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(SUGGESTED SOLUTIONS) 
Name:       ID#:      

 
Instructions: 

• Write your name and student ID number above. Display your student ID on your desk during the exam. 
• Turn off all cell phones. 
• This examination “SUGGESTED SOLUTION” comprises 6 questions over 21 numbered pages.  
• Answer all questions in this booklet.\ 
• The booklet is not to be removed from the examination room.  You may not separate the pages.   
• Do not answer questions using a pencil or erasable pen: if you do you will forfeit your right to request a 

review of your exam.  
• Limit your answer to the space provided.  Blank space for rough work and supporting calculations are 

given at the end of each question. All supporting calculations must be shown. 
• This exam will be marked out of 100 marks (for convenience) and is 2.5 hours long. You should budget 

approximately 1.8 minutes per mark. The exam is worth 35% of the overall course mark. 
• Please do not ask the invigilator or the professor any questions, as they will not be answered. State  

reasonable assumptions, if you feel they are necessary. 
• Present value tables are provided on pages 19 and 21. 
• Language (non-electronic) dictionaries are allowed but only after permission has been given by the 

proctors at the start of the examination. 
• You must sign the Statement of Academic Integrity on page 2 of this exam. 
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Statement of Academic Integrity 
The Telfer School of Management does not condone academic fraud, an act by a student that may 
result in a false academic evaluation of that student or of another student. Without limiting the 
generality of this definition, academic fraud occurs when a student commits any of the following 
offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries 
or other study aid unless an explicit written note to the contrary appears on the exam, to have in 
his/her possession cameras, radios (radios with head-sets), tape recorders, pagers, cell phones, or 
any other communication device which has not been previously authorized in writing.  
 
Statement to be signed by the student: 
I have read the text on academic integrity and I pledge not to have committed or attempted to 
commit academic fraud in this examination. 
 
Signed:______________________________________   
 
Note: an examination copy or booklet without that signed statement will not be graded and will 
receive an exam grade of zero.  
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QUESTION 1 (11 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
(a) Since 2011 Canada has employed a two-tiered system for determining standards for private versus 

public companies.  Private companies may follow ASPE as prepared by the AcSB, and public 
companies have to follow IFRS. Private companies are allowed to use IFRS if they choose. 

 
Required (your writing must be legible in order to be marked) 
Provide two arguments in favour of, and two arguments against, this type of system where there are 
two sets of accounting standards for Canada’s private and public companies.  (2 marks) 

 
 Arguments in favour: 

1  
 
 
 

2  
 
 
 

 
Arguments against: 
1  

 
 
 

2  
 
 
 

 
For many years there has been a discussion of whether or not one single set of standards could really meet all the needs of 
businesses and users.   Finally, after years of debate, the AcSB has decided that it is best to have two sets of standards – one for 
publicly accountable enterprises (PAE’s) and one for non-publicly accountable enterprise (non-PAE’S). 

 
The arguments for having a two-tiered system are as follows: (adapted from:  “Private Matters”, by Jeff Buckstein, CA 
Magazine, May 2009) 
 
1. The users of non-PAE’s financial statements are primarily the owner/managers, the bank and the tax authorities.   A large 

set of users for PAE’s financial statements are external users – potential investors. The needs of these users are very 
different.  A two-tiered system allows the standards to be developed with specific user groups in mind. 

2. PAEs that are usually involved in global businesses and will be following global accounting standards.  Since most 
private companies do not do business globally, there is no need for global standards to be used.  A made-in Canada 
solution is better. 

3. Historically, GAAP has allowed differential reporting which allowed private companies to follow more simplified 
standards if the shareholders unanimously agreed.  These options have now been incorporated into the ASPE.   

4. Some of the standards are not relevant for private companies and these can be eliminated.  Sections pertaining to earnings 
per share and interim reporting, for example are often not relevant for private companies where the company’s shares are 
closely held.  

5. Private companies are usually not involved in complex transactions that require complex accounting standards.  In these 
cases, sections can be simplified to meet the needs specifically for private companies(or example, financial instruments 
and income taxes).  The complexity and disclosure requirements of these sections that is required for PAE’s are not 
relevant for private companies. 

6. Disclosure requirements are significant for PAE’s given that market analysts want a lot of information.  But for private 
companies, the main users are the bank and leasing companies who do not need a lot of this information.  Disclosure is 
costly to prepare.  Therefore, with ASPE, the amount of disclosure can be greatly reduced reducing the cost of preparing 
financial statements. 
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QUESTION 1 (11 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 

   
7. The corporate structure of non-PAE’s is also more simple, usually only consisting of one company, or maybe a few.  

So the complexities of standards related to consolidations are not really required.  More simple accounting 
treatments can be adopted for private companies. 

 
8. In many areas of the standards, there will be few changes, so IFRS and ASPE will have many similarities. 

 
Arguments against a two–tiered system: 
 

(a) Over time, there is a risk that the two systems will really diverge and become very different.  This will make it 
difficult for professionals to learn and know two sets of accounting standards. 

(b) It is costly to have two sets of standards that must be maintained and updated regularly by the standard setting boards. 
(c) CFOs working in private companies may not be able to move easily to public companies, since they will not be 

familiar with the reporting and disclosure requirements.   
(d) For professionals preparing financial statements – it may also be difficult to move from private companies to public 

companies. 
(e) What about large private companies that operate similarly to a PAE?  Are their needs really different?  Many would 

argue that the needs and reporting requirements are the same.  So at what point does a non-PAE move from ASPE to 
IFRS? 

(f) It might be difficult for a private company to go public or raise capital from other sources given that their historical 
financial statements will be prepared on a more simplified basis. 

 
 
(b) Provide the IFRS definition of fair value. (2 marks) 

“the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date.” [fair value is a market-based 
measure, not an entity-based measure]. 

 
(c) Your textbook lists ‘three essential characteristics’ of an asset.  What are they? (3 marks) 

1  
 

2  
 

3  
 

 
1 There is some economic benefit to the entity. 
2 The entity has control over the benefit. 
3 The benefits result from a past transaction. 

 
(d) Define expenses. (2 marks) 

 
Expenses are decreases in economic resources (either by outflows or reductions of assets or by the 
incurrence of liabilities) that result from the entity’s ordinary revenue-generating activities. 
 

(e) Define losses. (2 marks) 
 

Losses are decreases in equity (net assets) from an entity’s peripheral or incidental 
transactions/activities and from all other transactions and other events and circumstances affecting 
the entity during a period, except those decreases in equity (net assets) that result from expenses or 
distributions to owners. 
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QUESTION 2 (9 marks) 
 
The trial balance and the other information for the consulting engineers BlueBell Consulting Limited 
follow:  
 

BLUEBELL CONSULTING LIMITED 
Trial Balance 

December 31, 2014 
 Debit Credit 
Cash $83,700
Accounts receivable 81,100
Allowance for doubtful accounts $750
Supplies 1,960
Prepaid insurance 0
Equipment 85,000
Accumulated depreciation - equipment 6,250
Notes payable 7,200
Common shares 35,010
Retained earnings 161,100
Service revenue 100,000
Rent expense 9,750
Salaries and wages 28,500
Insurance expense 18,500
Utilities expense 1,080
Miscellaneous expense 720
 $310,310 $310,310

 
Additional information:  

1. Fees received in advance from clients were $6,900. 
2. Services performed for clients that were not recorded by December 31 were $7,300. 
3. Bad debt expense for the year was $6,300. 
4. Insurance expense included a premium paid on December 31 in the amount of $6,000 for the period 

starting on January 1, 2015. 
5. Equipment, net of accumulated depreciation, is being depreciated at 9% per year. 
6. As part of its borrowing arrangements BlueBell issued a 90-day, 12% note for $7,200 on December 

1, 2014. 
7. Rent is $750 per month. The rent for 2014 and for January 2015 has been paid by BlueBell. 
8. Salaries and wages earned but unpaid at December 31, 2014, were $2,510. 
9. At December 31, 2014 BlueBell declared dividends of $80,000 for payment on February 1, 2015. 

Required 
From the trial balance and the additional information given, prepare annual adjusting entries as at December 
31, 2014. 
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QUESTION 2 (9 marks) (continued) 
 

(a) -1- 
 Service Revenue ..................................................................... 6,900  
  Unearned Revenue .......................................................  6,900 
    
 -2- 
 Accounts Receivable .............................................................. 7,300  
  Service Revenue ...........................................................  7,300 
    
 -3- 
 Bad Debt Expense .................................................................. 6,300  
  Allowance for Doubtful Accounts ..............................  6,300 
    
 -4- 
 Prepaid Insurance ................................................................. 6,000  
  Insurance Expense .......................................................  6,000 
    
 -5- 
 Depreciation Expense—Equipment ....................................... 7,088  
  Accum. Depr. —Equipment ..........................................     7,088 
            ($85,000-6,250) x 9%   
 -6- 
 Interest Expense ...................................................................... 71  
  Interest Payable ..............................................................  71 
      ($7,200 X 12% X 30/365)   
    
 -7- 
 Prepaid Rent ............................................................................ 750  
  Rent Expense ..................................................................  750 
    
 -8- 
 Salaries and Wages Expense ............................................... 2,510  
  Salaries and Wages Payable .......................................  2,510 
    
    
                                                 -9-   
 Retained Earnings ................................................................ 80,000  
         Dividends Payable ........................................................  80,000 
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QUESTION 3 (18  marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (4 marks) 
Environmental Corporation specializes in the production and sale of eco-friendly packaging. In 2014, 
Environmental reported net income (earnings) in excess of analysts’ expectations. This included a significant 
gain on sale of investment in the year and lower depreciation expense due to the company’s change from the 
declining balance method (used by competitors) to the straight-line method for depreciating its equipment.  
 
Required 
Answer the following questions based only on the information provided. Your writing must be legible in 
order to be marked. 
 
(a) From the perspective of an investor, does Environmental have high-quality earnings? Explain your 

answer. (2 marks) 
(b) Will the earnings reported by Environmental be discounted in the capital markets? Explain your 

answer. (2 marks) 
 

i. From the perspective of an investor, the earnings reported by Environmental appear to be of 
lower quality. The company’s net income includes a significant gain on sale of investments, 
which means that earnings do not reflect primarily the earnings generated from ongoing core 
business activities. Environmental also changed from the declining balance method to the 
straight line method for depreciation of its equipment (which is non-typical for companies in 
the industry). According to GAAP, the depreciation method must reflect the pattern in which 
the economic benefits are expected to be consumed. Unless Environmental’s pattern of use of 
the equipment is better reflected by the straight line method, the measurement of equipment 
(net) and depreciation expense may be biased. 

 
ii. The earnings reported by Environmental will likely be discounted by the capital markets. 

Financial statement users including investors and analysts will likely note that the company’s 
net income included a significant gain generated from non-core business activities, and lower 
depreciation expense as a result of change to a depreciation method which may be biased. As a 
result, content of the earnings reported appears to be lower quality, and the capital markets 
will likely discount the earnings reported. 
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QUESTION 3 (18  marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (14 marks) 
Butchart Corporation was incorporated and began business on January 1, 2014. It has been successful and 
now requires a bank loan for additional working capital to finance an expansion. The bank has requested an 
audited income statement for the year 2014 using IFRS.  
 
The accountant for Butchart Corporation provides you with the following draft income statement. She tells 
you that the draft statement contains errors and needs your assistance in correcting the statement before its 
submission to the bank. 
 

 Butchart Corporation 
 Income Statement 

  
Sales revenue   $850,000
Dividend revenue   32,300
Gain on recovery of insurance proceeds from earthquake loss 
(unusual) 

  27,300

Unrealized holding gain on fair value-OCI investments   5,000
   914,600
Less:   
   Selling expenses $100,000  
   Cost of goods sold 510,000  
   Advertising expense 13,700  
   Loss on inventory due to decline in NRV 34,000  
   Loss on discontinued operations 48,600  
   Administrative expenses 73,400  779,800
Income before income taxes   134,800
Income tax   33,700

Net income   $101,100
 
Butchart had 100,000 common shares outstanding during the year.  Butchart accounts for its investments 
in accordance with IFRS 9. 
 
Required 
Prepare a revised single-step statement of comprehensive income in good form.  
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QUESTION 3 (18  marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (14 marks) (continued) 
 

Butchart Corporation 
Statement of Comprehensive Income 

For the Year Ended December 31, 2014 

Revenues & Gains  
 Sales revenue $850,000 
 Dividend revenue 32,300 
     Gain on recovery of earthquake loss 27,300 
 Total revenues & gains  909,600 
Expenses & Losses  
 Cost of goods sold   510,000 
 Selling expenses ($100,000 + $13,700) 113,700 
 Administrative expenses    73,400 
 Loss on inventory due to decline in NRV    34,000 
 Total expenses & losses  731,100 
Income from continuing operations before income tax  

 178,500 
Income tax* 44,625 
Income from continuing operations  133,875 
Discontinued operations  
 Loss from operations, (net of income tax recovery 

of $12,150)** 
 

    36,450 
Net income     97,425 
Other comprehensive income  
Items that may be reclassified subsequently to net 
income or loss: 

 

 Unrealized holding gain, (net of tax of  
  $1,250) 

 
     3,750 

Comprehensive income  $101,175 
 
Earnings per share:  
 Income from continuing operations   $1.34 a 
 Discontinued operations  (0.36) b 
 Net income   $0.98 c 
 
 *  The income tax rate is inferred as 25% by comparing the income tax expense to the income 

before income tax = $33,700 / $134,800. 
**  $12,150 = $48,600 X 25%.  
a  $133,875 / 100,000 shares 
b ($36,450) / 100,000 shares  
c  $97,425 / 100,000 shares 
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QUESTION 4 (21  marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (6 marks) 
 
Pluto Inc. prepares financial statements in accordance with IFRS and uses the following headings on its 
statement of financial position: 

1. Current assets 
2. Long-term investments 
3. Property, plant, and equipment 
4. Intangible assets 
5. Other assets  
6. Current liabilities 
7. Long-term liabilities 
8. Share capital 
9. Contributed surplus 
10. Retained earnings 
11. Accumulated other comprehensive income 

Required 
Indicate by number how each of the following should usually be classified. If an item does not need to be 
reported at all on the statement of financial position, use the letter X.  
 

Prepaid insurance 1. 
Investment in associate 2. 
Unearned subscriptions revenue 6. or 7. 
Advances to suppliers  1. 
Unearned rent revenue 6. 
Copyrights 4. 
Petty cash   1. 
Sales and tax payable 6. 
Accrued interest on notes receivable 1. 
Twenty-year issue of bonds payable that will mature the next 
year (no sinking funds exist, and refunding is not planned) 6. 

Machinery retired from the use and reclassified as held for sale 1.* 
Fully depreciated machine still in use 3. 
Investment in bonds that will be held until maturity in two 
years 2. 
Accrued interest on bonds payable 6. 
Salaries that the company budget shows will be paid to 
employees within the next year X. 
Accumulated depreciation related to equipment  3. 
Accumulated unrealized gains on securities accounted for 
under the fair value through OCI model 11. 
Bank demand loan    6. 
Land held for speculation 2. 

* Under IFRS, a non-current asset may be reclassified as a current asset when it meets the criteria 
to be classified as held for sale. 
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QUESTION 4 (21  marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (15 marks) 
 
A comparative statement of financial position for TailWind Corporation follows: 
 

TailWind Corporation 
Statement of Financial Position 

 December 31 
 2014 2013 
Assets   
Cash $65,000 $29,000
Accounts receivable 87,000 59,000
Inventory 233,000 181,000
Investments in shares (fair value through OCI) 63,000 84,000
Land 65,000 103,000
Equipment 390,000 430,000
Accumulated depreciation - equipment  (117,000) (86,000)
Goodwill 224,000 273,000
    Total $1,010,000 $1,073,000
  
Liabilities and Shareholders’ Equity  
Accounts payable $12,000 $51,000
Dividends payable 15,000 32,000
Notes payable 320,000 435,000
Common shares 265,000 125,000
Retained earnings 388,000 384,000
Accumulated other comprehensive income 10,000 46,000
    Total $1,010,000 $1,073,000
 
 
Additional information: 

1. Goodwill impairment loss was recorded in the year to reflect a decrease in the recoverable amount of 
goodwill. No goodwill was purchased or sold in the year. 

2. Dividends on common shares of $32,000 and $15,000 were declared in December 2013 and 
December 2014, respectively. The 2013 dividend was paid in January 2014 and the 2014 dividend 
was paid in January 2015. Dividends paid are treated as financing activities. 

3. On December 31, 2014, equipment with an original cost of $40,000 and accumulated depreciation to 
date of $12,000 was sold for proceeds of $21,000. No equipment was purchased in the year. 

4. Fair value-OCI investments were purchased in July 2014 for a cost of $15,000. By December 31, 
2014, the fair value of TailWind’s portfolio of fair value-OCI investments decreased to $63,000. No 
fair value-OCI investments were sold in the year. 

5. In March 2014, a plot of land was purchased for future construction of a plant site. In November 
2014, a different plot of land with original cost of $86,000 was sold for proceeds of $95,000. 

6. In April 2014, notes payable amounting to $140,000 were retired through issuance of common 
shares. In December 2014, notes payable amounting to $25,000 were issued. 

7. Net income for the fiscal year ending December 31, 2014 was $19,000. 

Required  
Prepare a complete statement of cash flows in good form using the indirect method for cash flows from 
operating activities.  
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Question 4 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (15 marks) (continued) 
 

TailWind Corporation 
Statement of Cash Flows 

For the Year Ended December 31, 2014 
 
Cash flows from operating activities 
 Net income   $19,000 
 Adjustments to reconcile net income to 
  net cash provided by operating activities: 
   Depreciation expense (Note 1) $43,000 
   Loss on sale of equipment (Note 2)  7,000 
   Gain on sale of land (Note 3) (9,000) 
   Impairment loss-Goodwill (Note 5) 49,000 
   Increase in accounts receivable  (28,000) 
   Increase in inventory (52,000) 

   Decrease in accounts payable   (39,000)  (29,000) 
  Net cash used by operating activities    (10,000)  
 
Cash flows from investing activities 
 Purchase of Fair Value-OCI investments (15,000) 
 Proceeds from sale of equipment 21,000 
 Purchase of land (Note 4)   (48,000) 
 Proceeds from sale of land  _95,000 
  Net cash provided by investing activities   53,000 
 
Cash flows used by financing activities 
 Payment of cash dividends  (32,000) 
 Issuance of notes payable _25,000 
  Net cash used by financing activities   _(7,000) 
Net increase in cash   36,000 
 
Cash at beginning of year     29,000 
Cash at end of year   $65,000 
 
Note: During the year, TailWind retired $140,000 in notes payable by issuing common shares. 
 
Note 1: Solve for X, where $86,000 – $12,000 + X = $117,000 
Note 2: $21,000 – ($40,000 – $12,000) 
Note 3: $95,000 – $86,000 
Note 4: Solve for X, where $103,000 + X – $86,000 = $65,000 
Note 5: $273,000 – $224,000 
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QUESTION 5 (17 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (12 marks) 
Kelly Construction Ltd. Has entered into a contract in February 2014 to build two warehouses for Pacific 
Structures Ltd. The contract has a fixed price of $9.5 million. The following data are for the construction 
period:    
 

 2014 2015 2016 
Cash collected to date $3,100,000 $7,250,000 $9,350,000
Progress billings to date 3,500,000   7,600,000   9,500,000
Costs incurred on the contract 
during the year 

 
3,825,000

 
4,675,420

 
 1,149,580

Estimated costs to complete 4,675,000   899,580        -0-
 
Based on the above information Kelly Construction’s controller prepared the following schedule for the 
construction period:   

 2014   2015           2016 

Contract price:   9,500,000  9,500,000  9,500,000 

Costs:      

Opening balance of costs 0  3,825,000  8,500,420

Costs incurred during year 3,825,000  4,675,420  1,149,580

Costs incurred to date   3,825,000  8,500,420  9,650,000 

Estimated costs to complete 4,675,000  899,580  0 

Total estimated costs   8,500,000  9,400,000  9,650,000 

      

Percentage complete   45.00%  90.43%  100.0%
      

 
Required (show all supporting calculations) 
Under the earnings approach for Kelly Construction Ltd:  
(a) Complete the following table (6 marks): 
 

 2014 2015 2016 

Revenue to date  4,275,000 *8,590,850 9,500,000

Less previous revenue   (4,275,000) (8,590,850)

Revenue for the year **** 4,275,000 4,315,850 909,150
Construction expense for year 
*****  3,825,000 **4,675,420 1,149,580

Gross profit for the year   $450,000 $(359,570) ***$(240,430)
Cumulative gross profit for 2014 & 
2015 $90,430 
Cumulative gross profit for 2014, 
2015, & 2016 ($150,000) 

Items in red in the above table are not required in your answer and are provided for explanation 
purposes. 
     *8,590,850  =   9,500,000 x 90.43% 
  ** 4,675,420  =  4,315,850 + 359,570.   
         359,570 =  (9,500,000-9,400,000)x90.43% - 450,000 = 90,430 - 450,000. 
  ***  240,430 = [(9,500,000-9,650,000)x100% - 90,430. 
****9,500,000 =  4,275,000 + 4,315,850 + 909,150 
*****9,650,000 = 3,825,000 + 4,675,420 + 1,149,580. 
 

The amounts above in yellow-shading may differ from your answer because of the typos in the original 
exam question: you were not penalized in the marking of these yellow-shaded items as long as you 
followed the correct process. 

 
(b) Prepare all necessary journal entries for 2016, including the entries to close the contract accounts 

upon completion of the contract, assuming the percentage-of-completion method is used. Do not 
present journal entries for 2014 or 2015. (6 marks)  
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QUESTION 5 (17 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (12 marks) 
 
2015 (NOT ASKED): 
Construction in Process ........................................................  4,675,000  
 Materials, Cash, Payables, etc. ...................................    4,675,000 
 
Construction Expenses ..........................................................  4,675,420  
 Construction in Process . ............................................     359,570* 
 Revenue from Long-term Contracts   4,315,850 

*This is an example of a “Loss in Current Period on a contract that is expected to be profitable upon completion” (see pages 
 341/342), as distinct from a “Loss on an Unprofitable Contract” (see page 342-344 in the text):  

 “1. Loss in current period on a profitable contract: This condition occurs when there is a significant increase in the 
estimated total contract costs during construction but the increase does not indicate that a loss will result once the contract is 
completed*. Under the percentage-of-completion approach method only, the increase in the estimated cost requires an 
adjustment in the current period for the excess gross profit that was recognized on the project in prior periods. The 
adjustment is recorded as a loss in the current period because it is a change in an accounting estimate (discussed in Chapter 
21).”    

Usually, under the completed-contract method, when cost estimates at the end of a given period indicate that an overall 
loss will result once the contract is completed, that entire loss must be recognized in the period the overall loss is 
determinable.  This is not the situation at the end of 2015 in this question: at the end of  2015 there is still no expected 
overall loss expected on this contract because the contractor believes the contract will generate a $100,000 overall 
profit  ($9,400,000 in expected total costs versus $9,500,000 contract price).  
 
Accounts Receivable (7,600,000 – 3,500,000) .....................  4,100,000  
 Billings on Construction in Process ............................    4,100,000 
 
Cash (7,250 – 3,100) .............................................................  4,150,000  
 Accounts Receivable ...................................................    4,150,000 
 
2016: 
Construction in Process ........................................................  1,149,580  
 Materials, Cash, Payables, etc. ...................................    1,149,580 
 
Construction Expenses ..........................................................  1,149,580  
 Construction in Process. .............................................    240,430** 
 Revenue from Long-term Contracts ...........................    909,150 
**Loss to be recognized in 2016 = $150,000 total loss incurred on completion of project ($9,500,000 ‒ 
$9,650,000) less $90,430 cumulative profit recognized as of December 31, 2015 [$90,430 = 90.43% x ($9,500,000 
– $9,400,000 total estimated cost of contract)]. This note is not required in your answer. 
 
Accounts Receivable (9,500,000 – 7,600,000) .....................  1,900,000  
 Billings on Construction in Process ............................    1,900,000 
 
Cash (9,350,000 – 7,250,000) ...............................................  2,100,000  
 Accounts Receivable ...................................................    2,100,000 
  
Billings on Construction in Process ......................................  9,500,000 
 Construction in Process ...............................................   9,500,000 
 
The amounts above in yellow-shading may differ from your answer because of the typos in the original 
exam:  you were not penalized in the marking of these yellow-shaded items as long as you followed the 
correct process. 
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QUESTION 5 (17 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (5 marks) 
Dave Scotland Inc. (DSI) sold inventory to a new customer, Jamali Ltd, on December 20, 2014. Jamali was 
given a significant discount to entice it to switch from its regular supplier. Jamali asked DSI not to ship the 
inventory until January 2, 2015, because Jamali’s warehouse was shutting down for the holidays. DSI agreed 
and decided to leave the inventory on its warehouse shelves with unsold inventory. DSI felt that the shipment 
would be in the way if it was left on the shipping docks and that the shipping department could easily get the 
inventory ready for shipment on January 2. DSI follows IFRS and uses December 31 as its accounting year-
end. 
 
Required  
Under IFRS, in addition to the general revenue recognition criteria, there are specific revenue 
recognition criteria for bill and hold transactions. Apply these specific revenue recognition  criteria when 
discussing whether the Jamali transaction should be booked as a sale on DSI’s 2014 financial statements 
under the earnings approach.  

Under IFRS, in addition to the general revenue recognition criteria (delivery of the goods, 
collectability, measurability), there are specific revenue recognition criteria for bill and hold 
transactions, as follows: 
 
The buyer takes legal title and 

1. Delivery is probable; 
2. Item is on hand, identified, and ready for delivery; 
3. Buyer acknowledges the deferred delivery; and 
4. Payment terms are normal. 

 
If Jamali took legal title to the goods and if the inventory was on hand, identified, and ready for 
delivery on December 31, 2014, under IFRS, an argument could be made to recognize the revenue in 
fiscal 2014. 
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QUESTION 6 (24 marks)  
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (12 marks) 
The following information pertains to Fortini Corporation: 

i. Fortini Corporation had record high sales in 2014. 
ii. Fortini began 2014 with an Accounts Receivable balance of $475,000 and an allowance for Doubtful 

Accounts of $33,000. 
iii. Fortini recognized credit sales during the year of $6,675,000. 
iv. Fortini made monthly adjusting entries equal to 0.5% of each month’s credit sales to recognize bad 

debt expense. 
v. Also during the year Fortini wrote off $35,500 of accounts that were deemed to be uncollectible. 

vi. One customer whose $4,000 account has been written off surprised Fortini management by paying 
the amount in full in late September. 

vii. Including this surprise $4,000 receipt, $6,568,500 cash was collected by Fortini on account in 2014. 
viii. In preparation  for the audited year-end financial statements, Fortini’s controller prepared the 

following aged listing of the receivables at December 31, 2014: 
 

Days Account Outstanding Amount Probability of collection 
Less than 16 days $270,000 97% 
Between 16 and 30 days 117,000 92% 
Between 31 and 45 days 80,000 80% 
Between 46 and 60 days 38,000 70% 
Between 61 and 75 days 20,000 50% 
Over 75 days 25,000 0% 
 $550,000  

 
Required  
(a) Reconcile the 2014 opening balance in Fortini’s Accounts Receivable to the $550,000 ending balance 

on the controller’s aged listing. (4 marks) 
(b) Prepare the adjusting journal entry required to bring Fortini’s Allowance for Doubtful Accounts to its 

proper balance at year end. (8 marks) 

(a)  
      Opening balance                $   475,000 

Credit sales in year       6,675,000 
Accounts written off          (35,500) 
Reinstatement of account collected                       4,000 
Cash collected on account    (6,568,500) 
Ending balance     $   550,000 

 
(b) 
Balance in Allowance for Doubtful Accounts before year-end adjusting entry: 

$33,000 + 33,375* - $35,500 + $4,000 - $25,000 = $  9,875 cr 
 
Correct (“target”) balance of Allowance account             54,860 cr 
Amount needed for adjustment             $44,985 cr 
 
 December 31, 2014 
 Bad Debt Expense 44,985
           Allowance for Doubtful Accounts 44,985
 

$270,000  97%  3%  $8,100 

117,000  92%  8%  9,360 

80,000  80%  20%  16,000 

38,000  70%  30%  11,400 

20,000  50%  50%  10,000 

25,000  0%       

$550,000        $54,860
                                       *33,375 = 0.5% x $6,675,000 
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QUESTION 6 (24 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (12 marks) 
At the beginning of year-1 Tianjin Limited received a $100,000 note in exchange for professional services it 
provided a client. The note bears an 8.00% annual rate of interest and will be repaid at the end of year-3. The 
interest is paid annually, at the end of each year. Tianjin Limited assessed the note receivable's term and risk 
as well as prevailing interest rates before deciding to use 6.00% when valuing the note.  Tianjin uses the 
effective interest rate amortization method.  
 
REQUIRED 
(a) Prepare Tianjin Limited's journal entry to record the receipt of this note receivable. (3 marks) 
(b) Prepare Tianjin Limited's amortization table for this note receivable. (4 marks) 
(c) Prepare Tianjin Limited's journal entries at the end of years 1, 2, and 3. (5 marks) 
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Financial Tables 
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ROUGH WORK 
[this page will not be marked by the examiner] 


