Accountancy 422 Blue Book

Spring 2011
5
Accountancy 422 Blue Book
10
Accountancy 422 Blue Book—Spring 2011 


COURSE POLICIES


The Blue Book is so named because in the days before the World Wide Web students purchased it at the Oxford Copy Shop and it had a blue cover.  These days it is more convenient, and cheaper, for students to get the Blue Book from the course Web page.  The Blue Book contains course policies.  I therefore encourage you to read it.
Accountancy 422 is an upper division course in financial accounting, which builds upon the foundation students have constructed in Accountancy 221 and 321.  Understanding Accountancy 221 and 321 course material is therefore essential to success in Accountancy 422.  We will explore financial accounting topics that are more advanced than those to which you have previously been exposed.  The course will also give you the opportunity to develop your financial accounting research skills.  We will use Problem-Based Learning, Cooperative Learning, and interactive lecture as the primary pedagogies in this course.  

Accounting is by nature a building block discipline.  I therefore encourage you to attend class regularly and to keep pace as the course progresses.  Students who adopt the strategy of “cramming” to pass accounting examinations usually are disappointed with the grade they earn.

In the past students have asked me why this course is so much more technically difficult than others they may have had.  My response is that the problems they encounter in their professional careers will be as, or even more, technical than anything you are likely to encounter in college.  My purpose is to prepare you for the professional world you are about to enter.

Miami Plan


Accountancy 422 is the final course in the Liberal Education Thematic Sequence, Financial Accounting and Reporting.  The course will enable you to analyze financial statements in such a way that you can discover the various business transactions that the information contained in the financial statements represents.  You will be challenged to think critically about the ways business transactions should be transformed and reported as information useful to interested readers.  In doing this you must understand the context of the capitalistic model and financial markets under which accounting operates.  You will engage with other learners in Cooperative Learning teams to reflect and act on accounting concepts in a problem-solving mode.  Finally, by working on the Problem-Based Learning cases with your team you will integrate and reinforce all four key components of the Miami Plan.

Teaching Philosophy


My philosophy of teaching revolves around four main ideas.  First, I believe student learning is enhanced by their active involvement of the subject at hand.  Second, students learn more readily when they believe the knowledge they are striving to grasp has some future use past the particular course at hand.  Third, variety is the spice of life.  This applies to learning as well.  Finally, in order to achieve the best learning results, the teacher must be devoted to continuous improvement.  I will address each of these attributes of my teaching philosophy in turn. 

Because I believe that students learn best when they are actively engaged with a topic as opposed sitting passively and taking notes, I use Cooperative Learning as one of my primary pedagogies.  Cooperative Learning in an in-class pedagogy that relies upon students teaching one another in small groups.  Parker Palmer has stated that, “To teach is to create a space where obedience to the truth is practiced.”  By using Cooperative Learning, I believe I am able to motivate students to actively engage with one another around the “truth” contained in financial reporting.  McKeachie, Pintrich, Lin, & Smith state, “The best answer to the question, ‘What is the most effective method of teaching?’ is that it depends on the goal, the student, the content, and the teacher.  But the next best answer is students teaching other students.”  Cooperative Learning by its very nature harnesses this power of peer teaching.

A second aspect of my evolving teaching philosophy is that students are more likely to learn a topic if they think it has some use other than attaining a credential.  For this reason, I began to explore Problem-Based Learning (PBL) in the late 1990’s.  The essential aspect about PBL is that the students confront a problem to be solved before they are given any information as to how to solve it.  This turns on its head the typical pedagogy where students are given material, usually through lecture or demonstration, and then they solve problems.  When students are first given material, its usefulness is unknown to them and there is therefore no intrinsic motivation for them to actively engage it.  Receiving and recording information in the traditional way is boring to many students, because they must wait for a problem to appreciate the information’s usefulness let alone utilize it.


A PBL case more closely resembles situations that accountants encounter in their profession.  They first confront a problem.  Then they seek ways to resolve the issue.  In the PBL class students are looking for information and processes rather than having the material given to them.  Thus the information and processes are perceived as being more valuable in the PBL case because they have immediate impact of being used to solve a problem that is being faced.  In this environment students are encouraged to learn how to learn.


Variety enhances student learning by keeping the students in a state of expectation.  Even the most well crafted pedagogy becomes rote if it is repeated endlessly during the semester.  For this reason, I intersperse several pedagogies in my teaching.  Although I primarily use Cooperative Learning and Problem-Based Learning, on occasion I conduct a good old-fashioned lecture complete with PowerPoint presentations.  I also employ technology in the classroom with the internet and with Excel spreadsheets.  This adds variety to my primary use of the DocCam during whole class discussion.  My hope is that the students will come to the class wondering, “What will he do next?”


Finally, during my teaching career I have proactively pursued continuous improvement.  I have annually attended teaching conferences such as the Lilly Conference at Miami University for over twenty-five years.  Over the years I have tried a plethora of ideas, many of which did not work well for me.  There is always risk in trying the innovative.  Nevertheless, I have found it worth the risk because of the high reward, in terms of student learning, for those activities that did work in my classes.  In addition, I have found ideas students bring to me about teaching and learning at time to be quite insightful.  I therefore welcome your comments.  Cooperative Learning and Problem-Based Learning are described in more detail in the following sections.
Cooperative Learning


Over the course of my teaching career, I have become convinced of the truth of two propositions.  First, student learning is enhanced by their active participation in the learning process as opposed to their passive reception of knowledge and information.  Second, students both learn better and enjoy learning more in an atmosphere of cooperation rather than competition.  Because of this I have become heavily involved in the Cooperative Learning movement.  Cooperative Learning is a structured form of small group work based on positive interdependence, individual accountability, appropriate group-formation, group processing, and social skill development in which students work together toward a common goal.  This class will be conducted in a Cooperative Learning environment.


Therefore, this semester we will use Cooperative Learning structures and Cooperative Learning groups extensively.  The Cooperative Learning groups are an integral part of the class.  Students are responsible for the learning that goes on in the groups, which are called structured learning teams.  

Each student will be given a playing card.  The card identifies three things:

1. The rank of the card identifies the team to which you belong.

2. In certain days the suit of the card will identify roles you will play on an exercise.

3. The color of the suit of the card identifies your “suit partner.”  You will work with the person within your team who has the same color suit during paired Cooperative Learning structures.  Unless there is a missing team member, wild cards will work with those students holding black suits.  In those cases where there is a team of three, the threesome will act as a pair.


You have the right to ask a question in your team; you have the duty to provide assistance in your team.  During teamwork you may ask me for help only after all members of the team have been consulted.  From time to time I will be sitting with your team to observe the process.
Problem-Based Learning


Problem-Based Learning (PBL) is an instructional, student-centered strategy that uses a problem situation to drive the learning activities on a need-to-know basis.  Unlike most other pedagogies, during PBL you will encounter an accounting problem first in the learning process and will then proceed to seek the accounting concepts needed to solve the problem.  We will use PBL for ten major topics during this course.  They are earnings per share, long-term construction contracts, income taxes, derivatives, pensions, leases, receivables, impairments, discontinued operations and the cash flow statement.  Receivables impairments and discontinued operations are covered in one comprehensive problem (Shreffler Stores).  

Each topic has an “unfolding” accounting problem associated with it.  The first phases of these problems are contained in this Blue Book.  To prepare for class you should consider the unfolding problem to ascertain the information you know and the information you need to obtain to solve the problem.  You should consult the course text to determine the information you have and the additional information you would need to solve the problem presented.  In addition online resources that can assist you are linked on the course Web page.  There is a PBL worksheet on pp. 11-12 of the Blue Book to assist you in your deliberations.  

Students who write and turn in a memo delineating the results of their research will receive a 5% bonus on their class participation grade for that day.  In order to receive this credit, the memo must demonstrate that you have grasped and summarized the salient concepts associated with the topic.  No credit will be awarded for memos I consider to be superficial.  Memos are due in class on the date indicated in the course outline.  Late memos will not receive credit.  You must be present in class to receive the credit unless you have arranged with me to turn the memo in early.
In class you will consolidate your PBL worksheet with those of your group members.  Working in groups, you will explore the problem by first identifying the relevant knowledge you can apply and then pinpointing the knowledge you must acquire.  The PBL unfolding problems give you additional information in phases, much the same way as information unfolds in a professional problem solving setting.  In each phase of the PBL unfolding problem you will need to ascertain what you know that will help you decipher the problem and what additional information you need to resolve the issue.  These are the keys to succeeding in the problem solving process.  Problem-Based Learning more closely approximates the kinds of problems and the approaches to finding financial accounting solutions that you will face in your professional career.  By using it in the class environment, I hope to better prepare you for the work you will accomplish after graduation as well as cause you to learn the applicable accounting concepts more deeply.

At the conclusion of each PBL unfolding problem you may aobain additional practice and assess your understanding of the topic by working supplemental problem posted on the course web page and on the Niihka site.

Homework


The homework assigned on the syllabus is for your benefit to enhance your learning.  I recommend you record homework solutions on six-column accounting paper.  This will help you to prepare for recording solutions during examinations.  There is a free download for accounting paper on the course web page and on the Niihka site.  Alternatively, you may purchase a pad of accounting paper at Wal-Mart.  If you have questions about the use of accounting paper, please ask me early in the course. As another option, you may find it useful to prepare the homework using an Excel spreadsheet.  

I encourage you to attempt the homework assigned on a daily basis.  Students who neglect this aspect of the course usually experience difficulty on examinations.

We will rarely review homework during the PBL portions of the course.  The purpose of the homework is to better prepare you for the PBL unfolding problems.  Any questions about homework that are not resolved in teams may be brought to the instructor for whole class discussion.  You may also come to office hours to have questions resolved.  Solutions for homework problems are posted on the Niihka site.
Cash Flow Case

A cash flow case is due on the date indicated on the course outline.  You may download the cash flow case from the Niihka site.  This case will be graded on a ten point scale.  The points earned will be added to the instructor evaluation score for the day the case is due.  Any student who does not turn in the case will have ten points deducted from the instructor evaluation score for that day.  See section below for more information on the instructor evaluation portion of the course.

Course Grade


The course grade is based upon instructor evaluations, performance on two written, 75 minute examinations (combined with a Cooperative Examination Critique), and one comprehensive final examination.  I have decided to implement the “flexible grading” system in this class.  Under this system instead of using a set weight assigned to each test grade component, I will establish a range of weights as set forth below:

Instructor evaluation—from 15% to 25%

First test—from 15% to 25%

Second test—from 15% to 25%

Final exam—from 25% to 55%


Within this range each of you may choose how much weight should be given to each grade component.  The total weights must sum top 100%.  Alternatively, I will assign those weights that will maximize your grade.  The latter option is the one the vast majority of students have chosen in the past. 
The course letter grade is based on a percentage score set forth below.  I normally do not grade on the curve.

	A+ —97%-100%

A   —93%-96.99%

A– —90%-92.99% 
	B+ —87%-89.99%

B   —83%-86.99%

B– —80%-82.99%
	C+ —77%-79.99%

C   —73%-76.99%

C– —70%-72.99%
	D+ —67%-69.99%

D   —63%-66.99%

D– —60%-62.99%

F    —Below 60%


Instructor Evaluation

I will evaluate class participation on a daily basis. Grades will be based on both the quantity and the quality of your participation during the class and will reflect your overall contribution to the class understanding of the accounting material under discussion. Attendance does not equal participation; you will be evaluated on the overall value of your comments, insights, observations, questions, and attitude in support of the class goals and objectives.  

I will give you feedback about your class participation on a regular basis through Blackboard.  You may ask for additional feedback at any time. The characteristics I look for in my evaluation include responding to and/or asking questions during class discussion, actively engaging the accounting topics during team work, and assisting other students during team work. 

Please note:  There is some room for subjectivity here.  I will do my best to evaluate each student fairly and rationally, but just as in the work world, some measures must be a matter of educated opinion.  Part of your evaluation will be based on “willingness to take criticism” on “the ability to work with others” and on “quality of input to class and team discussion.”  These criteria are subjective, but important.  One learning objective lesson of this class is for you to learn to recognize and handle appropriately subjective measures of performance.  My experience indicates that students who actively engage the course material during class discussion and teamwork tend to perform better on examinations.

An old English proverb states, “Punctuality is the courtesy of kings and queens.”  I consider habitual tardiness to be an indication of disrespect toward the discipline, the instructor and fellow students. Those who are tardy for class will receive a class participation grade of 60% for the day.  If you believe you have a legitimate reason for being tardy, be sure to see me immediately after class to avoid the lower grade.
I find cell phones ringing in class to be extremely discourteous and annoying.  Please either turn off your cell phone or set it on vibrate.  A student whose cell phone makes an audible signal in class will receive a 60% for the day on class participation.  

Attendance


In order for Cooperative Learning and Problem-Based Learning to achieve their full potential, all members of a structured learning team must be present. In my experience students who have missed class have experienced difficulty keeping up with the material.  However, I recognize that it is unrealistic to require 100% of you to be present 100% of the time.  In the past I have been exasperated in attempts to classify student absences into “excused” or “unexcused.”  Accordingly, I have decided to implement a sliding scale of grades to be given in the event of class absences.  The scale is given below:

	Absence
	Grade for the Day

	1
	70%

	2
	65%

	3
	60%

	4
	50%

	5
	0%

	6 
	-100%

	7
	– 1000%

	8 and all subsequent
	– 1000%


The class participation grade may have a negative value in extreme cases.

Examinations


Mid-term examinations shall be seventy-five minutes in length.  Many students experience time pressure on accounting examinations, so budget your time.  Please turn in papers when called for.


Mid-term examinations will be given during class on the day scheduled.  No makeup examinations will be given.  In the event of a bona fide and verifiable emergency, the final examination grade will be substituted for a missed mid-term examination grade.  Inconvenience does not constitute an emergency.  Students who miss an examination without permission or verifiable emergency will receive a zero on the examination.


On examination days you must bring accounting paper to class.  Answers to accounting problems and accounting analysis and schedules must be submitted on six-column accounting paper.  I suggest you bring at least five sheets of accounting paper to mid-term examinations.  


You may answer questions in any order that you wish.  However, each question response must be started on a separate page.  Write on only one side of the paper.  Your papers must be assembled in proper numerical sequence when you hand them in.


You may write on the examination itself.  However, nothing you write on the examination will be considered in my grading.  Write any and all things you wish to be considered for grading in the essays, memoranda, or accounting analysis you turn in.


You may use calculators on examinations.  However, in the event that you forget to bring your calculator, or it fails to operate, it is not my responsibility to rescue you by providing a calculator.  In such an event you may have to use the calculator that rests between your shoulders.


Neatness of form and presentation will be evaluated on examinations.  Organize your work into an easy-to-follow format.  Abbreviations are strictly prohibited on examinations.  You must support your answers on examinations with the details of the calculations you have made.  Amounts may be rounded to the nearest dollar; Rates should be rounded to four decimal places.  Identify (or label) all numbers used.  Schedules and statements should always have a three line heading identifying who, what and when.  Skip lines between journal entries.  No partial credit will be awarded to answers not properly supported by calculations.


During examinations students frequently approach me with questions.  In the past my policy has been to refuse to answer these questions in the interest of fairness to other students.  However, I have recently decided to change my policy to illustrate an accounting principle, the cost of information.  If you ask me a question on the examination, I will tell you the cost of the information in terms of test points.  You may then decide whether to “buy” this additional information.  If you decide to make the purchase I will answer the question and deduct the points on your paper.  There is no penalty for asking the question.  You decide whether the answer is worth the point deduction.  You may then proceed to work on the problem armed with your new information.  Naturally, there will be no point charge if the examination has an error or ambiguity.  


I will be available to discuss any and all concerns over exam scores (i.e. class standing) during my office hours (or by appointment).  However, any questions with respect to the grading of particular exam questions must be submitted in writing using business memorandum format (see p. 10).  Verbal appeals will not be considered until I have evaluated a written appeal.  The written appeal must be submitted within 48 hours of the time of return of the examination.  Otherwise a 50% late penalty will be assessed on credit you might otherwise have earned.  After 96 hours the penalty is 100%. I will respond within a week of receiving any inquiry, also in writing.


This policy significantly reduces the chance of misunderstanding common in "heat of-the-moment" verbal exchanges.  In addition, many students find it easier to clearly express their concerns through written communication.  Finally, this procedure ensures the complete documentation of any such exchanges.  Therefore, please do not come running to the front of the room after class to question or confront me about the grading of an examination.  


No examination or course grade will be given out early by phone.  No grades will be posted.  If you desire your examination and/or course grade early, bring a self-addressed, stamped envelope to class on the day of the exam.

Cooperative Examination Critique


A Cooperative Examination Critique is scheduled for the class after each examination.  My purpose in conducting this exercise is to motivate you to study and review the examination material one additional time.  In the event scores on the exam are at a level that warrants an upward scaling, I will give you an opportunity to earn additional points by working an exam problem or problems in your structured learning teams.  I will select these problems from the examination that you have just taken, including multiple-choice problems.  You must be present at this class to be eligible for the additional points.  In the event an upward scaling of exam grades is not warranted, we will proceed with course material.  I consider the Cooperative Examination Critique to be an integral part of the examination.  Any student who misses the Cooperative Examination Critique without prior permission will receive no points for the exercise.  A student who misses the Cooperative Examination Critique with permission will have his or her final examination grade substituted for the points.
Office Hours


My office hours are listed on the syllabus.  If these are inconvenient, please feel free to ask for an appointment at another time. You may call my office and leave a message on my voice mail and I will return your call.  I will also respond to inquiries that you send me on e-mail.  My e-mail address is cottelpg@muohio.edu.  You may also send e-mail to me by clicking the mailbox found on my World Wide Web home page which may be found at http://www.sba.muohio.edu/cottelpg/.  Students with special learning needs are encouraged to meet with me to discuss these needs and to plan for appropriate accommodations.

Additional Policies


In the past some students have expressed concern over differences between accounting procedures presented in class and those found in an accounting text.  Many diverse accounting methods exist.  Therefore, in any instance where you discern a difference between the “book method” and the “class method,” use the following guidelines:

· The “C” student may choose either method to arrive at the proper accounting solution.

· The “B” student should learn both methods.

· The “A” student should learn both methods and be able to reconcile them.


Occasionally students ask me to cancel classes either right before or right after scheduled vacation periods.  University regulations prohibit me from doing this.  I quote from the Policy Manual, Section 4.1231:

“Members of the instructional staff shall conduct the entire meeting of each class before and after each vacation period unless excused by the chair or executive director concerned.”


Any observed or reported instance of academic dishonesty, as defined in the Miami University Student Handbook, will be prosecuted to the fullest extent possible.  If you have any problems with this course that you believe you cannot resolve with me, you should contact the Department Chair, Dr. Rubin (3094 Farmer School of Business, phone 529-6200).

Memorandum

DATE:
Insert the date signed

TO:
[Names]

FROM:
[Names]  You should sign the memorandum here

RE:
[Subject]

 [Type your memo text here]

PBL Worksheet

Pertinent, Known Information

Group:   _________________
Date:  ___________________

	What do we know?
	How will what we know help us solve this problem?

	
	

	
	

	
	

	
	

	
	


PBL Worksheet

Additional Information Required

Group:   _________________
Date:  ___________________

	What do we need to know?
	How will what we need to know help us solve this problem?

	
	

	
	

	
	

	
	

	
	

	What have we learned?


	


Ubbes Company

PBL Earnings Per Share Problem

Phase 1
You have recently been hired by the Ubbes Company and have been assigned to the Financial Reporting Division of the Controller’s office.  You have replaced a graduate of Ohio University who has left Ubbes to work for an internet hemp retailer.  At year end Ubbes had 568,500 shares of $1 par Common Stock outstanding and is reporting net income  of $2,565,000.  The man you replaced calculated earnings per share to be $4.51 per share.

The Controller sent you the following note on e-mail  “I question the validity of the earnings per share figure Zeke calculated.  I think he must have been smoking something.  I seem to remember that this calculation is quite complex.  Please calculate the earning per share figures that Ubbes must report and provide me with a schedule that contains all the details so I can make a presentation to the Board of Directors.”

Directions:
1. Write a brief memo that summarizes the proper calculation of earnings per share.

2. This is a Problem-Based Learning exercise.  As part of your analysis, you must ascertain what additional information you need.  Use the Problem-Based Learning worksheet to make four lists:  

a. What do you know?  

b. How will the information that you know help you solve this problem?

c. What do you need to know?  

d. How will what you need to know help you solve this problem?  

3. Also, be prepared to discuss in your group where you would find the additional information that you need.

Dawn Treader Industries

PBL Long-Term Construction Contract Problem

Phase 1

Dawn Treader Industries (DTI) is a closely held company engaged in the design and building of assembly lines for large manufacturing companies.  The assembly lines are built to specifications provided by the customers.  In each case a contract is signed for the design and building of the assembly line.  DTI began operations in the year 2006 when its founder, Ray Jammes, left a large engineering consulting firm to form the company.

In June 2009, DTI signed a contract with Aslan Company, a large manufacturer of construction equipment.  At year-end this is the sole job that DTI is working on.  In order to procure additional contracts, Ray believes DTI must raise additional capital.

Ray has hired your firm to conduct an audit of DTI’s financial statements to be submitted to his bank so he can raise the additional capital.  The partner in charge of the audit has asked you to ascertain the proper accounting for the contract with Aslan Company.

Directions:
This is a problem based learning exercise.  What alternatives exist for the accounting for this contract?  What information do you need to account for this contract in the proper manner?  Use the PBL worksheet to record the information that you know and that which you will need to find.

 Kinsey Publications, Inc.

PBL Deferred Tax Problem

Phase 1

Kinsey Publications, Inc. is a large publisher of popular literature with operations primarily in the United States.  Recently the company has expanded its by acquiring the Brubaker Company, located in New England.  Kinsey has also recently purchased another domestic subsidiary, Hoyt Company, which provides Internet consulting services.  You are in the midst of the audit engagement for Kinsey Publications and your partner in-charge has asked you to review the Company’s accounting for its income taxes for the year 2011.

Directions:
1. Write a brief memo that summarizes the proper accounting treatment for income taxes.

2. Consider the following questions prior to the first class in the Kinsey Publications problem.

a. What information should you acquire to accurately account for Kinsey Publications income taxes?  

b. How will you use this information?

c. What causes the difference between taxable income and pre-tax income?

d. Can you classify these differences?
Gearding Construction Company

PBL Derivative Problem—
Interest Rate Swaps

Phase 1

Your client, the Gearding Construction Company has experienced rapid growth in recent years.  The company is the predominant road-building firm in the three county area in northern Kentucky, directly south of Cincinnati, Ohio.  Due to the strong demand for medium to high-end housing in that market, Gearding’s business has been expanding in order to accommodate the building of suburban housing in northern Kentucky.

Surface construction is an extremely capital intensive industry.  In order to keep up with demands for its services, Gearding has had to purchase the heavy equipment—bulldozers, graders, rollers, and the like—necessary to accomplish its road building jobs.  Gearding has financed these acquisitions using a series of variable rate, long-term notes from the Second National Bank.

The CFO of Gearding is concerned about the possibility of rising interest rates in the future.  He has asked for your advice about ways his company could protect itself from increasing interest costs in the future should this occur.  In particular, he read an article in The Cincinnati Enquirer about the use of derivatives for hedging that mentioned interest rate swaps and wonders if this would be something Gearding could use.

Directions:

1. Write a brief memo that summarizes the proper accounting for derivative instruments.

2. This is a Problem-Based Learning Exercise.  Consider the questions below and be prepared to discuss them in your group.  
a. What is hedging and how are derivatives used to accomplish it?

b. What is an interest rate swap?  

c. How could an interest rate swap protect Gearding from the risk that concerns the CFO?

d. Construct an example of an interest rate swap to better explain these instruments to your client.

e. What kind of hedge does your example represent?  

f. Could an interest rate swap represent another type of hedge?  How?

WWH Corporation
PBL Pension Problem

Phase 1

Project yourself forward to January 2011.  You have been promoted to Audit Senior in a large public accounting firm and you are on the fast track to becoming a partner ahead of your peers.  Your mentor, Bart Hansen, a former America’s Cup winner, is the partner in charge of the audit of WWH Corporation, a sail making company.  He has given you a major responsibility of the pension account for the company.

Bart recently landed WWH as a client, taking the company away from your firms rival, U. C. Bear.  When you begin your examination you find that the U. C. Bear auditors did not leave you a clear audit trail.  Moreover a computer virus attacked WWH’s accounting information system, wiping out valuable information. You have a lot of work ahead of you in order to get the pension accounts on the financial statements and accompanying footnotes.  Bart advises you that your best bet is to go back to the year WWH was incorporated and work forward.  You have met the controller of WWH and she has agreed to cooperate fully as you seek to accomplish your task.

Directions:
This is a Problem-Based Learning exercise.  As part of your analysis, you must ascertain the information you have that is useful for your analysis as well as the information that you still need to complete your analysis.  Use the PBL worksheet to assist you in organizing your thoughts.

Cebu and Woodard

PBL Lease Problem

Phase 1

It is April Fools Day, April 1, 20011 and lucky you!  Instead of preparing for the party being given by your friends and colleagues, you are attending the closing of a lease deal between two of your clients, Woodard Corporation and Cebu, Inc.  Woodard has leased an item of Equipment to Cebu.  After the lawyers leave, the Controller of Cebu turns to you and says, “I asked you to attend this meeting because no one on my staff has any knowledge of lease deals.  What will be the accounting implications of the lease I just signed?”

Directions:
1. Conduct research to determine the primary financial pronouncements that deal with accounting for leases.  Write a brief memo summarizing the content of these pronouncements.

2. Prior to the first class on the Cebu and Woodard problem, determine what information you must gather in order to properly account for a lease from the standpoint of a lessee.
Shreffler Stores
Receivables and Impairments
Phase 1


Your employer, Shreffler Stores, a large diversified holding company, has operations in several segments of the retail industry.  Shreffler has recently been seeking to diversify its operations by acquiring companies in parts of the retail industry where it does not presently have a strong presence.  One recent acquisition was Value Amalgamated Lots.

At the press conference announcing the acquisition, the CEO of Shreffler, Kenneth F. Scott, praised Value Amalgamated Lots’ state-of-the art infrastructure for catalog and internet order fulfillment and its prowess in database management and direct marketing.  Mr. Scott stated that this combination would enable Shreffler to capitalize on and leverage its strengths and infrastructure in new, rapidly expanding channels.

Because of its decentralized management philosophy, Shreffler has allowed its new subsidiary to operate as an autonomous unit since the acquisition.  The controller of the Shreffler Stores has asked you to do some research into issues concerning the receivables that Shreffler has with respect to its new operation.    

Value Amalgamated Lots, which is known as VAL by its customers, holds a primary position within its niche in the retail industry.  VAL sells to its customers solely through its catalog.  The company purposefully targets consumers with weak credit ratings.  Catalog customers are issued a company credit card; VAL does not outsource its financing.  By offering credit to customers who cannot receive it elsewhere, VAL is able to extract larger margins on the merchandise that it sells.  For VAL the balance between sales/marketing goals and credit risk of customers that it solicits is a critical factor for success.

As you review the accounts of VAL you note the importance of one if its primary assets, the portfolio of credit card receivables.  VAL has $230 million of credit card receivables on the books.  Further inquiry reveals that these customers have FICO scores that range from no score to 650.  There is a heavy concentration in the 475 to 550 range.

Directions:
This is a Problem-Based Learning Exercise.  In preparation for the first class, please come to class prepared to discuss the following:  

1. Be prepared to discuss what accounting issues are raised with respect to the credit card portfolio.  What do you now know about the receivables that is useful in evaluation your company’s accounting records?  Consider what additional information must be obtained to insure that the company is properly accounting for receivables.  Use the PBL worksheet to record what you know and what you need to know to ensure proper accounting and reporting for the subsidiary’s credit card receivables.  Be specific about how you will use the information you know as well as the information you must obtain.  

2. Find out the meaning of FICO and FICO scores.  Be prepared to discuss how knowledge of FICO scores reflect the proper evaluation of and accounting for a portfolio of receivables.
 Vance Corporation

PBL Cash Flow Statement Problem

Phase 1


Vance Corporation sells heavy equipment.  Some of the equipment is financed through sales type leases.  All other equipment is sold on credit with a thirty day payment cycle.
You have been assigned to the audit team that will be reviewing Vance Corporation’s financial statements.  The manager in charge of the job, Randolph Junah, has asked you to draw up a preliminary cash flow statement for Vance Corporation.

Directions:

This is a Problem-Based Learning Exercise.  In preparation for the first class, please come to class prepared to discuss the following questions.

1. What are the three classifications of cash flows?  

2. Define each of the three kinds of cash flows.

3. Provide an example of an inflow and an outflow for each kind of cash flow.

4. What are the two methods for preparing a cash flow statement?

5. What financial information will you need to prepare a cash flow statement?


