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Please Print Name

Quiz for Week 4
ACCT 5341
1.  Penman C4.3
     After years of negative free cash flow up to 1996, Wal-Mart Stores reported a positive free cash flow of $4,415 million.  Having looked at the patter of Wal-Mart’s cash flows when you did your homework, would you interpret the 1997 FCF as good news?



2.  Explain why a "range floater" cannot usually be separated from the hedged item and accounted for as a derivative instrument under SFAS 133 accounting rules?

3. Paragraph 36 on the top of Page 24 subjects a "hedge of a net investment in a foreign operations" to SFAS 133 hedge accounting rules.  Explain this type of hedge.

Question 4
Quiz 4 Corporation purchased inventory at entry value on January 1.  In order to lock in the profit of a June 30 sale of this inventory, the company acquired a forward contract that expires on June 30.  Assume hedge effectiveness is on the 80%-125% Delta test each time the forward contract is adjusted to fair value.  
The ex post outcomes are as follows:

	Date
	Item
	Entry Value
	Exit Value
	Forward Contact Value

	Jan. 01
	Inventory
	$1,000,000
	$1,100,000
	

	Mar. 31
	Inventory
	$1,050,000
	$1,150,000
	-$50,000 liability

	June 30
	Inventory
	$990,000
	$1,090,000
	$10,000 asset


When filling in account titles, choose from the following account titles not shown in the journal below:

Forecasted transaction

Firm commitment

OCI
P&L 
Required:  Fill in missing account names, amounts in the debit/credit cells, and the 
                 current balances.  Add the Delta outcomes where appropriate.

	1984
	
	
Debit
	Credit
	Current 
Balance

	Jan. 01
	Inventory
     Cash
-To record purchase of inventory on January 1
	1,000,000
	1,000,000
	1,000,000
12,000,000

	Jan. 01
	Hedging derivative
     Cash
-To record acquisition of the hedging derivative
	0
	
0
	0
0

	Mar. 31
	?
?
Hedging derivative
-To record change in value  of hedging derivative
Delta = _________%

	
	

50,000
	

(50,000)

	June 30
	Hedging derivative
?
?
-To record change in value  of hedging derivative
Delta = _________%

	60,000


	
	10,000

	June 30
	Cash
     Hedging derivative
-To record cash settlement of hedging derivative
	10,000
	
10,000
	12,010,000
0

	June 30
	Cash
     Sales
-To record sale of inventory at exit value
	1,090,000
	
1,090,000
	13,100,000
1,090,000

	June 30
	Cost of goods sold

     Inventory
-To record cost of inventory sold
	
	
	

	June 30
	? 
Sales
     Cost of goods sold
     ?
     Retained earnings
-To close the books on June 30


	
1,090,000
	
	


Question 5
This is the same as question 4 with slightly revised ex post value outcomes.  Use the same Delta ratio effectiveness tests.


	Date
	Item
	Entry Value
	Exit Value
	Forward Contact Value

	Jan. 01
	Inventory
	$1,000,000
	$1,100,000
	

	Mar. 31
	Inventory
	$1,080,000
	$1,150,000
	-$90,000 liability

	June 30
	Inventory
	$900,000
	$1,000,000
	$100,000 asset


When filling in account titles, choose from the following account titles not shown in the journal below:

Forecasted transaction

Firm commitment

OCI
P&L 
Required:  Fill in missing account names, amounts in the debit/credit cells, and the 
                 current balances.  Add the Delta outcomes where appropriate.

	1984
	
	
Debit
	Credit
	Current 
Balance

	Jan. 01
	Inventory
     Cash
-To record purchase of inventory on January 1
	1,000,000
	1,000,000
	1,000,000
12,000,000

	Jan. 01
	Hedging derivative
     Cash
-To record acquisition of the hedging derivative.
	0
	
0
	0

0

	Mar. 31
	?
?
Hedging derivative
-To record change in value  of hedging derivative
Delta = _________%

	
	

90,000
	

(90,000)

	June 30
	Hedging derivative
?
?
-To record change in value  of hedging derivative
Delta = _________%

	190,000


	
	100,000

	June 30
	Cash
     Hedging derivative
-To record cash settlement of the derivative
	100,000
	
10,000
	12,100,000
0

	June 30
	Cash
     Sales
-To record sale of inventory at exit value
	1,000,000
	
1,000,000
	13,100,000
1,000,000

	June 30
	Cost of goods sold

     Inventory
-To record cost of inventory sold
	
	
	

	June 30
	? 
Sales
     Cost of goods sold
     ?
     Retained earnings
-To close the books on June 30


	
1,000,000
	
	


