
 

   

         

     
         

 

  

 

 

 

 

 
 

 

 

 

 

 
 

  

 
  

 

 

 
 

 

 
 

 
  

 
                     

____________________________ ___________________________ 

CFE CANDIDATE NUMBER: 

Common Final Examination 
May 27, 2021 – Day 2
(Booklet #1 – Case) 

Total examination time: 5 hours.  
Further details on the examination can be found on the next page. 

GENERAL INSTRUCTIONS BEFORE THE EXAMINATION 
1. Fill in your 7-digit candidate number on the booklets. The examination booklets (or paper

response, as instructed) must be submitted before leaving the examination room. They must
NOT BE REMOVED from the examination room. If these items are not received, the response
may not be accepted.

2. Follow the instructions provided. Instructions must not be removed from the examination room.
3. Sign the Policy Statement and Agreement Regarding Examination Confidentiality below.

Policy Statement and Agreement Regarding Examination Confidentiality 
I understand that all examination materials are the property of CPA Canada and are under the 
exclusive custody and control of CPA Canada. CPA Canada has the exclusive authority over 
examination materials to determine the content, use, retention, disposition and disclosure of this 
material. Candidates do not have access to the examination questions, examination marking keys or 
any other marking materials for a non-disclosed examination. For disclosed examination questions, 
access to questions, marking keys and other marking materials is only available when published by 
CPA Canada. 

I hereby agree that I will not: 
 Obtain or use answers or information from, or give answers or information to, another candidate

or person during the sitting of the examination;
 Refer to unauthorized material or use unauthorized equipment during testing;
 Remove or attempt to remove any CPA Canada Examination materials, notes or any other items

from the examination room.

I further agree to report to CPA Canada any situations where there is a material risk of compromising 
the integrity of the examination. 

I affirm that I have had the opportunity to read the CPA Examination Regulations and I agree to all of 
its terms and conditions. 

In addition, I understand that failure to comply with this Policy Statement and Agreement will result in 
the invalidation of my results, and may result in my disqualification from future examinations, expulsion 
from the profession and possible legal action. 

CANDIDATE NAME (Please print)       SIGNATURE 



 

  

 

 

 
  

 

 
 

 
 

 
 

 
  

 

 
 

 
 

 
 

 

 
 
 
 
 
 
 

 
 

 
 

 
 

Examination Details 

The examination consists of:   

Booklet #1 – Case (this booklet) 
Booklet #2 – Rough notes 

Candidates are allowed five (5) hours to respond. 

The case should be answered using the software provided, which includes a word processor and 
spreadsheet for inputting your response. The main body of your response should be in 
the word processor file. Only supporting calculations should appear in the spreadsheet file, in 
Sheet 1. You are responsible for clearly explaining all your calculations. 

Answers or part answers will not be evaluated if they are recorded on anything other than on the 
computer or the CPA Canada writing paper provided. 

The CPA Canada Handbooks and the Income Tax Act are available in Folio Views throughout 
the entire examination. Folio Views provides the standards in effect and tax laws substantively 
enacted as at December 31, 2020. 

A tax shield formula and other relevant tax information are available at the end of this booklet. 

Rough-note paper is available in a separate booklet. Rough notes, and any other notations made 
in the examination booklets, will not be evaluated. 

Candidates are instructed to consider and respond to the case as presented and ignore the 
potential impacts of COVID-19. 

Chartered Professional Accountants of Canada, CPA Canada, CPA 
are trademarks and/or certification marks of the Chartered Professional Accountants of Canada. 
Copyright © 2021, Chartered Professional Accountants of Canada. All Rights Reserved. 
Common Final Examination, May 2021 

Chartered Professional Accountants of Canada 
277 Wellington Street West 
Toronto, Ontario M5V 3H2 



 

 
 

 

 

 
 

 

 

Case 

Assume the pre-selected role in which you will be formulating your response. Answer all 
requireds as specifically directed in your role. Within the requireds for each role, 
candidates are directed to look at specific additional appendices, which are unique to each 
role. Use only the information you have been directed to refer to. 

Information that is shared by all roles is presented in the “Common Information” section. 
Additional information, customized to each role, is presented in the “Specific Information” 
section. 
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BACKGROUND  
COMMON INFORMATION FOR ALL ROLES  

RMZ Pharmaceuticals Inc. (RMZ) was founded in 2004 by Francine Robillard, a respected 
biochemist who previously worked for a global pharmaceutical company. As a reputable 
brand-name drug developer and manufacturer, RMZ creates a mix of chemical drugs and 
biologics, that is, drugs made from living organisms. RMZ currently manufactures two 
commercialized drugs in its state-of-the-art facility, which are sold for use in cancer treatment 
programs. A third drug recently received government approval to be sold in Canada, and four 
other drugs are in various stages of development. 

It is February 11, 2021. Francine currently owns 55% of RMZ, Star Venture Capitalists (Star) 
owns 30%, and Tatum Venture Capitalists (Tatum) owns 15%. Both venture capitalists specialize 
in the pharmaceutical industry. All major operational decisions are made by RMZ’s five-member 
Board of Directors, which meets weekly for at least five hours. Francine is CEO and chair. Star 
and Tatum both hope to find a strategic buyer for their shares in RMZ soon. Francine is not 
interested in selling her shares at this point. 

RMZ has four departments: research and development (R&D); production; accounting and legal; 
and marketing and sales. A recent restructuring of head office reduced the number of managers, 
resulting in the board making more operational decisions than previously. In June, Andrea Chan, 
RMZ’s long-time marketing manager, resigned, stating she was not being given enough 
responsibility and that her ideas were not being considered. In late September, Andrea was 
replaced by Trevor Caine, who has 15 years of experience in the industry.  

RMZ currently operates at 60% of production capacity. As RMZ differentiates itself by developing 
innovative products, it spends a significant amount on R&D.  It has outsourced the clinical testing 
of one of its drugs in development to Quality Research Inc. (QRI). RMZ has its own sales agents, 
who sell to distributors, large drugstore chains, and hospitals. About 60% of sales are 
denominated in U.S. dollars, 25% in euros, and 15% in Canadian dollars. While most expenses 
are incurred in Canadian dollars, approximately 10% of cost of goods sold, and 20% of selling 
and marketing expenses, are in U.S. dollars. 

Companies in this industry typically have volatile cash flows and profits. A new drug can take up 
to ten years to develop and, given the high risk that some drugs will be ineffective or not approved  
for sale, several new drugs are in development at any one time.  

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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BACKGROUND (continued) 
COMMON INFORMATION FOR ALL ROLES  

Government agencies regulate and monitor pharmaceutical companies. Approval is required for 
drug development, manufacturing, and marketing. Delayed regulatory approvals and changes in 
regulations could adversely impact the company. RMZ has an excellent record and is in full 
compliance with all regulatory requirements. 

Sales are significantly influenced by whether the drug is also approved by private (insurance 
companies) and public (government) payers, and therefore reimbursed for patients. Currently, 
both of RMZ’s commercialized drugs are on the payers’ covered drug lists. The payers influence 
drug prices through the coverage limits that are set.  

There are increasing concerns from the public about the cost of health care. The Patented 
Medicine Prices Review Board, a Canadian government agency, establishes maximum selling 
prices for drugs sold in Canada. Demand for brand-name drugs is driven by the number of patients 
suffering from the ailments treated by the drug and the price of the substitute generics.  

Generic drugs are designed to perform the same as the brand-name drugs, and currently 
represent 70% of all drug sales in the industry. As generic producers have few R&D costs, they 
can sell their drugs for as much as 40% less than the equivalent brand-name drugs. Once a 
generic drug is approved for sale, the brand-name drug’s revenues decline significantly. Because 
generic drugs can only be marketed once a patent expires, a patent provides a period of protection 
from generic drug sales. To lessen the threat from generics, brand-name drug developers are 
moving to biologic drugs, which are more difficult to replicate. They may also change the 
composition or delivery method of their drugs, to make them more effective than the generics. 

RMZ has long-term debt with Confederation Bank, a Canadian bank, which carries a 
debt-to-EBITDA covenant. Year-end bonuses are paid to managers and employees of the 
four departments based on their respective departmental operating income. RMZ has a 
December 31 year end and, consistent with the rest of the industry, applies IFRS. RMZ has 
appropriately used a Canadian dollar functional currency since its inception. All foreign currency 
transactions during the year have been correctly accounted for. 

The controller, Harry Zhang, MBA, has responsibilities for financial reporting, budgeting, costing, 
and taxation. Harry was on sick leave for four months. During his absence, the accounting 
department staff took over for him. Harry has just returned to work and needs assistance with 
various tasks. 

Additional information, customized to your role, is presented in your role package. 

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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REQUIREMENTS FOR YOUR ROLE  
(READ ONLY THE ONE SPECIFIED FOR YOUR PRE-SELECTED ROLE) 

ASSURANCE REQUIREMENTS  

You, CPA, are an audit manager at Anderson & Sons (AS), RMZ’s external auditor. AS has once 
again been engaged to audit the 2020 year-end financial statements and provide some other 
services.  

Doreen Philmore, the engagement partner, asks you to address the accounting issues raised by 
Harry. Harry is also asking for assistance with some additional tasks. Doreen has determined that 
AS can perform all the work requested by Harry, and has documented the relevant independence 
considerations in the audit file. However, given some information that she recently received 
regarding the audit team members’ and the firm’s dealings with RMZ, she asks you to document 
any potential additional independence threats that have arisen related to the current and following 
years’ audits. 

The 2020 year-end preliminary audit plan was prepared by a student on the team. Doreen asks 
you to review it and make any required changes. Doreen also asks you to develop audit 
procedures for the IFRS accounting issues raised by Harry. 

AS will be using computer-assisted auditing techniques (CAATs) to help perform journal entry 
testing for the current audit. Doreen is concerned about the risk of management override of 
controls due to RMZ’s year-end bonus, and wants you to discuss what CAATs queries to perform 
on the general ledger to address this risk. 

In addition, during the interim audit, substantive testing was completed on sales. Doreen asks you 
to discuss the impact of the errors found on the audit and the audit report. 

For the management letter that AS will issue to RMZ, Doreen wants you to discuss any 
weaknesses in the internal controls related to the equipment and tools purchase processes, and 
recommend improvements. 

RMZ is preparing an income statement forecast to present to prospective investors. Francine has 
asked AS to audit the forecast. Doreen has determined that a CSAE 3000 Attestation 
Engagements Other than Audits or Reviews of Historical Financial Information report is 
appropriate. Given your understanding of the business, she asks you to assess whether the 
assumptions in the forecast are reasonable, and to document the procedures required to audit 
the assumptions. 

In addition to the common appendices (I to VI), information provided in Appendix VII (Assurance) 
is relevant for your analysis.  

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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REQUIREMENTS FOR YOUR ROLE  
(READ ONLY THE ONE SPECIFIED FOR YOUR PRE-SELECTED ROLE) 

FINANCE  REQUIREMENTS 

You, CPA, work as a financial analyst in the finance consulting division of Hedley and Saunders 
Consultants (HSC), and report directly to the partner, Thomas Deenen, CPA. Thomas recently 
met with Francine and Harry to discuss some issues related to the 2020 year-end financial 
statements and other matters. 

RMZ would like HSC to address the accounting issues raised by Harry. Harry is also asking for 
assistance with some additional tasks. 

Francine estimates that RMZ will need to raise an additional $30 million to finance the ongoing 
clinical trials. Francine has proposed issuing preferred shares to Star, and Thomas asks you to 
assess the advantages and disadvantages of doing so. RMZ’s auditors have confirmed that the 
preferred shares would be reported as equity on RMZ’s financial statements. Based on industry 
benchmarks, RMZ’s optimal debt-to-equity ratio is 25%. 

RMZ’s board wants to expand its manufacturing operations to Germany and is considering 
purchasing a manufacturing facility from a German drug manufacturer. The products 
manufactured in Germany would be sold in Europe and Asia. Thomas asks you to discuss the 
financial risks of this manufacturing project in Germany, analyze the two financing options, and 
recommend which to accept.  

Jennifer Wong, the production manager, has requested a quote for new sealing machines. 
Thomas asks you to determine whether RMZ should lease or buy them. 

Francine has provided information with respect to a new Canadian customer, Percy’s Drugs 
Limited (Percy’s). Assuming revenues from existing customers remain the same, Thomas asks 
you to assess the impact of the transaction on RMZ’s working capital (including days in 
receivables and inventory for 2021), and discuss any impact on the existing bank covenant. 

Thomas wants you to review the alternatives provided by the bank for hedging RMZ’s 
income statement exposure to fluctuations in the U.S. dollar, knowing that RMZ intends to hedge 
30% of its net exposure. Thomas asks you to quantify the amount that RMZ would want to hedge 
using these hedging options and, for each hedging alternative, discuss the implications if the 
August 1, 2021, exchange rate is: (i) USD 1.00 = CAD 1.40; or (ii) USD 1.00 = CAD 1.20.  

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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REQUIREMENTS FOR YOUR ROLE  
(READ ONLY THE ONE SPECIFIED FOR YOUR PRE-SELECTED ROLE) 

FINANCE REQUIREMENTS (continued) 

Because of its similarity to a drug that it has in development, Debon Pharmaceuticals has offered 
to purchase the full rights to Drug F for $1.5 million. Harry has provided a sales forecast prepared 
by RMZ’s R&D manager, and information on the probability of success for drugs in development. 
Thomas asks you to assess the nature and quality of the data provided, its applicability in valuing 
Drug F, and discuss any additional data that should be considered. 

Thomas also asks you to determine the fair market value of the rights to Drug F, discuss whether 
RMZ should sell the rights, and provide a recommendation. The value of rights is typically based 
on the cash flows that could be generated from licensing revenues. If cash flows are risk adjusted, 
a discount rate of 8% would be appropriate. 

In addition to the common appendices (I to VI), information provided in Appendix VII (Finance) is 
relevant for your analysis.  

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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REQUIREMENTS FOR YOUR ROLE  
(READ ONLY THE ONE SPECIFIED FOR YOUR PRE-SELECTED ROLE) 

PERFORMANCE MANAGEMENT REQUIREMENTS  

You, CPA, work as an analyst in the management consulting division of Hedley and Saunders 
Consultants (HSC), and report directly to Thomas Deenen, CPA, a partner. Thomas recently met 
with Francine and Harry to discuss some issues related to the 2020 year-end financial statements 
and other matters. 

RMZ would like HSC to address the accounting issues raised by Harry. Harry is also asking for 
assistance with some additional tasks.   

Thomas asks you to prepare a SWOT analysis. The board thinks a strategic buyer would perform 
such an assessment, and wants to understand where RMZ is positioned. The Board would also 
like an explanation of how to mitigate the risks RMZ faces.  

Randy, the R&D manager, has identified some issues in his department. Thomas asks you to 
analyze the alternatives identified for increasing the skills in the area of biologic drug R&D, and 
provide a recommendation. Thomas also wants you to discuss whether increasing the focus on 
biologic drugs is a good strategy and supports further investment.  

Thomas asks, based on concerns raised by Randy, whether the clinical testing outsourced to QRI 
should be brought back in-house. He asks you to analyze the options and make a 
recommendation.     

Randy is considering sharing patient information with other pharmaceutical companies. Thomas 
asks you to describe what could compromise data integrity at RMZ, and recommend ways to 
prevent such issues. He also wants your opinion on the idea of sharing patient information.   

Hannah Baldwin, a board member from Star, has raised concerns about the fact that the board is 
making most of the operational decisions. Thomas would like you to analyze the advantages and 
disadvantages of RMZ’s current structure, and suggest improvements.  

Thomas asks you to perform a quantitative and qualitative analysis of the pricing strategies that 
Trevor from the marketing department has proposed for a new product, and make a supported 
recommendation.  

Customer complaints about packaging have been increasing. Thomas asks you to use the 
principles mentioned by Hannah to help improve the quality of RMZ’s packaging. He asks you to 
explain which elements RMZ should consider under each principle.  

In addition to the common appendices (I to VI), information provided in Appendix VII 
(Performance Management) is relevant for your analysis.  

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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REQUIREMENTS FOR YOUR ROLE  
(READ ONLY THE ONE SPECIFIED FOR YOUR PRE-SELECTED ROLE) 

TAXATION  REQUIREMENTS  

You, CPA, work as an analyst in the tax department of Hedley and Saunders Consultants (HSC), 
and report directly to Thomas Deenen, CPA, a partner. Thomas recently met with Francine and 
Harry to discuss some issues related to the 2020 year-end financial statements and other matters. 

RMZ would like HSC to address the accounting issues raised by Harry. Harry is also asking for 
assistance with some additional tasks. 

Francine inherited shares in Zora Inc. in 2020, and made a small investment in Hip Hop Inc. 
Francine is not familiar with the association rules, and Thomas asks you to determine whether 
RMZ is associated with any companies for 2020, and if so, to assess the impact on the small 
business deduction available for each company. 

Thomas also asks you to calculate RMZ’s taxable income and federal income taxes payable for 
2020. This analysis should include an explanation of the tax implications related to the accounting 
issues you address. Thomas would also like you to calculate the year-end balance in the RDTOH 
accounts. 

During 2020, RMZ hired Carole Denis, a senior scientist. To entice Carole to join the company, 
RMZ agreed to provide her with several benefits. Thomas asks you to address the tax implications 
of these benefits, for Carole and for RMZ. 

Thomas asks you to determine whether RMZ’s property, plant, and equipment (PP&E) tracking 
system provides the data necessary for tax compliance with respect to capital assets, and to 
recommend improvements to the system, if any. 

RMZ is currently a private corporation. If RMZ is unable to find a strategic buyer in the next few 
years, it will consider going public. Thomas asks you to explain the differences, from a tax 
perspective, between a private and a public corporation, and how these differences apply to RMZ. 

In addition to the common appendices (I to VI), information provided in Appendix VII (Taxation) is 
relevant for your analysis. 
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APPENDIX I – COMMON 
EMAIL FROM HARRY ZHANG 

From: Harry.Zhang@RMZ.ca 
To: CPA 
Date: February 11, 2021 
Subject: 2020 year end  

Details of the accounting issues and additional tasks are as follows: 

1. All contracts with our customers are signed by Francine and the customer. Prior to 2020, all
contracts contained the same terms and conditions.

In 2020, we entered into a new revenue contract with Sheppard General Hospital that has
different terms (Appendix III). The customer agrees to pay within 30 days of receipt of the
goods. Historically, collection of amounts receivable from this customer has never been a
problem. Ownership of the goods transfers when received by the customer. We recorded
$990,000 of revenue in 2020 for the 18,000 units, sold at $55 each, that were delivered.

2. At the start of the drug development process, we create a business plan for each drug. Our
accounting system tracks expenditures and captures the costs per drug. I have attached a
schedule that details the phase of each drug, as well as the expenditures that were capitalized
as intangible assets in 2020 for Drug C (Appendix IV).

3. On May 1, our administrative office moved into 732 Pendrell Street (Pendrell), the building
that houses R&D and manufacturing, which had recently been renovated. We rented out the
old office building at 995 Gloucester Street (Gloucester) and the tenants moved in on June 1.
Attached is information from two appraisal reports from 2020 (Appendix V). As at
December 31, 2020, the net book values of the Gloucester land and building were $567,800
and $1,867,900, respectively. Gloucester is currently recognized separately as investment
property. I believe there are options for what amount to record as the carrying value but have
not looked at their impact on the financial statements. I have already confirmed with Doreen,
the audit engagement partner, that the Gloucester lease is recorded correctly.

4. In a recent podcast, I heard about non-GAAP measures. I would like to know what you think
is driving the increased use of non-GAAP measures, and what the main concerns related to
externally reporting these measures are. In addition, can you outline what our current and
potential shareholders, and our current lender, need from our financial reporting, and describe
the types of adjustments they would want to see if we reported a non-GAAP net income in
addition to our IFRS financial statements?

5. Also attached is a memo from our production manager (Appendix VI).

I appreciate all your help. 

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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APPENDIX II – COMMON  
EXCERPTS FROM DRAFT FINANCIAL STATEMENTS  

RMZ Pharmaceuticals Inc. 
Statement of Income and Comprehensive Income 

For the years ended December 31 

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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 2020 2019 
Draft Audited 

     
Product sales  $   22,751,200 $  21,270,000 

  Cost of goods sold (Note 1) 7,037,800    6,533,100  
Gross profit    15,713,400     14,736,900 
    

 Expenses:   
Research and development   5,428,400     4,647,700 
Selling and marketing    4,373,000     4,230,000 

 Restructuring costs  390,000     95,000 
General and administration (Note 2)    3,258,660   3,880,000 
Loss on disposal    256,000  0 

 Impairment of intangible asset  0   48,000 

Total operating expenses   13,706,060    12,900,700 
      
Operating income  2,007,340    1,836,200 
Foreign exchange gain (loss)      (87,400)   387,000  
Rental income      140,000  0 
Rental expenses     (54,200)  0 
Interest income     108,930   109,500  
Interest expense      (600,000)   (600,000) 
Earnings before taxes    1,514,670  1,732,700 
Income taxes    (378,668)   (433,175) 

   
Net income and comprehensive income   $ 1,136,002  $ 1,299,525 
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APPENDIX II – COMMON (continued) 
EXCERPTS FROM DRAFT FINANCIAL STATEMENTS  

Notes to the Statement of Income and Comprehensive Income 

1. Due to a poor-quality batch of packaging material, there was a major production problem in
November related to Drug B, resulting in abnormal waste of $130,000. It took the board
two months to change suppliers. The new supplier ships on time and provides higher-quality
material.

In late December, government regulations concerning packaging requirements were
simplified, which reduced RMZ’s average unit packaging cost. This had a minimal impact of
$15,000 on the 2020 net income.

2. Included in this amount is a large bad debt write-off of $120,000 due to an unresolved invoice
dispute in 2020. No write-offs occurred in 2019.

Also included in this amount is a charitable donation of $204,000 in 2020 (none in 2019).

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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APPENDIX II – COMMON (continued) 
EXCERPTS FROM DRAFT FINANCIAL STATEMENTS  

RMZ Pharmaceuticals Inc. 
Statement of Financial Position  

As at December 31  

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
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 2020  2019 
Audited  Draft  

Assets      
Cash and cash equivalents – Confederation Bank  $ 1,389,564    $ 3,824,103  

  Accounts receivable 2,589,610    2,006,192  
Inventories   1,486,410    1,184,020  
Other current assets   753,000    856,000  

 7,870,315  Total current assets   6,218,584   
      
Loan receivable – employee   600,000    0 
Property, plant, and equipment      32,172,100       35,202,700  
Investment property   2,435,700    0 
Intangible assets   3,275,000    1,585,000  
 

  Total assets  $    44,701,384    $    44,658,015  

      
Liabilities      
Current liabilities      

Accounts payable and accrued liabilities   $  4,324,170    $  5,621,710  
Income taxes payable   110,207    90,300 

  5,712,010 Total current liabilities  4,434,377  
      
Long-term debt – Confederation Bank     10,000,000       10,000,000  
Deferred taxes  1,792,300    1,589,200  
Other long-term liabilities    265,300    283,400  

    17,584,610 
   

Total liabilities   16,491,977  
   
Equity      
Share capital     22,571,800      22,571,800  
Retained earnings    5,637,607    4,501,605   

     27,073,405  
  

Total equity      28,209,407  
  

Total liabilities and equity   

 

$ 44,701,384   $ 44,658,015 
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APPENDIX III – COMMON 
EXCERPT FROM NEW CONTRACT SIGNED IN 2020 

Contract #20410 

Customer: Sheppard General Hospital (Sheppard) 
Date: May 4, 2020 

Sheppard may purchase up to 30,000 units of Drug B at the agreed-upon price of $55 per unit, 
during the period from June 1, 2020, to May 31, 2021. If Sheppard purchases all 30,000 units 
prior to May 31, 2021, RMZ agrees to provide 3,000 additional units at no charge. 
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APPENDIX IV – COMMON  
SUMMARY OF DRUG RESEARCH 

Research and clinical testing phases for drug research are as follows: 
 Research: Scientists gain an understanding of how the disease works and use this knowledge

to isolate potentially effective molecules or compounds.
 Pre-clinical testing: Drugs are tested in the lab to determine whether they are safe to test on

humans.
 Clinical testing:

– Phase I – The drug is tested on between 20 and 100 healthy volunteers.
– Phase II – Placebo-controlled trials are conducted on between 100 and 500 volunteer

patients who have the illness.
– Phase III – Between 1,000 and 5,000 volunteer patients are tested in various settings,

such as hospitals and physicians’ offices.
 Once all the data has been collected, an application is submitted for government approval to

sell the drug in a specific jurisdiction, such as Canada, United States, or Europe.
 In some cases, there is a Phase IV for post-marketing studies to, for example, evaluate the

longer-term effects of the medication usage.

During this process, a 20-year patent is registered on the drug.  

Even after approval, research continues in order to find additional uses for the drug or to make 
product improvements. 
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APPENDIX IV – COMMON (continued) 
SUMMARY OF DRUG RESEARCH 

Drug Type Development Status Approved for Sale 
Patent 
Expiry 

Drug A Chemical Completed In 2011 for Canada and U.S. and 
in 2015 for Europe 

2024 

Drug B Chemical Completed In 2008 for Canada and U.S. 2027 

Drug C Biologic Completed On April 1, 2020, for Canada, but 
commercial production has not yet 
begun 

2036 

Drug D Biologic Phase III in progress 
– on track

None 2028

Drug E Chemical Phase II in progress 
– outsourced to QRI
– Significant delays
and setbacks

None –

Drug F Biologic Phase II in progress None 2036 

Drug G Biologic Phase I in progress None – 

Costs incurred and capitalized in 2020 with respect to Drug C are as follows: 

January to February Market research – incurred evenly throughout the period. 
The market research concluded that no drug similar to 
Drug C currently exists on the market and that there will be 
a strong demand for the product, once available. 

$ 70,000 

January to May Ongoing follow-up with Phase III trial patients, to record any 
other effects of the drug 

90,000 

June to December Trial production runs, including employees’ wages and 
costs to run the machines 

120,000 

July to December Training and education of sales force  75,000 

August to December Phase IV clinical testing, as required for European approval 40,000 

Total $ 395,000 
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APPENDIX V – COMMON  
APPRAISAL REPORTS  

Based on two appraisal reports, the fair market values of Gloucester were as follows: 

As at May 1, 2020 As at December 31, 2020 
Land $ 540,000 $ 570,000 
Building 2,610,000 2,900,800

Total $3,150,000 $3,470,800

If RMZ were to sell Gloucester, selling fees would be 5% of the total fair market value. 
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APPENDIX VI – COMMON 
MEMO FROM JENNIFER WONG, PRODUCTION MANAGER 

From: Jennifer.Wong@RMZ.ca 
To: Harry.Zhang@RMZ.ca 
Date: February 8, 2021 
Subject: Variances, pricing, and other issues 

Variances 

I have not completed the January 2021 analysis of Drug B for my production report. I wonder if 
CPA could quantify and explain the variances for the packaging costs for January. 

Here is the data CPA will need: 
 Per unit of Drug B produced, the standard volume of packaging used is 100 grams, at a

standard price of $1.25 per 100 grams.
 We had a great month in January—we planned to produce and sell 24,000 units but exceeded

this by 1,200 units. And we only used 92 grams of packaging per unit!
 In January, the average price we paid for the materials was $1.35 per 100 grams.

Units 

On another matter, the Patented Medicine Prices Review Board is considering setting a maximum 
price on Drug B of $51 per unit, compared to our current average selling price of $55. Can you 
have CPA determine how many units of Drug B RMZ will have to sell in 2021 at this new price in 
order to earn the same profit as in 2020? 
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APPENDIX VI –  COMMON (continued) 
MEMO FROM JENNIFER WONG, PRODUCTION MANAGER 

In 2020, we produced and sold 43,000 units of Drug B in Canada. The total costs allocated to the 
Canadian sales of Drug B in 2020 are as follows: 

 Note 

Direct materials  $ 399,900  1 

Direct labour  95,300 1 
Other manufacturing costs   209,200  2 

  Production costs  704,400  
   
Selling costs   426,000  3 
Administration costs   161,200 4 

    
Total costs $ 1,291,600  
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Notes: 

1. Varies according to the production volume.

2. Includes depreciation and amortization, plant facility costs, and the supervisors’ salaries.

3. Includes commissions of 5%, the same rate as for our other drug sales, totalling $118,250.

4. Administration costs are made up of:
 a portion of the CEO salary and legal costs, allocated based on units produced, totalling

$39,000.
 a total annual salary expense of $84,400 for the employees working on Drug B.
 a portion of the utilities and telephone for the office space, allocated based on Drug B’s

employees’ office usage.

Also, we sent our production managers and senior production employees on a one-week training 
course last month. Using overtime for our other staff, we were able to keep the production lines 
running smoothly. This training, which had been on the agenda since June, was finally approved 
by the board at its November meeting.   
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ASSURANCE ROLE 
ADDITIONAL INFORMATION 
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APPENDIX VII 
ASSURANCE – ADDITIONAL INFORMATION  

Audit Team and AS Staff Interactions with RMZ 

1. A new manager on the audit team, Doug, disclosed that his wife, Laura, works at RMZ as a
senior scientist. She reports directly to the R&D manager and is directly involved in the clinical
trials for one of the drugs. Laura prepares the requisitions to purchase equipment and
materials for approval and is also involved in hiring and firing employees in the department.

2. As the current assistant controller will be on maternity leave, RMZ has asked if anyone at AS
could work in that position on a temporary contract basis. The individual would continue to be
employed by AS and AS would charge RMZ a fee for this work. Samantha, a current audit
team member, is interested in the position. The nine-month contract will start in April 2021,
after the 2020 audit is completed. Samantha is expected to continue to be on the audit team
for the 2021 audit.

3. A retired partner has disclosed that he invested $200,000 in Tatum in 2019. The retired partner
receives a fixed pension from AS and is no longer active in the firm.

Preliminary Audit Plan 

The following planning information was documented in January 2021. 

Risk assessment 

The risk of material misstatement at the financial statement level has been assessed as low, as 
RMZ is a private company with no complex transactions. 

Approach 

As the control environment was assessed as strong, we should take a combined approach.  

Materiality 

Using internal statements available in January, materiality is set at $80,000, based on 5% of 
preliminary income before taxes. 
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APPENDIX VII (continued) 
ASSURANCE – ADDITIONAL INFORMATION  

General Ledger Fields 

The following fields are available for query in RMZ’s general ledger: 
 Journal entry number
 Account number
 Account description
 Whether the journal entry is manual or automated
 User identification number of individual who created the journal entry
 User identification number of individual who approved the journal entry
 Date of journal entry
 Time of journal entry
 Debit amount
 Credit amount

Substantive Testing Performed to Date 

When a contract is signed with a customer, RMZ’s sales clerk enters the contract price for each 
product for this customer into the accounting system. When items are shipped, the shipping clerk 
generates a shipping document from a separate inventory system, and also enters the quantity 
shipped into the accounting system so the information can be used for invoicing. The sales 
invoices are prepared by the accounting system, and an entry is automatically made by the 
system to the general ledger at the same time. 

Based on vouching a sample of 10 entries totaling $650,000, selected from the general ledger, to 
invoices and contracts from August to December, the following errors were found. No errors were 
found in the sample of 20 sales entries tested for the period from January to July. 
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APPENDIX VII (continued) 
ASSURANCE – ADDITIONAL INFORMATION  

Substantive Testing Performed to Date (continued) 

Invoice # 
from 

General 
Ledger 

Invoice 
Amount Explanation

Adjustment 
Required 

10632 $16,500 Jaskon Hospital – The amount of the invoice is 
$16,500 (correct amount), but the amount posted to 
the general ledger is $15,600. 

+$900 

10637 $37,800 Dakota – The price per unit should have been $53, 
not the $63 charged. The invoice amount should 
have been $31,800. 

-$6,000 

10249 $87,000 HFM Pharmaceuticals – The price per unit should 
have been $30, not the $29 charged. The invoice 
amount should have been $90,000. 

+$3,000 

10215 $75,000 Greatwest Hospital – 2,100 units were shipped, but 
2,500 units were invoiced. The invoice amount 
should have been $63,000.   

-$12,000 

10568 $132,000 Rexmand – The calculation of price times quantity 
was incorrect on the invoice. The correct calculation 
results in $123,000, and not $132,000 as invoiced. 

-$9,000 

Total -$23,100 

Tools and Equipment Purchase Processes 

The production manager, R&D manager, and Harry are authorized to make purchases for tools 
and equipment in their respective departments. Harry is responsible for all administration 
purchases, including IT.  

For purchases less than $10,000, the manager calls the supplier directly and places the order 
with the required specifications, with no approval required. 

For purchases over $10,000, a signed formal request must be made by the manager. This request 
details the tools or equipment, required specifications, why the purchase is necessary, and 
whether it is replacing old equipment or tools. Harry is required to approve and sign the manager’s 
request. 
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APPENDIX VII (continued) 
ASSURANCE – ADDITIONAL INFORMATION  

Tools and Equipment Purchase Processes (continued) 

For purchases over $50,000, both a director and Harry must approve and sign the formal request, 
and at least one supplier quote must be obtained. The manager is the only one responsible for 
reviewing the quotes and deciding which one to accept. The accepted quote is retained and filed 
by the manager. 

For all purchases, a purchase order (PO) is created as evidence of the order. The manager keeps 
one copy of this PO and one copy goes to the accounts payable (A/P) clerk.  

When the tools and equipment arrive, the manager signs the packing slip and checks the shipped 
items against the PO. The manager retains and files any documentation related to operational 
instructions and warranties. The signed packing slip goes to the A/P clerk.  

When an invoice is received, the A/P clerk matches it to the packing slip and the PO. The invoice, 
along with the packing slip and PO, is sent to the manager for final approval (indicated by their 
initials), where they review the package and compare the quote (if applicable) to the invoice, to 
ensure that the type of tools and equipment and amounts are correct. 

The invoice is returned to the A/P clerk, who enters it into the A/P system. The manager selects 
the appropriate general ledger account for posting, which is either an equipment account for 
capital expenditures or a repairs and maintenance expense account, depending on the amount 
and nature of the expenditure. When it is time to pay, the cheque and supporting invoice go to 
Harry for signature. Harry agrees the invoice amount to the cheque and signs the cheque. A 
second signature is required from Francine, who also reviews the invoice before signing the 
cheque. 

The A/P clerk enters any equipment purchased in an Excel spreadsheet (PP&E ledger). Tools 
are not tracked. Each entry has a number associated with it, which is the next consecutive number 
on the list. The type of equipment, supplier, and purchase date are all noted on the list. 
Depreciation is also calculated and tracked for each piece of equipment. When disposals occur 
for a piece of equipment that RMZ has more than one of, the oldest entry is always removed from 
the list because the specific equipment disposed of cannot be identified. The file is backed up on 
a USB key on a monthly basis, and is kept by the A/P clerk. Anyone can look at this file by asking 
for it, and the managers can update it as needed. 
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APPENDIX VII (continued) 
ASSURANCE – ADDITIONAL INFORMATION  

Income Statement Forecast for Prospective Investors 

In preparing the forecast, management used the following assumptions: 
 Revenues will increase annually by 20% for 2021, 2022, and 2023, and by 10% per year for

2024 and 2025.
 Cost of goods sold is estimated to be 30% of sales.
 R&D costs will increase by 10% annually.
 Restructuring costs, selling and marketing, and general and administration costs will increase

annually at the rate of inflation, which is estimated to be 2%.
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FINANCE ROLE 
ADDITIONAL INFORMATION 
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APPENDIX VII 
FINANCE – ADDITIONAL INFORMATION 

From: Francine Robillard, RMZ 
To:   Thomas Deenen, CPA, HSC 
Date: February 11, 2021 
Subject: Various issues 

Financing Proposal 

RMZ will issue $30 million fully participating, non-voting preferred shares, with an annual 
cumulative dividend of 5%. 

If there is a change in control, the preferred shares will be redeemed upon transfer of control. Any 
accumulated dividends must be paid at that time. 

Germany Expansion 

A significant increase in sales is expected once approvals to sell Drug B are obtained in Europe 
and Asia. Rather than increase manufacturing capacity in Canada, it will be more efficient to 
manufacture in Germany. 

RMZ is considering acquiring a German manufacturing facility: 
 The acquisition price is €20 million (CA $30 million, at the current exchange rate).
 A capital budgeting analysis, using a discount rate of 8%, indicated that the manufacturing

facility is expected to generate positive value.
 The facility is expected to generate annual pre-tax cash flows of €1.1 million in 2021,

increasing to €2.9 million by 2024.
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

Financing Options – Manufacturing Facility in Germany 

Option 1 – DB Landesbank, Germany 

Loan proceeds  
 Up to 65% of purchase price, to a maximum of €13 million
 Proceeds and payments are in euros

Security 
 Mortgage on the manufacturing facility in Germany
 Annual audited financial statements prepared under IFRS

Borrower fees 
 Upfront administration fees: €130,000
 Legal fees: €10,000

Interest and principal 
 Ten-year term loan
 Annual interest rate of 2.5%, payable monthly
 Principal of €1.3 million, payable annually on the anniversary date of the loan

Other terms 
 Any additional borrowings by RMZ must be approved
 RMZ may not declare or pay dividends during the term of the loan
 On breach of any of the terms or default of payment, DB Landesbank has the right to call the

loan, and any outstanding principal will be due immediately
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

Financing Options – Manufacturing Facility in Germany (continued) 

Option 2 – Confederation Bank, Canada 

Loan proceeds 
 Up to 80% of purchase price, to a maximum of CA $24 million
 Proceeds and payments are in Canadian dollars

Security 
 Mortgage on the manufacturing facility in Germany
 Annual audited financial statements prepared under IFRS

Borrower fees 
 Upfront administration fees: CA $350,000
 Legal fees: CA $25,000

Interest and principal 
 Twelve-year term loan
 Annual interest rate of 4.35%, payable monthly
 Principal of CA $2 million, payable annually on the anniversary date of the loan

Other terms 
 RMZ must maintain a debt-to-asset ratio of 0.40
 On breach of any of the terms or default of payment, Confederation has the right to call the

loan, and any outstanding principal will be due immediately
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

New Sealing Machines 

From: Jennifer.Wong@RMZ.ca 
To: Harry.Zhang@RMZ.ca 
Date: January 23, 2021 
Subject: Sealing machines 

Below is the quote from the distributor of the sealing machines. I expect annual maintenance 
costs will be $68,000, to be paid at the end of the year. The annual insurance cost of $25,000 will 
be paid at the beginning of the year. 

Alternatively, we could lease this equipment. I have attached the draft lease terms. 

From: lfranklin@CHequipment.com 
Date:  January 7, 2021 
Subject: Quote on sealing machines: Model #5690SM 

Equipment price: $750,000 
Delivery charge:  $8,000 
Payment terms: Total due upon delivery 
Delivery date:  April 1, 2021 

The machines have a useful life of six years, with a salvage value of $65,000. 

From: Harry.Zhang@RMZ.ca 
To: Jennifer.Wong@RMZ.ca 
Date: January 23, 2021 
Subject: Sealing machines 

Thanks. These machines will be included in Class 53 and can be fully deducted in 2021 for tax 
purposes as they qualify for accelerated depreciation. Our tax rate is 26.5%.   
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

Draft Sealing Machines Lease Terms 

1. The lease will start on April 1, 2021, and end on March 31, 2027 (“Expiration Date”).

2. RMZ agrees to pay $20,000 per month in advance as rent for the machines, starting on
March 1, 2021.

3. RMZ is responsible for all setup costs, including the cost of shipping the machines to RMZ’s
premises.

4. At the Expiration Date, RMZ will return the machines in good working order, ordinary wear
and tear excepted.

5. The lessor is responsible for all regular maintenance and insurance costs.

6. The machines are, and will remain, the exclusive property of the lessor.

Percy’s Drugs Limited 

Percy’s will purchase 10,000 units of Drug A per month at $30 per unit, with payment due within 
90 days. Because Percy’s uses a just-in-time system to manage its inventories, it requires RMZ 
to hold a minimum of 100 days’ worth of sales in inventory. The cost of manufacturing each unit 
of Drug A (before selling commission) is $10.50. 
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

Information on Drug F 

From: Randy@RMZ.ca 
To: Harry.Zhang@RMZ.ca 
Date: January 22, 2021 
Subject: Drug F 

Clinical trial results 

The preliminary Phase II clinical trial results for Drug F became available to us last week and they 
look very favourable. I believe that Drug F will undoubtedly receive Phase II approval in one year. 
Following that approval, it will take an additional five years to complete Phase III testing and obtain 
the next approvals. Starting in 2021, annual R&D costs will be $2 million. 

I am optimistic that Phase III clinical trials will be successful. I believe Drug F has a greater than 
75% probability of Phase III success, which is higher than the data from the regulatory authorities 
indicates. 

Data published by the regulatory authorities 

The regulatory authorities disclosed the following data, for the 2011 to 2020 period, regarding the 
number of drugs entering each phase of development and the percentage of drugs that were 
successful at each phase. 

Phase I Phase II Phase III 
Number 
of Drugs 

% 
Success 

Number 
of Drugs 

% 
Success 

Number 
of Drugs 

% 
Success 

All drugs 3,185 62% 2,844 31% 1,439 58%
Drugs similar 
to Drug F 

21 57% 14 36% 9 46%
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

Information on Drug F (continued) 

Sales forecast 

The market for drugs similar to Drug F is concentrated in North America and Europe. I estimate 
minimum future Drug F sales in these markets as follows (in millions of dollars): 

2028 $10.6 

2029 $15.9 

2030 $25 

2031 $30 

2032 $40 

2033 $50 

2034 $60 

2035 $70 

2036 $80 

2037 $80 

The above sales figures only consider drugs our competitors currently have on the market; if there 
are new strong competitors to Drug F, this could negatively impact minimum sales. However, we 
expect demand outside North America and Europe to increase in the future. At this time, the 
demand forecast data is very incomplete, especially in Asia.   

The license to produce and sell this type of drug would require a royalty rate of 15% of gross 
sales. 

Drug F could be a real breakthrough drug for us. What we learn from its development will also be 
useful for further research and development.   

Randy 
R&D Manager 
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APPENDIX VII (continued) 
FINANCE – ADDITIONAL INFORMATION 

Hedging Alternatives 

From: Kbaker@confederationbank.ca 
To: Francine.Robillard@RMZ.ca 
Date: January 12, 2021 
Subject: U.S. dollar financial derivatives

Hi Francine, 

During 2020, the average USD to CAD exchange rate was USD 1.00 = CAD 1.30. 

For 2021, I can offer: 

1. Forward contract – The forward rate for a six-month contract will be USD 1.00 = CAD 1.35.
The contract matures on August 1, 2021.

2. Put option – For a six-month option, the exercise price is based on an exchange rate of
USD 1.00 = CAD 1.32. The premium for each contract is CA $500. The options expire on
August 1, 2021.

Note that derivative contracts are sold in amounts of $100,000.   
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PERFORMANCE MANAGEMENT ROLE 
ADDITIONAL INFORMATION 
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APPENDIX VII 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

Background Information 

Given that the population is aging, the number of cancer patients is expected to increase. At least 
three competitors are developing drugs to treat the same types of cancers as RMZ’s drugs. Two 
are large, global manufacturers who have a diverse range of drugs for sale and in development.   

Many drug manufacturers are outsourcing tasks and partnering for their R&D. Several 
highly-qualified, efficient contract manufacturers and research companies exist. Smaller 
companies are also forming collaborative partnerships, to share R&D and combine their 
resources, in order to get their drugs to market faster. 

Many pharmaceutical companies are also using cross-functional teams (regulatory and 
government affairs, pricing and market access, and medical affairs) to reduce the waste and 
inefficiencies that a siloed departmental structure creates, and to improve patient access.  

Consolidation is also occurring in the industry, driven by the desire to reduce costs and specialize 
in an ailment. Strategic buyers in the industry are primarily looking for specific R&D capabilities, 
and for drugs in development that may complement their own.  
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

Research Department Issues 

From: Randy@RMZ.ca 
To: Francine.Robillard@RMZ.ca 
Date: January 22, 2021 
Subject: Research department issues 

Francine, some issues have become critical. 

Biological drug development 

We want to increase our focus on biological cancer drugs, but only have a few researchers with 
knowledge in this area. 

A few options are to: 

1. Hire skilled staff and provide training for existing staff.

As demand is high, there is a lack of skilled staff in the market. There will be a learning curve
with new hires before they are completely familiar with the stage of our current drug
development.

2. Form a strategic alliance, through a collaborative partnership with a small competitor,
Mansons Research Corporation (MRC).

The two companies would work together to get a drug to market more quickly. MRC has
well-known research staff and is making great progress in biologic drugs. MRC’s employees
have basic skills in R&D and managing clinical trials. MRC has new technology and equipment
that RMZ has yet to purchase. Because MRC has no manufacturing capabilities, once it takes
a drug through all the clinical trials, it sells the drug rights to  manufacturers. The agreement
would allow for the sharing of costs and ownership of one drug only: Drug G.

3. Acquire the shares to take control of MRC.
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

Research Department Issues (continued) 

Contract with QRI 

QRI is currently contracted to perform the clinical testing on Drug E for Phases II, III, and IV. 
However, QRI’s performance to date is worrisome. There have been significant delays and 
setbacks, some of the trials had to be redone due to poor management and controls, and reports 
are incomplete. We also have ongoing problems accessing the data in real time. 

If we bring the testing back in-house, we will not need any additional principal research scientists, 
but will require more of the other R&D staff, who are in adequate supply, as well as materials and 
small tools. We will also incur $300,000 in additional administration costs. You will find a summary 
of the QRI contract below. 

Sharing of patient data 

We gather a lot of information in our clinical trials, including patient name, address, age, gender, 
specific health issues, and reactions to our medications.  Our lab technicians and QRI staff log 
into our system and enter all the data from the clinical trials. Each patient authorizes us to collect 
this data for our own use, that is, to meet regulatory requirements and for ongoing research and 
product improvements. 

We also collect data directly from the doctors who prescribe our drugs. We track each of the drugs 
they prescribe back to the patients through data that is provided by the pharmacies. The doctors 
and pharmacists input the data themselves, using remote access. 

We also use this data for our key performance indicators: the number of patients receiving 
treatment; the number of patients participating in clinical trials; the number of trial sites; the 
number of new drugs in development; and the number of regulatory filings and approvals 
obtained. 

I would like to share the data collected with other pharmaceutical companies, and vice versa. This 
way, we would all benefit from more complete information in attempting to target our marketing 
efforts. 
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

Summary of Contract with QRI 

For a fixed price of $900,000 annually, QRI provides the scientists and lab technicians who work 
on Drug E clinical testing. Additional payments of $100,000 are made on completion of each of 
Phases II, III, and IV, and on final approval for sale in Canada.   

This contract expires in March 2027. There is a renewal option for an additional five years.  

The terms of the agreement are as follows: 
 QRI provides services related only to the management of clinical trials and clinical data.
 QRI provides appropriate staffing, including scientists with at least 10 years’ experience in the

specified area of research.
 QRI provides all materials, tools, and equipment required for the clinical testing.
 QRI and RMZ staff meet monthly, and progress reports are provided.
 RMZ retains all ownership rights to the drug.
 RMZ can cancel the contract at any time, giving QRI 60 days’ notice.
 QRI agrees to provide RMZ with all data collected from the clinical tests, and RMZ retains

ownership of it.
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Clinical Primary 

 Total   Testing Research  
(4 in-house 

 and 1 by QRI)  
 

 Principal research scientists (Note 1)  $ 380,000  $   152,000  $ 228,000  
Research scientist supervisor (Note 2) 750,000  600,000  150,000 

 Senior scientists (Note 3)  1,200,000  960,000  240,000  
Lab technicians (Note 4) 1,800,000  1,260,000   540,000  

 Direct materials (Note 5)  668,400  350,000  318,400  
Small tools and equipment (Note 6) 360,000  210,000  150,000  
Depreciation on equipment (Note 7) 560,000  280,000  280,000  
Payments to QRI  

 

900,000  900,000  0 
6,618,400  4,712,000   1,906,400  

 
Less: amount capitalized to development costs  
Total expense  
Administrative costs (Note 8) 
 

(1,190,000)    (1,190,000) 0 
5,428,400  $ 3,522,000  $1,906,400  
1,010,000  

   $ 6,438,400    
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

Costs in the R&D Division and Their Allocation 

Notes: 

1. Two scientists, at a salary of $190,000 each. Allocated based on time spent.
2. Five supervisors, at a salary of $150,000 each. Allocated one supervisor per drug tested in

clinical, and one in primary research.
3. Ten scientists, at a salary of $120,000 each. Allocated two senior scientists per drug tested in

clinical, and two in primary research.
4. Forty technicians, at a salary of $45,000 each. Allocated seven lab assistants per drug tested

in clinical, and twelve in primary research.
5. Based on actual costs, and on number of doses of drug required during the clinical trials.
6. Based on actual usage of tools and equipment.
7. 50% to each area.
8. Based on a fixed percentage of total costs.
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

New Vitamin Supplements 

The marketing department has collected information on a possible new product line: vitamin 
supplements that can be marketed to cancer patients. Research indicates improved health by 
taking higher amounts of certain vitamin and mineral supplements after treatments.  

RMZ will use higher-quality ingredients than are currently used on the market. A cost estimate for 
manufacturing 400,000 bottles, excluding start-up costs, is as follows: 

Direct materials $ 870,000 
Direct labour  610,000 
Variable manufacturing overhead  250,000 
Fixed manufacturing overhead  790,000 
Sales commission 650,000 
Fixed selling and administrative costs 350,000 

$ 3,520,000 

Similar products sell for $10 per bottle, with expiry dates of 12 months. We are considering three 
demand-based pricing strategies, with estimated sales volumes as follows: 

Year 1 Year 2 and Following Years 

Price per Bottle 
# Bottles Sold 

Annually Price per Bottle 
# Bottles Sold 

Annually 
Strategy 1 $ 9.50 200,000 $10.20 700,000 
Strategy 2 $ 9.00 400,000 $ 9.00 800,000 
Strategy 3 $11.00 100,000 $11.00 600,000 

This industry is very competitive and the demand curve is elastic. Competitors are trying to 
increase market share by enhancing their products, making them more specialized for certain age 
segments or to treat certain ailments. The market for vitamin supplements is in the mature stage. 
However, the product life cycle for supplements targeted to cancer patients is in its growth phase. 
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

E-mail from Hannah Baldwin, Board Member

From: Hannah@StarVC.ca 
To: Francine.Robillard@RMZ.ca 
Date: January 22, 2021 
Subject: Packaging 

Hi Francine, 

I am excited about a quality management methodology that we have implemented at one of Star’s 
other pharmaceutical companies. It was built on five principles:  

1. What the customer finds important should always be the focus.
2. To achieve high quality, top-level management must be involved and committed.
3. Management must have a clear definition of quality, and understand the risks of the lack

of quality.
4. Quality control must be done on a continuous basis.
5. Suppliers must be involved in quality management.

Perhaps RMZ should apply these principles to the packaging issues that have been raised by its 
customers. 

Also, I question whether RMZ’s current organizational structure makes sense. RMZ’s board 
appears to be doing everything! Is that the best way to manage the company? 
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APPENDIX VII (continued) 
PERFORMANCE MANAGEMENT – ADDITIONAL INFORMATION 

Packaging Complaints 

The following chart shows the breakdown of customer complaints: 

             

 

     

   

     

 

           

Packaging Complaints 

Storage requirements not noted 

Difficult to open 

Expiry date not legible 

Dosage unclear 

‐ 1,000 2,000 3,000 4,000 5,000 6,000 7,000 

Number of complaints 2020 Number of complaints 2019 

Other information is as follows: 
 Quality control on the medication is performed as required.
 To remain effective, RMZ’s medications must be stored out of direct light and in a dry location.
 RMZ made changes to the package size, shape, and label font, as suggested by the marketing

department.
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TAXATION ROLE 
ADDITIONAL INFORMATION 

Copyright © 2021 Chartered Professional Accountants of Canada. All rights reserved. 
(CONTINUED ON PAGE 47) 



 

 
 

 

 
  

    

     
  

     
    

  
    

 
 

 

Capitalized 
Manufacturing Other Development 

(continued) Equipment Equipment Costs Total

Opening balance  $15,741,230 $8,027,380 $1,585,000  $36,787,700 
Additions 245,900 1,810,000 6,854,830 
Transfers  0 
Disposals (548,230)   (548,230) 
Amortization (2,253,490)  (1,084,110) (120,000) (5,211,500) 
 
Closing balance   $12,939,510 $7,189,170  $3,275,000    $37,882,800 
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APPENDIX VII 
TAXATION – ADDITIONAL INFORMATION 

Capital Asset Continuity for 2020 

Gloucester Pendrell

Land Building 
Investment 

Property Land Building 

Opening balance $ 567,800 $1,867,900 $ 0 $1,030,180 $ 7,968,210 
Additions 4,798,930
Transfers (567,800) (1,867,900) 2,435,700
Disposals 
Amortization (1,753,900)

Closing balance  $ 0 $ 0 $2,435,700 $1,030,180 $11,013,240 

Disposal of the manufacturing equipment is made up of the following three items: 

Equipment ID # Original Cost Net Book Value Proceeds Gain (Loss) 
8763    $2,587,200  $176,200 $ 0 $(176,200) 
9602 210,000 137,000 272,230 135,230 
5470 698,000 235,030 20,000 (215,030) 

Total    $3,495,200  $548,230 $292,230 $(256,000) 
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APPENDIX VII (continued) 
TAXATION – ADDITIONAL INFORMATION 

Undepreciated Capital Cost (UCC) 

Class Description
UCC Balance, 
Dec. 31, 2019 

Class 1 (4%) Gloucester building $ 2,158,910 
Class 1 (4%) Pendrell building $ 7,562,300 
Class 8 Furniture, equipment, and tools $ 6,289,400 
Class 12 Computer software and small tools $ 15,980 
Class 44 Patents $ 5,745 

Class 50 Computer equipment and software $ 14,960 
Class 53 Manufacturing and processing equipment $ 2,423,000 

Other Tax Balances 

Item Date Amount
ERDTOH Dec. 31, 2019 $ 0 
NERDTOH Dec. 31, 2019 $ 0 

Capital dividend account Dec. 31, 2019 $ 568,000 

Scientific research expenditures deducted 
per financial statements (includes amounts 
recorded in cost of goods sold) 

Fiscal year ended Dec. 31, 2020 $ 7,300,000 

Allowable deduction for SR&ED pool 
expenditures 

Taxation year ended Dec. 31, 2020 $ 5,400,000 

SR&ED investment tax credit available Taxation year ended Dec. 31, 2020 $ 810,000 
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APPENDIX VII (continued) 
TAXATION – ADDITIONAL INFORMATION 

Additional Information from 2020 Financial Statements 

General and administration expense includes the following: 

Software expensed $465,000 
Meals and entertainment $810,000 
Fitness club dues for employees $240,000 

Selling and marketing expenses also include $2.5 million of meals and entertainment. 
Depreciation and amortization deducted in the calculation of net income was $5,211,500. 

Included in interest income is $2,250 related to the loan receivable from an employee. The rest 
of the interest income was earned on passive investments. 

PP&E Tracking System 

RMZ uses an Excel spreadsheet to track its PP&E. When a new item is purchased, it is entered 
into the spreadsheet, along with related information.  

An extract from the spreadsheet is as follows: 

ID # Type 
Purchase 

Date Supplier Inv. # 
Purchase 

Price 
Depreciation 

Method 
Annual 

Depreciation 

Accumulated 
Depreciation, 
Dec. 31, 2020 

10689 Desk Nov. 3, 2019 Davidsons 
Office Supply 

4580 $1,056.00 SL1, 10 years $105.60 $114.40 

10690 Tablet 
Friability 
Tester 

Nov. 5, 2019 Pharma 
Equipment 
Supplier  

671 $2,905.00 SL, 5 years $581.00 $629.42 

10691 Heat 
Sealer 

Nov. 15, 2019 AGA 
Manufacturing 
Equipment 

2009 $2,390.00 SL, 7 years $341.43 $369.75 

1 SL= straight-line 
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APPENDIX VII (continued) 
TAXATION – ADDITIONAL INFORMATION 

Francine’s Ownership in Various Companies 
  
Rob is Francine’s brother, Ellie is Francine’s cousin, and Elizabeth is Francine’s 25-year-old  
daughter. All shareholders, including Francine, are Canadian residents, and each corporation  
only has one class of shares. The ownership of the corporations is as follows: 

Each corporation has a December 31 taxation year end. Information for the December 31, 2020 
taxation year end is as follows: 

Taxable Capital of the Prior 
Year 

(All Employed in Canada) 
Active Business 

Income Taxable Income 
Zora Inc. $10,200,000 $120,000 $690,000 
Zora’s Retail Inc. $ 3,800,000 $360,000 $295,000 
Hip Hop Inc. $10,780,000 $490,000 $520,000 
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APPENDIX VII (continued) 
TAXATION – ADDITIONAL INFORMATION  

From: Harry.Zhang@RMZ.ca 
To: Carole.Denis@RMZ.ca 
Date: March 2, 2020 
Subject: Loan 

I want to confirm your loan arrangements. RMZ will provide you with a loan of $600,000, to be 
used to start your spouse’s new business at your new location. Interest of 0.5% will be payable 
annually on March 31, starting in 2021. The loan will mature on March 31, 2025, when the full 
amount will become due. As agreed, we will advance this loan to you on your start date of 
April 1, 2020. 

From: Harry.Zhang@RMZ.ca 
To: Carole.Denis@RMZ.ca 
Date: April 1, 2020 
Subject: Benefits 

You might be asked to work overtime on an infrequent basis. If you work at least 
two hours of overtime, we will pay you $20 for a meal.  

We will also pay for an annual fitness club membership for you.  
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APPENDIX VII (continued) 
TAXATION – ADDITIONAL INFORMATION  

From:  Harry.Zhang@RMZ.ca  
To:  Carole.Denis@RMZ.ca 
Date:  April 6, 2020 
Subject:  Re: Moving expenses  

Thank you, Carole. We will issue a cheque on April 22, 2020, to reimburse you for all these moving 
costs. 

From: Carole.Denis@RMZ.ca 
To: Harry.Zhang@RMZ.ca 
Date: April 4, 2020 
Subject: Moving expenses 

Attached are my receipts for the following moving costs: 

Airfare for Carole $950 

Airfare for Frank (spouse) $950 
Moving company fees $2,100 

Hotel for three nights $1,300 
Meals for Carole $560 
Meals for Frank $610 

Selling costs of old home $25,000 
Legal fees for new home purchase $2,780 

Loss on sale of old home $51,000 

Please accept this email as confirmation that I relocated 500 km from my old home to accept 
this job. 
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End of Examination 
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   2020 2021 
Maximum depreciable cost — Class 10.1 

 Maximum depreciable cost — Class 54 
 Maximum monthly deductible lease cost 

 Maximum monthly deductible interest cost 
 Operating cost benefit — employee 

$30,000 + sales tax 
$55,000 + sales tax 

$800 + sales tax 
 $300 

28¢ per km of personal 

 
 
 
 
 

$30,000 + sales tax 
$55,000 + sales tax 

$800 + sales tax 
 $300 

27¢ per km of personal 
 use  use 

Non-taxable automobile allowance rates    
 — first 5,000 kilometres 

 — balance 
 59¢ per km 
 53¢ per km 

 
 

59¢ per km 
53¢ per km 

 

    

 

 If taxable income is between  Tax on base amount Tax on excess 
$0   and  $48,535  $0 15% 

$48,536   and  $97,069  $7,280 20.5% 
$97,070   and  $150,473  $17,230 26% 

$150,474   and  $214,368  $31,115 29% 
$214,369   and  any amount  $49,644 33% 

 

 If taxable income is between  Tax on base amount Tax on excess 
$0   and  $49,020  $0 15% 

$49,021   and  $98,040  $7,353 20.5% 
$98,041   and  $151,978  $17,402 26% 

$151,979   and  $216,511  $31,426 29% 
$216,512   and  any amount  $50,141 33% 
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CPA COMMON FINAL EXAMINATION REFERENCE SCHEDULE  

1. PRESENT VALUE OF TAX SHIELD FOR AMORTIZABLE ASSETS 
 

Present value of total tax shield from CCA for a new asset acquired after November 20, 2018
 

 
 .  

= 
 

  

 
Notation for above formula: 
C = net initial investment  
T = corporate tax rate  
k = discount rate or time value of money 
d = maximum rate of capital cost allowance 

 
2. SELECTED PRESCRIBED AUTOMOBILE AMOUNTS  

3. INDIVIDUAL FEDERAL INCOME TAX RATES 

For 2020

For 2021 
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 2020 2021
 Basic personal amount, and spouse, common-law partner, or $12,298 $12,421  

eligible dependant amount for individuals whose net income for 
 the year is greater than or equal to the amount at which the 

33% tax bracket begins 
 Basic personal amount, and spouse, common-law partner, or 13,229 13,808

eligible dependant amount for individuals whose net income for 
the year is less than or equal to the amount at which the 29% 

 tax bracket begins 
 Age amount if 65 or over in the year  7,637  7,713 

Net income threshold for age amount  38,508  38,893 
Canada employment amount  1,245  1,257 

 Disability amount  8,576  8,662 
 Canada caregiver amount for children under age 18  2,273  2,295 

 Canada caregiver amount for other infirm dependants age 18 7,276 7,348
or older (maximum amount) 

 Net income threshold for Canada caregiver amount  17,085  17,256 
Adoption expense credit limit  16,563  16,729 

 
Other indexed amounts are as follows: 

 2020 2021
 Medical expense tax credit — 3% of net income ceiling  $2,397  $2,421 

 Annual TFSA dollar limit  6,000  6,000 
RRSP dollar limit  27,230  27,830 
Lifetime capital gains exemption on qualified small business 883,384 892,218  

 corporation shares 

  

  

  

  

 

 

Year  Jan. 1 – Mar. 31 Apr. 1 – June 30  July 1 – Sep. 30  Oct. 1 – Dec. 31 

2021 1   

2020 2 2 1 1

2019 2 2 2 2
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4. SELECTED INDEXED AMOUNTS FOR PURPOSES OF COMPUTING INCOME TAX 
 

Personal tax credits are a maximum of 15% of the following amounts:

5. PRESCRIBED INTEREST RATES (base rates)

This is the rate used for taxable benefits for employees and shareholders, low-interest loans, and other 
related-party transactions. The rate is 4 percentage points higher for late or deficient income tax 
payments and unremitted withholdings. The rate is 2 percentage points higher for tax refunds to 
taxpayers, with the exception of corporations, for which the base rate is used.  
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6. MAXIMUM CAPITAL COST ALLOWANCE RATES FOR SELECTED CLASSES 
 

Class 1……………………… 4% for all buildings except those below 
Class 1……………………… 6% for buildings acquired for first use after March 18, 2007  

and ≥ 90% of the square footage is used for non-residential 
activities 

Class 1……………………… 10% for buildings acquired for first use after March 18, 2007  
and ≥ 90% of the square footage is used for 
manufacturing and processing activities  

Class 8……………………… 20%  
Class 10……………………. 30%  
Class 10.1………………….. 30%  
Class 12……………………. 100%  
Class 13……………………. n/a Straight line over original lease period plus one renewal 

period (minimum 5 years and maximum 40 years) 
Class 14……………………. n/a Straight line over length of life of property 
Class 14.1………………….. 5% For property acquired after December 31, 2016  
Class 17……………………. 8%  
Class 29……………………. 50% Straight-line  
Class 43……………………. 30%  
Class 44……………………. 25%  
Class 45……………………. 45%  
Class 50……………………. 55%  
Class 53……………………. 50%  
Class 54……………………. 30%  
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