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ADM4348 A and B - SPECIAL TOPICS IN FINANCIAL ACCOUNTING
Professor: Sheldon Weatherstone - Fall 2016
Assignment #1 

A paper copy of the solution is due September 28th/29th during class time
On January 1, 2014, in an attempt to secure an adequate supply of wooden stakes for his fight against the undead, Dr. Abraham Van Helsing, owner of Death to all Vampires Inc. (DTAV), entered into an eight year, non-cancellable, lease agreement to lease a wooden stake manufacturing machine from Kisilova Enterprises. Unknown to Dr. Van Helsing, Kisilova is owned by none other than Count Vladimir Dracula. In order to entice the doctor to lease his machine (which of course produces utterly useless wooden stakes), Count Vlad agrees that payments are required only at the end of each year. The following information relates to this agreement:  

1.
DTAV has the option to purchase the machine for $7,000,000 at the end of the lease, at which time the machine’s fair value is expected to be $12,000,000 (once again to entice the fool to buy this utterly useless machine. The stakes produced by this machine are likely to give the user more splinters than anything else).
2.
The machine cost Kisilova Enterprises $30,000,000 on the Black Market.  It has an estimated useful life of fifteen years, and a residual value of zero at the end of that time (due to planned obsolescence).

3.
Van Helsing will pay all operating costs related to the leased machine.

4.
Annual lease payments of $4,562,337 will allow Count Vlad to earn an 8% return on his investment, in addition to protecting his own kind from the dastardly doctor.

Required:

(a)
What type of lease is this for the lessor, Count Vlad and Kisilova Enterprises?  Justify your answer. Assume the company adheres to IFRS. 

(b)
Prepare a lease amortization schedule for Kisilova for the term of the lease.  Round all amounts to the nearest dollar.

(c)
Prepare the journal entries on Kisilova’s books to record the lease agreement, to reflect payments received under the lease, and to recognize income, for the years 2014 and 2015.

(d)
Prepare a partial balance sheet, income statement, cash flow statement and the notes to the F/S for 2014 and 2015 for Count Vlad’s company.

(e)
What type of lease would this be for the lessee? Justify your answer. Assume DTAV’s adheres to ASPE.

(f)
Prepare a lease amortization schedule for DTAV for the term of the lease.  Round all amounts to the nearest dollar.

(g)
Prepare the journal entries on Van Helsing’s books to record the lease agreement, to reflect payments paid under the lease, and to recognize expenses, for the years 2014 and 2015.

(h)
Prepare a partial balance sheet, income statement, cash flow statement and the notes to the F/S for 2014 and 2015 for DTAV.

( 
A paper copy of the solution, together with a statement of academic integrity signed by each member of the group, must be handed back in class at the due date.
www.telfer.uOttawa.ca


