Lebanese Association of Certified Public Accountants — Managerial Accounting

December 1, 2016

I- MULTIPLE CHOICE QUESTIONS (45%) (1.5% EACH)

1. B 16. D
2. B 17. C
3. A 18. C
4. E 19. D
5. D 20. C
6. A 21. D
7. A 22. B
8. A 23. D
9. A 24. D
10. A 25. A
11. B 26. D
12. E 27. A
13. B 28. B
14. E 29. C
15. A 30. D
CASES
Casel
Required:

1. What is the payback period?

2. What is the accounting rate of return?
Solution:
Net profits before depreciation and taxes = $520,000 - $380,000 = 140,000

$490,000
Annual depreciation = — = 524,500
20 years

Therefore, net profit after taxes = (5140,000 - $24,500) (1 - 0.4) = $69,300
After-tax cash inflows = $69,300 + $24,500 = $93,800

Initial investment  $490,000
1. Payback period = = =5.22 years
Annual cash flow $93,800
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Netincome  $69,300
2. Accounting rate of return=—"-—"- - — =14.14%
Investment  $490,000

Or using average investment in the denominator gives:
$69,300

ARR= — =28.28%
$490,000/2

Case 2

Required:
At what price should the stock sell?

Solution:
Do = $2
D, = $2(1+0.3) = $2.6
D, =$2(1+0.3)% = $2(1.69) = $3.38
D3 =$3.38(1+0.08) = $3.65

Present value of dividends for the first 2 years are:
$2.60 $3.38
_—t——— = $260 (PVlFZO%’l) + $338 (PVIFZO%,Z)
(1+0.2)  (1+0.2)
=52.60 (0.8333) + $3.38 (0.6944) = $2.17 + $2.35 = $4.52
Find P,:
D; $3.65
P= ——=————=530.42
r—-g 0.2-0.08
Present value of $30.42 is:
$30.42
— ——— =$30.42 (PVIFa0y,) = $30.42 (0.6944) = $21.12
(1+0.2)°
Add these two PV figures to obtain Pq:
Po=54.52 +$21.12 = $25.64




Lebanese Association of Certified Public Accountants — Managerial Accounting

December 1, 2016

PROBLEM

Required:
1. Prepare the receipt (cash collections) budget for the first quarter (N).

2. Prepare the disbursement budget for the first quarter (N).
3. Prepare the cash budget for the first quarter (N).
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