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Instructions
1. This exam, which is printed double-sided, has three questions. Please answer each question on this final exam booklet (and not in an answer booklet). Please do not write outside of the provided space. Answers written outside of the provided space will not be graded.
2. Please write your first name, last name and your student number in the space provided at the top of the first page of this final exam booklet.
3. Read each question carefully before answering. 
4. Please organize your answers logically and be concise. Write sentences and text; do not write in bullet points. Write legibly and be neat.
5. This is a closed book and closed notes exam. No talking is allowed.
6. A simple 4 function calculator and a printed dictionary are allowed.
7. At the end of the examination, return this final exam booklet.
GOOD LUCK!

FOR EXAMINER’S USE ONLY
	
	Maximum Marks
	Marks obtained

	Question 1:
	
	

	(a)
	5
	

	(b) 
	5
	

	(c) 
	5
	

	(d)
	5
	

	Total Question 1
	20
	

	Total Question 2
	30
	

	Question 3:
	
	

	(a)
	15
	

	(b)
	15
	

	(c)
	10
	

	(d)
	10
	

	Total Question 3
	50
	

	Total Exam
	100
	



QUESTION 1 (20 pts)

Briefly describe and explain the following.


1. The valuation role of financial reporting (5 pts)









2. Discretionary accruals (5 pts)










3. Motivated reasoning (5 pts)










4. The social construction perspective on accounting (5 pts)




QUESTION 2 (30 pts)

You are an accounting consultant for Facelook, a prominent Canadian social media company that has been listed on the Toronto Stock Exchange since 2012. Facelook is preparing the press release that will announce its fourth quarter 2014 earnings. At this point, it looks like Facelook's earnings will be below the earnings forecasted by analysts. The CEO of Facelook, Marcia Saltberg, wonders whether the content and presentation of the earnings numbers will shape the way investors in the stock market react to the earnings announcement. What do you tell Marcia Saltberg? Discuss, using the concepts from the course. (30 pts) 


















  

























QUESTION 3 (50 pts)
Refer to the article on page 9, “Rona plans new stores next year as profit surges 30% on same-store sales boost”, and answer the following four questions.

a. Why does Rona voluntarily disclose information about new store openings planned for next year?  Discuss, using the concepts studied in the course. (15 pts)
 	


b. Is Rona’s disclosure credible? Discuss, using the concepts studied in the course. (15 pts)















c. What is signalling? Discuss, using the concepts studied in the course. (10 pts)

















d. How do you interpret Rona’s share buyback, announced at the end of the article? Does the share buyback affect your interpretation of the new store openings planned for next year? Discuss, using the concepts studied in the course. (10 pts)



Rona plans new stores next year as profit surges 30% on same-store sales boost
  
BY HOLLIE SHAW, FINANCIAL POST
NOVEMBER 11, 2014 2:53 PM
 
Same-store sales increased 3% in the most recent quarter, including a two-per-cent gain in retail and 8.3% in the distribution segment.
Two years after Rona Inc. spurned a takeover bid from U.S. rival Lowe’s Cos. and later had to close a number of poorly performing big-box stores, the home improvement chain is wearing a gleaming coat of paint.
The Boucherville, Que-based chain is back in growth mode after reporting a 30% jump in net profit and its first increase in same-store sales, a key retail metric, in four years.
“Given the positive trend in sales and profitability, and Rona’s solid financial situation, we are in a position to start expanding again,” said chief executive Robert Sawyer. “Rona’s expansion will be disciplined and will take place in environments where we must protect and reinforce our market share, or where the investment is justified by a strong growth potential and a good return on invested capital.” Rona will open five new stores next year, including two stores under the new Reno-Depot concept outside Quebec, he said, without specifying the locations.
Last year, Rona closed 11 unprofitable stores in Ontario and B.C., a retrenchment involving a cut of 1,000 front-line and management positions, and the move resulted in $110-million in annualized cost savings.
Under Mr. Sawyer, who took the helm of the troubled retailer in April 2013, Rona also rationalized the number of merchandise items it carries to focus on top-selling items and categories and implemented a new procurement policy to ensure inventory was in stock and at the right level. The chain also upgraded 16 Reno-Depot stores in Quebec to a more customer-friendly format.
Alex Arifuzzaman, partner in Toronto-based retail real estate specialist InterStratics Consultants, said Rona will likely be able to realize an even greater potential if its shares are able to sustain a climb above the $14.50 per share that Lowe’s offered for the company two years ago. Rona’s board rejected the offer without taking it to shareholders, and the company’s slide continued. The stock closed above the offer price for the first time since 2013 for a few days in September.
“This could be the beginning of a turnaround for them,” said Mr. Arifuzzaman. “And macroeconomically, it is looking good for them with the way the Canadian dollar is. makes Canada a more attractive investment for U.S. businesses, and that is good for Rona.”
Rona said Tuesday its sales grew despite the stagnant economy and pressure on housing starts in Quebec and the Atlantic provinces — factors that will provide a bigger upside for Rona when the economy improves, analysts say.
“Rona’s exposure to single-family home construction is significant, as we understand a number of Rona’s corporate-owned retail stores sell building materials and lumber to homebuilders, while Rona’s distribution centres sell hardware products and lumber to the wider Rona store network,” BMO Capital Markets analyst Peter Sklar wrote in a note to clients.
“We believe single-detached housing starts influence Rona’s results and stock price, as there has been a notable correlation between Rona’s same-store sales and Canadian single-detached housing starts.”
Rona said its same-store sales increased 3% in the third quarter ended Sept. 28, with a 2% rise in the retail division and an 8.3% gain in its distribution segment.
The retailer earned $38-million, or 32¢ per share, compared with $30-million or (25¢) in the same period a year ago.
Excluding one-time items, adjusted profit was $38.5-million or 33¢ per share, 1¢ below analysts’ mean estimates of 34¢ from Thomson Reuters.
Revenue managed to stay flat despite closing underperforming stores beginning in June last year, at $1.167-billion, compared with $1.169-billion in the same period of 2013.
Gross margins as a percentage of revenue fell to 25.2% from 27.2%. That was more than offset by reductions in costs from store closures over the last two years.
Rona also said it will renew its share buyback program starting Nov. 18, allowing the company to repurchase up to 9.2-million of its common shares.
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