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Final Examination
ADM 2340: Financial Accounting
Winter 2008
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PART I: MULTIPLE-CHOICE – 25 marks
1 mark for each correct answer
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PART II: FINANCIAL ANALYSIS – 15 marks
& = 1/2 mark

1.



a.







   Batter

   Gibson



EBIT





$100,000

$100,000




Interest





   

    20,000



EBT





$100,000

$  80,000




Taxes




    
25,000

  
  20,000




Net Income




 $ 75,000 &

$  60,000 &



Batter 




Gibson
ROA

75,000 ÷ 600,000 = 12.5% &

[60,000 + 20,000 (1-.25)] ÷ 600,000 =12.5%  &
ROE

75,000 ÷ 600,000 = 12.5% &

60,000 ÷ 400,000 = 15% &
b.

The decision depends on the risk aversion & of the investor. Gibson has higher returns && than Batter; however, it also has higher risks & due to the use of debt to partially finance the assets. 
2. 


a.
Accounts receivable Turnover 
=

Net Credit Sales
          



Average Accounts Receivable



=
$3,547,500 / $645,00 = 5.5 &&

Average Days to Collect
= 
365 days/ 5.5
=
66 days &&
b. Alberto is taking much longer to collect its accounts receivables than is required per their credit policies (66 days versus 45 days). && The company needs to revisit its credit policies and take steps to ensure faster collection. The company may also need review their criteria for granting credit to try and prevent granting credit to customers who do not pay within the required 45 days. &&
3.


a.
i.
Current Ratio

=
  Current Assets
Current Liabilities

2008



2007
= 
$831,000

=
$654,500


$375,000


$290,000


=
2.2 times &&

=
2.25 times &&

ii.
Quick Ratio 

= 
Cash + Accounts receivable








Current Liabilities

2008



2007
= 
$395,000

=
$274,500


$375,000


$290,000


=
1.05 times &&

=
.95 times &&

b.
Both the current ratio and the quick ratio are within accepted norms and the ratios have remained fairly constant over the past two years. && This indicates that the company is not a high credit risk. &  However, before making any decisions, other information, such as the industry norms and earnings projections, should be obtained by the bank. &
PART III: CASH FLOW STATEMENT – 20 marks
& = 1/2 mark

Janxen Jeans Company

Cash Flow Statement

Year Ended December 31, 2006 
&
	Operations
	
	
	&

	Net Income
	 $145,000
	
	&&

	Add back amortization
	 95,500
	
	&&&

	Decrease in accounts receivable
	   13,000
	
	&&

	Increase in notes receivable 
	   (9,000)
	
	&&

	Increase in inventories
	(113,000)
	
	&&

	Decrease in accounts payable
	  (13,000)
	
	&&

	Increase in interest payable
	    7,500
	
	&&

	Cash flow from operations
	
	$126,000
	&

	
	
	
	

	Investing
	
	
	&

	Purchase of land
	      (25,000)
	
	&&

	Purchase of machinery
	    (315,000)
	
	&&&

	Proceeds on sale of                              machinery 
	  20,000
	
	&&&

	Cash flow from investing
	
	    (320,000)
	&

	
	
	
	

	Financing
	
	
	&

	Issue of long-term debt
	 150,000
	
	&&&

	Issue of common shares
	 100,000
	
	&&

	Dividends
	      (44,000)
	
	&&

	Cash flow from financing
	
	  206,000
	&

	
	
	
	

	Net Change in cash
	
	     12,000
	&

	Cash position beginning of year
	
	188,000
	&

	Cash position end of year
	
	$ 200,000
	&


PART IV: POTPOURRI – 18 points
Use the following scheme to mark questions (1) to (6):

3 marks 
= Answer is fully appropriate

2 marks 
= Answer is partially appropriate

1 mark
= Effort (answer is not appropriate but the student has attempted to answer the question)
0 mark
= No answer
Increments of 0.5 mark may be used when the answer falls between the categories. Please note that answers will differ significantly from one student to another: use your judgment.

1. GAAP specifies the criteria for a capital lease.  If any one of the following is met, the lease qualifies as a capital lease:
1. The title to the asset passes to the lessee by the end of the lease term

2. The lease term is equal to or greater than 75% of the useful life of the asset.

3. The present value of the minimum lease payments is greater than 90% of the fair value of the leased asset.

2. Defined contribution pension plans are plans in which the employer agrees to contribute a set amount each period to the retirement fund of the employee.  There is no guarantee by the employer as to the level of the benefits that the employee will receive upon retirement.  The benefits depend on the investment success of the pension fund itself.
 A defined benefit plan, on the other hand, is one in which the employer agrees to provide a set amount of benefits upon retirement.  The benefits are usually determined by the use of a formula that incorporates the number of years of service of the employee and some measure of the amount of salary earned.  The employer may or may not set aside assets to pay for the benefits granted to employees. 

3. Vesting is important to an employee because it means that the benefits belong to the employee even if he/she leaves the company.  Pension plans represent a future obligation of the company to provide retirement benefits to its employees.  When a pension plan is fully funded, it means that the assets held in the pension fund equal the present value of the company’s future obligation.  This means that the company has sufficient resources to meet its future obligations with respect to pension benefits. 

4. The purpose of the partnership agreement is to specify how the partners share in the profits and losses of the business, how they share in the assets and liabilities upon dissolution of the partnership, and how they distinguish their roles as owners, employees, and creditors.

5. Preferred shares differ from common shares in that they are given a preference with regard to dividends.  Preferred shares must be paid dividends first before common shares are entitled to receive dividends.  Preferred shares also have different rights from the basic rights of the common shares.  Typically, the preferred shares are non-voting or carry a lesser right to vote (for instance, a half a vote per share).  If the corporation decides to liquidate, preferred shareholders usually have a claim on assets prior to the claim of common shareholders.  There are many other features of preferred shares that are different from common shares.
6. The costs associated with a warranty should be recognized in the period in which the revenue was earned (matching principle). They should be recorded when the product is sold, year 1.

PART V: ADJUSTING ENTRIES – 12 points
A/R, 3/31/2006 = A/R, 3/31/2005 + Sales – Collections


  $14,132 = $12,801 + 167,634 – X   ( X = $166,303
Marking:  Three marks for the correct solution. Two marks if calculations are close to correct. One mark if calculations are completely incorrect.
Insurance Expense 


2,100



Prepaid Insurance 



2,100


($935  + $2,345  – $1,180 = 2,100) 

Marking:  1 mark for the correct account names. 1 mark for the correct calculations. 1 mark for formatting the journal entry correctly.

Dividends Payable 


3,103




Cash 





3,103


($772  + $3,108  – $777 = 3,103)  

Marking:  1 mark for the correct account names. 1 mark for the correct calculations. 1 mark for formatting the journal entry correctly.

4.

Interest expense 



    200

Interest payable 



    200


$6,000 x 0.08 x (5 / 12 = 200) 

Marking:  1 mark for the correct account names. 1 mark for the correct calculations. 1 mark for formatting the journal entry correctly.
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