
[image: image1.jpg]



Examination Cover Sheet
	COURSE: 
ACCO
	NUMBER: 

425
	SECTION(S):     

AA

	EXAMINATION: 
_X__  FINAL
___  ALTERNATE
___  DEFERRED
VERSION: __________
	DATE:
June 30, 2014
	TIME: 19:00 -22:00
Exam Length: 3 hours
	PAGES: 
Including cover
6 + 26 pages of appendix

	INSTRUCTOR(S):   Gail Fayerman

	DIVISION:    

	MATERIALS ALLOWED: 

__x__  Booklets 

____  IBM (Scantron)   ___ Blue    ___ Green               

_x___  Printed Translation Dictionary  Other_________                                           

____  ENCS Approved calculator only

___x_  Non Programmable calculator  Other__________
____  Other ___________________________________
	INSTRUCTIONS:  

__x_  Return all
___  Answer on Exam

___  Open book
___  Crib sheet   Details_______________


Please print your name, I.D. number and section in the appropriate spaces below.  


STUDENT NAME: ______________________________________________________________


I.D.  NO.  _________________________ SECTION: __________________________________
SPECIAL INSTRUCTIONS:
Question 1 (20 marks)
X Company is a private enterprise that owns a 20 story office building that is 45 years old.  It is fully occupied with long term leases. The exterior shell has not been upgraded in the last 25 years.  It has outdoor parking.  There is a green area that has not been cultivated between the building and the parking lot.  Garbage tends to be primarily paper products.  The building is heated with oil and has central air conditioning.  Below is the income statement of X Company for 2013.









   2013


  2012
Revenue
Rental income







$799,215

$808,421

Operating expenses recovered from tenants



  137,998

  159,695
  








  937,213

  968,116
Recoverable expenses
Property taxes







  162,929

  170,936

Utilities








    53,228

    49,244

Heating and ventilation






    12,789

    14,038

Repairs and maintenance





    27,189

    34,085

Cleaning







    10,088

    10,888

Janitorial services






    65,633

    64,412

Water and sewage






    13,423

    15,774

Administration







      8,132
                 10,874

Landscaping







    16,076

    12,500

Insurance







    34,368

    32,080









  403,855

  414,831
Non-recoverable expenses
Utilities








     58,347

    55,564

Merchants association fees





       8,076

    11,134

Management fees 






    46,767

    48,355

Leasing commissions 






     63,969

    58,933

Repairs and maintenance





       4,473

    10,860

Professional fees






       3,920

    22,285

Mortgage interest






     59,155

    78,252

Interest and bank charges





          974

      5,068

Bad debts







     30,919

    34,430









   276,600

  324,881









  680,455

  739,712

Earnings before amortization




               256,758

  228,404

Amortization of building





  (68,341)

  (69,363)

Amortization of tenant improvements




  (25,000)

  (26,870)
Net earnings







$163,417

$132,171

The municipal government has mandated positive environmental changes to be implemented; some immediately some in the future.  In return, it is going to provide a tax credit for credible changes. In order to get the credit a company must prepare a report supporting its claim of environmental change.
Required:
1. What are the environmental issues facing X Company that should be reported to the municipal government?
2. What financial data would you include in the report?
3. What problems if any would you report?
4. What achievements would you report?
Question 2 (20 marks)
The following excerpt is from the financial statements of Wren Inc. a public company that trades on the Toronto stock exchange.  Wren is engaged in several lines of business primarily in the furniture business but has other operations that use the same supply chain.  The reportable segments are the Company’s strategic business units which are based on their products and are managed separately. 

The Company evaluates financial performance based on measures of income from segmented operations before finance expenses and income taxes. The allocation of revenues to each geographic area is based on where the selling company is located.
Geography:









Property, plant and










equipment, intangible





   Total 
  Revenue 


assets and goodwill





   2013 
      2012 


2013

 2012




      $
        $ 



   $

   $

Canada



 265,134        262,311 


  66,653

  68,471

United States 

            1,318,416     1,295,514


 472,524
 476,180

Europe



 645,638        652,103


 525,070
 517,608

Other countries 

 261,522         154,301 


   94,289
   76,124

Total 


            2,490,710     2,364,229

            1,158,536           1,138,383

  Industry:        

                             TOTAL
                    OFFICE      
   RECREATIONAL                    HOME



 2013             2012          2013          2012           2013        2012               2013       2012

Total Revenue 
2,490,710   2,364,229   1,040,765   980,197     928,422    861,754         521,523   522,278 
Cost of sales    1,907,063   1,846,470      753,107   733,079     694,985    656,702         458,971   456,689 
Gross profit        583,647       517,759      287,658   247,118    233,437    205,052           62,552     65,589 
Selling expenses 217,889       183,740      106,134     83,129      94,523      83,677           17,232     16,934 
General and 
administrative 
expenses             166,170        158,033        87,202     84,083     62,327       57,083          16,641    16,867 
Research and 
development 
expenses               28,724         32,227         21,009     26,055        4,629         3,635           3,086      2,537 
Operating profit  170,864         143,759           73,313        53,851      71,958        60,657           25,593      29,251
Required:
1. Which geographical segment accounted for the most significant increase in revenue for Wren in 2013?  Support your answer.

2. On what basis did Wren determine the geographic and industry segments to disclose?
3. Which industry segment is the worst performer for Wren?  Why?

4. Calculate the quantitative thresholds for the industry segments to ensure that they meet the criteria for reporting a segment.
Question 3(25 marks)
Patrice Delorme has operated a law practice as a sole proprietor in a small Quebec town for over thirty-five years. Patrice is sixty years of age and is in good health. He wishes to remain active in his practice as long as possible but recognizes that at some point he will want to work on a more limited basis or retire. His aim, health permitting, is to practice as a sole proprietor until he is at least sixty-five years of age. At that time he plans to have a younger lawyer join his practice as a partner and then have this person buy-out his interest. 

 Patrice has been actively engaged in running his practice and pays little attention to accounting matters. He relies on his part-time bookkeeper to prepare an annual statement of income to file with his personal tax return. Patrice has never been subject to an audit by Revenue Canada. The law society performed audits of the trust records of the law firm over the years and has not noted any discrepancies. 
Patrice has decided that it is time for him to pay more attention to the financial position and results of his practice so that he can make more informed decisions. He would like to have a more formal set of financial statements developed, including a balance sheet and a statement of owner’s equity, than has been previously prepared by his bookkeeper. He wants to have a clearer idea of the assets and equity of his practice. 
 Patrice has asked you to prepare a report advising him of financial accounting matters that he should consider for the preparation of the financial statements. As he does not want to retire or share his practice in the immediate future, a business valuation of the practice is not necessary at this time. He is also interested in knowing about the benefits of your involvement and any limitations related to the usefulness of these statements. 

Based on your meeting with Patrice you have summarized the financial operations of the practice. Relevant information is included in Exhibit I. 
Required: 
Prepare the information requested by Patrice Delorme. 
Exhibit I
INFORMATION RELATED TO FINANCIAL OPERATIONS OF
THE LAW PRACTICE OF PATRICE DELORME

1. A part-time bookkeeper maintains an annual cash book on a manual basis. No general ledger is maintained by the firm, however, the records of cash receipts and disbursements are available for review for all years for which the practice has existed. A subledger of accounts receivable is prepared by the bookkeeper and a monthly reconciliation of the bank accounts is performed and reviewed by Patrice Delorme. Patrice makes all deposits himself on a weekly basis and signs all cheques after reviewing back-up documentation. He is not concerned with employee defalcation as he opens all the mail and no invoices or bills are paid in cash. The practice has two bank accounts; one is a firm account for all of the firm’s revenues and expenses; the other is a client trust account where funds are deposited and paid on behalf of Patrice’s clients. 
2. Patrice does not keep formal time records but, upon completion of a file, he informs his secretary of amounts to be charged to clients for services performed. She types the invoices and gives a copy of the invoice to the bookkeeper to record as revenue when original invoices are issued to clients. Patrice acknowledges that he does not always provide billing information to his secretary on a timely basis, however, he has a good relationship with his clients and bad debt write-offs have always been minimal. 
3. The capital assets of the firm consist of land and a building that Patrice bought ten years ago, office furniture and equipment, and a three-year-old automobile. Maximum capital cost allowance has been taken on all of the depreciable capital assets of the practice on an annual basis. 
4. A large portion of the revenues that Patrice reports is based on the practice of estate law. The practice has a number of wills that it maintains for clients. Generally these clients and their families want Patrice to take care of all legal matters, such as probate, necessary to settle the estates. Many clients appoint Patrice as an estate executor based on his strong reputation in the community. Patrice recognizes that these fees will represent significant future earnings of the practice. 
5. Expenses to run the office (supplies, heat, power, insurance, secretary and bookkeeper salaries, etc.) are paid and recorded on a monthly basis. Patrice takes a monthly ‘draw’ payment and some of his personal expenses, such as tax installments, are made through the firm. The draws and personal payments are recorded as a separate line item in the cashbook. 

Question 4 (35 marks)
The province of Ontario has for many years merged small towns that seemed in danger of being financially not viable.  

In order to safe guard its independence, the municipal government of Midland has hired you as a consultant to provide evidence that Midland is able to continue on its own.  You obtain all the relevant information, including the financial information attached.

Required:

Prepare a report which provides the evidence requested.
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