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Ju-Jube Inc. (JJ) is a publicly held candy manufacturer that has signed two lease contracts with Dodo ltd. in January 2015. One is for a delivery truck and the other one is for an equipment to package the candies.

· The delivery truck which has a useful life of eight years was bought by Dodo ltd. for a cost of $145,000. The lease requires payments on each 1st of January, starting in 2015. At the end of the lease term, the truck reverts back to Dodo ltd. The lease is a 3-year arrangement at the end of which the JJ guarantees a residual value of $80,000 to Dodo ltd. It was agreed in the lease agreement that JJ has the opportunity to purchase the truck system for an amount equal to its fair value at the end of each lease term. Dodo ltd. earns a 10% return on this lease contract.

· The equipment has a cost of $100,000. The five-year lease was signed on January 1, 2015 and started on the same day. The annual lease payment, due at the beginning of each year, is $6,600. The lease also required a one-time upfront payment of $2,000, due and paid on 1 January 2015. At the end of the lease term, the truck reverts back to Dodo ltd, who will either sell the truck or re-lease it. The expected residual value at this time is $19,000. JJ is not aware of this expected residual value. The truck has an estimated 8-year useful life. Dodo ltd. earns a 10% return on this lease contract.

· JJ and Dodo ltd both apply IFRS and use the straight-line amortization method for all their capital assets. JJ ignores the implicit rate in these contracts and has an incremental borrowing rate of 10%. The credit risk associated with both contracts is normal but there are some uncertainties surrounding non-reimbursable costs to the lessor.
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Required

A) Classify each lease contract. Evaluate each classification criterion presented in IAS 17 for both leases.

B) Prepare the lease amortization schedule for any finance lease.

C) Prepare all necessary journal entries in JJ’s books for 2015.

D) Prepare a partial income statement, a partial balance sheet and a partial statement of cash flows for 2015 showing the accounts and amounts related to these lease contracts.

E) How should Dodo Ltd. classify the leases in its books in 2015?

F) Now assume that both leases are finance leases for the lessor, what amount should be recorded in the books of Dodo Ltd. as the net investment on January 1, 2015 relating to those leases?

Clearly state any necessary assumption and provide all your calculations.


A paper copy of the solution, together with a statement of academic integrity signed by each member of the group, must be handed in at the due date.























www.telfer.uOttawa.ca
image1.png
mi| TELFER

VOTRE LIEN AVEC CE QUI COMPTE — CONNECTS YOU TO WHAT MATTERS





