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Final Exam (SUGGESTED SOLUTIONS) 

Intermediate Financial Accounting I 
Winter 2015 

ADM2342 Sections M, N, & P 
 
Name:       ID#:      

 

Instructions 

 Write your name and student ID number above.  

 Indicate your section with an X in the table below. 

 Reminder: it is an offence to have a cell phone or any other communication device in your 
possession during this exam’s three hours.  (see the Statement of Academic integrity on page 2 
of this exam).  

 This examination “SUGGESTED SOLUTION” comprises 5 questions over 23 numbered pages.  

 Answer Question 1’s multiple-choice questions on the SCANTRON sheet provided. 

 Answer Questions 2-5 in this booklet.  

 Booklet is not to be removed from the examination room.  You may not separate the pages.   

 Limit your answer to the space provided.   

 This exam will be marked out of 100 marks for convenience and is 3 hours long. You should 
budget approximately 1.8 minutes per mark. The exam is worth 45% 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 22-23. 

 Language (non-electronic) dictionaries are allowed if permitted by the professor and/or the 
proctor. 

 You must sign the Statement of Academic integrity on page 2 of this exam. 

 At the end of the exam you must sign the “Exam Submission Sheet” as proof that you have 
personally handed this exam to the proctor. 

   

 
 
 
 

 
Question 

 
 

 
Marks  Section X 

1 Ch 1-11 Multiple Choice /18 
 Section M: (Professor Conheady, Monday 11:30-

1:00pm & Thursday 1:00-2:30pm) 
 

2 Ch 8 Inventory /16 
 Section N: (Professor Kerr, Thursday 5:30-

8:30pm) 
 

3 Ch 9 Investments /25 
 Section P: (Professor Conheady, Monday 8:30-

10:00am & Thursday 10:00-11:30am) 
 

4 Ch 10 PP&E /25 
   

5 

 

Ch 11 
PP&E /16 

   

TOTAL  /100    
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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 a final exam grade of zero.  
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QUESTION 1 (18 marks: 1 mark each) 
 
Answer ALL parts to this question on the SCANTRON sheet provided.  Each part is 
independent. The marker will not assess anything you write on this or the following page. 
 
 

The multiple choice Qs have been intentionally 
omitted from the file posted to Brightspace. 
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QUESTION 1 (18 marks: 1 mark each) (continued) 
 
Answer ALL parts to this question on the SCANTRON sheet provided.  Each part is independent. The marker will 
not assess anything you write on this or the previous page. 
 

 

The multiple choice Qs have been intentionally 
omitted from the file posted to Brightspace. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

END OF MULTIPLE CHOICE 
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QUESTION 2 (16 marks) 
Part 1 (7 marks) 

Wagga Wagga Limited, a manufacturer of small tools, provided the following information from its 
accounting records for the year ended December 31, 2014:  
 
Inventory at December 31, 2014 (based on physical count of goods in Wagga Wagga's 
plant,  at cost, on December 31, 2014) 

 
$1,720,000 

Accounts payable at December 31, 2014   1,300,000 
Total current assets   2,680,000 
Total current liabilities   1,550,000 
Net sales (sales less sales returns)   8,550,000 

 

 
Additional information:  

 

SAMPLE.  Included in the physical count were tools billed on December 31, 2014 to a customer FOB 
shipping point. These tools had a cost of $37,000 and were billed (an invoice was sent to 
the customer) on December 30th, 2014 at $57,000. The shipment was on Wagga Wagga's 
loading dock waiting to be picked up by the common carrier. 

 

1.   Goods were in transit from a vendor to Wagga Wagga on December 31, 2014. The invoice 
cost was $51,000, and the goods were shipped FOB shipping point on December 29, 2014. 
Wagga Wagga will sell these items in 2015 for $87,500. These were excluded from the 
inventory count. 

 

2.   Inventory costing $38,000 was sent to an outside processor for plating on December 30, 
2014. This was excluded from the inventory count. 

 

3.   Tools that were returned by customers and awaiting inspection in the returned goods area 
on December 31, 2014, were not included in the physical count. On January 8, 2015, these 
tools, costing $48,000, were inspected and returned to inventory. Credit memos totalling 
$58,000 were issued to the customers on the same date. 

 

4.   Tools shipped to a customer FOB destination on December 26, 2014, were in transit at 
December 31, 2014, and had a cost of $21,000. When it was notified that the customer 
received the goods on January 2, 2015, Wagga Wagga issued a sales invoice to the 
customer for $42,000. These goods were excluded from the inventory count. 

 

5.   Goods with an invoice cost of $27,000 that were received from a vendor at 5:00 p.m. on 
December 31, 2014, were recorded on a receiving report dated January 2, 2015. The goods 
were not included in the physical count, but the vendor’s invoice was included in accounts 
payable at December 31, 2014. 

 

6.   Goods that were received from a vendor on December 26, 2014, were included in the 
physical count. However, the vendor invoice of $56,000 for these goods was not included 
in accounts payable at December 31, 2014, because the accounts payable copy of the 
receiving report was lost. 

 

7.   On January 3, 2015, a monthly freight bill in the amount of $7,000 was received. The bill 
specifically related to merchandise purchased and received in December 2014, and half 
of this merchandise was still in the inventory at December 31, 2014. The freight charges 
were not included in either the inventory account or accounts payable at December 31, 
2014. 

 

 
Required 

Using the table provided prepare a schedule of adjustments to the initial amounts in Wagga Wagga's
accounting records as at December 31, 2014. Show separately the effect, if any, of each of the seven
transactions on each of the December 31, 2014 amounts. If the transaction has no effect on an initial 
amount that is shown, write “NONE.” 
 

  

 
 
 
 



Winter 2015 ADM2342 Final Exam Suggested Solutions 6/23    
All materials prepared by the course professor, including lab manuals, class handouts and exam papers, are protected by copyright. Copying or scanning them or posting them on 
a website is therefore a violation of copyright and is illegal. 
 
All rights reserved. No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, 
recording or otherwise without prior written permission from the instructors.                                                                    
 

 
 
QUESTION 2 (16 marks) (continued)  
Part 1 (7 marks) (continued) 

Wagga Wagga Limited 
Schedule of Adjustments 

December 31, 2014 

 

  Inventory 
Accounts 
Payable Net Sales 

Initial amounts $1,720,000 $1,300,000 $8,550,000 
Adjustments—increase (decrease)       

SAMPLE NONE NONE (57,000) 

1.    

2.    

3.    

4.    

5.    

6.    

7.    

 
Wagga Wagga Limited 

Schedule of Adjustments 
December 31, 2014 

   
Inventory 

 Accounts 
Payable 

  
Net Sales 

Initial amounts   $1,720,000  $1,300,000  $8,550,000 

Adjustments:       

SAMPLE  NONE  NONE  (57,000) 

1.  51,000  51,000  NONE 

2.  38,000  NONE  NONE 

3.  48,000  NONE  (58,000) 

4.  21,000  NONE  NONE 

5.  27,000  NONE  NONE 

6.  NONE  56,000  NONE 

7.           3,500           7,000       NONE  

Total adjustments*       188,500       114,000  (115,000) 

Adjusted amounts*  $1,908,500  $1,414,000  $8,435,000 

*Not required in your answer. 
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QUESTION 2 (16 marks) (continued) 
Part 1 (7 marks) (continued) 
 
The explanations below are not required in students’ answers. 
 
SAMPLE 

The $37,000 of tools on the loading dock was properly included in the physical count. The 
sale should not be recorded until the goods are picked up by the common carrier. Therefore, 
no adjustment is made to inventory, but sales must be reduced by the $57,000 billing price. 

 
1. The $51,000 of goods in transit from a vendor to Wagga Wagga was shipped f.o.b. 

shipping point on 29/12/14. Title passes to the buyer as soon as goods are delivered to the 
common carrier when sold f.o.b. shipping point. Therefore, these goods are properly 
includable in Wagga Wagga’s inventory and accounts payable at 31/12/14. Both inventory 
and accounts payable must be increased by $51,000. 
 

2. The work in process inventory sent to an outside processor isWagga Wagga’s property and 
should be included in ending inventory. Since this inventory was not in the plant at the time 
of the physical count, the inventory column must be increased by $38,000. 

 
3. The tools costing $48,000 were recorded as sales ($58,000) in 2014. However, these items 

were returned by customers on December 31, so 2014 net sales should be reduced by the 
$58,000 return. Also, $48,000 has to be added to the inventory column since these goods 
were not included in the physical count. 
 

4. The $21,000 of Wagga Wagga’s tools shipped to a customer f.o.b. destination are still owned 
by Wagga Wagga while in transit because title does not pass on these goods until they are 
received by the buyer. Therefore, $21,000 must be added to the inventory column. No 
adjustment is necessary in the sales column because the sale was properly recorded in 2015 
when the customer received the goods. 

 
5. The goods received from a vendor at 5:00 p.m. on 31/12/14 should be included in the ending 

inventory, but were not included in the physical count. Therefore, $27,000 must be added 
to the inventory column. No adjustment is made to accounts payable, since the invoice was 
included in 31/12/14 accounts payable. 

 
6. The $56,000 of goods received on 26/12/14 was properly included in the physical count of 

inventory; $56,000 must be added to accounts payable since the invoice was not included in 
the 31/12/14 accounts payable balance. 

 
7. Since one-half of the freight-in cost ($7,000) pertains to merchandise properly included in 

inventory as of 31/12/14 $3,500 should be added to the inventory column. The remaining 
$3,500 debit should be reflected in cost of goods sold. The full $7,000 must be added to 
accounts payable since the liability was not recorded. Note that the freight charges could 
also be recorded as freight-in and not necessarily capitalized in ending inventory under the 
periodic presentation of Cost of Goods Sold, so an answer of none in the inventory column 
would also be acceptable. 
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QUESTION 2 (16 marks) (continued) 
Part 2 (5 marks)  

Farmer John Industries Inc. is in the business of producing organic foods for sale to restaurants and in 
local markets. The company uses IFRS and has a June 30 fiscal year end. 
As an experiment, the company has decided to attempt raising organic free-range chickens. On May 1, 
2014, Farmer John purchased 100 new hatchlings for cash at a total cost of $1,000. The company incurred 
feed and labour costs of $150 per month to look after the chicks until their maturity. Their accounting 
policy is to capitalize these costs. 
At fiscal year-end on June 30, the company estimated that the chickens would mature in mid-October. 
At year end they have a fair value of $1,800 and the company would have to transport the chickens to 
their customers at an average cost of $3 per chicken. 
 
Required 

(a)   Prepare the journal entries to record the inventory activity relating to the chickens for the month of 
May. 

(b)   Prepare the journal entries to record the inventory activity relating to the chickens for the month of 
June, including any year-end adjustments required under IAS 41 Agriculture. 
 
a) May 1  – 31 

 Biological Assets            1,000 

 Cash        1,000  

 Biological Assets               150 

  Accounts Payable                    150 

 

 

b) June 30, 2014 

  Biological Assets    150 

   Accounts Payable     150 

 

Cost of hatchlings    $1,000 

Costs of feed and labour        300 

Total costs incurred to date                1,300 

 

Fair Value: 

Current fair value      1,800 

Less transportation costs          300 

Fair value less costs to sell                $1,500 

 

Year End Adjustment   1500 – 1300 = 200  

 Biological Assets              200 

  Unrealized Gain or Loss  200 
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QUESTION 2 (16 marks) (continued) 
Part 3 (4  marks)  

Laphrog Limited produces whiskey. Certain quality whiskeys take many years to age. The  company has 
borrowed funds to cover the costs of this aging process and incurred $100 in related borrowing costs this 
year. 
 
Required 

(a)   Prepare the journal entry to record the $100 interest under IFRS. 
(b)   Show the possible journal entries under ASPE. 
 
(a) The whiskey is a ‘qualifying asset’ under IAS 23. 

IAS 23.1     Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying 
asset form part of the cost of that asset. Other borrowing costs are recognised as an expense. 
IAS 23.5     This Standard uses the following terms with the meanings specified:  
Borrowing costs are interest and other costs that an entity incurs in connection with the borrowing of funds.    

      A qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use or 
        sale. (This explanation is not required in students’ answers). 

 
 

Dr  Inventory  100 

 Cr  Interest Payable  100 

Since the interest is capitalized, it is recorded as part of the cost of the inventory of wine. 

 

(b) Under ASPE, companies can choose to either capitalize or expense the interest. 

If a company chooses to expense the interest: 

 Dr Interest Expense 100 

  Cr Interest payable  100 

 

If a company chooses to capitalize the interest, the entry will be the same as shown in part (a) 
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QUESTION 3 (25 marks) 
Part 1 (14 marks) 

On January 1, 2014, Bradford Incorporated, a public company that follows IFRS, paid $321,778 
(rounded) to acquire 6% bonds of Angel Company.  The bonds have a maturity value of $300,000. The 
market rate of interest for transactions of equivalent risk is 4%. The bonds are dated January 1, 2014 and 
mature on January 1, 2018 with interest receivable on December 31 of each year.  Bradford uses the fair 
value through other comprehensive income (FV-OCI) with recycling model to account for these bonds 
and follows the policy of reporting interest income at the end of  each accounting period.  The fair value 
of the bonds at December 31, 2014 is $310,000. The bonds are sold for $310,000 on January 1, 2015. 
The company’s accounting year end is December 31. 
 
Required 

(a) Present calculations that show how the $321,778 is calculated. (2 marks) 

 
(b) Prepare the journal entry on January 1, 2014 to record the purchase of the bond by Bradford 

Incorporated. (1 marks) 
 

(c) Prepare Bradford’s  journal entries on December 31, 2014 related to its investment in Angel 
Company bonds.   (5 marks) 
 

(d) Prepare the journal entry to record disposition of the bond investment at January 1, 2015.              (3 
marks) 
 

(e) Assume Bradford Incorporated had used the amortized cost model to account for this investment 
instead of the FV-OCI model.  
i) Name the impairment testing model that would be applied in this situation; (1 mark)   
ii) Assuming the revised amounts and timing of future cash flows can be reasonably estimated, 

explain how an impairment loss would be calculated.  (2 marks) 
 

Purchase cost of the bond (rounded): 
 
(a) Principal $300,000 x (P/F, 4%,4 ) (.85480)    =     $  256,440 
 Interest $18,000  (PVOA n=4; i=4% ) (3.62990) =     65,338
 Purchase cost $321,778
 
(b) 1 January 2014: 
 Investment in bonds: Angel Company (FV-OCI) .......  321,778 
           Cash  ....................................................................   321,778 

 
Bond Amortization Table (not required in students’ answers) 

 

Date 
Cash 

Received 
(6%) 

Effective 
Interest 

(4%) 

Premium 
Amortization 

Balance of 
Premium 

CV of Bond 
Investment 

 01/01/14 
31/12/14 
31/12/15 
31/12/16 
31/12/17 

— 
18,000 
18,000 
18,000 
18,000 

— 
12,871 
12,666 
12,453 
12,231 

– 
5,129 
5,334 
5,447 
5,769 

21,778 
16,649 
11,315 
5,768 
(1)* 

321,788 
316,659 
311,315 
305,768 
299,999 

 * rounding error 
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QUESTION 3 (25 marks) (continued) 
Part 1 (14 marks) (continued) 
 
(c) 

31 December 2014:   

   

Cash  .............................................................................  18,000  
    Investment in Bonds: Angel Company (FV-
OCI)  ...........................................................................   5,129 

    Interest Income ................................ ……………….  12,871 

   

Unrealized Gain or Loss (FV-OCI)  …………………. 6,649  

    Investment in Bonds: Angel Company (FV-OCI)  .   6,649 
 
Carrying amount on Dec 31, 2014 before FV 
adjustment:   

  $321,778 - $5,129  316,649  

FV at Dec 31, 2014  310,000  

FV adjustment required on Dec. 31, 2014 (6,649)  
 
 
(d) 

   

1 January 2015:   

Cash  310,000  

    Investment in Bonds: Angel Company (FV-OCI)  310,000 

   

Loss on Investment in Bonds: Angel Company  (NI)   6,649  

    Unrealized Gain or Loss (FV-OCI)  6,649 
 
 
(e)   

i. If Bradford Incorporated had accounted for this investment using the amortized cost model 
instead of the FV-OCI model, the applicable impairment testing model would be the incurred 
loss model.  [Expected loss model is also an acceptable answer]. 

 
ii. Assuming the revised amounts and timing of future cash flows can be reasonably estimated, 

the impairment loss is calculated as the difference between the investment’s carrying amount 
and the present value of revised expected cash flows discounted at the historic discount rate 
(i.e. the interest rate originally used to measure the investment). 
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QUESTION 3 (25 marks) (continued) 
Part 2 (5 marks)  

Fox Ltd. invested $1 million in Gloven Corp. early in the current year, receiving 25% of its outstanding 
shares. At the time of the purchase, Gloven Corp. had a carrying amount of $3.2 million. Gloven Corp. 
pays out 35% of its net income in dividends each year. Assume that Fox Ltd. applies IFRS and that the 
25% holding of Gloven shares is sufficient to enable Fox to significantly influence the operating, 
investing, and financing decisions of Gloven. 
 
Required 

Use the information in the following T account for the investment in Gloven to answer the following 
questions (show all supporting calculations): 
 
 

Investment in Gloven Corp. 
1,000,000   

110,000   
  38,500 
  14,000 

 
 
(a) How much was Fox Ltd.'s share of Gloven Corp.'s net income for the year? (1 mark) 
(b) How much was Fox Ltd.'s share of Gloven Corp.'s dividends for the year? (1 mark) 
(c) How much was Fox Ltd.'s annual depreciation of the excess payment for capital assets? (1 mark) 
(d) Assuming that depreciable assets had a remaining useful life of 10 years when Fox acquired its 

investment in Gloven, how much of the payment in excess of carrying amount was assigned to 
goodwill? Show all supporting calculations. (2 marks) 

 
 
(a) $110,000, the increase to the Investment account. 
 

(b) If the payout ratio is 35%, then 35% of their portion of the net income is their share of 
dividends: $110,000 X 35% = $38,500, the credit to the investment account. 

 

(c)      Annual depreciation of excess payment for capital assets = $14,000, the remaining  credit to 
the investment account. 

 

(d) Cost of 25% of investment in Gloven Corp. $1,000,000 
 25% of carrying amount of Gloven Corp. 
  25% X $3,200,000 (800,000 ) 
 Payment in excess of share of carrying amount 200,000 
 Fair value allocated to depreciable assets 
  $14,000 X 10   (140,000 ) 
 Unexplained excess assigned to goodwill $ 60,000 
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QUESTION 3 (25 marks) (continued) 
Part 3 (6 marks)  

Niger Corp. provided you with the following information about its investment in Fahad Corp. shares 
purchased in May 2014 and accounted for using the FV-OCI method without recycling: 
 

Cost $39,900 
Fair value, December 31, 2014 $41,750 
Fair value, December 31, 2015 $32,200 
  

 

Required 

(a)   Prepare the adjusting journal entries needed on December 31, 2014 and December 31, 2015. (2 
marks) 

(b)   Assume Niger sold its investment in Fahad Corp. on February 13, 2016, for $38,000. Prepare the 
journal entry(ies) needed on this date. (4 marks) 

 
 
 
(a)  

December 31, 2014 

 FV-OCI Investments. ...........................................................  1,850 
  Unrealized Gain or Loss - OCI ............................   1,850 

December 31, 2015 

 Unrealized Gain or Loss - OCI ...........................................  9,550 
  FV-OCI Investments  .................................................   9,550 
 
(b) 

February 13, 2016 
 FV-OCI Investments ................................................................  5,800 
  Unrealized Gain or Loss - OCI .....................................   5,800 
 ($38,000 - $32,200) 
 
 Cash  ..........................................................................................  38,000 
  FV-OCI Investments ......................................................   38,000 
 

    Retained Earnings ...................................................................  1,900 
  Unrealized Gain or Loss - OCI .....................................   1,900 
 ($39,900 - $38,000) 
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QUESTION 4 (25 marks) 
Part 1 (12 marks) 

Hayes Industries Corp. purchased the following assets during the current year. 
 
Required 

Provide the journal entries necessary to record the acquisition of each of the following five assets 
assuming that Hayes prepares financial statements in accordance with IFRS. 
 
Assets 1 and 2 (2 marks) 
These assets were purchased together for $100,000 cash. The following information was gathered: 
 

Description 
Initial Cost on 
Seller's Books 

Depreciation to Date on 
Seller's Books 

Book Value on 
Seller's Books 

Appraised 
Value 

Machinery $100,000 $50,000 $50,000 $90,000 
Office 
Equipment 

 
60,000 

 
10,000 

 
50,000 

 
30,000 

 

 
Asset 3 (3 marks) 
This machine was acquired by making a $10,000 down payment and issuing a $30,000, two-year, zero-
interest-bearing note for the balance. The note is to be paid off in two $15,000 instalments made at the 
end of the first and second years. It was determined that the asset could have been purchased outright for 
$35,000. 
 
Asset 4 (2 marks) 
Office equipment was acquired by issuing 100 no par value common shares. The shares are actively 
traded and had a closing market price the day the office equipment was acquired of $9.25 per share. 
Alternatively, the office equipment could have been purchased for a cash price of $900. 
 
Asset 5 (5 marks) 
A machine was acquired by trading in an older machine that has the same value in use. The company 
remains in the same economic position after the exchange as before. Facts concerning the trade-in are as 
follows: 
 

Cost of machine traded $110,000 
Accumulated depreciation to date of sale 44,000 
Fair market value of machine traded 54,000 
Cash received by Hayes 3,000 
Fair market value of machine acquired 51,000 
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QUESTION 4 (25 marks) (continued) 
Part 1 (12 marks) (continued) 
 

 

Acquisition of Assets 1 and 2 (2 marks) 

Use Appraised Values to break-out the lump-sum purchase 

 

Description 

  

Appraisal 

  

% 

  

Lump-Sum 

  

Cost 

Machinery    90,000  90/120  100,000  75,000 

Office Equipment    30,000  30/120  100,000  25,000 

  120,000       

    

 Machinery ...............................................................  75,000  

 Office Equipment ....................................................  25,000  

  Cash .............................................................   100,000 

 

Acquisition of Asset 3 (3 marks) 

Use the cash price as a basis for recording the asset with a discount recorded on the note. 

 

 Machinery ...............................................................  35,000  

  Cash .............................................................   10,000 

  Notes Payable .............................................   25,000 

    

(Alternatively, the Notes Payable could be recognized at $30,000 along with a Discount on Notes 

Payable of $5,000.) 

The difference between the $25,000 notes payable and the future payments of $30,000 should be 

amortized to interest income over the two years. 

 
 

Acquisition of Asset 4 (2 marks) 

Under IFRS, the fair value of the office equipment acquired should be used to measure its 

acquisition cost.  

 

 Office Equipment  ..................................................  900  

  Common Shares .........................................   900 
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QUESTION 4 (25 marks) (continued) 
Part 1 (12 marks) (continued) 

 

Acquisition of Asset 5 (5 marks) 

 

 
(This is a 'fair value cap' situation)  Debit Credit 
 
Cash  3,000   

Equipment (new)  
      

51,000    

Loss on disposal of equipment = a PLUG figure  
        

12,000    
 
Accumulated depreciation (old)  44,000   

Equipment (old)     
     
110,000  

Test #1: the old non-monetary asset's $66,000 carrying amount exceeds $51,000 [its $54,000 
fair value less $3,000 cash received].  
 
Test #2: Test #1’s $51,000 does not exceed the new non-monetary asset's $51,000 fair value: 
thus, recognize the new non-monetary asset at $51,000. 

 
 
 
 
 
 

(This chart is not required in students’ answers). 
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QUESTION 4 (25 marks) (continued) 
Part 2 (5 marks)  

Sangakkara Corp. is listed on the Colombo Stock Exchange and following IFRS. The company  
purchased land with two old buildings on it as a factory site for $460,000. The property tax assessment 
on this property was $350,000: $250,000 for the land and the rest for the buildings. It took six months to 
tear down the old buildings and construct the factory. 
 
The company paid $50,000 to raze the old buildings and sold salvaged lumber and brick for $6,300. 
Legal fees of $1,850 were paid for title investigation and drawing up the purchase contract. Payment to 
an engineering firm was made for a land survey, $2,200, and for drawing the factory plans, $82,000. The 
land survey had to be made before final plans could be drawn. The liability insurance premium that was 
paid during construction was $900. The contractor's charge for construction was $3,640,000. The 
company paid the contractor in two instalments: $1,200,000 at the end of three months and $2,440,000 
upon completion.  
 
Required 

Determine costs as they should be recorded in (i) the land account and (ii) building account of Sangakkara 
Corp. Assume that the land survey was for the building. Show all supporting calculations.  
 
 
The allocation of costs would be as follows: 
 Land  Building 

Land $460,000   
Razing Costs 50,000   
Salvage (6,300)   
Legal Fees 1,850   
Survey   $2,200 
Plans   82,000 
Liability Insurance   900 
Construction   3,640,000 
 $505,550  $3,725,100 
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QUESTION 4 (25 marks) (continued) 
Part 3 (8 marks)  

(a) On January 1, 2014, ABC Company acquires a plot of land at a cost of $200,000. The land is 
accounted for under the revaluation model and is revalued each two years, as shown in the following 
table. 
 

Date of 
revaluation 

Revalued 
amount 

31/12/2016 $210,000 
31/12/2018 $185,000 

 
Required 

Provide any necessary journal entries regarding the land on 31/12/2016 and 31/12/2018. (4 marks) 
 

31/12/2016 
Land 10,000  

Revaluation surplus (OCI) 10,000 
 
 31/12/2018 

Revaluation surplus 
(OCI) 

10,000  

Revaluation loss (NI) 15,000  
            Land 25,000 

 
 
(d) On January 1, 2014, XYZ Company acquires a plot of land at a cost of $200,000. The asset is 

accounted for under the revaluation model.  The land is revalued each two years, as shown in the 
following table. 

 
Date of 

revaluation 
Revalued 
amount 

31/12/2016 $190,000 
31/12/2018 $215,000 

 
Required 

Provide any necessary journal entries regarding the land on 31/12/2016 and 31/12/2018. (4 marks) 
 
 

31/12/2016 
Revaluation loss (NI) 10,000  
          Land 10,000 

 
 31/12/2018 

Land 25,000  
         Revaluation gain (NI) 10,000 
         Revaluation surplus (OCI) 15,000 
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QUESTION 5 (16 marks)  
Part 1 (11 marks)  

Due to unexpected strong global competition for its products Enniskerry Corp. has noticed indications 
that its manufacturing equipment may be impaired and  provides you with the following details regarding 
its Equipment account at December 31, 2015.  
 

Carrying amount (book value) $4,000,000 
Fair value 3,200,000 
Costs of disposal 20,000 
Undiscounted future cash flows from use and eventual sale 4,100,000 
Present value of the future cash flows from use and eventual sale 3,500,000 

 
Required 

(a) Assume Enniskerry Corp. follows ASPE. 
i. Is the equipment impaired? Show all supporting calculations. 

ii. Must Enniskerry Corp.’s management perform the above [(a)i] calculation each year? Explain 
your answer. 

iii. If the equipment is impaired, provide the journal entry necessary to record the impairment. 
iv. Can an impairment loss on the equipment be reversed in subsequent periods, and, if so, is 

there a limit to such reversals? If there is a limit explain how it is calculated. 
 

(b) Assume Enniskerry Corp. follows IFRS and has chosen to use the historic cost model rather than the 
revaluation model for its manufacturing equipment. 

i. Is the equipment impaired? Show all supporting calculations. 
ii. Must Enniskerry Corp.’s management perform the above [(b)i] calculation each year? Explain 

your answer.   
iii. If the equipment is impaired, provide the journal entry necessary to record the impairment. 
iv. Can an impairment loss on the equipment be reversed in subsequent periods and, if so, is there 

a limit to such reversals? If there is a limit explain how it is calculated. 
 

 
(a) Assume Enniskerry Corp.  follows ASPE. 

 
i. Is the equipment impaired? Show all supporting calculations. 

No, because the carrying amount $4,000,000 does not exceed $4,100,000, the sum of the 
undiscounted cash flows expected to result from its use and eventual disposition of. 

 
ii. Must Enniskerry Corp.’s management perform the above [(a)i] calculation each year? 

Explain your answer. 
No, because ASPE 3063.09 states 'A long-lived asset shall be tested for recoverability 
whenever events or changes in circumstances indicate that its carrying amount may not 
be recoverable'.  

 
iii. If the equipment is impaired, provide the journal entry necessary to record the impairment.      

Not impaired: no J/Es. 
 

iv. Can an impairment loss on the equipment be reversed in subsequent periods and, if so, is 
there a limit to such reversals?  

No. ASPE Section 3063.06: An impairment loss shall not be reversed if the fair value 
subsequently increases. 
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QUESTION 5 (16 marks) (continued) 
Part 1 (11 marks) (continued) 
 

 
(b) Assume Enniskerry Corp.  follows IFRS. 

 
i. Is the equipment impaired? Show all supporting calculations. 

Yes, because the carrying amount of $4,000,000 exceeds the recoverable amount 
(defined by IAS 36.6 - see Note 7 below) of $3,500,000 [which is the higher of the 
fair value $3,200,000 less the costs of disposal of $20,000 and the present value of 
the future cash flows from use and eventual sale $3,500,000]. 

 
ii. Must Enniskerry Corp.’s management perform the above [(b)i] calculation each 

year? 
No, because IAS 36.9 stipulates 'An entity shall assess at the end of each reporting 
period whether there is any indication that an asset may be impaired. If any such 
indication exists, the entity shall estimate the recoverable amount of the asset.'  
 
Comment: not required in students’ answers. 

IAS 36.110: An entity shall assess at the end of each reporting period whether 
there is any indication that an impairment loss recognised in prior periods 
for an asset other than goodwill may no longer exist or may have decreased. 
If any such indication exists, the entity shall estimate the recoverable amount 
of that asset. (not required in students’ answers] 

 
iii. If the equipment is impaired, provide the journal entry necessary to record the 

impairment. 
 

Impairment loss (equipment)            500,000 
Accumulated impairment loss (equi pment)*   500,000 

*or, Equipment 
 

iv. Can an impairment loss on the equipment be reversed in subsequent periods and, 
if so, is there a limit to such reversals? 
Yes, an impairment loss reversal can be recognized in a subsequent period under 
both the cost and revaluation models. 

 
IAS 36.117: The increased carrying amount of an asset other than goodwill 
attributable to a reversal of an impairment loss shall not exceed the carrying 
amount that would have been determined (net of amortisation or depreciation) 
had no impairment loss been recognised for the asset in prior years. 
 
The increased carrying amount of the asset due to an impairment loss reversal 
cannot exceed the asset’s fair value. 
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QUESTION 5 (16 marks) (continued) 
Part 2 (3 marks)  

Zhou Industries Ltd. presents you with the following information: 
 

Date purchased June 30, 2013 

Cost $150,000 

Residual value $50,000 

Life in years 10 

Depreciation method Double-declining-balance 
 
Required 

Determine the accumulated depreciation at December 31, 2015. Show all supporting calculations. 
 
 

Cost, 30 June 2013: $150,000 
   

Year 
Depreciation 

expense 

31/12 
Carrying 
amount 

   
2013 $15,000 $135,000    
2014 28,500 106,500    
2015               24,150  $82,350*    

 $67,650  
   

      
$15,000 = $150,000 x 20% x 6/12    
$28,500 =  [($150,000 x 20% x 6/12) + ($135,000 x 20% x 6/12)] 
$24,150 =  [($135,000 x 20% x 6/12) + ($106,500 x 20% x 6/12)] 

 
*carrying amount cannot be reduced to less than $50,000, the asset’s residual value. (This 
comment is not required in students’ answers). 
 

 
 
 
  
Part 3 (2 marks)  

Define residual value. 

 

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

____________________________________________________________________ 

“The residual value is defined as the estimated amount a company would receive today if it disposed 

of the asset, less any related disposal costs, if the asset were at the same age and condition expected at 

the end of its useful life.” Page 672, Kieso et al, 10th Can. Ed. 
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Financial Tables  
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