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1.1 TRUE 

 Because it reflects the revenue which has not yet been earned and in addition also the 

services or products that are owed to customers. 

1.2 TRUE 

 Treasury stock is a contra equity account and reduces the total shareholder’s equity on a 

company’s balance sheet, discount on bonds payable is a contra account to bonds payable, 

and finally allowance for doubtful accounts is a contra asset account since it reduces an 

amount of an asset. 

1.3 TRUE 

 A repurchase of shares reduces the numbers of shares outstanding, hence earnings per 

share (EPS) is increased. 

1.4 FALSE 

 It can be either an asset or liability: In the case of being an asset it is because it is used to 

reduce taxable income in the future which refers to deferred tax asset, however it can also 

be a long-term liability when an obligation is not satisfied within one year or the current 

operating cycle. 

1.5 FALSE 

 Writing off does not necessarily decrease the company’s total assets on paper, however it 

removes the original accounts receivable asset from the books. In other words, it will shrink 

the total amount of accounts receivable will result in less current liabilities and hence a 

smaller amount of total assets. 
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2.1 

A: 

1: 6% 
 

 

𝐶𝑜𝑢𝑝𝑜𝑛 𝑟𝑎𝑡𝑒 = 6% 

𝑖 = 10% 

𝑛 = 5 
𝐴𝑛𝑛𝑢𝑎𝑙 𝑝𝑎𝑦𝑚𝑒𝑛𝑡𝑠 = 2 

𝐹𝑎𝑐𝑒 𝑣𝑎𝑙𝑢𝑒 = 2,000,000 
 

 
Find present value of the annuity of PV  

 
10% 

 
 

−10 

𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑣𝑎𝑙. = 
 
 

Find present value of principal 

1 − (  2  ) 

10 
2 

= 7.722 

 
𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑝𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙 = 

1 
1 + 10 

 

10 = 0.613913254 

 
 

Use present value of principal to find face value 

( 2 ) 

 

0.6139 · 2,000,000 = 1,227,862.51 
 

Interest payments  
 

6% 
2,000,000 ( 

2 

 

 
) · 7.72173 = 463,304.10 

𝐼𝑠𝑠𝑢𝑒 𝑝𝑟𝑖𝑐𝑒 = 𝑓𝑎𝑐𝑒 𝑣𝑎𝑙. +𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑝𝑎𝑦𝑚𝑒𝑛𝑡𝑠 

1,227,826.51 + 463,304.10 = 1,691,130.60 
 

2: 10% 

Rate is same as market rate, hence issue price = face val. 
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2 

𝐼𝑠𝑠𝑢𝑒 𝑝𝑟𝑖𝑐𝑒 = 2,000,000 
 

3: 16% 
 

Interest payments differ, hence: 

 
2,000,000 ( 

 
Henceforth the issue price is: 

 
 

16% 

2 

 

 
) 7.72173 = 1,235,477.59 

 

1,227,826.51 + 1,235,477.59 = 2,463,304.10 
 

 
B: 

When the coupon rate rises the issue price also rises. 
 

 

2.2: 

𝐶𝑜𝑢𝑝𝑜𝑛 𝑟𝑎𝑡𝑒 = 10% 

𝑖 = 7% 

𝑛 = 10 𝑦𝑒𝑎𝑟𝑠, 15 𝑦𝑒𝑎𝑟𝑠, 20 𝑦𝑒𝑎𝑟𝑠 

𝐴𝑛𝑛. 𝑝𝑎𝑦𝑚𝑒𝑛𝑡𝑠 = 2 

𝐹𝑎𝑐𝑒 𝑣𝑎𝑙𝑢𝑒 = 2,000,000 

𝑛 · 𝑎𝑛𝑛. 𝑝𝑎𝑦𝑚𝑒𝑛𝑡𝑠 = 20,30,40 
 

1: 10 years  
 

 
𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 = 

 
1 − (

7%
) 

7 
2 

 
 

−20 

 
 

 
= 14.2124 

 
1 

𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑝𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙 = 
 

 
Use present value of principal to find face value 

1 + 7 
(   2   ) 

20 = 0.5025659 

 

0.5025659 · 2,000,000 = 1,005,131.77 
 

Interest payments: 
 
 

 
Issue price: 

 
 

7% 
2,000,000 ( 

2 

 

 
) 14.2124 = 1,421,240.33 
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𝐹𝑎𝑐𝑒 𝑣𝑎𝑙. +𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑝𝑎𝑦𝑚𝑒𝑛𝑡𝑠 = 1,005,131.77 + 1,421,240.33 = 1,691,130.60 
 

2: 15 years  
 

 
𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 = 

 
1 − (

7%
) 

7% 
2 

 
 

−30 

 
 

 
= 18.3921 

 
1 

𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑝𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙 = 
(
1 + 7%

)
 

2 

30 = 0,35627841 

Use present value of principal to compute face value 

0.35627841 ∗ 2,000,000 = 712,556.82 
 

Interest payments: 
 
 

 
Then issue price: 

 
 

7% 
2,000,000 ( 

2 

 

 
) 18.3921 = 1.839.204,54 

 

712,556.82 + 1,839,204.54 
 

3: 20 years  
 

 
𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 = 

 
1 − (

7%
) 

2 
7% 

2 

 
 

−40 

 
 

 
= 21.3551 

 
1 

𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑝𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙 = 
 

 
Use present value of principal: 

(
1 + 7%

)
 

2 

40 = 0.25257247 

 

0.25257247 · 2,000,000 = 505,144.94 
 

Interest payments: 
 
 

 
Issue price: 

 
 

7% 
2,000,000 ( 

2 

 

 
) 21.35507 = 2,135,507.23 

 

505,144.94 + 2,135,507.23 = 2,640,652.17 
 

 
B: 

The issue price becomes higher when the maturity times becomes higher 
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3.1: 

Required cost: 
 

100,000 + 5,000 + 20,000 = 125,000 
 

Ann. Depreciation with straight-line: 

125,000 − 15,000 
 

 

4 

 
 

= 27,500 

 

 
 

3.2 
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3.3 
 

 

 
3.4 

 

 

 
3.5 
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4.1 
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4.2 
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4.3 
 

They had a total of revenues of 20,400, COGS of 14,000 and bad debt for 2600. Furthermore, their 

rent for the three months was 100,000 which resulted in a deficit of 96,200 

 

 
4.4 

 

Their total assets and total liabilities and sotckholders’ equity amounted to 914,000 
 

 
4.5 

 

Their total cash flow was 800,800, which is a results from a negative cash flow from operating 

activities of 169,200, however their cash flow from financing activities amounted to 970,000 which 

finally resulted in a net increase in cash of 800,800. 
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4.6 

If they were to purchase 1000 units of a total of 9,000$ instead of $10,000 it would lead to a cost per 

unit which is less than their previous purchase. Before this change the cost per unit of the two 

purchases were the same, and in this situation they would differ. Moreover, they would need to 

think of their inventory costing method; in this regard they can either choose the weighted average, 

LIFO or FIFO. In addition, they would have to choose the method which is most suitable to them. 
 
 
 
 
 

(i) Its own equity 

DR: Treasury stock 

CR: Cash 

(ii) Different company 

DR: Stock purchase 

CR: Cash 

Effect on financial statement: 

When buying stocks from one’s own company it would be a financing operation, whereas when 

purchasing stocks from another firm it would be an investing operation. Whether more information 

is required could be resourceful, since the company could have already purchased a lot of its own 

shares, henceforth it would be of necessity to the company to buy stocks in other companies, since 

the price per share would lead to an increase in the price per share. 
 

 



 Financial Accounting and Reporting 11/06/2021 
 

6.1 

It will lead to less comparability that Starbucks fiscal years does not end on the same calendar date 

each year. Since the quarters of the different balances and income statements will not be on the 

same date. In class we have seen Panera bread which has also differed in terms of its calendar dates. 
 
 
 

 

6.2  
 
𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 

 
 

37,173.9 

𝐹𝑜𝑟 2019, 𝐷𝑒𝑏𝑡 𝑡𝑜 𝑒𝑞𝑢𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑜 = 
𝑇𝑜𝑡𝑎𝑙 𝑠𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟′𝑠 𝑒𝑞𝑢𝑖𝑡𝑦 

= 
−7,805.1 

= −4.763 
 

𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 25,450.6 
𝐹𝑜𝑟 2020, 𝐷𝑒𝑏𝑡 𝑡𝑜 𝑒𝑞𝑢𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑜 = 

𝑇𝑜𝑡𝑎𝑙 𝑠𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟′𝑠 𝑒𝑞𝑢𝑖𝑡𝑦 
= 

−6,232.2 
= −4.084 

 

6.3  
 

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 − 𝑃𝑟𝑒𝑓𝑒𝑟𝑟𝑒𝑑 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑠 
𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦 = 

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑐𝑜𝑚𝑚𝑜𝑛 𝑠𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟′𝑠 𝑒𝑞𝑢𝑖𝑡𝑦. 

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑐𝑜𝑚𝑚𝑜𝑛 𝑠𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠′𝑒𝑞𝑢𝑖𝑡𝑦 = 
1169.5 − 6232.2 − 7805.1 

= 
924.7

 
 

= 0.132 

−7,018.65 −7,018.65 
 
 
 

 

6.4 
 

Return on assets ratio  

 
𝑅𝑂𝐴 = 

 
 

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 + 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒, 𝑛𝑒𝑡 𝑜𝑓 𝑡𝑎𝑥 
 

 

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠 
 

Find percentage of net tax 

 
𝐼𝑛𝑐𝑜𝑚𝑒 

 
 

𝑡𝑎𝑥𝑒𝑠 
 

 

𝑖𝑛𝑐𝑜𝑚𝑒 𝑏𝑒𝑓𝑜𝑟𝑒 𝑡𝑎𝑥𝑒𝑠 

 
 

239.7 
= 

1164.4 

 

 
= 21% 

 

Avg. total assets  
 

19,219.6 + 29,374.5 
 

 

2 

 
 

= 24,297.05 

 
𝑅𝑂𝐴 = 

924.7 + 437, 21% 
 

 

24,297.05 

 
= 5.23% 

 

 

6.5 
 

Average:  

 
𝑅𝑂𝐴 = 

 
 

924.7 + 437, 21% 
 

 

24,297.05 

 

 
= 5.23% 
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Total assets:  

 
𝑅𝑂𝐴 = 

 
 

924.7 + 437, 21% 
 

 

29,374.05 

 

 
= 4.33% 

 

 

The main difference is that they had less assets in the previous year which made for an average of 

total assets to become less, moreover in the current year they had a higher amount of total assets 

decreasing the return on assets. 


