2013? 







c. How much inventory did Green Grape purchase in 2012? 







d. What was Green Grape’s ROA for 2013? 







e. If Green Grape sells the land for $55 in 2014, what will happen to ROE? Will it go UP, DOWN, or NOT CHANGE?
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2013 2012 2011

Total assets $810 $790 $720

Cash $140 $180 $110

Accounts receivables $100 $90 $95

Supplies $10 $20 $12

Prepaid insurance $20 $40 $0

Inventory $150 $135 $140

Land $50 $50 $50

Accounts payable $70 $85 $100

Interest payable $6 $8 $6

Unearned revenue $30 $30 $40

Note payable $80 $90 $100

Retained Earnings $180 $150 $140

Total Stockholders' Equity $490 $460 $390

Sales $210 $180 $140

Cost of Goods Sold $90 $80 $60

Supplies Expense $32 $26 $20

Interest Expense $6 $12 $3

Other Expenses $42 $42 $47

Net Income $40 $20 $10

Green Grape, Inc.

Selected financial statement information for 2011-2013
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		Green Grape, Inc.

		Selected financial statement information for 2011-2013



				2013		2012		2011

		Total assets		$810		$790		$720

		Cash		$140		$180		$110

		Accounts receivables		$100		$90		$95

		Supplies		$10		$20		$12

		Prepaid insurance		$20		$40		$0

		Inventory		$150		$135		$140

		Land		$50		$50		$50

		Accounts payable		$70		$85		$100

		Interest payable		$6		$8		$6

		Unearned revenue		$30		$30		$40

		Note payable		$80		$90		$100

		Retained Earnings		$180		$150		$140

		Total Stockholders' Equity		$490		$460		$390



		Sales		$210		$180		$140

		Cost of Goods Sold		$90		$80		$60

		Supplies Expense		$32		$26		$20

		Interest Expense		$6		$12		$3

		Other Expenses		$42		$42		$47

		Net Income		$40		$20		$10








