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SOLUTION QUIZ #1
WINTER 2015
INTERMEDIATE FINANCIAL ACCOUNTING 1

ACCT 351-001 

DATE: February 5, 2015



Lecturer: Ralph Cecere
TIME:  70 Minutes

INSTRUCTIONS:

· This is a CLOSED BOOK quiz.

· Answer all questions in the space provided below. You must return this quiz.

· ONLY TRANSLATION dictionaries ARE PERMITTED.

· Noiseless non-programmable calculators are PERMITTED.
· All events/transactions are Material unless otherwise indicated.

· All companies report under IFRS unless otherwise indicated. 
· This quiz consists of  3 questions on a total of  8 pages and is worth 5% of your overall grade. Please ensure that you have a complete quiz before starting.

 Question 1. (14 Marks)
The following events ALL occurred during the subsequent events period of Secure Corks & Caps (SCC), whose fiscal year-end occurred on December 31, 2014. The 2014 annual financial statements have not yet been released.  It is presently early 2015. 

Required: For each event described below, place an X in the appropriate box. Indicate only one X per event (more than one X will = 0 marks); no explanation is required.

	Event
	Description
	This subsequent event requires an adjustment to the 2014 annual financial statements
	This subsequent event only requires note disclosure to the  2014 annual financial statements

	1.
	The declaration of bankruptcy due to the deteriorating financial condition of a customer with an outstanding accounts receivables balance on December 31, 2014.
	X


	

	2.
	The settlement of litigation at an amount different from the amount recorded on the books December 31, 2014.
	X


	

	3.
	Decline in market value of investments that were held on December 31, 2014. Management intends to sell such investments as soon as the 2014 financial statements will be released.
	
	X

	4.
	SCC receives loan proceeds from a local bank; the negotiation of the loan was initiated in October 2014 and terms of the loan were finalized in December 2014.
	
	X

	5.
	SCC disposes of equipment not being used in operations at a price below the carrying amount shown on the books at December 31, 2014.
	X


	

	6.
	SCC purchases a competitor which includes goodwill.
	
	X

	7.
	Decline in market value of inventory that was on hand December 31, 2014 as a consequence of a new government action barring further sale of a product. The government adopts the new law in 2015.
	
	X


Note: 2 Marks for each correct response.

Question 2. (6 Marks)

What primary accounting principle, concept or assumption is manifested in each situation below? (NOTE: Only the first named principle or concept will be marked.)

NOTE:     1.5 marks each

(a)      Chris Kringle recognizes revenue when delivery of the goods occurs regardless of when cash is collected. He ensures there's a firm contract, transfer of ownership has occurred, the customer is solvent and there exists no uncertainties as to future costs. 

(b)     Johnny Apples owns a cottage in the country but does not include it on the balance sheet of his apple orchard business.

(c)     Elizabeth Nofolk generates monthly financial statements for her privately held business.

(d)      Harry Dole carries land at cost on his financial statements.

ANSWERS:
	Item
	Accounting Principle Manifested

	A)
	REVENUE RECOGNITION PRINCIPLE


	B)
	SEPARATE ENTITY / ECONOMIC ENTITY ASSUMPTION
(either answer is accepted)


	C)
	PERIODICITY ASSUMPTION / TIMELINESS
(either answer is accepted)


	D)
	HISTORICAL COST PRINCIPLE



Question 3. (15 Marks)
Described below are FOUR independent and unrelated situations involving accounting changes.  Each change occurs during 2013 before any adjusting entries or closing entries were prepared.  Ignore income taxes.

a.
JB Industries introduced a new line of auto covers in 2012 that carry a one-year warranty against manufacturer's defects.  Based on industry experience, warranty costs were expected to approximate 4% of sales.  Sales of the covers in 2012 were $700,000.  Accordingly, warranty expense and a warranty liability of $28,000 were recorded in 2012.  In late 2013, the company’s claims experience was evaluated and it was determined that claims were far fewer than expected: 3% of sales rather than 4%.  Sales of the covers in 2013 were $800,000 and warranty expenditures in 2013 totaled $18,000

b.
On December 30, 2009, Jefferson, Inc. acquired its office building at a cost of $4,000,000.  Since then, it's been depreciated on a straight-line basis assuming a useful life of 40 years and no salvage value.  However, plans were finalized in 2013 to relocate the company headquarters at the end of 2020.  The vacated office building will have a salvage value at that time of $2,800,000.

c.
At the beginning of 2009, DD Corp. purchased office equipment at a cost of $990,000.  Its useful life was estimated to be ten years with no salvage value.  The equipment has been depreciated by the double declining balance method. The accounting records correctly show a carrying amount of $405,504 for the office equipment as at December 31, 2012.  On January 1, 2013, the company management chose to change to the straight-line method of depreciation.  

d.
In October, 2011, the Province of Quebec filed suit against Master Industries, seeking penalties for violations of clean air laws.  When the financial statements were issued in 2012, Master had not reached a settlement with provincial authorities, but legal counsel advised Master that it was probable the company would have to pay $40 million in penalties.  No journal entry or disclosure was recorded or reported in the 2012 financial statements.  Late in 2013, a settlement was reached with those authorities to pay a total of $45 million in penalties.

Required:

For each situation:

•
Identify the type of accounting change involved (give only one type).  

•
Indicate, if at all, BOTH the impact on net income for 2013 related to the situation described AND opening retained earnings (on January 1, 2013).  You must indicate whether there would be an increase, decrease, or no effect. 
	Item
	Type of change & impact (see instructions above)

	A
	TYPE: CHANGE IN ESTIMATE                                           1 MARK
IMPACT ON OPENING R/E: NONE                                     1 MARK
IMPACT ON 2013 NI: $7,000 INCREASE
FROM 2012 SALES [$700,000 X (4%-3%)]

$8,000 INCREASE

FROM 2013 SALES [$800,000 X (4%-3%)]                         2 MARKS

(Student may be awarded 2 marks for either the $7,000;
Or combined $15,000 effect)


	B
	TYPE: CHANGE IN ESTIMATE                                           1 MARK

IMPACT ON OPENING R/E: NONE                                     1 MARK

IMPACT ON 2013 NI: $187,500 INCREASE

OLD RATE: [($4,000,000 – 0)/40 X 3] = $300,000
NEW RATE: [($4,000,000 – 300,000 – 2,800,000)/8] = $112,500

                                                                                              2 MARKS

(Student may be awarded 2 marks for computing the new

Depreciation amount of $112,500)


	C
	TYPE: CHANGE IN POLICY                                                1 MARK

IMPACT ON OPENING R/E: INCREASE $188,496          2 MARKS

[990,000 – 405,504] – [($990,000 – 0)/10 X 4] = $188,496 

IMPACT ON 2013 NI: $17,899 DECREASE

OLD POLICY: [405,504 X 20%] = $81,101

NEW POLICY: [990,000 – 0)/10] = $99,000

                                                                                              1 MARK

(Student may be awarded 1 mark for computing the new

Depreciation amount of $99,000)



	
	TYPE: CORRECTION OF AN ERROR                               1 MARK

IMPACT ON OPENING R/E: DECREASE $45M               1 MARK

(Student may be awarded 0.5 marks for using $40M)

Should use $45M as this is more accurate.

IMPACT ON 2013 NI: NO EFFECT

(Student may be awarded 0.5 marks for saying

DECREASE OF $5M if they used $40M above)                  1 MARK 
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