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Financial Accounting Exam 20L6
Nb. Commos ond points are to be consistent os in Danish excel. Decimal point is comma and thousond

seporotor is the point.

Problem 1: Multiple Choice
L:.e

2:b

3:d

4: b

5:a

6:d

7:a

8:a

The two following questions are both numbered "9" I have answered them in the order they appear,

and called them "9.a" and "9.b" respectively.

9.a: a

9.b: a

l-0: a

11: d

12: a

13: b

t4: c

L5: c
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Mini Frobletn2:
A) To prepare the Statement of Cash Flows the indirect method is used.

Statement of Cash Flows

Cash flows from operating activities

Net income

Adjustments for accruals and deferrals

Total Cash Flow from operations

Cash flows from investing activities

Purchase ofTruck
Total Cash Flow from investments

Cash Flows from Financing activities

lnflow from loan from bank

Outflow from Dividends

Total Cash Flow from Finoncing

Cash at beginning of the year

Cash at the end of the year

s 80,000,00

s -15.000,00

s -15.000,00

S 60.ooo,oo

s 20.000,00*

S 40,ooo,oo

S -3o,ooo,oo

s 10.000,00

S 50.ooo,oo

s 125.000,00

B) As also indicated by the above Statement of Cash Flows, the difference between net income and

cash flows from operations is due to the adjustments for accruals and deferrals. This complies -
with the indirect method used, where cash flows from operations are calculated by adjusting

the Net lncome, The adjustment follows three steps 1) Adding back non-cash expenditures, 2)

adjusting for accruals and deferrals in current assets and current liabilities, and 3)adding back

losses and subtracting gains.

* The adjustments are calculated as 80,000-60,000.
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Problem 2: Mini Problems

Mini Problem 1

Balance Sheet

Assets
lntangible
Assets

Copyright

Patents

Goodwill

Toto I I nta n g i bl e Assets

06-06-2016

$ 120.000,00

S 60.ooo,oo

s 140.000,00

s 320.000,00

lncome Statement

Revenue

Sale of lT Seruices

Total revenue

Less: Expenses

Research and development costs

Accumulated Amortization

Loss on sale of copyright

Totol Expenses

Partial Net lncome

s 170.000,00

s 160,00

s 89.ooo,oo

S tz.ooo,oo

s 170.000,00

s -10L.160,00

s 68.840,00
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Mini Problem 3:
Assumptions:

Calculations:

06-06-20L6

L. As the current liabilities aren't stated, and are necessary to calculate the current ratio, I assume,

(as also requested by the exam guards) that the Current liabilities equals 61,000.

2. The Current Ratio is calculated as: current ratio = - current Assets

Current Liabilitíes

3.TheQuickratioiscalculatedas:Quíckratio=ffi

Current rati"o of Cargo Corporatíon = äffi = 7,39

Quickratío of Corgo Corporation = il$ = 0,75
61.000

Explanations:

The current ratio indicates, that using all its current assets Cargo Corporation is able to pay back its

current debt (current liabilities) L,39 times. However, using the Quick ratio, this number drops to 0,75,

This means that using only the utter most liquid assets (cash and accounts receivables) Cargo

Corporation is not fully able to pay back its current liabilities. With regards to the Composition of the

current assets a large part of them are placed in cash and accounts receivables, however another large

part is in the inventory, which is why the quick ratio is low.
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Mini problem 4
Assumptions:

t. As also required by the exam guards I assume all the dates in this problem to be "January L

2075" . LE, Revlon also collected 12.000 and paid 11.000 on Jan. L.2014, and not on Jan. 3L,

Calculations:

To present my calculations I have prepared the entire trial balance, though not part of the assignment.

Cash

Accounts receivables

Equipment

Buildings

Land

Accounts Payable

Notes Payable

CapitalStock

Retained Earnings

Totol

Trial Balance

S 14.ooo,oo*

S 8.ooo,oo*

s 2o.ooo,oo

s 80.000,00

s 153.000,00

s 24.000,00

S 17.ooo,oo*

S 185.ooo,oo

s 49.000,00

s 275,000,00 s 275.000,00

*The above marked accounts were, in accordance with the text and assumptions, calculated as

following:

*Cash

*Accounts receivables
*Notes Payable

13000+12000-11000

20000-12000

28000-11000

Answer:

The Credit balance (which as it should ¡n a tr¡al balance equals the debit balance) equals 5275.000,00
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Problem 3:

1 fournal fintries
To prepore the Journalentries the following clossificotions ore used: (A) current ossett (nA) Non-current

Assets, (L) Current liobilities, (LL) Long-term liabilities, (SE) Stockholders' equity, (E) Expenses and (R)

Revenue.

+

FinancialAccounting

Date

May 1

06-06-2016

Journal

(A)Cash

(SE) CapitalStock
Re ce iv e d co ntri b utio n of
2*6000

Debit

S 12.ooo,oo

S 12.ooo,oo

(nA) Lighting Equipment S 300,00

(L) Accounts Payable S 300,00

Purchosed Lightíng Equipment on an open dccount

(E) City Fee S 25,00

(A)Cash S 25,00

Poid monthly fee to city.

Assumably with cash (due to amount and transaction type)

(nA)Tent (equipment) S 2.400,00

(A) Cash

Purchased on event tent for cash

S 2,4oo,oo

(A)Supplies S 100,00

(L) Accounts Payable

Purchqsed supplies on dccount with terms n/30
S Loo,oo

(E) Advertisement expense S 2S,00

(A) Cash S 75,00

Purchased odvertisement sign, which is here treated os on expense.

(A)Cash S 1,s00,00

(R) Sales revenue S L.500,00

Customers' poyments for services with Cash.

Due to the occrual basis, it is ossumed the revenue wos eorned, i.e. that the
service was also provided.

Credit

May 1

May 5

May 9

May 10

May 1-5

May 17:
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May 24

May 29

May 30

May 30

May 31

2 Income Statement
lncome Statement: May 31, 2015

Revenue

Sales Revenue

Less: Expenses

Fees g 25,00

(A)Cash S

(A) Accounts Receivables

Park pays holf of the amount: 800/2

(A)Accounts Receivables S 800,00

(R) Sales revenue

Billed local park for services provided.
S 8oo,oo

400,00

s 4oo,oo

(A)Cash S 2.000,00

(R)Sales Revenue S 2.000,00

Customers paid cosh for service provided

Due to the qccrual basis, it is ossumed the revenue was eorned, i.e,

that the service was also provided.

(E)Wages Expense 5 SOO,OO

(A)cash S 3oo,oo

Poid woges to a helping friend - treated os o regulor wage expense

(L) Accounts Payable S 100,00

(A)Cash

Paid omount due on supplies: $100

S 1oo,oo

s 4.300,00

Adve rlise me nt,expe nses- -$- 75.OO

s
300,00Wage Expenses

Totol Expenses

Net lncome:

s -4oo,oo

S 3.9oo,oo
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Statement of Retained Earnings
The Statement of Reto¡ned Earnings is tncluded os on extro step, though not required by the assignment,

to eose the preporotion of the balonce sheet.

As no Dividends are paid the retained Earnings equal the Net income

Statement of Retained Earnings: May 31, 2015

Net lncome S 3,900,00

Less: dividends SO

Retained Earnings S 3.9oo,oo

3 Balance Sheet
The balance sheet is classified into Assets, which is further divided into current and non-current;

Liabilities, which of all are current, and Stockholders' Equity.

Balance Sheet: May 3L,2OL5

Assets

Cash

Accounts Receivables

Supplies

Total Current Assets

Lighting Equipment

Tent

Totol PPE

Totol N on-Cu rrent Assets

Total Assets:

S i.3.ooo,oo

S 4oo,oo

s 100,00

Liabilities

Accounts Payable

Totol L¡ob¡l¡ties

Stockholders' Equity

Capital Stock

Retained Earnings

Total St. Equity

s 3oo,oo

s 12.000,00

s 3.900,00

S 3oo,oo

S rs.goo,oo

S soo,oo

s 2.400,00

S 13.soo,oo

s 2.7oo,oo

s 16.200,00 Total L¡ab¡l¡t¡es and st. Equity

$ 2,700,00

s 16.200,00

It is noted that the balance sheet balances as it should, following the accounting equation

Assets = Líabilítíes * Stockltolders' Equity
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Problem 4: Case Question
All numbers used are from the IFRS columns

Case Company: DONG ENERGY

The following Case answer will be based on DONG's Financial Statement.

Layaut of the Case -Answer:
To comment on the profitability and long-term assets of DONG energy the following plan will be

executed:

1. Profitability

a. Gross Profit Ratio

b, Vertical analysis of the following totals on the income statement:

¡ EBITDA

¡ EBIT

¡ Profit (loss) before tax

¡ Profit (loss) for the year

the usual "revenue". This is done so the results equal the; EBIDTA-margin ratio,

EB|T-margin ratio, return on sales ratio and the Profit margin ratio, respectively.

2. Long-term assets

a. Horizontal analysis of PP&E on the Balance Sheet

b. Ratios

o Return on assets

o Asset turnover ratio

o Profit margin ratio

3. Overall comment

l Profïtability

C¿llcuIations

Gross Profit Ratio

DKK Million 2014 2013

06-06-2016

Net Sales:

Gross Profit Ratio

(Revenue-Cost of sales)

(Net sales/Revenue)

kr. 28.766 kr. 25.076
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Vertical Analysis

DKK Million

Net Sales

EBITDA

EBIT

Profit before taxes

Profit for the year

kr.

kr,

kr,

kr.

kr.

2074

28.766

20.333

2.767

L.826

-2.379

L00%

77%

to%

6%

-8%

kr

kr

kr

kr

kr

2073

25.076

L4.r99

1.236

-576

-L.591

toj%
s7%

s%

-2o/o

-6%

Comment
Atafirstglanceattheincomestatementof DONG,itisseenthatthe Profit(loss)fortheyear isinfacta
loss of 2.3L0, however as the above analysis show, some adjustments made to the profit margin ratio

will explain the loss further.

When moving upwards from the bottom of the vertical analysis two important adjustments are made:

L. The return on sales ratio is adjusted for taxes. ln 20L4 this means the profit as well as the ratio is

now positive. When comparingto 2013 the ratio has gone up by 14 percentage points as

compared to 4. When looking atthe nominol taxes, the tax reported for 201.4 was DKK million

4.136 compared to DKK million 1.015. An increase of DKK million 3.L2L

Due to the note not being included (as well as the scope of this class) the reason for the tax is

will not be commented on.

2. The EBITDA-Margin Ratio is then adjusted for depreciation amortization and impairment losses.

It is here seen that the ratio increases toTt%.ln 2013 this ratio was57o/o. This extreme

difference from the EBIT-ratio to the EBITDA ratio, is due to the large depreciation , amortization

and impairment losses, these will now be commented further on.

lmpairment Iosses

When looking into note 3.1 "lntangible Assets and PP&E", the losses on PP&E are especially interesting.

Depreciation and amortization for the year was DDK Million 8.968 resulting in accumulated depreciation

and amortization of 50,466. However especially the lmpairment losses of DKK Million 8.108 stand out as

they almost doubled the accumulated impairment loss to DKK Million 16.106.

The reason for these impairments was among other things due to a drop in oil prices.

Before finally commenting on the profitability a comment on the long term assets of DONG will be

made,
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2 Lawg Term assets

Calc¿rlations

Horizontal analysis

DKK Million

Production Assets

Exploration assets

PP&E U nder Construction

Total PP&E

Other non-current Assets

Total Non-current Assets

Rat¡os

DKK Million

Return on Assets EBIT/Average total asset

kr

kr

kr

kr

kr

kr

20L4

65,517,00

388,00

L8.054,00

85.906,00

3.720,00

90.995,00

2013

kr. 67.758,00

kr. 1-.192,00

kr.20.297,0O

kr, 9L.522,00

kr. 3.615,00

kr.97.304,00

Horizontal Analysis

kr. -0,03

kr. -0,67

kr. -0,11

kr. -0,06

kr. 0,03

kr. -0,06

201.4

1,,304573314

2013

-0,20919015

Asset Turnover ratio 13,56247053 -0,340864856

Profit margin ratio 0,096189946 0,04929016

REturn on asstes : Asset turnover ratio * Prof itmørgin

Conllnent
From the above horizontal analysis it is seen that the total non-current assets have decreased in value

with 6% howeverthe part of the long-term assets which is not PP&E has actually increased with 3%,

Therefore, when looking at the PP&E a decrease of 6%is found, mainly due to a decrease in exploration

assets. What is important to note here it that this is not due to selling, i.e, it is not a capital generating

activity. This decrease is directly linked to the above discussed impairment loss, of oil drilling and

exploring assets, due to the drop in oil prices. Though unknown it is not impossible to think the major

impairments, at this time, are tied to the fact that DONG two years later in 20L6 will go public. At last it

is seen frorn the above ratios that 1) the company has a higher return on assets however mainly due to a

lower asset turnover ratio - which corresponds to the rest of this comment in regards to the impairment

losses.

üvev"all cornrnent
From the above it is seen how, though at a first glance the company might not seem very profitable, the

large taxes and impairments on PP&E, are the major factors. From operations alone, which could have

been explained in debt if I had been given the Cash Flow Statement, the company is in fact profitable.

This is also seen in the profit margin ratio increasing. This is among others due to the business strategy

of DONG focusing more and more on renewable energy instead of OIL and GAS.
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