Winter 2013
Question 1  (15 marks – 1.5 marks per question; 10 minutes)

1) What is included in 'cash and cash equivalents'?
A) Guaranteed Investment Certificate maturing in 181 days.
B) Four-month term deposits.
C) U.S. cash on hand.
D) Guaranteed Investment Certificate maturing in 125 days.

2) Which statement best describes the gross method of accounting for cash discounts?
A) Records receivables at their present value amount.
B) Records any discounts forfeited as income.
C) Records any discounts taken as a reduction in revenue.
D) Records any discounts taken as an expense.

3) Which statement best explains 'net realizable value'?
A) The amount required to re-manufacture an item of inventory.
B) The amount that can be obtained from the sale of inventory less selling costs.
C) The amount it would cost to repurchase an item of inventory.
D) The lowest amount that can be obtained from the sale of inventory.

4) Assume that a $400 purchase invoice received close to year-end is not recorded in fiscal 2011, but the inventory is appropriately included in the ending inventory count. What impact will this have on fiscal 2012 financial reporting?
A) Cost of sales is understated by $400.
B) Gross margin is understated.
C) Cost of goods available for sale is overstated.
D) There is no effect on fiscal 2012.

5) Which statement is correct?
A) Under IFRS, research costs must fulfill six specific criteria.
B) Under IFRS, all research costs must be expensed as incurred.
C) Development activities must be technically feasible.
D) Adequate financial resources must exist to complete research activities.

6) Which of the following does not describe the cost recovery model?
A) It uses undiscounted cash flows in its determination of impairment
B) It is the method used in IFRS
C) It allows the reversal of previously recognized impairment losses
D) (b) and (c)

7) Which statement is correct?
A) The revaluation model is required for non-current assets under IFRS.
B) The revaluation model is required for non-current assets under ASPE.
C) The revaluation model is optional for non-current assets under IFRS.
D) The revaluation model is optional for non-current assets under ASPE.

8) How is a revaluation loss on non-current assets accounted for?
A) Revaluation loss is booked to profit and loss.
B) Revaluation loss is booked to other comprehensive income.
C) Revaluation loss is booked to profit and loss or to other comprehensive income, depending on any pre-existing revaluation surplus.
D) Revaluation loss is not recognized in other comprehensive income.
9) On December 1, 2011, SuperTech sold 100 locks for laptop computers at $50 each with a 90-day unconditional right of return. Since this is a new product for SuperTech, it has no past history regarding estimated returns. Which of the following is true regarding SuperTech's December 31, 2011 financial statements?
A) Sales of $5,000 should only be recognized in 2012 when the return privilege expires.
B) Sales of $5,000 should be recognized in 2011 as long as there is a reserve for returns.
C) Sales of $5,000 should be recognized in 2011, with future costs accrued as an estimated liability.
D) Sales should only be recognized as the related cash is collected.

10) A product and service are bundled together and sold to customers for $175. The fair values of the product and service are $150 and $50 respectively. Under the fair value method, how much would be allocated to the product?
A) $131.25
B) $87.50
C) $150.00
D) $100.00

Question 2 (23 marks; 45 minutes)
Part I
Springfield “Gag”gets Inc. (“SG Inc.”) is a supplier of hi-tech toys.
The company uses the weighted average method of inventory. During September, the first month of its fiscal year, SG Inc.’s inventory records for its Slinky S-2011 – a toy which thanks to its anti-gravitational device can actually climb stairs – showed the following transactions:

	Date
	Transaction
	Units
	Unit
	Units
	Unit

	
	
	Purchased
	Cost
	Sold
	Selling

	
	
	
	
	
	Price

	Sep-1
	Balance
	900
	$4.79 
	 
	 

	Sep-8
	Purchase
	400
	$4.58 
	 
	 

	Sep-17
	Sale
	 
	 
	      (800)
	$22.50 

	Sep-23
	Sale
	 
	 
	      (250)
	$21.00

	Sep-30
	Purchase
	650
	$4.50 
	 
	 



Additional Information
· The September 8th purchase was sent FOB shipping by Sideshow Bob’s Thingamabobs Inc. on August 28th.

· The September 17th sale was a transfer to Apu Doodads Ltd. (“AD Ltd.”), which acts as an exclusive agent for SG Inc. in Flanders Fields. AD Ltd., which only accepts the Slinky S-2011 on consignment, notified SG Inc. on Sept. 29th that it had sold 400 of the units. AD Ltd. receives a 10% commission on the $22.50 sale price.

· Sales are normally on credit.
Required

Assume SG Inc. uses a perpetual inventory system. Prepare the journal entries for each of the above listed transactions. If a transaction does not require an entry, briefly state why not.

Part II
(1) Assume that SG Inc. instead uses the periodic inventory system in Part I. Wherever they differ, show the applicable journal entries.

(2) Krusty, the boss of SG Inc., is thinking of switching to the FIFO method for the Slinky S-2011 and all similar products. Comment on the expected impact on the financial statement numbers, as well as any relevant ratios. (No calculations are required for this part.)

Part III
Below is the aging schedule for SG Inc. as at September 30th, before taking the sales in Part I and the additional information below into consideration.

	
Age
	
	Net Debit Balance
	
	Estimated % Uncollectible

	Under 30 days
	
	$101,000
	
	1%

	31-60 days
	
	40,000
	
	5%

	61-90 days
	
	25,000
	
	10%

	Over 90 days
	
	15,000
	
	20%

	
	
	$181,000
	
	


Additional Information

· During the month, SG Inc. automatically records a bad debts expense of 1% on each credit sale. Aside from the sales in Part I, SG Inc. also sold $250,000 other goods on credit.
· There is a $24,000 credit in the accounts receivable (under 30 days), which relates to an advance paid by Burns Inc. for some Fun-With-Fission-At-Home lab kits.
· There is a $5,000 amount that has been outstanding for more than 90 days, which is definitely not collectible. (The government forced Smithers Corp., the company that owed the amount, to cease operations after selling toxic toys to toddlers.)
· Aside from the entry to record the initial bad debts expense, the only other entry in the allowance for doubtful accounts was a write-off to a $10,000 amount owed by Jimbo Gizmos Inc. since the middle of July. This write-off was debited to bad debts expense and credited to the allowance for doubtful accounts.
· The allowance for doubtful accounts at the end of the last year was $9,800.
Required

SG Inc. uses the aging method to determine the allowance for doubtful accounts at the end of each month. Show the entries that are required, including any entries for any errors that may have been recorded.

Question 3 (24 marks; 45 minutes)
Agora Manufacturing Incorporated (AMI) is a manufacturer of custom cabinets and enclosures such as switchboards, projection room equipment, and control cabinets. The company has a December 31 year end and uses private entity GAAP. As at December 31, 2011, the company had the following balances in its capital asset accounts:
	Account Title
	Description
	Cost at December 31, 2011
	Accumulated Depreciation/
Amortization
Dec. 31, 2011
	Depreciation/
Amortization method and rate

	Land
	Land for Mississaugamanufacturing facility
	$1,500,000
	
	

	Factory Building
	Manufacturing facility in Mississauga
	$10,875,000
	$1,057,500
	Residual value $5,000,000 straight-line over 25 years

	Equipment
	Used in manufacturing
	$23,756,000
	$17,179,022
	Declining balance 25%

	Vehicles
	Delivery trucks
	$500,000
	$315,680
	Declining balance 20%

	Goodwill
	Purchased in 2007
	$500,000
	
	

	Customer list
	Purchased in 2005
	$250,000
	$162,500
	Straight-line over 10 years


Note: The company calculates partial year depreciation as 50% of the normal rate in the year of addition/acquisition and no depreciation in the year of disposal/sale.

The accountant in charge of the capital asset accounts is out on sick leave and the 2012 transactions for capital assets have therefore not been recorded.AMI does not currently capitalize interest costs.
1. The company competed construction of a new plant in Saskatoon on December 15, 2012 to help it better meet the needs of its customers west of Mississauga. The costs associated with this construction project were as follows: $500,000 of land, constructed building $1,500,000 with useful life 20 years and residual value $50,000, $75,000 of avoidable interest on construction of building, and $4,212,360 of manufacturing equipment.

2. In June 2012, AMI sold a delivery truck for $10,000. The truck originally cost $25,000 and accumulated depreciation on the truck to December 31, 2011 was $10,000. 

3. AMI traded some old equipment at the Mississauga factory for different equipment with a similar life and value in use. The fair value of the equipment disposed of was $5,000. The cost of this equipment was $7,000 and the accumulated depreciation on the equipment at December 31, 2011 was $3,000. This transaction was not recorded in the books of account. No entry was made to record the exchange.

4. Shortly after the new factory was complete, vandals attacked the building and significant damage was done. The costs to correct the damage, which were not covered by insurance, included: new paint to cover graffIti $4,000, glass for broken windows $10,000, and improved security system $25,000.

5. During the year, the company developed a new piece of equipment that had a built-in security camera. It was the policy to amortize development costs on a straight line basis over three years, with 50% in the year of development. The costs associated with product development included: $50,000 to determine how a security camera would work with the equipment, $350,000 design testing and construction of prototype equipment, $40,000 determining the best production process for the new equipment, and $47,000 advertising costs to alert customers about the new product.

6. The customer list lost value and will not provide benefits through to 2015, as originally predicted. At the end of the year it was determined to provide undiscounted future cash flows of $50,000 in total over the next two years. There are no estimated costs to sell the list as it will not be sold and the value in use is $46,000. Goodwill has a recoverable value of $700,000 as at December 31, 2012.
Required
It is year end, and you have been asked to assist the company in preparing the financial statements.
a) Create all necessary journal entries for 2012. Show computations for depreciation.
b) Prepare the assets section of the balance sheet at December 31, 2012 based on the information above.

Question 4(18 marks; 35 minutes)

Bob the Builder Inc. (“BB Inc.”) is a construction company that has always accounted for its construction contracts using the completed contract method. This was mainly because most of its contracts did not last much more than a few months, and it was determined that the benefit of using the percentage-of-completion method was outweighed by the additional administrative costs that it required.
In early 2012, however, a decision was made to switch to the percentage-of-completion method, as it was determined that it would probably be more relevant, especially in light of a problematic contract that had been dragging on since 2010.

Back in 2010, BB Inc. entered into a contract to construct a building for Three Pigs Ltd. after an earlier incident destroyed their previous premises. The initial contract price was for $3,000,000 and at the time, BB Inc. estimated that the total construction costs would be $2,000,000 and the project would be finished in 2012.

Unfortunately, Three Pigs Ltd. kept changing the specifications. First, they wanted straw to be used, then wood, and finally brick. Each time that there was a change, the costs escalated. Mr. Humpty, the all-around administrative person, was the one who negotiated the contract for BB Inc., but he cracked under all the pressure, and as a result of what he signed, all of the additional costs had to be absorbed by BB Inc., without any possibility for billing for these changes.

Information relating to the costs and billings for this contract is as follows:
	     2010		     2011		   2012	
Total costs incurred to date	$   800,000	$1,500,000	$2,750,000
Estimated costs to complete	1,200,000	1,000,000	-0-
Customer billings to date	1,100,000	2,000,000	3,000,000
Collections to date	1,000,000	1,750,000	2,950,000

As this contract was all-consuming, there were no other contracts during the last three years.

It is now late 2012, several weeks before the end of the year. BB Inc. has decided to fire Mr. Humpty and has requested you, Barney of Flintstone Associates to help with the accounting. In consulting with your partner, Fred, you have determined that the switch to the percentage-of-completion method should be treated as a change in accounting policy. The books for 2012 have not yet been closed.

Required

(1) Show the journal entries that should be recorded, assuming that Mr. Humpty had already correctly recorded all of the entries under the completed contract method for 2012.
(2) Show the partial balance sheet for the accounts for which you have information on a comparative basis for 2011 and 2012 under the percentage-of-completion method. (Assume that the retained earnings were $500,000 at the beginning of 2010.)
(3) Show the partial income statement on a comparative basis for 2011 and 2012.
(4) Indicate what, if any, additional disclosures that should be reflected in the 2012 financial statements.

Question 5 (20 marks;40 minutes)
	Capilano Forest Company Ltd. (CFCL) has been owned and managed by an experienced forester, Don Strom, for 20 years. The company has performed well in the past few years, but the industry is cyclical. In the interior of British Columbia, CFCL manufactures lumber of all grades from raw log. A small lumberyard and sales office is located in Vancouver.
	Your firm has been reappointed auditor for CFCL. You, CA, have been going over some issues with the recently hired controller of the company, Everett Green. CFCL had been searching for a controller for several months. Green agreed to accept the position with the condition that he be paid a bonus based on net income. Strom agreed to this form of remuneration, despite initial resistance. Since a large Japanese lumber importer has recently expressed an interest in purchasing CFCL, Green proposes to make changes to CFCL’s accounting policies to maximize the value of the company.
	CFCL recently purchased the right to log the standing timber on a mine site. As part of the purchase contract, CFCL agreed that it would cease logging in five years, when mining would commence. Although CFCL would probably be unable to log all the timber in this period, the five-year rights were considered to be worth considerably more than the purchase price. Since logging operations began, however, it has become apparent that many of the trees are infested with insects, and are therefore worthless. Green does notthink that this presents a valuation problem for financial reporting. “These rotten trees are part of the cost of the good ones, and will be expensed as the good trees are sold. The purchase price will be allocated to all the good trees on the mine site.”
With respect to the costing of trees on land that CFCL owns, Green contends that these trees really have no cost. “We paid for the land which produces the trees. The trees themselves do not have any cost. If anything, replanting and pesticide expenses are the only costs we have. The situation is similar to owning land on which we have a building and machinery producing widgets. When we sell the widgets, we don’t expense the land, do we?”
	Last year the company acquired a large tract of land and timber along the Pacific Coast for $2.9 million. Lately, however, the company has been having problems logging the area. Environmentalists have vowed that no one will be allowed to destroy its natural beauty. Roadways have been blocked on several occasions by protests. In response, CFCL has spent large amounts on public relations, advertising, and legal costs in order to obtain injunctions. These amounts, as well as the estimated costs of idle time related to the protests, will be capitalized as goodwill.
	CFCL has gained a reputation amongst Japanese companies as a good source of pine. CFCL can sell the Japanese as much pine as it can cut. Outstanding orders will take at least six months to fill. Under the terms of the contracts, the purchase price, denominated in yen, may be increased or decreased by a maximum of 5%, depending on the grade as determined by inspection at a Japanese harbor. The company would like to record the revenue on these contracts as soon as the lumber is cut.
	The company sells wood chips as a by-product of its sawmill operations. It entered into a three-year contract with a large pulp mill, Remul Ltd., under which Remul can purchase all the chips produced by CFCL. CFCL would have plenty of willing customers, given the current market demand, for any chips that Remul did not take. CFCL transports the chips by truck and rail car. The truck drivers have been on strike for the past two weeks. Green does not see this strike lasting much longer, and he would, therefore, liketo recognize the revenue on the chips as they are produced.
	The partner on this engagement has asked you to prepare a memo discussing the accounting alternatives of the issues raised with the controller.

Required

Prepare the requested memo.
