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Module 13: Current
Liabilities

Module Introduction Video Links

Free Video: https://youtu.be/grg3gcsHXYM
Members Video (Ad Free): https://youtu.be/uillUe2vaMIM



https://youtu.be/grg3gcsHXYM
https://youtu.be/uiIIUe2vaMM
https://youtu.be/uiIIUe2vaMM

13-1A - Short-Term Notes Payable (Interest Bearing vs Zero Interest)

On November 1, 2031, Meltzer Company borrows $100,000 cash signing a 12% note payable.
The note calls for the interest and principal to be repaid in 6 months. It repays the note and
interest on April 30, 2032. The company has a December 31 fiscal year end.

Part 1:
Required:

a.) Prepare all relevant entries and adjustments for the note.

Part 2:

Assume instead that on November 1, 2031 Meltzer Company borrowed $100,000 cash signing a
$106,000 zero-interest-bearing note (due April 30, 2032).

Required:

b.) Prepare all relevant entries and adjustments for the zero-interest-bearing note.

Members Video (Ad Free): https://youtu.be/b-47Y0p5B6U



https://youtu.be/b-47Y0p5B6U

13-1B - Short-Term Notes Payable (Interest Bearing vs Zero Interest)

On December 1, 2031, Alvarez Company borrows $1,000,000 cash signing a 6% note payable.
The note calls for the interest and principal to be repaid in 4 months. It repays the note and
interest on March 31, 2032. The company has a December 31 fiscal year end.

Part 1:
Required:

a.) Prepare all relevant entries and adjustments for the note.

Part 2:

Assume instead that on December 1, 2031 Alvarez Company borrowed $1,000,000 cash signing
a $1,020,000 zero-interest-bearing note (due March 31, 2032).

Required:

b.) Prepare all relevant entries and adjustments for the zero-interest-bearing note.

Members Video (Ad Free): https://youtu.be/po_Qp7-ep98



https://youtu.be/po_Qp7-ep98

13-2A - Current Portion of Long-Term Debt

On December 31, 2031, Farley Company borrows $100,000 from a bank. The note requires 60
equal blended monthly payments, payable at the end of each month beginning January 31,
2032. The interest rate is 6% per year, compounded monthly. The bank provides the company
with the following loan amortization schedule for the first 12 payments:

Payment date balaB:ge. Payment | Interest | Principal baIaE::g
31-Jan-32 100,000 1,933 500 1,433 98,567
29-Feb-32 98,567 1,933 493 1,440 97,126
31-Mar-32 97,126 1,933 486 1,448 95,679
30-Apr-32 95,679 1,933 478 1,455 94,224
31-May-32 94,224 1,933 471 1,462 92,762
30-Jun-32 92,762 1,933 464 1,469 91,292

31-Jul-32 91,292 1,933 456 1,477 89,815
31-Aug-32 89,815 1,933 449 1,484 88,331
30-Sep-32 88,331 1,933 442 1,492 86,839
31-Oct-32 86,839 1,933 434 1,499 85,340
30-Nov-32 85,340 1,933 427 1,507 83,834
31-Dec-32 83,834 1,933 419 1,514 82,320

Totals (2032) 23,199 5,519 17,680

Required:

a.) For 2032, determine:
1. The total cash paid
2. The total interest expense
3. The total principal repaid
b.) Determine the current portion of long-term debt at December 31, 2031.

BONUS — Time value of money calculations

c.) Show how the payment amount ($1,933.28) was calculated.
d.) Show how the first interest expense ($500) and Principal amount ($1,433.28) were
determined.

Free Video: https://youtu.be/r1BztEypOrd
Members Video (Ad Free): https://youtu.be/RrrG69w0j E



https://youtu.be/r1BztEyp0r4
https://youtu.be/RrrG69w0j_E

13-2B - Current Portion of Long-Term Debt

On December 31, 2031, Sloan Company borrows $250,000 from a bank. The note requires 60
equal blended monthly payments, payable at the end of each month beginning January 31,
2032. The interest rate is 10% per year, compounded monthly. The bank provides the company
with the following loan amortization schedule for the first 12 payments:

baBI:g;:e Payment | Interest | Principal baif::ce
31-Jan-32 250,000 5,312 2,083 3,228 | 246,772
29-Feb-32 246,772 5,312 2,056 3,255 | 243,516
31-Mar-32 243,516 5,312 2,029 3,282 | 240,234
30-Apr-32 240,234 5,312 2,002 3,310 | 236,924
31-May-32 236,924 5,312 1,974 3,337 | 233,587
30-Jun-32 233,587 5,312 1,947 3,365 | 230,223
31-Jul-32 230,223 5,312 1,919 3,393 | 226,830
31-Aug-32 226,830 5,312 1,890 3,422 | 223,408
30-Sep-32 223,408 5,312 1,862 3,450 | 219,958
31-Oct-32 219,958 5,312 1,833 3,479 | 216,479
30-Nov-32 216,479 5,312 1,804 3,508 | 212,972
31-Dec-32 212,970 5,312 1,775 3,537 | 209,433
Totals (2032) 63,741 23,174 40,567

Payment date

Required:

a.) For 2032, determine:
1. The total cash paid
2. The total interest expense
3. The total principal repaid
b.) Determine the current portion of long-term debt at December 31, 2031.

BONUS — Time value of money calculations

c.) Show how the payment amount ($5,311.76) was calculated.
d.) Show how the first interest expense ($2,083.33) and Principal amount ($3,228.43) were
determined.

Members Video (Ad Free): https://youtu.be/hEdrXotwsUs



https://youtu.be/hEdrXotwsUs

13-3A — Sales Taxes

Part 1 — For Everyone! US GAAP Applies, IFRS Applies, Canadian ASPE Applies

On January 14, Thompson Company sells inventory to a customer for $140,000 plus 5% sales
tax. Thompson Company receives $147,000 cash. The inventory was carried on the company’s
books at a cost of $100,000.

Required:

Assuming Thompson Company uses the perpetual method, record the January 14 journal entry.

Part 2 — IFRS / Canadian ASPE - Unusual in USA

On January 1, Thompson Company buys inventory from a supplier for $100,000 plus 5%
refundable sales tax. Thompson Company pays $105,000 cash.

On January 14, Thompson Company sells inventory to a customer for $140,000 plus 5% sales
tax. Thompson Company receives $147,000 cash. The inventory was carried on the company’s
books at a cost of $100,000.

On January 31, the company remits the net sales tax owed to the government.
Required:
Assuming Thompson Company uses the perpetual method, record the journal entries for:

a.) January 1
b.) January 14
c.) January 31

Free Video: https://voutu.be/H8SYKcPZ3iE
Members Video (Ad Free): https://youtu.be/t6vembH20eg



https://youtu.be/H8SYKcPZ3iE
https://youtu.be/t6vembH2Oeg

13-3B — Sales Taxes

Part 1 — For Everyone! US GAAP / IFRS / Canadian ASPE All Apply

On March 10, Jordy Company sells inventory to a customer for $40,000 plus 5% sales tax. Jordy
Company receives $42,000 cash. The inventory was carried on the company’s books at a cost of
$30,000.

Required:

Assuming Jordy Company uses the perpetual method, record the March 10 journal entry.

Part 2 — IFRS / Canadian ASPE - Unusual in USA

On March 1, Jordy Company buys inventory from a supplier for $30,000 plus 5% refundable
sales tax. Jordy Company pays $31,500 cash.

On March 10, Jordy Company sells inventory to a customer for $40,000 plus 5% sales tax. Jordy
Company receives $42,000 cash. The inventory was carried on the company’s books at a cost of
$30,000.

On March 31, the company remits the net sales tax owed to the government.
Required:
Assuming Jordy Company uses the perpetual method, record the journal entries for:

a.) March 1
b.) March 10
c.) March 31

Members Video (Ad Free): https://youtu.be/zEvBSUA149Q



https://youtu.be/zEvBSUA149Q

13-4A - Payroll-Related Liabilities

Hays Company has a single employee who earns $30 per hour. The company runs weekly
payroll. On January 7, they ran payroll, during the period, the employee worked 40 hours
(earning $1,200).

The company withholds the following amounts from the employee's pay:
e Income Taxes: $240
e Government Pension Plan: $60
e Unemployment Insurance: $15
e Union Dues: $25

In addition to the employee's gross pay, the employer is subject to payroll taxes. Hays Company
is required by law to match the employee's Government Pension Plan contribution 1-to-1
(100%) and must pay a $21 employer premium for Unemployment Insurance.

Required:

a.) Record the journal entry to recognize the payroll and pay the employee.

b.) Record the journal entry to recognize the employer's payroll tax expense.

c.) Record the journal entry to remit all amounts owed to the government (Income Tax,
Pension, and Unemployment).

Free Video: https://youtu.be/CGgloxZpi3s
Members Video (Ad Free): https://youtu.be/TcQXBzb_Sno

10


https://youtu.be/CGgJoxZpi3s
https://youtu.be/TcQXBzb_Sno

13-4B - Payroll-Related Liabilities

Silverstar Company has a salaried employee who earns $6,000 per month. The company pays its
employee at the end of each month. On the March 31 payroll run (for the month of March), the
company withholds the following amounts from the employee's gross pay:

e Income Taxes: $1,200

e Government Pension Plan: $300
e Unemployment Insurance: $90

e Health Insurance Premiums: $150

In addition to the employee's withholdings, Silverstar Company incurs employer payroll
expenses. The company matches the Government Pension Plan contribution 1-to-1 ($300), pays
an employer Unemployment Insurance premium of $125, and pays the employer portion of the

Health Insurance Premium of $450.
Required:

a.) Record the journal entry to recognize the payroll and pay the employee.
b.) Record the journal entry to recognize the employer's payroll tax and benefit expense.
c.) Record the journal entry to remit all amounts owed to the government and the health

insurance provider.

Members Video (Ad Free): https://youtu.be/p0EyP81zpM8

11


https://youtu.be/p0EyP81zpM8

13-5A - Vacation and Sick Pay

Jones Company has one full-time employee who earns a salary of $2,000 per week ($104,000
per year). Effective January 1 each year, the employee is entitled to 3 weeks (15 working days)
of paid vacation per year and 1 week (5 days) of paid sick leave. If the employee does not take a
vacation, the unused days can be carried over to the next year. Unused sick days are not carried
over and are forfeited. As of December 31, 2031, the employee had taken 10 vacation days and
had not used any sick days.

Required:

Record any December 31, 2031 entries required to accrue vacation and sick pay.

Part 2
Effective January 1, 2032, the employee got a 5% raise to $2,100 per week.

On January 1, 2032, the employee took a one-week vacation from January 1-7, taking 5 vacation
days. Immediately upon their return from vacation, they got sick — taking 5 sick days covering
the week of January 8-14.

Required:

Record any relevant entries related to the employee vacation and sick days. (Payroll is paid

weekly).

Free Video: https://youtu.be/F79HhjLYhhI
Members Video (Ad Free): https://youtu.be/pDAph06Q01k

12


https://youtu.be/F79HhjLYhhI
https://youtu.be/pDAphO6QO1k

13-5B — Vacation and Sick Pay

Smith Company has one full-time employee who earns a salary of $1,000 per week ($52,000 per
year). Effective January 1 each year, the employee is entitled to 2 weeks (10 working days) of
paid vacation per year and 1 week (5 days) of paid sick leave. If the employee does not take a
vacation, the unused days can be carried over to the next year. Unused sick days are not carried
over and are forfeited. As of December 31, 2031, the employee had taken 5 vacation days and
had not used any sick days.

Required:

Record any December 31, 2031 entries required to accrue vacation and sick pay.

Part 2
Effective January 1, 2032, the employee got a 10% raise to $1,100 per week.

On January 1, 2032, the employee took a one-week vacation from January 1-7, taking 5 vacation
days. Immediately upon their return from vacation, they got sick — taking 5 sick days covering
the week of January 8-14.

Required:

Record any relevant entries related to the employee vacation and sick days. (Payroll is paid
weekly).

Members Video (Ad Free): https://youtu.be/GPrNSQkAeg8

13


https://youtu.be/GPrNSQkAeg8

13-6A — Unearned Revenues

During February 2031, Smart Magazines sells $60,000 in 12-month subscriptions to its monthly
publication starting with its March issue. All cash is received in advance.

By March 31, 2031, the company has successfully delivered the first of the 12 monthly issues to
all of these new subscribers.

Required:

a.) Record the summary journal entry for the cash received during February.
b.) Record the adjusting journal entry on March 31, 2031, to recognize the subscription
revenue earned for the month.

Free Video: https://youtu.be/tM_MIZTo8EE
Members Video (Ad Free): https://youtu.be/kXplsnVI3KU

14


https://youtu.be/tM_MlZTo8EE
https://youtu.be/kXpIsnVI3KU

13-6B — Unearned Revenues

On August 1, 2031, Cloud Software Company sells $150,000 of annual (12-month) cloud storage
subscriptions to new customers. All cash is received in advance on this date.

By August 31, 2031, the company has successfully provided the first month of continuous cloud
storage access to all of these new subscribers.

Required:

a.) Record the summary journal entry for the cash received on August 1.
b.) Record the adjusting journal entry on August 31, 2031, to recognize the subscription
revenue earned for the month.

Members Video (Ad Free): https://youtu.be/gfOXxLxNgAYY

15


https://youtu.be/gf0xLxNgAYY

13-7A — Unearned Revenues (Customer Advances)

The following transactions occurred at Gruber Furniture Company. Assume the company uses a
perpetual inventory system.

March 1, 2031 A customer ordered a $5,000 piece of custom furniture. The customer paid a
$1,000 cash deposit today and agreed to pay the remaining balance at the time of pickup.

April 14, 2031 The customer from March 1 picked up and paid the remaining balance for the
furniture. The company's cost for the furniture was $3,000.

Required:

Prepare the journal entries for Gruber Furniture Company on March 1 and April 14.

BONUS

Assume instead of picking up the furniture on April 14, the customer cancels the special order.
As per the sales agreement, the customer forfeits their $1,000 deposit. Gruber Furniture places
the completed item on its showroom floor to sell to another customer.

Required:

Prepare the new journal entry for April 14.

Members Video (Ad Free): https://youtu.be/28LYpHMxyag

16


https://youtu.be/28LYpHMxyag

13-7B - Unearned Revenues (Customer Advances)

The following transactions occurred at Vernon Custom Computers. Assume the company uses a
perpetual inventory system.

May 5, 2031 A customer ordered a $8,000 custom-built workstation. The customer paid a
$2,000 cash deposit today and agreed to pay the remaining balance at the time of pickup.

May 28, 2031 The customer from May 5 picked up and paid the remaining balance for the
workstation. The company's cost for the computer was $5,500.

Required:

Prepare the journal entries for Vernon Custom Computers on May 5 and May 28.

BONUS

Assume instead of picking up the workstation on May 28, the customer cancels the special
order. As per the sales agreement, the customer forfeits their $2,000 deposit. Vernon Custom
Computers places the completed workstation on its retail floor to sell to another customer.

Required:

Prepare the new journal entry for May 28.

Members Video (Ad Free): https://youtu.be/9gPWocbRjTk

17


https://youtu.be/9gPWocbRjTk

13-8A — Unearned Revenues (Gift Cards)
The following transactions occurred at Gao Day Spa:
October 2031

During October, Gao Day Spa sold 20 gift cards for $200 each. Historical trends at the Day Spa
show a 10% breakage rate, meaning 10% of the total gift card value is expected to never be
redeemed.

November 2031

Customers redeemed 9 gift cards. Assume Gao Day Spa uses the proportional method to
recognize breakage revenue.

Required:

a.) Record the summary journal entry for the sale of the gift cards in October.
b.) Record the summary journal entry for the redemption of the gift cards and the
proportional recognition of breakage in November.

Free Video: https://youtu.be/QWO6ewlv2PA
Members Video (Ad Free): https://youtu.be/XozsjMR7vVU

18


https://youtu.be/QWO6ewIv2PA
https://youtu.be/XozsjMR7vVU

13-8B — Unearned Revenues (Gift Cards)
The following transactions occurred at Navarro Tanning Salon:
November 2031

During November, Navarro Tanning Salon sold 100 gift cards for $50 each. Historical trends at
the company show a 15% breakage rate, meaning 15% of the total gift card value is expected to
never be redeemed.

December 2031

Customers redeemed 51 gift cards in exchange for tanning services. Assume Navarro Tanning
Salon uses the proportional method to recognize breakage revenue.

Required:

a.) Record the summary journal entry for the sale of the gift cards in November.
b.) Record the summary journal entry for the redemption of the gift cards and the
proportional recognition of breakage in December.

Members Video (Ad Free): https://youtu.be/i03Kn2xiu7U

19


https://youtu.be/i03Kn2xiu7U

13-9A - Contingencies (Litigation)
The following independent situations occurred during the fiscal year ending December 31, 2031.
Situation 1: Horizon Logistics

In August 2031, a competitor filed a lawsuit against Horizon Logistics for patent infringement, seeking $4,000,000 in
damages. As of December 31, 2031, Horizon’s legal counsel has reviewed the evidence and advised management that it is
highly likely (a 95% probability) that the company will lose the lawsuit. The lawyers’ single best estimate of the final
settlement amount is exactly $3,000,000.

Situation 2: Vanguard Systems

In October 2031, a former employee sued Vanguard Systems for wrongful termination, seeking $1,500,000. As of
December 31, 2031, legal counsel advises that the likelihood of the company losing the case is reasonably possible (a 35%
chance), but definitely not probable. If the company does lose, the payout is estimated to be $1,500,000.

Situation 3: Orion Enterprises

In December 2031, a customer sued Orion Enterprises for $500,000, claiming a product caused minor property damage.
Orion’s legal counsel considers the claim to be entirely frivolous and advises that the chance of a ruling against the
company is remote (less than a 2% chance).

Required:

For each independent situation, prepare the required December 31, 2031 journal entry (if any) and state what
information, if any, should be disclosed in the footnotes to the financial statements.

BONUS - SITUATION 4: Meridian Manufacturing (BONUS)

All of the above situations would be handled the same regardless of accounting framework (US GAAP, IFRS, ASPE). The
situation below would be different:

In November 2031, a supplier sued Meridian Manufacturing for breach of contract, seeking $800,000 in damages. As of
December 31, 2031, Meridian’s legal counsel estimates there is a “more likely than not” (55%) probability that the
company will lose the case and be ordered to pay the full $800,000.

Required for Situation 4: Prepare the required December 31, 2031, journal entry (if any) and state the required footnote
disclosures, assuming the company reports under:

a.) IFRS
b.) US GAAP
c.) ASPE (Canada)

Free Video: https://youtu.be/Q43iJLhbF38
Members Video (Ad Free): https://youtu.be/2hr9GxEtfGO

20


https://youtu.be/Q43iJLhbF38
https://youtu.be/2hr9GxEtfG0

13-9B — Contingencies (Litigation)
The following independent situations occurred during the fiscal year ending December 31, 2031.
Situation 1: Cobalt Dynamics

In December 2031, a competitor sued Cobalt Dynamics for $900,000, claiming unfair marketing practices. Cobalt’s legal
counsel considers the claim to be baseless and advises that the chance of a ruling against the company is remote (a 1%
chance).

Situation 2: Summit Tech

In September 2031, a local municipality sued Summit Tech for alleged environmental damages, seeking $5,000,000. As of
December 31, 2031, Summit’s legal counsel has reviewed the case and advised management that it is highly likely (a 98%
probability) that the company will lose the lawsuit. The lawyers’ single best estimate of the final settlement amount is
$3,500,000.

Situation 3: Riverbank Industries

In November 2031, a customer sued Riverbank Industries for an injury sustained on company property, seeking
$2,000,000. As of December 31, 2031, legal counsel advises that the likelihood of the company losing the case is
reasonably possible (a 30% chance), but definitely not probable. If the company does lose, the payout is estimated to be
the full $2,000,000.

Required:

For each independent situation, prepare the required December 31, 2031 journal entry (if any) and state what
information, if any, should be disclosed in the footnotes to the financial statements.

BONUS — SITUATION 4: Pinnacle Retail (BONUS)

All of the above situations would be handled the same regardless of the accounting framework (US GAAP, IFRS, ASPE).
The situation below would be different:

In October 2031, a former executive sued Pinnacle Retail for severance and breach of contract, seeking $1,200,000. As of
December 31, 2031, Pinnacle’s legal counsel estimates there is a “more likely than not” (55%) probability that the
company will lose the case and be ordered to pay the full $1,200,000.

Required for Situation 4: Prepare the required December 31, 2031 journal entry (if any) and state the required footnote
disclosures, assuming the company reports under:

a.) IFRS
b.) USGAAP
c.) ASPE (Canada)

Members Video (Ad Free): https://youtu.be/8QVyghlwgl4

21


https://youtu.be/8QVyghJwq14

13-10A — Warranties (Assurance and Service)

Cascade Commercial Kitchens sells high-end industrial espresso machines. On January 1, 2031, the
company sold 50 espresso machines for $4,000 each (totaling $200,000). All sales were for cash.

Part 1: The Assurance-Type Warranty

Included in the $4,000 purchase price is a standard 1-year manufacturer’s warranty that guarantees the
machines against defects. Based on historical data, Cascade estimates that total warranty costs will equal
3% of total sales. During 2031, Cascade incurred $4,500 in actual warranty repair costs (all paid in cash
for replacement parts and labor).

Part 2: The Service-Type Warranty

In addition to the machines, Cascade sold 2-year extended service contracts on 20 of the machines for
$500 each (totaling $10,000). The extended service contracts provide preventative maintenance and
begin on January 1, 2032 (immediately after the standard 1-year assurance warranty expires).

Part 3: Extended Warranty Claim

On May 10, 2032, a customer brings in an espresso machine covered under the extended service
contract for a required maintenance tune-up. Cascade incurs $150 in labor costs (paid in cash) to service
the machine.

Required:

a.) Record the summary journal entries for the sale of the machines and the extended service
contracts on January 1, 2031.

b.) Record the journal entries for the actual warranty costs incurred during 2031 and the year-end
adjusting entry for the assurance-type warranty on December 31, 2031.

c.) Record the journal entry for the extended service contract maintenance performed on May 10,
2032.

d.) Record the year-end adjusting entry required on December 31, 2032, to recognize the revenue
earned from the extended service contracts.

Free Video: https://youtu.be/DVuvLdcfFFo
Members Video (Ad Free): https://youtu.be/jdN3sAlwBIM
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https://youtu.be/DVuvLdcfFFo
https://youtu.be/jdN3sAlwBJM

13-10B — Warranties (Assurance and Service)

Velocity E-Bikes manufactures and sells high-performance electric bicycles. On July 1, 2031, the
company sold 100 e-bikes for $2,500 each (totaling $250,000). All sales were for cash.

Part 1: The Assurance-Type Warranty

Included in the $2,500 purchase price is a standard 1-year manufacturer’s warranty that
guarantees the e-bikes against motor and battery defects. Based on historical data, Velocity
estimates that total warranty costs will equal 4% of total sales. During 2031, Velocity incurred
$6,200 in actual warranty repair costs (all paid in cash for replacement parts and labor).

Part 2: The Service-Type Warranty

In addition to the e-bikes, Velocity sold 2-year extended maintenance plans on 40 of the bikes
for $300 each (totaling $12,000). The extended maintenance plans provide preventative tuning
and begin on July 1, 2032 (immediately after the standard 1-year assurance warranty expires).

Part 3: Extended Warranty Claim

On October 15, 2032, a customer brings in an e-bike covered under the extended maintenance
plan for a required brake and drivetrain tune-up. Velocity incurs S80 in labor and parts costs
(paid in cash) to service the bike.

Required:

a.) Record the summary journal entries for the sale of the e-bikes and the extended
maintenance plans on July 1, 2031.

b.) Record the journal entries for the actual warranty costs incurred during 2031 and the
year-end adjusting entry for the assurance-type warranty on December 31, 2031.

c.) Record the journal entry for the extended maintenance performed on October 15, 2032.

d.) Record the year-end adjusting entry required on December 31, 2032, to recognize the
revenue earned from the extended maintenance plans.

Members Video (Ad Free): https://youtu.be/DNZJTGY56jo
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https://youtu.be/DNZJTGY56jo

Module 14: Long-Term
Liabilities

Free Video: https://youtu.be/VaAemgMvinU
Members Video (Ad Free): https://youtu.be/xJ2k9w4hNEg

24


https://youtu.be/VaAemgMvJnU
https://youtu.be/xJ2k9w4hNEg

14-1A - Bond Discounts and Premiums

Sinker Inc. issues a bond that has a stated (coupon) rate of 4%. The market rate of interest for
similar companies is 6.5%.

Required 1:

Will Sinker Inc’s’ bond issue at a discount, par or a premium? Why?

Slider Inc. issues a bond that has a stated (coupon) rate of 4%. The market rate of interest for
similar companies is 3.5%.

Required 2:

Will Slider Inc’s bond issue at a discount, par, or a premium? Why?

Assume that both Sinker Inc. and Slider Inc. issued their 4% bonds on the same date at the
same time with identical terms and features.

Required 3:

a.) Why would one issue at a discount and the other at a premium — What does the
difference in market rates tell us about how the market perceives each company?

b.) Isit possible in the “real world” for two companies to issue 4% bonds on the same day
at the same time and have one issue at a discount and the other at a premium?
Why/Why not?

Free Video: https://youtu.be/glkzV-VUCQE
Members Video (Ad Free): https://youtu.be/YHwkVfdMeGI
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https://youtu.be/glkzV-VUCQE
https://youtu.be/YHwkVfdMeGI

14-1B - Bond Discounts and Premiums

Kobe Inc. issues a bond that has a stated (coupon) rate of 7%. The market rate of interest for
similar companies is 5%.

Required 1:

Will Kobe Inc’s bond issue at a discount, par or a premium? Why?

Laker Inc. issues a bond that has a stated (coupon) rate of 7%. The market rate of interest for
similar companies is 9%.

Required 2:

Will Laker Inc’s bond issue at a discount, par or a premium? Why?

Assume that both Kobe Inc. and Laker Inc. issued their 7% bonds on the same date at the same
time with identical terms and features.

Required 3:

a.) Why would one issue at a discount and the other at a premium — What does the
difference in market rates tell us about how the market perceives each company?

b.) Is it possible in the “real world” for two companies to issue 7% bonds on the same day
at the same time and have one issue at a discount and the other at a premium?
Why/Why not?

Members Video (Ad Free): https://youtu.be/dLQEK-Ky4dI
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https://youtu.be/dLQEK-Ky4dI

14-2A - Bond Quotes

On January 1, 2031, Never Company issues a 10-year 5% bond with $1,000,000 face value at a
time when the market rate of interest (yield to maturity) is 6%. The bond will make semiannual
payments. The bond quote was 92.561.

Required:

a.) Will the bond be issued at a discount or premium?
b.) How much cash will Never Company receive on January 1, 2031?
c.) How big is the discount/premium?

BONUS
Show how the bond quote of 92.561 was calculated.

Free Video: https://youtu.be/frOLA7|sTEY
Members Video (Ad Free): https://youtu.be/0w9GHalB68I
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https://youtu.be/fr0LA7jsTEY
https://youtu.be/0w9GHaIB68I

14-2B - Bond Quotes

On January 1, 2031, Always Company issues a 5-year 7% bond with $10,000,000 face value at a
time when the market rate of interest (yield to maturity) is 6%. The bond will make semiannual
payments. The bond quote was 104.265.

Required:

a.) Will the bond be issued at a discount or premium?
b.) How much cash will Always Company receive on January 1, 2031?
c.) How big is the discount/premium?

BONUS
Show how the bond quote of 104.265 was calculated.

Members Video (Ad Free): https://youtu.be/mp3P5p8CDyw
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https://youtu.be/mp3P5p8CDyw

14-3A - Bond Issued at a Discount (Effective Interest Method)

On February 28, 2031, Tiger Inc. issues $1,000,000 of 10-year, 9% bonds. The market rate of
interest (yield to maturity) is 10%. Because the market rate is higher than the bond rate, the

bonds issue at a discount. The bond quote is: 93.769. The bonds pay interest semi-annually on
February 28 and August 31. The company’s fiscal-year end is September 30.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest

periods.
b.) Record the journal entry required on:

i. Theissuance of the bond. (February 28, 2031)

ii. The first interest payment. (August 31, 2031)
iii. The company’s fiscal year-end. (September 30, 2031)
iv. The second interest payment. (February 28, 2032)

A

Semi Annual
Interest
Period

B C D E F
Interest Interest Discount Discount/ Bond
Payment Expense Amortization Premium Carrying
(C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium S -E)
value bond Amortization (E-D) (Discount)
carrying B-0)
amount ¢ +E)
(Premium)

Free Video: https://youtu.be/5CZVx9E9YyI

Members Video (Ad Free): https://youtu.be/E1z1QF60aX4
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https://youtu.be/5CZVx9E9YyI
https://youtu.be/E1z1QF60aX4

14-3B - Bond Issued at a Discount (Effective Interest Method)

On November 30, 2031, Lion Co. issues $100,000 of 5-year, 4% bonds. The market rate of
interest (yield to maturity) is 5%. Because the market rate is higher than the bond rate, the
bonds issue at a discount. The bond quote is: 95.624. The bonds pay interest semi-annually on
May 31 and November 30. The company’s fiscal-year end is July 31.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest
periods.
b.) Record the journal entry required on:
i. Theissuance of the bond. (November 30, 2031)
ii. The first interest payment. (May 31, 2032)
iii. The company’s fiscal year-end. (July 31, 2032)
iv. The second interest payment. (November 30, 2032)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium s -E)
value bond Amortization (E-D) (Discount)
carrying B-0)
amount ¢ +E)
(Premium)

Members Video (Ad Free): https://youtu.be/IJATU-y91hU
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https://youtu.be/IJATU-y91hU

14-4A - Bond Issued at a Premium (Effective Interest Method)

On April 30, 2031, Ryen Inc. issues $10,000,000 of 10-year, 7% bonds. The market rate of interest (yield to
maturity) is 6%. Because the market rate is lower than the bond rate, the bonds issue at a premium. The bond
quote is: 107.439. The bonds pay interest semi-annually on October 31 and April 30. The company'’s fiscal-year
end is December 31.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest periods.
b.) Record the journal entry required on:
i. Theissuance of the bond. (April 30, 2031)
ii. The first interest payment. (October 31, 2031)
iii. The company’s fiscal year-end. (December 31, 2031)
iv. The second interest payment. (April 30, 2032)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium S -E)
value bond Amortization (E-D) (Discount)
carrying B-0)
amount ¢ +E)
(Premium)

Members Video (Ad Free): https://youtu.be/pg-BxTVreyl
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https://youtu.be/pq-BxTVreyI

14-4B - Bond Issued at a Premium (Effective Interest Method)

On January 31, 2031, Bill Inc. issues $1,000,000 of 5-year, 5% bonds. The market rate of interest (yield to maturity)
is 4%. Because the market rate is lower than the bond rate, the bonds issue at a premium. The bond quote is:
104.491. The bonds pay interest semi-annually on January 31 and July 31. The company’s fiscal-year end is
December 31.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest periods.
b.) Record the journal entry required on:
i. Theissuance of the bond. (January 31, 2031)
ii. The first interest payment. (July 31, 2031)
iii. The company’s fiscal year-end. (December 31, 2031)
iv. The second interest payment. (January 31, 2032)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium S -E)
value bond Amortization (E-D) (Discount)
carrying B-0)
amount ¢ +E)
(Premium)

Members Video (Ad Free): https://youtu.be/F306COVGu2Y
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https://youtu.be/F306COVGu2Y

14-5A - Bond Early Repayment (Effective Interest Method)

On March 31, 2031, Mei Company issues $1,000,000 of 3-year, 6% bonds. The market rate of
interest (yield to maturity) is 7%. The bond quote is: 97.336. The bonds pay interest semi-
annually on September 30 and March 31. The company’s fiscal-year end is December 31.

On September 30, 2031 (after the first payment) the company calls the bonds at 102.000 and
retires them.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first interest period.
b.) Record the journal entry required for:
i. Theissuance of the bond. (March 31, 2031)
ii. The first interest payment. (September 30, 2031)
iii. The extinguishment of the debt. (September 30, 2031)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium s -E)
value bond Amortization (E-D) (Discount)
carrying B-C)
amount ¢ +E)
(Premium)

Free Video: https://youtu.be/b6t6-uUhn7M
Members Video (Ad Free): https://youtu.be/uzRHh8elmrk
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https://youtu.be/uzRHh8eImrk

14-5B - Bond Early Repayment (Effective Interest Method)

On January 31, 2031, Rose Company issues $100,000 of 3-year, 4% bonds. The market rate of
interest (yield to maturity) is 3%. The bond quote is: 102.849. The bonds pay interest semi-
annually on January 31 and July 31. The company’s fiscal-year end is December 31.

On July 31, 2031 (after the first payment) the company calls the bonds at 104.000 and retires
them.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first interest period.
b.) Record the journal entry required for:
i. Theissuance of the bond. (January 31, 2031)
ii. The first interest payment. (July 31, 2031)
iii. The extinguishment of the debt. (July 31, 2031)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium s -E)
value bond Amortization (E-D) (Discount)
carrying B-C)
amount ¢ +E)
(Premium)

Members Video (Ad Free): https://youtu.be/Uh4b9AwIT8Q
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https://youtu.be/Uh4b9AwlT8Q

14-6A - Bond Early Repayment between Interest Dates (Effective Interest Method)

On January 31, 2031, Bob Company issues $100,000 of 3-year, 5% bonds. The market rate of
interest (yield to maturity) is 4%. The bond quote is: 102.801. The bonds pay interest semi-
annually on January 31 and July 31. The company’s fiscal-year end is December 31.

On August 31, 2031 the company calls and extinguishes the debt at 104.000 (plus any unpaid
interest accrued up to that date).

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest
periods.
b.) Record the journal entry required for:
i. Theissuance of the bond. (January 31, 2031)
ii. The first interest payment. (July 31, 2031)
iii. The extinguishment of the debt. (August 31, 2031)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium s -E)
value bond Amortization (E-D) (Discount)
carrying B-C)
amount ¢ +E)
(Premium)

Free Video: https://youtu.be/X2qFlgDYnVM
Members Video (Ad Free): https://youtu.be/HDU-B5GoxOE
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https://youtu.be/X2qF1gDYnVM
https://youtu.be/HDU-B5GoxOE

14-6B - Bond Early Repayment between Interest Dates (Effective Interest Method)

On March 31, 2031, Hugh Company issues $100,000 of 3-year, 6% bonds. The market rate of
interest (yield to maturity) is 7%. The bond quote is: 97.336. The bonds pay interest semi-
annually on September 30 and March 31. The company’s fiscal-year end is December 31.

On November 30, 2031 the company calls and extinguishes the debt at 102.000 (plus any
unpaid interest accrued up to that date).

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest period.
b.) Record the journal entry required for:
i. Theissuance of the bond. (March 31, 2031)
ii. The first interest payment. (September 30, 2031)
iii. The extinguishment of the debt. (November 30, 2031)

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual | Interest Interest Discount Discount/ Bond
Interest Payment Expense Amortization Premium Carrying
Period (C-B) Account Amount
( %)of ( %)of Balance
maturity preceding Premium s -E)
value bond Amortization (E-D) (Discount)
carrying B-C)
amount ¢ +E)
(Premium)

Members Video (Ad Free): https://youtu.be/vxJpNqu9G68
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Module 14 Appendix
Amortizing Bond Discounts and Premiums

Straight-Line Method
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14-7A - Bond Issued at a Discount (Straight-Line Method)

On February 28, 2031, Tiger Inc. issues $1,000,000 of 10-year, 9% bonds. The market rate of
interest (yield to maturity) is 10%. Because the market rate is higher than the bond rate, the
bonds issue at a discount. The bond quote is: 93.769. The bonds pay interest semi-annually on
February 28 and August 31. The company’s fiscal-year end is September 30.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest
periods.
b.) Record the journal entry required on:
i. Theissuance of the bond. (February 28, 2031)
ii. The first interest payment. (August 31, 2031)
iii. The company’s fiscal year-end. (September 30, 2031)
iv. The second interest payment. (February 28, 2032)

ht-Line Method Discoun )
A B C D E F

Semi Annual | Interest Discount / Interest Discount/ Bond
Interest Payment Premium Expense Premium Carrying
Period Amortization Account Amount
( %)of If discount, Balance
maturity (Initial Discount | (B+C) s -E)
value or Premium + (E-C) (Discount)
Number of If premium,
interest periods) | (B-C) S +E)
(Premium)

Members Video (Ad Free): https://youtu.be/x S-Fo4x05s
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https://youtu.be/x_S-Fo4xO5s

14-7B - Bond Issued at a Discount (Straight-Line Method)

On November 30, 2031, Lion Co. issues a $100,000 of 5-year, 4% bonds. The market rate of
interest (yield to maturity) is 5%. Because the market rate is higher than the bond rate, the
bonds issue at a discount. The bond quote is: 95.624. The bonds pay interest semi-annually on
May 31 and November 30. The company’s fiscal-year end is July 31.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest
periods.
b.) Record the journal entry required on:
i. Theissuance of the bond. (November 30, 2031)
ii. The first interest payment. (May 31, 2032)
iii. The company’s fiscal year-end. (July 31, 2032)
iv. The second interest payment. (November 30, 2032)

ht-Line Method Discoun )
A B C D E F

Semi Annual | Interest Discount / Interest Discount/ Bond
Interest Payment Premium Expense Premium Carrying
Period Amortization Account Amount
( %)of If discount, Balance
maturity (Initial Discount | (B+C) s -E)
value or Premium + (E-C) (Discount)
Number of If premium,
interest periods) | (B-C) S +E)
(Premium)

Members Video (Ad Free): https://youtu.be/ Tzrli_c18lI
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https://youtu.be/_TzrIi_c18I

14-8A — Bond Issued at a Premium (Straight-Line Method)

On April 30, 2031, Ryen Inc. issues $10,000,000 of 10-year, 7% bonds. The market rate of interest (yield
to maturity) is 6%. Because the market rate is lower than the bond rate, the bonds issue at a premium.
The bond quote is: 107.439. The bonds pay interest semi-annually on October 31 and April 30. The

company’s fiscal-year end is December 31.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest periods.

b.) Record the journal entry required on:
i. Theissuance of the bond. (April 30, 2031)

ii. The first interest payment. (October 31, 2031)

iii. The company’s fiscal year-end. (December 31, 2031)

iv. The second interest payment. (April 30, 2032)

A

Semi Annual
Interest
Period

B

Interest
Payment

( %)of
maturity
value

raight-Line Method Discoun

C

Discount /
Premium
Amortization

(Initial Discount
or Premium +
Number of
interest periods)

Interest
Expense

If discount,
(B+C)

If premium,
(B-C)

Discount/
Premium
Account
Balance

(E-C)

Bond
Carrying
Amount

¢ -E)

(Discount)

¢ +E)
(Premium)

Free Video: https://youtu.be/ADEwVIMz24c

Members Video (Ad Free): https://youtu.be/jVQhgdFZPck
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https://youtu.be/ADEwVlMz24c
https://youtu.be/jVQhqdFZPck

14-8B - Bond Issued at a Premium (Straight-Line Method)

On January 31, 2031, Bill Inc. issues $1,000,000 of 5-year, 5% bonds. The market rate of interest
(yield to maturity) is 4%. Because the market rate is lower than the bond rate, the bonds issue
at a premium. The bond quote is: 104.491. The bonds pay interest semi-annually on January
31 and July 31. The company’s fiscal-year end is December 31.

Required:

a.) Prepare a bond amortization schedule for the issuance and the first two interest
periods.
b.) Record the journal entry required on:
i. Theissuance of the bond. (January 31, 2031)
ii. The first interest payment. (July 31, 2031)
iii. The company’s fiscal year-end. (December 31, 2031)
iv. The second interest payment. (January 31, 2032)

raight-Line Method Discoun

A B C D E F
Semi Annual | Interest Discount / Interest Discount/ Bond
Interest Payment Premium Expense Premium Carrying
Period Amortization Account Amount
( %)of If discount, Balance
maturity (Initial Discount | (B+C) s -E)
value or Premium + (E-C) (Discount)
Number of If premium,
interest periods) | (B-C) 3 + E)
(Premium)

Members Video (Ad Free): https://youtu.be/U2DBuPKHmMXs
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Module 15: Shareholders’
Equity

Module Introduction Video Links

Free Video: https://youtu.be/pis7 gr8fzE
Members Video (Ad Free): https://youtu.be/ACMxAOTiQYw

42


https://youtu.be/pjs7_gr8fzE
https://youtu.be/ACMxAOTjQYw

15-1A — Common Shares Issued for Cash
The following situations are independent.
a.) On January 15, 2031, Everstone Inc. issued 50,000 common shares for cash at $8 per

share. Assume the shares are no-par.

b.) On January 15, 2031, Everstone Inc. issued 50,000 common shares for cash at $8 per
share. Assume the shares have a S1 par value.

Required:
Prepare the journal entry for each transaction.

Free Video: https://youtu.be/HRWcfnZvMAg
Members Video (Ad Free): https://youtu.be/Ao4-uhWpa7U
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https://youtu.be/HRWcfnZvMAg
https://youtu.be/Ao4-uhWpa7U

15-1B — Common Shares Issued for Cash
The following situations are independent.
a.) On March 10, 2031, Horizon Enterprises issued 120,000 common shares for cash at

$15 per share. Assume the shares are no-par.

b.) On March 10, 2031, Horizon Enterprises issued 120,000 common shares for cash at
$15 per share. Assume the shares have a $5 par value.

Required:
Prepare the journal entry for each transaction.

Members Video (Ad Free): https://youtu.be/gVIJuDDOfBRs
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https://youtu.be/gVJuDDOfBRs

15-2A — Common Shares with Issuance Costs
The following situations are independent.

a.) On July 1, 2031, Novastra Inc. issued 75,000 common shares for cash at $20 per
share. The company incurred and paid $45,000 in legal, underwriting, and
promotional costs directly related to the share issuance. Assume the shares are no-
par.

b.) On July 1, 2031, Novastra Inc. issued 75,000 common shares for cash at $20 per
share. The company incurred and paid $45,000 in legal, underwriting, and
promotional costs directly related to the share issuance. Assume the shares have a
S2 par value.

Required:

Prepare the journal entry to record the share issuance and the related costs for each
transaction.

Free Video: https://youtu.be/XuAVv0L90SwW
Members Video (Ad Free): https://youtu.be/uL81ugN 2dQ
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https://youtu.be/XuAVv0L90Sw
https://youtu.be/uL81ugN_2dQ

15-2B — Common Shares with Issuance Costs
The following situations are independent.

a.) On September 15, 2031, Silverline Inc. issued 50,000 common shares for cash at $12
per share. The company incurred and paid $15,000 in legal, underwriting, and
promotional costs directly related to the share issuance. Assume the shares are no-
par.

b.) On September 15, 2031, Silverline Inc. issued 50,000 common shares for cash at $12
per share. The company incurred and paid $15,000 in legal, underwriting, and
promotional costs directly related to the share issuance. Assume the shares have a
S1 par value.

Required:

Prepare the journal entry to record the share issuance and the related costs for each
transaction.

Members Video (Ad Free): https://youtu.be/VFOiHbQ4uuM
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https://youtu.be/VFOiHbQ4uuM

15-3A — Repurchase and Cancellation of Common Shares
Part 1 — No Par Shares

Lukow Company’s December 31, 2030 balance sheet shows the following:

Common shares (10,000 no par shares issued and outstanding) $100,000

On May 1, 2031, the company purchased and cancelled 1,000 shares at $8 per share.
On August 31, 2031, the company purchased and cancelled 2,000 shares at $13 per share.
Required:

Record journal entries for May 1 and August 31.

Part 2 - Shares with Par Value:

Assume instead of no-par shares, Lukow Company’s shares had par value of $1. Their
December 31, 2030 balance sheet shows the following:

Common shares (10,000 S1 par shares issued and outstanding) $10,000
Additional paid in capital (Contributed Surplus/Share Premium) $90,000

On May 1, 2031, the company purchased and cancelled 1,000 shares at $8 per share.
On August 31, 2031, the company purchased and cancelled 2,000 shares at $13 per share.
Required:

Record journal entries for May 1 and August 31.

Free Video: https://youtu.be/pxLET 3vilM
Members Video (Ad Free): https://youtu.be/W rrf4lxj2Q
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https://youtu.be/pxLET_3vi1M
https://youtu.be/W_rrf4Lxj2Q

15-3B — Repurchase and Cancellation of Common Shares

Part 1 — No-Par Shares

Merlock Ltds December 31, 2030 balance sheet shows the following:

Common shares (50,000 no par shares issued and outstanding) $750,000

On April 15, 2031, the company purchased and cancelled 5,000 shares at $11 per share.
On October 15, 2031, the company purchased and cancelled 10,000 shares at $18 per share.
Required:

Record journal entries for April 15 and October 15.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Merlock Ltd.s shares had a par value of $2. Their December 31, 2030
balance sheet shows the following:

Common shares (50,000 S2 par shares issued and outstanding) $100,000
Additional paid in capital (Contributed Surplus/Share Premium) $650,000

On April 15, 2031, the company purchased and cancelled 5,000 shares at $11 per share.
On October 15, 2031, the company purchased and cancelled 10,000 shares at $18 per share.
Required:

Record journal entries for April 15 and October 15.

Members Video (Ad Free): https://youtu.be/90PgUCjKjgw
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https://youtu.be/90PgUCjKjgw

15-4A — Cash Dividends

Stern Company has 1,000,000 outstanding common shares. On May 3, 2031 it declares a
$0.50/share cash dividend payable on June 15 to shareholders of record on May 21. It pays the
dividend on June 15.

Required:

Record all relevant journal entries.

Free Video: https://youtu.be/ytONISXMXOM
Members Video (Ad Free): https://youtu.be/4wXIla3AWWS
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https://youtu.be/ytONIsXMXOM
https://youtu.be/4wXIla3AWW8

15-4B — Cash Dividends

Crestview Corp. has 2,500,000 outstanding common shares. On October 12, 2031 it declares a
$0.40/share cash dividend payable on November 20 to shareholders of record on November 5.
It pays the dividend on November 20.

Required:

Record all relevant journal entries.

Members Video (Ad Free): https://youtu.be/xToey4IXnKQ
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https://youtu.be/xToey4IXnKQ

15-5A — Liquidating Dividends
Part 1 — No-Par Shares

Zenith Corporation’s December 31, 2030, balance sheet shows the following items in the equity

section:
Common shares (100,000 no-par shares issued and outstanding) $1,500,000
Retained earnings 40,000

On January 3, 2031, the company declares a $1.20 per share cash dividend payable on January
20 to shareholders of record on January 10.

Required:

Record the journal entries for the dates of declaration and payment.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Zenith Corporation’s shares had a par value of $5. Their
December 31, 2030, balance sheet shows the following items in the equity section:

Common shares (100,000 $5 par shares issued and outstanding) $500,000
Additional paid-in capital (Contributed Surplus / Share Premium) 1,000,000
Retained earnings 40,000

On January 3, 2031, the company declares a $1.20 per share cash dividend payable on January
20 to shareholders of record on January 10.

Required:

Record the journal entries for the dates of declaration and payment.

Free Video: https://youtu.be/mllgQyafFqM
Members Video (Ad Free): https://youtu.be/mr8uZyDCcrg
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15-5B — Liquidating Dividends
Part 1 — No-Par Shares

Helios Technologies’ December 31, 2030, balance sheet shows the following items in the equity

section:
Common shares (250,000 no-par shares issued and outstanding) $2,000,000
Retained earnings 50,000

On January 2, 2031, the company declares a $0.80 per share cash dividend payable on March 10
to shareholders of record on January 26.

Required:

Record the journal entries for the dates of declaration and payment.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Helios Technologies’ shares had a par value of $2. Their
December 31, 2030, balance sheet shows the following items in the equity section:

Common shares (250,000 $2 par shares issued and outstanding) $500,000
Additional paid-in capital (Contributed Surplus / Share Premium) 1,500,000
Retained earnings 50,000

On January 2, 2031, the company declares a $0.80 per share cash dividend payable on March 10
to shareholders of record on January 26.

Required:

Record the journal entries for the dates of declaration and payment.

Members Video (Ad Free): https://youtu.be/u9F5mcpKI3A
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15-6A — (Small) Stock Dividends
Part 1 — No-Par Shares

Vanguard Dynamics’ December 31, 2030, balance sheet shows the following items in the equity section:

Common shares (200,000 no-par shares issued and outstanding) $3,000,000

Retained earnings 850,000

On September 15, 2031, the company declares a 5% stock dividend to be distributed on October 15 to
shareholders of record on September 30. On the date of declaration, the market price of the shares is
$25 per share. The Board of Directors resolved to capitalize the dividend at the current market price.

Required:

Record the journal entries for the dates of declaration and distribution.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Vanguard Dynamics’ shares had a par value of $2. Their December 31,
2030, balance sheet shows the following items in the equity section:

Common shares (200,000 $2 par shares issued and outstanding) $400,000
Additional paid-in capital (Contributed Surplus / Share Premium) 2,600,000
Retained earnings 850,000

On September 15, 2031, the company declares a 5% stock dividend to be distributed on October 15 to
shareholders of record on September 30. On the date of declaration, the market price of the shares is
$25 per share. The Board of Directors resolved to capitalize the dividend at the current market price.

Required:

Record the journal entries for the dates of declaration and distribution.

Free Video: https://youtu.be/S1GGwhHXxPw
Members Video (Ad Free): https://youtu.be/XszhdpHzId8
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15-6B — (Small) Stock Dividends
Part 1 — No-Par Shares

Pinnacle Innovations’ December 31, 2030, balance sheet shows the following items in the equity section:

Common shares (500,000 no-par shares issued and outstanding) $5,000,000
Retained earnings 2,500,000

On November 1, 2031, the company declares a 10% stock dividend to be distributed on December 5 to
shareholders of record on November 15. On the date of declaration, the market price of the shares is
$30 per share. The Board of Directors resolved to capitalize the dividend at the current market price.

Required:

Record the journal entries for the dates of declaration and distribution.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Pinnacle Innovations’ shares had a par value of $3. Their December 31,
2030, balance sheet shows the following items in the equity section:

Common shares (500,000 $3 par shares issued and outstanding) $1,500,000
Additional paid-in capital (Contributed Surplus / Share Premium) 3,500,000
Retained earnings 2,500,000

On November 1, 2031, the company declares a 10% stock dividend to be distributed on December 5 to
shareholders of record on November 15. On the date of declaration, the market price of the shares is
$30 per share. The Board of Directors resolved to capitalize the dividend at the current market price.

Required:

Record the journal entries for the dates of declaration and distribution.

Members Video (Ad Free): https://youtu.be/Kg10KIx-Xdw
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15-7A — Stock Splits
Part 1 — No-Par Shares

Strata Communications’ December 31, 2030, balance sheet shows the following items in the
equity section:

Common shares (300,000 no-par shares issued and outstanding) $6,000,000
Retained earnings 4,500,000

On November 12, 2031, the company's board of directors declares and executes a 4-for-1 stock
split. On the date of the split, the market price of the shares is $S80 per share.

Required:

Record the journal entries for the stock split.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Strata Communications’ shares had a par value of $4. Their
December 31, 2030, balance sheet shows the following items in the equity section:

Common shares (300,000 $4 par shares issued and outstanding) $1,200,000
Additional paid-in capital (Contributed Surplus / Share Premium) 4,800,000
Retained earnings 2,500,000

On November 12, 2031, the company's board of directors declares and executes a 4-for-1 stock
split. On the date of the split, the market price of the shares is S80 per share.

Required:

Record the journal entries for the stock split.

Free Video: https://youtu.be/zBGl_WEwdVI
Members Video (Ad Free): https://youtu.be/dtO7gwhpnuU
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15-7B — Stock Splits
Part 1 — No-Par Shares

AeroMotive Dynamics’ December 31, 2030, balance sheet shows the following items in the
equity section:

Common shares (150,000 no-par shares issued and outstanding) $3,000,000

Retained earnings 1,200,000

On September 1, 2031, the company's board of directors declares and executes a 5-for-1 stock
split. On the date of the split, the market price of the shares is $100 per share.

Required:

Record the journal entries (if any) for the stock split.

Part 2 — Shares with Par Value

Assume instead of no-par shares, AeroMotive Dynamics’ shares had a par value of $5. Their
December 31, 2030, balance sheet shows the following items in the equity section:

Common shares (150,000 $5 par shares issued and outstanding) $750,000
Additional paid-in capital (Contributed Surplus / Share Premium) 2,250,000
Retained earnings 1,200,000

On September 1, 2031, the company's board of directors declares and executes a 5-for-1 stock
split. On the date of the split, the market price of the shares is $100 per share.

Required:

Record the journal entries (if any) for the stock split.

Members Video (Ad Free): https://youtu.be/AFK xeHb0j4
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15-8A — Large Stock Dividends (US GAAP ONLY)

Cobalt Industries’ December 31, 2030, balance sheet shows the following items in the equity

section:
Common stock (400,000 S2 par shares issued and outstanding) $800,000
Additional paid-in capital 3,200,000
Retained earnings 2,000,000

On May 1, 2031, the company declares a 40% stock dividend to be distributed on June 10 to
shareholders of record on May 20. On the date of declaration, the market price of the shares is
S45 per share.

Required:

a.) Record the journal entries for the dates of declaration and distribution.
b.) Had the stock been “No Par” stock, how would that change your journal entries?

Members Video (Ad Free): https://youtu.be/qh0gJB42nJM
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15-8B — Large Stock Dividends (US GAAP ONLY)

Quantum Logistics’ December 31, 2030, balance sheet shows the following items in the equity

section:
Common stock (200,000 S5 par shares issued and outstanding) $1,000,000
Additional paid-in capital 2,500,000
Retained earnings 4,000,000

On August 1, 2031, the company declares a 50% stock dividend to be distributed on September

5 to shareholders of record on August 20. On the date of declaration, the market price of the

shares is S60 per share.
Required:

a.) Record the journal entries for the dates of declaration and distribution.

b.) Had the stock been “No Par” stock, how would that change your journal entries?

Members Video (Ad Free): https://youtu.be/8gEn_mK2uWE
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15-9A — Dividend Allocation: Preferred vs. Common Shares

Orion Medical Devices’ December 31, 2030, balance sheet shows the following items in the

equity section:

Preferred shares (8%, $50 par value, 100,000 shares issued and outstanding) $5,000,000
Common shares (500,000 no-par shares issued and outstanding) 12,000,000
Retained earnings 8,500,000

The company did not declare or pay any dividends during 2029 or 2030.

On December 1, 2031, the board of directors declares a total cash dividend of $1,500,000.

Part 1 — Non-Cumulative Preferred Shares

Assume the preferred shares are non-cumulative.

Required:

a.) Calculate the amount of the total dividend allocated to the preferred shareholders

and the common shareholders.

b.) Prepare the journal entry to record the declaration of the dividend on December 1.

Part 2 — Cumulative Preferred Shares

Assume instead that the preferred shares are cumulative.

Required:

a.) Calculate the amount of the total dividend allocated to the preferred shareholders

and the common shareholders.

b.) Prepare the journal entry to record the declaration of the dividend on December 1.

Members Video (Ad Free): https://youtu.be/22ydnoC7PXc
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15-9B — Dividend Allocation: Preferred vs. Common Shares

Meridian Energy’s December 31, 2030, balance sheet shows the following items in the equity

section:
Preferred shares (6%, $100 par value, 50,000 shares issued and outstanding) $5,000,000
Common shares (250,000 no-par shares issued and outstanding) 8,000,000
Retained earnings 6,000,000

The company did not declare or pay any dividends during 2030.

On December 15, 2031, the board of directors declares a total cash dividend of $1,200,000.

Part 1 — Non-Cumulative Preferred Shares

Assume the preferred shares are non-cumulative.

Required:

a.) Calculate the amount of the total dividend allocated to the preferred shareholders
and the common shareholders.
b.) Prepare the journal entry to record the declaration of the dividend on December 15.

Part 2 — Cumulative Preferred Shares

Assume instead that the preferred shares are cumulative.

Required:

a.) Calculate the amount of the total dividend allocated to the preferred shareholders
and the common shareholders.
b.) Prepare the journal entry to record the declaration of the dividend on December 15.

Members Video (Ad Free): https://youtu.be/PMMUx_hauTY
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15-10A — Statement of Changes in Equity
Part 1 — No Par Shares

NewTech Solutions reported the following equity balances on January 1, 2031:

Common shares (100,000 no-par shares issued and outstanding) $1,000,000

Retained earnings 800,000

During 2031, the company completed the following transactions affecting equity:

e March 1: Issued 20,000 common shares for $15 cash per share.

e June 15: Declared and paid a $1.00 per share cash dividend to all outstanding shares.

e October 1: Declared and distributed a 5% stock dividend. On this date, the market price
was $18 per share. The Board of Directors resolved to capitalize the dividend at the
current market price.

e December 31: Reported net income for the year of $450,000.

Required:

Prepare the Statement of Changes in Equity for the year ended December 31, 2031

Part 2 — Shares with Par Value

Assume instead of no-par shares, NewTech Solutions’ shares had a par value of $4. Their
January 1, 2031, equity balances were:

Common shares (100,000 $4 par shares issued and outstanding) $400,000
Additional paid-in capital / (Contributed Surplus / Share Premium) 600,000
Retained earnings 800,000

Assume the March 1, June 15, October 1 and December 31 transactions occurred the same as
discussed above.

Required:

Prepare the Statement of Changes in Equity for the year ended December 31, 2031

Free Video: https://youtu.be/6VLjwsbihF4
Members Video (Ad Free): https://youtu.be/WCAiWn3bRhli
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15-10B — Statement of Changes in Equity
Part 1 — No-Par Shares

Cascade Systems reported the following equity balances on January 1, 2031:

Common shares (200,000 no-par shares issued and outstanding) $2,500,000
Retained earnings 1,500,000

During 2031, the company completed the following transactions affecting equity:

e April 10: Issued 50,000 common shares for S22 cash per share.

e July 20: Declared and paid a $0.50 per share cash dividend to all outstanding shares.

e November 5: Declared and distributed a 10% stock dividend. On this date, the market
price was $26 per share. The Board of Directors resolved to capitalize the dividend at the
current market price.

e December 31: Reported net income for the year of $850,000.

Required:

Prepare the Statement of Changes in Equity for the year ended December 31, 2031.

Part 2 — Shares with Par Value

Assume instead of no-par shares, Cascade Systems’ shares had a par value of $10. Their January
1, 2031, equity balances were:

Common shares (200,000 $10 par shares issued and outstanding) $2,000,000
Additional paid-in capital / (Contributed Surplus / Share Premium) 500,000
Retained earnings 1,500,000

Assume the April 10, July 20, November 5, and December 31 transactions occurred the same as
discussed above.

Required:

Prepare the Statement of Changes in Equity for the year ended December 31, 2031.

Members Video (Ad Free): https://youtu.be/E8UyOGaVjyg
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Module 15 Appendix
US GAAP - Treasury Stock
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15-11A — Treasury Stock — US GAAP
Part 1

The December 31, 2030 balance sheet of Jonas Company shows the following equity section:

Stockholders’ Equity
Paid in Capital
Common stock (20,000 $1 par shares issued and outstanding) $20,000
Additional paid-in capital 180,000
Total paid in capital 200,000
Retained earnings 250,000
Total stockholders’ Equity $450,000

On February 14, 2031 the company repurchased 2,000 shares for $13 per share. The company will hold
the shares as treasury shares.

Assume Jonas Company uses the cost method to account for treasury stock.
Required Part 1:

a.) Prepare the journal entry for the February 14 repurchase.

b.) Assume that was the only stock transaction during the year, and that the company had $100,000
in net income and declared and paid $20,000 in dividends during the year. Prepare the equity
section of the December 31, 2031 balance sheet.

Part 2

On June 1, 2032, the company sells 500 shares of treasury stock for $15 per share.

On September 3, 2032, the company sells 500 shares of treasury stock for $12 per share.
On December 31, 2032, the company sells 500 shares of treasury stock for $5 per share.
Required Part 2:

a.) Prepare the journal entries for June 1, September 3 and December 31.

b.) Assume those were the only stock transactions during the year, and that the company had
$50,000 in net income and declared and paid $25,000 in dividends during the year. There were
no other transactions or items that directly impacted stockholders’ equity. Prepare the equity
section of the December 31, 2032 balance sheet.

Free Video: https://youtu.be/4MpUezzOsCA
Members Video (Ad Free): https://youtu.be/22jy1Dp-wf8
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15-11B — Treasury Stock (US GAAP)

Part 1

The December 31, 2030, balance sheet of Osprey Industries shows the following equity section:

Stockholders’ Equity
Paid in Capital
Common stock (50,000 $2 par shares issued and outstanding) $100,000
Additional paid-in capital 400,000
Total paid in capital 500,000
Retained earnings 600,000
Total stockholders’ Equity $1,100,000

On March 12, 2031, the company repurchased 5,000 shares for $15 per share. The company
uses the cost method and will hold the shares as treasury stock.

Required Part 1:

a.) Prepare the journal entry for the March 12 repurchase.

b.) Assume that was the only stock transaction during the year, and that the company had
$150,000 in net income and declared and paid $40,000 in dividends during the year.
Prepare the stockholders' equity section of the December 31, 2031, balance sheet.

Part 2

On May 10, 2032, the company sells 1,000 shares of treasury stock for $18 per share. On August
22, 2032, the company sells 1,000 shares of treasury stock for $13 per share. On November 15,
2032, the company sells 1,000 shares of treasury stock for $10 per share.

Required Part 2:

a.) Prepare the journal entries for May 10, August 22, and November 15.

b.) Assume those were the only stock transactions during the year, and that the
company had $120,000 in net income and declared and paid $50,000 in dividends
during the year. There were no other transactions or items that directly impacted
stockholders' equity. Prepare the stockholders' equity section of the December 31,
2032, balance sheet.

Members Video (Ad Free): https://youtu.be/1SCH-KLPXpA
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Module 16: Complex
Financial Instruments

Module Introduction Video Links

Free Video: https://youtu.be/E3ILOCpYFvI
Members Video (Ad Free): https://youtu.be/MLR3Thzk1t
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16-1A - Convertible Bonds Issued at Par with Induced Conversion

On December 31, 2030, North Valley Company issued $1,000,000 of 6% convertible bonds at par. Interest is
payable semiannually on June 30 and December 31. The bonds mature on December 31, 2035. The company
recently issued identical bonds without the conversion feature at 98 (these bonds had a market rate of interest /
yield to maturity of 6.475%). At the time of issuance, North Valley’s common stock was trading at $18 per share.

Each $1,000 bond is convertible into 50 shares of North Valley’s no par common stock at any time after issuance.
On June 30, 2031, semiannual interest is paid.

On July 1, 2031, immediately after the first semiannual interest payment, holders of 700 bonds converted under
the original terms. At this time, the company’s common stock had a fair value of $28 per share.

On December 31, 2031, semiannual interest is paid.

On January 1, 2032, in an attempt to reduce interest costs, the company pays a $21 per bond premium to induce
the remaining bondholders to convert to common shares. All bondholders accept the deal. At this time, the
company’s common stock had a fair value of $20.50 per share.

Required: (Note: Round all calculations to the nearest whole dollar)
Part 1

Under US GAAP (or Canadian ASPE assuming the equity component is assigned a carrying amount of zero at
issuance.)

a.) Record the journal entry for the issuance of the bonds on December 31, 2030
b.) Record the journal entry for the first interest payment on June 30, 2031

c.) Record the journal entry for the conversion of 700 bonds on July 1, 2031

d.) Record the journal entry for the second interest payment on December 31, 2031
e.) Record the journal entry for the induced conversion on January 1, 2032

Part 2

Redo items a.) through e.) under IFRS (or Canadian ASPE assuming the company elects to measure the equity
component using the residual value method.) Note —answers for a.)-d.) will be the same, part e.) will produce
different answers between IFRS and ASPE.

Note for ASPE part e.) - On January 1, 2032, the fair value of the remaining bonds excluding the conversion feature
was $299,054

Members Video (Ad Free): https://youtu.be/1wdFzb71XzA

Note - to solve Part 2, you may want to prepare an effective interest table — a blank one is provided on the
next page.
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Effective interest table for Part 2 of 16-1A

Effective Interest Method Discount/Premium Amortization Table

A

Semi Annual
Interest
Period

B

Interest
Payment

( %)of
maturity
value

C

Interest
Expense

( %)of
preceding
bond carrying
amount

D

Discount
Amortization
(C-B)

Premium
Amortization
(B-C)

E

Discount/
Premium
Account
Balance

(E-D)

F

Bond Carrying
Amount

(S -E)

(Discount)

(S +E)

(Premium)
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16-1B - Convertible Bonds Issued at Par with Induced Conversion

On December 31, 2030, Cobalt Industries issued $5,000,000 of 8% convertible bonds at par. Interest is payable
semiannually on June 30 and December 31. The bonds mature on December 31, 2040. The company recently
issued identical bonds without the conversion feature at 97 (these bonds had a market rate of interest / yield to
maturity of 8.45%). At the time of issuance, Cobalt’s common stock was trading at $35 per share.

Each $1,000 bond is convertible into 25 shares of Cobalt’s no par common stock at any time after issuance.
On June 30, 2031, semiannual interest is paid.

On July 1, 2031, immediately after the first semiannual interest payment, holders of 1,500 bonds converted under
the original terms. At this time, Cobalt’s common stock had a fair value of $45 per share.

On December 31, 2031, semiannual interest is paid.

On January 1, 2032, in an attempt to reduce interest costs, the company pays a $31 per bond premium to induce
the remaining bondholders to convert to common shares. All bondholders accept the deal. At this time, the
company’s common stock had a fair value of $40 per share.

Required: (Note: Round all calculations to the nearest whole dollar)
Part 1

Under US GAAP (or Canadian ASPE assuming the equity component is assigned a carrying amount of zero at
issuance.)

a.) Record the journal entry for the issuance of the bonds on December 31, 2030
b.) Record the journal entry for the first interest payment on June 30, 2031

c.) Record the journal entry for the conversion of 1,500 bonds on July 1, 2031

d.) Record the journal entry for the second interest payment on December 31, 2031
e.) Record the journal entry for the induced conversion on January 1, 2032

Part 2

Redo items a.) through e.) under IFRS (or Canadian ASPE assuming the company elects to measure the equity
component using the residual value method.) Note —answers for a.)-d.) will be the same, part e.) will produce
different answers between IFRS and ASPE.

Note for ASPE part e.) - On January 1, 2032, the fair value of the remaining bonds excluding the conversion feature
was $3,462,023.

Free Video: https://youtu.be/ZPGR9U72jTO
Members Video (Ad Free): https://youtu.be/uBsP3ulOTHE

Note - to solve part 2 of this problem, you may want to prepare an effective interest table — a blank one is
provided on the next page.
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Effective interest table for Part 2 of 16-1B

Effective Interest Method Discount/Premium Amortization Table

A

Semi Annual
Interest
Period

B

Interest
Payment

( %)of
maturity
value

C

Interest
Expense

( %)of
preceding
bond carrying
amount

D

Discount
Amortization
(C-B)

Premium
Amortization
(B-C)

E

Discount/
Premium
Account
Balance

(E-D)

F

Bond Carrying
Amount

(S -E)

(Discount)

(S +E)

(Premium)
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16-2A - Convertible Bonds Issued at a Discount with Induced Conversion

On December 31, 2030, Cleveland Dynamics issued $10,000,000 of 8% convertible bonds at 98 (the market
rate of interest / YTM is 8.3%). Interest is payable semiannually on June 30 and December 31. The bonds
mature in 10 years on December 31, 2040. The company recently issued identical bonds without the
conversion feature at 95 (these bonds had a market rate of interest / yield to maturity of 8.76%).

Each $1,000 bond is convertible into 30 shares of Cleveland’s no par common stock at any time after issuance.
On June 30, 2031, semiannual interest is paid.

On July 1, 2031, immediately after the first semiannual interest payment, holders of 1,000 of the $1,000
bonds elected to convert their bonds into common shares under the original conversion terms.

On December 31, 2031, semiannual interest is paid.

On January 1, 2032, in an attempt to reduce interest costs, the company pays a $25 per bond premium to
induce the remaining bondholders to convert to common shares. All bondholders accept the deal.

Required: (Note: Round all calculations to the nearest whole dollar)
Part1

Under US GAAP (or Canadian ASPE assuming the equity component is assigned a carrying amount of zero at
issuance.)

a.) Record the journal entry for the issuance of the bonds on December 31, 2030

b.) Record the journal entry for the first interest payment on June 30, 2031 (Effective interest method)
c.) Record the journal entry for the conversion of 1,000 bonds on July 1, 2031

d.) Record the journal entry for the second interest payment on December 31, 2031

e.) Record the journal entry for the induced conversion on January 1, 2032

Part 2

Redo items a.) through e.) under IFRS (or Canadian ASPE assuming the company elects to measure the equity
component using the residual value method.) Note — answers for a.)-d.) will be the same, part e.) will
produce different answers between IFRS and ASPE.

Note for ASPE part e.) - On January 1, 2032, the fair value of the remaining bonds excluding the conversion
feature was $8,679,615.

Members Video (Ad Free): https://youtu.be/PIDpjRJV6DwW

Note — to solve this problem, you may want to prepare an effective interest table — a blank one is provided
on the next page.

Effective interest table for Part 1 of 16-2A
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Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual Interest Interest Expense Discount Discount/ Bond Carrying
Interest Period Payment Amortization (C-B) | Premium Amount
(%) of Account Balance
( %) of preceding bond Premium ($ -E)
maturity value carrying amount Amortization (B-C) | (E-D) (Discount)
(s +E)
(Premium)

Effective interest table for Part 2 of 16-2A

Effective Interest Method Discount/Premium Amortization Table

A B C D E F
Semi Annual Interest Interest Expense Discount Discount/ Bond Carrying
Interest Period Payment Amortization (C-B) | Premium Amount
(%) of Account Balance
( %) of preceding bond Premium ($ -E)
maturity value carrying amount Amortization (B-C) | (E-D) (Discount)
($ +E)
(Premium)
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16-2B - Convertible Bonds Issued at a Premium

On December 31, 2030, Omega Technologies issued $2,000,000 of 7% convertible bonds at 104 (the market
rate of interest / YTM is 6.45%). Interest is payable semiannually on June 30 and December 31. The bonds
mature in 10 years on December 31, 2040. The company recently issued identical bonds without the
conversion feature at 101 (these bonds had a market rate of interest / yield to maturity of 6.86%).

Each $1,000 bond is convertible into 40 shares of Omega’s no par common stock at any time after issuance.
On June 30, 2031, semiannual interest is paid.

On July 1, 2031, immediately after the first semiannual interest payment, holders of 1,500 of the $1,000
bonds elected to convert their bonds into common shares under the original conversion terms.

On December 31, 2031, semiannual interest is paid.

On January 1, 2032, in an attempt to reduce interest costs, the company pays a $30 per bond premium to
induce the remaining bondholders to convert to common shares. All bondholders accept the deal.

Required: (Note: Round all calculations to the nearest whole dollar)
Part1

Under US GAAP (or Canadian ASPE assuming the equity component is assigned a carrying amount of zero at
issuance.)

a.) Record the journal entry for the issuance of the bonds on December 31, 2030
b.) Record the journal entry for the first interest payment on June 30, 2031

c.) Record the journal entry for the conversion of 1,500 bonds on July 1, 2031

d.) Record the journal entry for the second interest payment on December 31, 2031
e.) Record the journal entry for the induced conversion on January 1, 2032

Part 2

Redo items a.) through e.) under IFRS (or Canadian ASPE assuming the company elects to measure the equity
component using the residual value method.) Note — answers for a.)-d.) will be the same, part e.) will
produce different answers between IFRS and ASPE.

Note for ASPE part e.) - On January 1, 2032, the fair value of the remaining bonds excluding the conversion
feature was $509,636.

Members Video (Ad Free): https://youtu.be/-Tm300Dac3E

Note — to solve this problem, you may want to prepare an effective interest table — a blank one is provided
on the next page.
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Effective interest table for Part 1 of 16-2B

est Method Discount/Premium A

A

Semi Annual
Interest Period

Interest
Payment

( %) of
maturity value

Interest Expense

( %)of
preceding bond
carrying amount

Discount
Amortization (C-B)

Premium
Amortization (B-C)

Discount/
Premium
Account Balance

(E-D)

Bond Carrying
Amount

(s -E)

(Discount)

(s +E)

(Premium)

Effective interest table for Part 2 of 16-2B

Effective Interest Method Discount/Premium Amortization Table

A

Semi Annual
Interest Period

Interest
Payment

( %)of
maturity value

C
Interest Expense

( %)of
preceding bond
carrying amount

D

Discount
Amortization (C-B)

Premium
Amortization (B-C)

E

Discount/
Premium
Account Balance

(E-D)

F

Bond Carrying
Amount

(s -E)

(Discount)

(s +E)

(Premium)
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16-3A — Convertible Bonds Retired for Cash

On December 31, 2030, Atlanta Company issued $4,000,000 of 6% convertible bonds at par.
Interest is payable semiannually on June 30 and December 31. The bonds mature on December
31, 2040.

e Note: Identical bonds without the conversion feature would have sold at 99 on
December 31, 2030 — their market rate (yield to maturity) is 6.14%.

On June 30, 2031, semiannual interest is paid.

OnJuly 1, 2031, immediately after the first semiannual interest payment, Atlanta Company
retires all of the bonds for cash at 102.

Required:

Part1
Under US GAAP (or Canadian ASPE assuming the equity component is assigned a carrying
amount of zero at issuance):

a.) Record the journal entry for the issuance of the bonds on December 31, 2030
b.) Record the journal entry for the first interest payment on June 30, 2031
c.) Record the journal entry for the retirement of the bonds on July 1, 2031

Part 2
Redo a.) through c.) under IFRS (or Canadian ASPE assuming the equity component is measured
using the residual value method) with the following assumptions:

e OnlJuly 1, 2031, the fair value of the bonds excluding the conversion feature was
$3,985,000.

Free Video: https://youtu.be/SbvSrnt9llo
Members Video (Ad Free): https://youtu.be/QRpZVICQBpM
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Effective interest table for Part 2 of 16-3A

Effective Interest Method Discount/Premium Amortization Table

A

Semi Annual
Interest
Period

B

Interest
Payment

( %)of
maturity
value

C

Interest
Expense

( %)of
preceding
bond carrying
amount

D

Discount
Amortization
(C-B)

Premium
Amortization
(B-C)

E

Discount/
Premium
Account
Balance

(E-D)

Bond Carrying
Amount

(S -E)

(Discount)

(S +E)

(Premium)
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16-3B — Convertible Bonds Retired for Cash

On December 31, 2030, Mealy Company issued $3,000,000 of 5% convertible bonds at par.
Interest is payable semiannually on June 30 and December 31. The bonds mature on December
31, 2040.

e Note: Identical bonds without the conversion feature would have sold at 97 on
December 31, 2030 — their market rate (yield to maturity) was approximately 5.44%

On June 30, 2031, semiannual interest is paid.

On July 1, 2031, immediately after the first semiannual interest payment, Mealy retires all of the
bonds for cash at 102.

Required:

Part 1

Under US GAAP (or Canadian ASPE assuming the equity component is assigned a carrying
amount of zero at issuance):

a.) Record the journal entry for the issuance of the bonds on December 31, 2030
b.) Record the journal entry for the first interest payment on June 30, 2031
c.) Record the journal entry for the retirement of the bonds on July 1, 2031

Part 2

Redo a.) through c.) under IFRS (or Canadian ASPE assuming the equity component is measured
using the residual value method) with the following assumption:

e Onluly 1, 2031, the fair value of the bonds excluding the conversion feature was
$2,950,000

Members Video (Ad Free): https://youtu.be/hGcXBFOHM9g
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Effective interest table for Part 2 of 16-3B

Effective Interest Method Discount/Premium Amortization Table

A

Semi Annual
Interest
Period

B

Interest
Payment

( %)of
maturity
value

C

Interest
Expense

( %)of
preceding
bond carrying

amount

D

Discount
Amortization
(C-B)

Premium
Amortization
(B-C)

E

Discount/
Premium
Account
Balance

(E-D)

Bond Carrying
Amount

(S -E)

(Discount)

(S +E)

(Premium)
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16-4A - Convertible Preferred Stock

On May 1, 2031, stockholders of Smiley Solutions elected to convert 20,000 shares of their 6%
Convertible Preferred Stock into common stock.

The preferred stock has a par value of $100 per share and was originally issued by Smiley
Solutions at a price of $115 per share.

According to the conversion agreement, each share of preferred stock is convertible into 8
shares of Smiley Solutions' $10 par value common stock.

On the date of conversion, Smiley Solutions' common stock was actively trading and had a fair
market value of S22 per share.

Required:

Prepare the journal entry to record the conversion of the preferred stock on May 1, 2031.

BONUS

Assume instead of $100 par and $10 par, the preferred and common shares were “no par”
shares. Prepare the journal entry to record the conversion of the preferred stock on May 1,
2031.

Members Video (Ad Free): https://youtu.be/ATW2Z90LqVc
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16-4B — Convertible Preferred Stock

On September 1, 2031, stockholders of Mild Company elected to convert 10,000 shares of their
7% Convertible Preferred Stock into common stock.

The preferred stock has a par value of $50 per share and was originally issued by Mild Company
at a price of S65 per share.

According to the conversion agreement, each share of preferred stock is convertible into 5
shares of Mild Company' $2 par value common stock.

On the date of conversion, Mild Company' common stock was actively trading and had a fair
market value of $18 per share.

Required:
Prepare the journal entry to record the conversion of the preferred stock on September 1, 2031.
BONUS

Assume instead of $50 par and S2 par, the preferred and common shares were “no par” shares.
Prepare the journal entry to record the conversion of the preferred stock on May 1, 2031.

Members Video (Ad Free): https://youtu.be/I HlipjW8BI
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16-5A — Detachable Stock Warrants

On January 1, 2031, Crestview Analytics issued 8,000 of its 8%, 10-year, $1,000 par value bonds at 97.5.
Each bond was issued with 20 detachable stock purchase warrants. Each warrant allows the holder to
purchase one share of Crestview Analytics’ no par common stock for $30.

The total cash proceeds received from the issuance were $7,800,000.
At issuance, similar bonds without warrants had a fair value of 90, or $900 per bond.
Part 1 — Incremental/Residual Method

e Assume the company was unable to determine a reliable standalone fair value for the
detachable warrants at issuance.

Part 1 Required:

Using the incremental method (residual method), prepare the journal entry to record the issuance of the
bonds and warrants.

Part 2 — Proportional Method

e Assume the same facts, except the company was able to determine a reliable standalone fair
value for the detachable warrants of $5 per warrant.

Part 2 Required:

Using the proportional method, prepare the journal entry to record the issuance of the bonds and
warrants.

BONUS for Canadian Students — Zero-Equity Method = Canadian ASPE ONLY

e Assume the same facts, except the company elects to use the Zero-Equity method under
Canadian ASPE.

Part 3 Required:

Using the zero-equity method, prepare the journal entry to record the issuance of the bonds and
warrants.

Members Video (Ad Free): https://youtu.be/zWvnv02Lg18
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16-5B — Detachable Stock Warrants

On January 1, 2031, Jensen Company issued 10,000 of its 6%, 10-year, $1,000 par value bonds at 98.
Each bond was issued with 10 detachable stock warrants. Each warrant allows the holder to purchase
one share of Jensen Company’s no par common stock for $40.

The total cash proceeds received from the issuance were $9,800,000.
At issuance, similar bonds without warrants had a fair value of 95, or $950 per bond.
Part 1 — Incremental/Residual Method

e Assume the company was unable to determine a reliable standalone fair value for the
detachable warrants at issuance.

Part 1 Required:

Using the incremental method (AKA residual method), prepare the journal entry to record the issuance
of the bonds and warrants.

Part 2 — Proportional Method

e Assume the same facts, except the company was able to determine a reliable standalone fair
value for the detachable warrants of $5 per warrant.

Part 2 Required:

Using the proportional method, prepare the journal entry to record the issuance of the bonds and
warrants.

BONUS for Canadian Students — Zero-Equity Method - Canadian ASPE ONLY

e Assume the same facts, except the company elects to use the Zero-Equity method under
Canadian ASPE.

Part 3 Required:

Using the zero-equity method, prepare the journal entry to record the issuance of the bonds and
warrants.

Members Video (Ad Free): https://youtu.be/uGqCcBjRwO8
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16-6A -

On January 1, 2031, Sentinel Technologies granted 30,000 stock options to key executives. The options
allow the executives to purchase shares of Sentinel’s S5 par value common stock at an exercise price of

Stock Options

S50 per share. Because executive turnover is low, Sentinel estimates that none of the options will be
forfeited.

The options are contingent upon the executives remaining with the company and vest evenly over a

three-year service period ending December 31, 2033. The options expire on December 31, 2035. Using

an option-pricing model, Sentinel Technologies determined that the fair value of the options on the grant

date was $12 per option.

Subsequent Events:

December 31, 2031: The market price of Sentinel's stock is $S55 per share.
December 31, 2032: The stock is trading at $48 per share.
December 31, 2033: The remaining options fully vest. The stock price is $60 per share.

July 15, 2034: Executives exercise 20,000 options when the stock price is $70 per share.

December 31, 2035: The stock market crashes, and Sentinel's stock price falls to $35 per share.

The remaining unexercised options expire.

Required:

Prepare the necessary journal entries to record the compensation plan on the following dates:

a.)
b.)
c.)
d.)
e.)
f.)

January 1, 2031 (Grant Date)

December 31, 2031

December 31, 2032

December 31, 2033

July 15, 2034 (Exercise of Options)
December 31, 2035 (Expiration of Options)

BONUS QUESTION - Stock Option Forfeiture

Assume the same information as above until January 1, 2032:

On January 1, 2032, two executives left the company, forfeiting 2,000 unvested options. Calculate the

compensation expense Sentinel should recognize in 2032 and 2033.

Free Video: https://youtu.be/iMEhrRd8P10
Members Video (Ad Free): https://youtu.be/09jyWnnYx7E
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16-6B —

Stock Options

On January 1, 2031, Spuzzum Dynamics granted 60,000 stock options to key executives. The options

allow the executives to purchase shares of Spuzzum’s $1 par value common stock at an exercise price of

$25 per share. Because executive turnover is low, the company estimates that none of the options will
be forfeited.

The options are contingent upon the executives remaining with the company and vest evenly over a
three-year service period ending December 31, 2033. The options expire on December 31, 2035. Using
an option-pricing model, Spuzzum Dynamics determined that the fair value of the options on the grant

date was $8 per option.

Subsequent Events:

December 31, 2031: The market price of Spuzzum's stock is $28 per share.

December 31, 2032: The stock is trading at $22 per share.

December 31, 2033: The remaining options fully vest. The stock price is $30 per share.
August 20, 2034: Executives exercise 40,000 options when the stock price is $40 per share.

December 31, 2035: The stock market experiences a severe downturn, and Spuzzum's stock
price falls to $15 per share. The remaining unexercised options expire.

Required:

Prepare the necessary journal entries to record the compensation plan on the following dates:

a.)
b.)
c.)
d.)
e.)
f.)

January 1, 2031 (Grant Date)

December 31, 2031

December 31, 2032

December 31, 2033

August 20, 2034 (Exercise of Options)
December 31, 2035 (Expiration of Options)

BONUS QUESTION - Stock Option Forfeiture

Assume the same information as above until January 1, 2032:

On January 1, 2032, three executives left the company, forfeiting 6,000 unvested options. Calculate the

compensation expense the company should recognize in 2032 and 2033.

Members Video (Ad Free): https://youtu.be/stXTJZi5 58
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16-7A — Restricted Share Awards vs Restricted Share Units

On January 1, 2032, McClure Company grants (and issues) 2,000 restricted shares (RSAs) to its newly
hired Chief Financial Officer (CFO). The shares have a par value of $1 per share.

The restricted share award is contingent upon the CFO remaining employed by McClure Company for a
three-year vesting period ending December 31, 2034 — the company expects this to happen (and
therefore the company does not expect any of these restricted shares to be forfeited). On the grant
date, the market price was $30 per share.

Subsequent Events:

e December 31, 2032: McClure Company records the first year of compensation expense. The
stock is trading at $35 per share.

e December 31, 2033: McClure Company records the second year of compensation expense. The
stock is trading at $28 per share.

e May 1, 2034: The CFO unexpectedly resigns to accept a position at a different company,
forfeiting the entire restricted stock award. On this date, the stock is trading at $42 per share.

Required:
Prepare the necessary journal entries to record the restricted stock award on the following dates:

a.) January 1, 2032 (Grant Date)

b.) December 31, 2032

c.) December 31, 2033

d.) May 1, 2034 (Assume no compensation entry was recorded during 2034 prior to the forfeiture
date).

BONUS QUESTION
Restricted Share Units

Redo the question assuming that instead of granting 2,000 common shares subject to vesting, the
company instead granted 2,000 share units (RSUs). Each unit entitles the employee to receive one
common share upon vesting. Prepare all journal entries as required above.

Members Video (Ad Free): https://youtu.be/bRvK7mKEszE

85


https://youtu.be/bRvK7mKEszE

16-7B — Restricted Share Awards vs Restricted Share Units

On January 1, 2032, Sunshine Systems grants (and issues) 3,000 restricted shares (RSAs) to its newly
hired Chief Financial Officer (CFO). The shares have a par value of $2 per share.

The restricted share award is contingent upon the CFO remaining employed by Sunshine Systems for a
three-year vesting period ending December 31, 2034 — the company expects this to happen (and
therefore the company does not expect any of these restricted shares to be forfeited). On the grant
date, the market price was $40 per share.

Subsequent Events:

e December 31, 2032: Sunshine Systems records the first year of compensation expense. The stock
is trading at $48 per share.

e December 31, 2033: Sunshine Systems records the second year of compensation expense. The
stock is trading at $36 per share.

e July 1, 2034: The CFO unexpectedly resigns to accept a position at a different company, forfeiting
the entire restricted stock award. On this date, the stock is trading at $55 per share.

Required:
Prepare the necessary journal entries to record the restricted stock award on the following dates:

a.) January 1, 2032 (Grant Date)

b.) December 31, 2032

c.) December 31, 2033

d.) July 1, 2034 (Assume no compensation entry was recorded during 2034 prior to the forfeiture

date).

BONUS QUESTION
Restricted Share Units

Redo the question assuming that instead of granting 3,000 common shares subject to vesting, the
company instead granted 3,000 share units (RSUs). Each unit entitles the employee to receive one
common share upon vesting. Prepare all journal entries as required above.

Members Video (Ad Free): https://youtu.be/VifljiM_VEI
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Module 17: Earnings Per
Share

Module Introduction Video Links

Free Video: https://youtu.be/10t-b40nLCM
Members Video (Ad Free): https://youtu.be/rwld2rxu8k4
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17-1A —Basic EPS Calculation

Lazer Company has net income of $100,000, and 20,000 common shares issued and outstanding
throughout the year ended December 31, 2031. The company did not issue or repurchase any
shares during the year and did not have any preferred shares.

Required:

a.) Compute basic earnings per share.
b.) Assume the exact same facts as above EXCEPT the company had 10,000 non-cumulative
preferred shares outstanding all year, on which a $1 per share dividend was declared

and paid. Compute Basic EPS.

Free Video: https://youtu.be/wj 8GMQSuOc
Members Video (Ad Free): https://youtu.be/5bkdW9C8My0
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17-1B —Basic EPS Calculation

Blazer Company has net income of $400,000, and 50,000 common shares issued and
outstanding throughout the year ended December 31, 2031. The company did not issue or
repurchase any shares during the year and did not have any preferred shares.

Required:

a.) Compute basic earnings per share.
b.) Assume the exact same facts as above EXCEPT the company had 20,000 non-cumulative
preferred shares outstanding all year, on which a $5 per share dividend was declared

and paid. Compute Basic EPS.

Members Video (Ad Free): https://youtu.be/R2WZ90U 7ns
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17-2A — Weighted Average Number of Shares

Largesse Company began 2031 with 90,000 common shares issued and outstanding. The
following events occurred during the year:

Change in
Date Description Shares
March 1 Issued shares 60,000
July 1 Repurchased shares 30,000
October 1 Issued shares 75,000

Required:

a.) Compute the weighted average number of common shares outstanding for 2031
(Assume a December 31 fiscal year end).

b.) Compute the number of shares issued and outstanding that would be reported on the
company’s 2031 balance sheet.

Free Video: https://youtu.be/mjSoEalDyUE
Members Video (Ad Free): https://youtu.be/50sRECeVhO0



https://youtu.be/mjSoEalDyUE
https://youtu.be/50sRECeVhO0

17-2B - Weighted Average Number of Shares

Minimal Company began 2031 with 60,000 shares issued and outstanding. The following events
occurred during the year:

Change in
Date Description SHETCE
April 1 Issued shares 36,000
August 1 Repurchased shares 12,000
December 1 | Issued shares 24,000

Required:

a.) Compute the weighted average number of common shares outstanding for 2031
(Assume a December 31 fiscal year end).

b.) Compute the number of shares issued and outstanding that would be reported on the
company’s 2031 balance sheet.

Members Video (Ad Free): https://youtu.be/ilhbHctCop4
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17-3A — Weighted Average Number of Shares with a Stock Dividend

Major Company began 2031 with 120,000 shares issued and outstanding. The following events
occurred during the year:

Change in

Date Description Shares

April 1 Issued shares 40,000

July 1 Issued a 10% stock dividend 16,000

August 1 Repurchased shares 24,000

October 1 Issued shares 100,000
Required:

a.) Compute the weighted average number of common shares outstanding for 2031
(Assume a December 31 fiscal year end).

b.) Compute the number of shares issued and outstanding that would be reported on the
company’s 2031 balance sheet.

Members Video (Ad Free): https://youtu.be/zXw3BwN7r74
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17-3B — Weighted Average Number of Shares with a Stock Split

Nelson Company began 2031 with 50,000 shares issued and outstanding. The following events
occurred during the year:

Change in

Date Description SHETCE

February 1 Issued shares 24,000

March 1 Declared a 2 for 1 stock split 74,000

September 1 | Repurchased shares 30,000

November 1 | Issued shares 90,000
Required:

a.) Compute the weighted average number of common shares outstanding for 2031
(Assume a December 31 fiscal year end).

b.) Compute the number of shares issued and outstanding that would be reported on the
company’s 2031 balance sheet.

Members Video (Ad Free): https://youtu.be/48PrQYsLpxg
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17-4A — Basic EPS Calculation (Comprehensive Problem)

Tanis Company began 2031 with 200,000 common shares issued and outstanding. The
following events occurred during the year related to its common shares:

Change in

Date Description Shares

February 1 Issued shares 60,000

September 1 | Repurchased shares 30,000

October 1 Declared a 2 for 1 stock split 230,000

December 1 | Issued shares 120,000
Additional Information

e The company had 100,000 non-cumulative preferred shares issued and outstanding for
the entire year. The company declared and paid a $2 cash dividend per share on
preferred shares.

e The following information comes from the company’s income statement:

Income from continuing operations $600,000

Loss from discontinued operations, net of tax 150,000

Net income $450,000
Required:

Prepare the basic earnings per share as it would be shown on the company’s financial
statements.

Free Video: https://youtu.be/Zip5EGn-hRs
Members Video (Ad Free): https://youtu.be/KiSLW75 _i2U
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17-4B - Basic EPS Calculation (Comprehensive Problem)

Dennis Company began 2031 with 100,000 common shares issued and outstanding. The
following events occurred during the year related to its common shares:

Change in

Date Description Shares

March 1 Issued shares 40,000

June 1 Repurchased shares 20,000

September 1 | Declared a 3 for 1 stock split 240,000

November 1 | Issued shares 60,000
Additional Information

e The company had 25,000 non-cumulative preferred shares issued and outstanding for
the entire year. The company declared and paid a $1 cash dividend per share on
preferred shares.

e The following information comes from the company’s income statement:

Income from continuing operations $850,000

Loss from discontinued operations, net of tax 150,000

Net income $700,000
Required:

Prepare the basic earnings per share as it would be shown on the company’s financial
statements.

Members Video (Ad Free): https://youtu.be/LZmeRGEKNBk



https://youtu.be/LZmeRGEkNBk

17-5A — Diluted EPS: Convertible Preferred Shares

Kevin Company reported net income of $600,000 for its 2031 fiscal year. The company had the
following share information for 2031:

e 200,000 common shares issued and outstanding for the entire year.

e 20,000 non-cumulative convertible preferred shares issued and outstanding for the
entire year. The company declared and paid a S5 per share cash dividend on preferred
shares. Each preferred share is convertible into 4 common shares.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Free Video: https://youtu.be/YE-Z88rWH1k
Members Video (Ad Free): https://youtu.be/U10Z9XyjhN4
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17-5B — Diluted EPS: Convertible Preferred Shares

Frank Company reported net income of $450,000 for its 2031 fiscal year. The company had the
following share information for 2031:

e 50,000 common shares issued and outstanding for the entire year.

e 2,000 non-cumulative convertible preferred shares issued and outstanding for the entire
year. The company declared and paid a $6 per share cash dividend on preferred shares.
Each preferred share is convertible into 5 common shares.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/ZRIgBhmUkIc
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17-6A — Diluted EPS: Convertible Bonds

Maysen Company reported net income of $720,000 for its 2031 fiscal year. The company's tax
rate is 25%. The company had the following information related to its capital structure for 2031:

e 250,000 common shares issued and outstanding for the entire year.

e $1,000,000 of 6% convertible bonds issued and outstanding for the entire year. Interest
is paid annually on December 31. Each $1,000 bond is convertible into 40 common
shares.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Free Video: https://youtu.be/NtRHWaWuAGo
Members Video (Ad Free): https://youtu.be/kditabYVREo
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17-6B — Diluted EPS: Convertible Bonds

Sterling Company reported net income of $546,000 for its 2031 fiscal year. The company's tax

rate is 30%. The company had the following information related to its capital structure for 2031:

e 180,000 common shares issued and outstanding for the entire year.

e $2,000,000 of 5% convertible bonds issued and outstanding for the entire year. Interest
is paid annually on December 31. Each $1,000 bond is convertible into 25 common

shares.
Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/GnWqd504q18
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17-7A - Diluted EPS: Stock Options

Wolf Company reported net income of $480,000 for its 2031 fiscal year. The company had the
following information related to its share capital for 2031:

e 200,000 common shares issued and outstanding for the entire year.

e 30,000 stock options issued to employees and outstanding for the entire year. Each
option allows the holder to purchase one common share for an exercise price of $20.
The average market price of the company's common shares during 2031 was $25.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/5k3AF6_LIN4

100


https://youtu.be/5k3AF6_LJN4

17-7B - Diluted EPS: Stock Options

Bird Company reported net income of $360,000 for its 2031 fiscal year. The company had the
following information related to its share capital for 2031:

e 120,000 common shares issued and outstanding for the entire year.

e 40,000 stock options issued to employees and outstanding for the entire year. Each
option allows the holder to purchase one common share for an exercise price of $15.
The average market price of the company's common shares during 2031 was $S20.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/8c800BjXpq0
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17-8A - Testing for Dilution

Ottoman Company reported net income of $400,000 for its 2031 fiscal year. The company's tax
rate is 25%. The company had the following information related to its capital structure for 2031:

e 200,000 common shares issued and outstanding for the entire year.

e 5,000 non-cumulative convertible preferred shares issued and outstanding for the entire
year. The company declared and paid a $3 per share cash dividend on preferred shares.
Each preferred share is convertible into 3 common shares.

e $500,000 of 8% convertible bonds issued and outstanding for the entire year. Interest is
paid annually on December 31. Each $1,000 bond is convertible into 10 common shares.

e 20,000 stock options issued to employees and outstanding for the entire year. Each
option allows the holder to purchase one common share for an exercise price of $30.
The average market price of the company's common shares during 2031 was $24.

Required:

a.) Compute the company’s basic earnings per share for 2031.

b.) For each of the three potentially dilutive securities, determine whether it is dilutive
or antidilutive. Show your work and briefly explain your conclusion for each.

c.) Compute the company's diluted earnings per share for 2031.

Free Video: https://youtu.be/kEVWE gUDok
Members Video (Ad Free): https://youtu.be/hgwp7d9QNQY
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17-8B - Testing for Dilution

Ridge Company reported net income of $3,000,000 for its 2031 fiscal year. The company's tax
rate is 30%. The company had the following information related to its capital structure for 2031:

e 1,500,000 common shares issued and outstanding for the entire year.

e 80,000 non-cumulative convertible preferred shares issued and outstanding for the
entire year. The company declared and paid a $7 per share cash dividend on preferred
shares. Each preferred share is convertible into 2 common shares.

e $4,000,000 of 5% convertible bonds issued and outstanding for the entire year. Interest
is paid annually on December 31. Each $1,000 bond is convertible into 50 common
shares.

e 250,000 stock options issued to employees and outstanding for the entire year. Each
option allows the holder to purchase one common share for an exercise price of $18.
The average market price of the company's common shares during 2031 was $30.

Required:
a.) Compute the company’s basic earnings per share for 2031.
b.) For each of the three potentially dilutive securities, determine whether it is dilutive
or antidilutive. Show your work and briefly explain your conclusion for each.
c.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/qcBAK-3A6tg
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17-9A - Diluted EPS: The Ranking Method

Belmont Company reported net income of $3,200,000 for its 2031 fiscal year. The company's tax

rate is 25%. The company had the following information related to its share capital for 2031:

2,000,000 common shares issued and outstanding for the entire year.

100,000 non-cumulative convertible preferred shares issued and outstanding for the
entire year. The company declared and paid a S5 per share cash dividend on preferred
shares. Each preferred share is convertible into 4 common shares.

$5,000,000 of 4% convertible bonds (Series A) issued and outstanding for the entire year.
Interest is paid annually on December 31. Each $1,000 bond is convertible into 100
common shares.

$2,000,000 of 9% convertible bonds (Series B) issued and outstanding for the entire year.
Interest is paid annually on December 31. Each $1,000 bond is convertible into 20
common shares.

300,000 stock options issued to employees and outstanding for the entire year. Each
option allows the holder to purchase one common share for an exercise price of $20.
The average market price of the company's common shares during 2031 was $25.

Required:

a.) Compute the company’s basic earnings per share for 2031.

b.) Compute the incremental EPS (the per-share earnings impact of inclusion) for each
of the four potentially dilutive securities. Rank them from most dilutive to least
dilutive.

c.) Applying the ranking method, determine which securities are dilutive in context and
which are antidilutive. Show your sequential computations.

d.) Compute the company's diluted earnings per share for 2031.

Free Video: https://youtu.be/IESYyOOHbZ40
Members Video (Ad Free): https://youtu.be/QZry4Sas-jU
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17-9B - Diluted EPS: The Ranking Method

Simon Company reported net income of $4,650,000 for its 2031 fiscal year. The company's tax
rate is 30%. The company had the following information related to its share capital for 2031:

e 1,500,000 common shares issued and outstanding for the entire year.

e 50,000 non-cumulative convertible preferred shares issued and outstanding for the
entire year. The company declared and paid a $3 per share cash dividend on preferred
shares. Each preferred share is convertible into 6 common shares.

e $5,000,000 of 4% convertible bonds (Series A) issued and outstanding for the entire year.
Interest is paid annually on December 31. Each $1,000 bond is convertible into 100
common shares.

e 54,000,000 of 8% convertible bonds (Series B) issued and outstanding for the entire year.
Interest is paid annually on December 31. Each $1,000 bond is convertible into 20
common shares.

e 200,000 stock options issued to employees and outstanding for the entire year. Each
option allows the holder to purchase one common share for an exercise price of $20.
The average market price of the company's common shares during 2031 was $25.

Required:

a.) Compute the company’s basic earnings per share for 2031.

b.) Compute the incremental EPS (the per-share earnings impact of inclusion) for each
of the four potentially dilutive securities. Rank them from most dilutive to least
dilutive.

c.) Applying the ranking method, determine which securities are dilutive in context and

which are antidilutive. Show your sequential computations.
d.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/BHsCCrrkVD8
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17-10A - Diluted EPS: Mid-Year Issuance of a Convertible Bond

Simple Company reported net income of $850,000 for its 2031 fiscal year. The company's tax
rate is 25%. The company had the following information related to its share capital for 2031:

e 400,000 common shares issued and outstanding for the entire year.

e $2,000,000 of 6% convertible bonds issued on July 1, 2031 and outstanding from that
date through year-end. Interest is paid annually on December 31. Each $1,000 bond is
convertible into 50 common shares.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/g8YETk-DKGA
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17-10B - Diluted EPS: Mid-Year Issuance of Convertible Preferred Shares

Neil Company reported net income of $1,260,000 for its 2031 fiscal year. The company had the
following information related to its share capital for 2031:

e 600,000 common shares issued and outstanding for the entire year.

e 30,000 non-cumulative convertible preferred shares were issued on April 1, 2031 and
remained outstanding through year-end. The company declared and paid a total cash
dividend of $4 per preferred share during the year. Each preferred share is convertible
into 5 common shares.

Required:

a.) Compute the company’s basic earnings per share for 2031.
b.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/LilqWaFIVgE
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17-11A - Diluted EPS: Mid-Year Conversion of a Convertible Bond

Springs Company reported net income of $1,800,000 for its 2031 fiscal year. The company's tax
rate is 25%. The company had the following information related to its share capital for 2031:

e 500,000 common shares issued and outstanding on January 1, 2031.

e $3,000,000 of 8% convertible bonds outstanding on January 1, 2031. Interest is paid
semi-annually on June 30 and December 31. Each $1,000 bond is convertible into 80
common shares.

e On September 1, 2031, the bondholders exercised their conversion option. All
$3,000,000 of bonds were converted into common shares at the contractual conversion
ratio.

e No other share transactions occurred during 2031.
Required:

a.) Compute the weighted average number of common shares outstanding for 2031.
b.) Compute the company’s basic earnings per share for 2031.
c.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/qltCQQEPOCE
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17-11B - Diluted EPS: Mid-Year Conversion of Convertible Preferred Shares

Hot Company reported net income of $920,000 for its 2031 fiscal year. The company had the
following information related to its share capital for 2031:

e 300,000 common shares issued and outstanding on January 1, 2031.

e 40,000 non-cumulative convertible preferred shares were outstanding on January 1,
2031. The company declared and paid a total cash dividend of $2 per preferred share
before the shares were converted. Each preferred share is convertible into 3 common
shares.

e On May 1, 2031, the preferred shareholders exercised their conversion option. All
40,000 preferred shares were converted into common shares at the contractual
conversion ratio.

e No other share transactions occurred during 2031.
Required:

a.) Compute the weighted average number of common shares outstanding for 2031.
b.) Compute the company’s basic earnings per share for 2031.
c.) Compute the company's diluted earnings per share for 2031.

Members Video (Ad Free): https://youtu.be/CXWHVxem5ul
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17-12A - Diluted EPS: Comprehensive Problem

Hartwell Corporation reported the following for its 2031 fiscal year:

Income from continuing operations (before tax) $4,000,000
Loss from discontinued operations (before tax) (1,200,000)
Income tax rate 25%

The company had the following information related to its share capital for 2031:

1,800,000 common shares issued and outstanding on January 1, 2031.
On April 1, 2031, the company issued 240,000 additional common shares for cash.

50,000 non-cumulative convertible preferred shares were issued and outstanding for the entire
year. The company declared and paid a $4 per share cash dividend on preferred shares. Each
preferred share is convertible into 4 common shares.

$5,000,000 of 6% convertible bonds (Series A) were issued and outstanding for the entire year.
Interest is paid annually on December 31. Each $1,000 bond is convertible into 60 common
shares.

$2,000,000 of 9% convertible bonds (Series B) were issued on July 1, 2031 and outstanding from
that date through year-end. Interest is paid annually on December 31. Each $1,000 bond is
convertible into 25 common shares.

300,000 stock options were issued to employees and outstanding for the entire year. Each option
allows the holder to purchase one common share for an exercise price of $20. The average
market price of the company's common shares during 2031 was $25.

Required:

a.) Compute the weighted average number of common shares outstanding for 2031.

b.) Compute the company’s basic earnings per share for 2031 presented in the three-line format
(continuing operations, discontinued operations, net income).

c.) For each potentially dilutive security, compute its incremental EPS. Determine which
securities are dilutive against income from continuing operations (the control number) and
rank them.

d.) Compute the company's diluted earnings per share for 2031, presented in the three-line

format.

Free Video: https://youtu.be/APWqNSESSfE
Members Video (Ad Free): https://youtu.be/MnrigA9e3aM
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17-12B - Diluted EPS: Comprehensive Problem

Ironwood Corporation reported the following for its 2031 fiscal year

Income from continuing operations (before tax) $3,000,000
Income from discontinued operations (before tax) 1,500,000
Income tax rate 30%

The company had the following information related to its share capital for 2031:

1,700,000 common shares issued and outstanding on January 1, 2031.
On April 1, 2031, the company issued 400,000 additional common shares for cash.

20,000 non-cumulative convertible preferred shares were issued and outstanding for the entire
year. The company declared and paid a $5 per share cash dividend on preferred shares. Each
preferred share is convertible into 4 common shares.

$4,000,000 of 5% convertible bonds (Series A) were issued and outstanding for the entire year.
Interest is paid annually on December 31. Each $1,000 bond is convertible into 50 common
shares.

$1,500,000 of 8% convertible bonds (Series B) were issued on July 1, 2031 and outstanding from
that date through year-end. Interest is paid annually on December 31. Each $1,000 bond is
convertible into 20 common shares.

250,000 stock options were issued to employees and outstanding for the entire year. Each option
allows the holder to purchase one common share for an exercise price of $20. The average
market price of the company's common shares during 2031 was $25.

Required:

a.) Compute the weighted average number of common shares outstanding for 2031.

b.) Compute the company’s basic earnings per share for 2031 presented in the three-line format
(continuing operations, discontinued operations, net income).

c.) For each potentially dilutive security, compute its incremental EPS. Determine which
securities are dilutive against income from continuing operations (the control number) and
rank them.

d.) Compute the company's diluted earnings per share for 2031, presented in the three-line

format.

Members Video (Ad Free): https://youtu.be/CtGjNIF7|CI
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Module 18: Income Taxes

Module Introduction Video Links

Free Video: https://youtu.be/R4e_h2kDwDs
Members Video (Ad Free): https://youtu.be/-yGjbUyCYXE

112


https://youtu.be/R4e_h2kDwDs
https://youtu.be/-yGjbUyCYXE

18-1A - Classifying Permanent and Temporary Differences

Nicola Valley Manufacturing Ltd. prepares financial statements using accrual accounting. For tax purposes, certain
revenues and expenses are recognized differently from their treatment in the financial statements. The items in the
table below are drawn from the company's records for the current year.

Complete the P/ T/ N column in the table below, classifying the difference (if any) each item creates as a

permanent difference (P), a temporary difference (T), or not a difference (N).

For each temporary difference, complete the DTA / DTL column, identifying whether it creates a deferred

tax asset (DTA) or a deferred tax liability (DTL). Enter N/A for permanent differences and non-differences.

10 months later. The bonuses are deductible for tax only when paid.

P/T/N? DTA/DTL?

1 Tax depreciation (capital cost allowance) of $72,000 was claimed on the company's
equipment this year, compared with $45,000 of depreciation expense recorded in
the accounts.

2 The company accrued $20,000 of estimated warranty expense based on this year's
sales. Warranty costs are deductible for tax only when the repair work is
performed.

3 Nicola Valley earned $10,000 of interest revenue on provincial government bonds.
Under the relevant tax legislation, this interest is exempt from income tax.

4 The company recorded $12,000 of depreciation on its head-office building using the
same method, rate, and cost base for both accounting and tax purposes.

5 The company accrued a $30,000 liability for a lawsuit that is probable and
estimable. The amount will be deductible for tax only when it is paid.

6 The company received $24,000 in advance for a two-year service contract and
recorded it as unearned revenue. The full amount is taxable in the year it was
received.

7 The company recorded a $9,000 allowance for expected credit losses. Bad debts are
deductible for tax only when a specific account is written off.

8 The company recognized $48,000 of gross profit on an equipment sale this year for
accounting purposes. For tax, the profit is reported as the receivable is collected
over the next three years.

8 The company paid a $5,000 annual premium on a life-insurance policy covering its
CEO. The company is the beneficiary; the premiums are not deductible, and any
proceeds would not be taxable.

10 The company prepaid $18,000 for three years of property insurance and deducted
the full amount for tax in the year of payment. For accounting, the cost is expensed
evenly over the three years.

11 The company paid $7,000 in fines to a provincial regulator for a workplace-safety
violation. These fines are not deductible for tax purposes.

12 The company accrued $4,000 of interest receivable on a loan it made to a supplier.
The interest is taxable only when it is received in cash.

13 The company incurred $16,000 of business meal and entertainment costs, of which
50% ($8,000) is not deductible for tax purposes.

14 The company declared and paid a $40,000 cash dividend to its common
shareholders.

15 The company accrued $28,000 of employee bonuses at year-end that will be paid

Free Video: https://youtu.be/GHuuQzCQz70
Members Video (Ad Free): https://youtu.be/Z3roidffHgg
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18-1B - Classifying Permanent and Temporary Differences

Northstar Ltd. prepares financial statements using accrual accounting. For tax purposes, certain revenues and

expenses are recognized differently from their treatment in the financial statements. The items in the table below

are drawn from Northstar's records for the current year.

Complete the P/ T/ N column in the table below, classifying the difference (if any) each item creates as a

permanent difference (P), a temporary difference (T), or not a difference (N).

For each temporary difference, complete the DTA / DTL column, identifying whether it creates a deferred

tax asset (DTA) or a deferred tax liability (DTL). Enter N/A for permanent differences and non-differences.

P/T/N?

DTA/DTL?

Northstar recorded depreciation expense of $40,000 for accounting purposes.
Tax depreciation claimed was $65,000.

Northstar paid $8,000 in fines and penalties that are not deductible for tax
purposes.

Northstar accrued warranty expense of $22,000 in its financial statements. For
tax purposes, warranty costs are deductible only when paid.

Northstar earned $12,000 of interest income that is permanently exempt from
tax.

Northstar recorded bad debt expense of $9,000 using the allowance method.
For tax purposes, bad debts are deductible only when specific accounts are
written off.

Northstar received $30,000 cash in advance from customers. The amount is
taxable when received but will be recognized as revenue for accounting
purposes next year.

Northstar recorded $18,000 of meals and entertainment expense, of which
$9,000 is permanently non-deductible for tax purposes.

Northstar recognized $50,000 of profit in its financial statements from an
installment sale. For tax purposes, the revenue will be taxed as cash is collected
over the next two years.

Northstar paid $14,000 for insurance coverage that benefits the current year
only. The full amount was deducted for both accounting and tax purposes.

10

Northstar accrued $25,000 of employee bonuses at year-end. The bonuses will
be deductible for tax purposes when paid next year.

11

Northstar recorded an impairment loss of $35,000 on equipment. The loss is not
deductible for tax purposes until the equipment is sold.

12

Northstar received $20,000 of dividend income that is not taxable under the
applicable tax rules.

13

Northstar deducted $9,000 of prepaid rent immediately for tax purposes. For
accounting purposes, the rent will be expensed next year.

14

Northstar declared and paid a $50,000 cash dividend to its common
shareholders.

15

Northstar incurred $11,000 of lobbying expenses that are not deductible for tax
purposes.

Members Video (Ad Free): https://youtu.be/BGIwBkX ddg
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18-2A — Computing Current and Deferred Taxes

Thompson Timber Ltd. began operations at the start of Year 1. On that date it purchased
equipment for $120,000 with a four-year useful life and no residual value. For accounting
purposes, the equipment is depreciated on a straight-line basis; for tax purposes the company
claims tax depreciation as shown below. Each year the company also incurs non-deductible
fines. The applicable tax rate is 25% in all four years, and Thompson Timber has no other
differences between accounting income and taxable income.

Year 1 Year 2 Year 3 Year 4
Pretax accounting income 200,000 200,000 200,000 200,000
Accounting depreciation expense 30,000 30,000 30,000 30,000
Tax depreciation deduction (CCA/MACRS) 48,000 36,000 24,000 12,000
Non-deductible fines 4,000 4,000 4,000 4,000

Required:

a.) For each of the four years, reconcile pretax accounting income to taxable income.

b.) Compute the current income tax (income tax payable) for each year.

c.) Compute the balance in the deferred tax account at the end of each year and the

deferred tax expense or benefit recognized each year.

d.) Prepare the journal entry to record income taxes for each year.

e.) Pretax accounting income is the same in all four years, yet income tax payable changes

from year to year while total income tax expense does not. Explain why. In your answer,

identify the effective tax rate and explain why it differs from the 25% statutory rate.

Members Video (Ad Free): https://youtu.be/cUp6f3Gcp9Y
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18-2B — Computing Current and Deferred Taxes

Selkirk Lumber Ltd. began operations at the start of Year 1. On that date it purchased equipment for
$160,000 with a four-year useful life and no residual value. For accounting purposes, the equipment is
depreciated on a straight-line basis; for tax purposes the company claims tax depreciation as shown
below. Each year the company also incurs non-deductible fines. The applicable tax rate is 30% in all four
years, and Selkirk Lumber has no other differences between accounting income and taxable income.

Year 1 Year 2 Year 3 Year 4
Pretax accounting income 250,000 250,000 | 250,000 | 250,000
Accounting depreciation expense 40,000 40,000 40,000 40,000
Tax depreciation deduction (CCA/MACRS) 64,000 48,000 | 32,000 16,000
Non-deductible fines 5,000 5,000 5,000 5,000

Required:

a.) For each of the four years, reconcile pretax accounting income to taxable income.

b.) Compute the current income tax (income tax payable) for each year.

c.) Compute the balance in the deferred tax account at the end of each year and the

deferred tax expense or benefit recognized each year.

d.) Prepare the journal entry to record income taxes for each year.

e.) Pretax accounting income is the same in all four years, yet income tax payable changes
from year to year while total income tax expense does not. Explain why. In your answer,
identify the effective tax rate and explain why it differs from the 30% statutory rate.

Members Video (Ad Free): https://youtu.be/2wB1w9b3lqw
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18-3A — Computing a Complete Tax Provision

Monashee Manufacturing Ltd. is in its first year of operations and reported pretax accounting
income of $400,000. The enacted and substantively enacted tax rate is 25%. The following items
were identified from the company’s accounting records and tax schedules:

1. Depreciation expense of $50,000 was recorded for accounting purposes; tax
depreciation deduction (CCA or MACRS) of $80,000 was claimed.

2. The company paid $12,000 of fines that are not deductible for tax purposes.

3. The company accrued $15,000 of warranty expense; no warranty costs were paid during
the year. Warranty costs are deductible for tax only when paid.

4. The company earned $4,000 of interest income that is exempt from tax.

5. The company recognized $20,000 of profit on an instalment sale for accounting
purposes. For tax, the profit will be taxed as the receivable is collected in future years.

6. The company received $25,000 of customer deposits for services to be provided next
year. The amount is taxable when received but is recorded as unearned revenue for
accounting.

7. The company incurred meals and entertainment costs, of which $8,000 is not deductible
for tax purposes.

Required:

a.) Reconcile pretax accounting income to taxable income.

b.) Compute the current income tax (income tax payable) for the year.

c.) Compute the deferred tax asset and the deferred tax liability arising from the temporary
differences, and the net deferred tax expense or benefit for the year.

d.) Determine the total income tax expense for the year.

e.) Prepare the journal entry to record income taxes.

f.) Prepare a reconciliation of the 25% statutory tax rate to the company's effective tax rate.

Free Video: https://youtu.be/mgTCGgyl2pw
Members Video (Ad Free): https://youtu.be/W7noDNVMmbc
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18-3B — Computing a Complete Tax Provision

Kootenay Foods Ltd. is in its first year of operations and reported pretax accounting income of
$500,000. The enacted and substantively enacted tax rate is 25%. The following items were
identified from the company’s accounting records and tax schedules:

1. Depreciation expense of 540,000 was recorded for accounting purposes; tax depreciation
deduction (CCA or MACRS) of $64,000 was claimed.

2. The company paid $6,000 of fines that are not deductible for tax purposes.

3. The company accrued $36,000 of warranty expense; no warranty costs were paid during
the year. Warranty costs are deductible for tax only when paid.

4. The company earned $30,000 of interest income that is exempt from tax.

5. The company prepaid $16,000 of rent and deducted the full amount for tax this year. For
accounting, the rent will be expensed next year.

6. The company received $44,000 of customer deposits for services to be provided next
year. The amount is taxable when received but is recorded as unearned revenue for
accounting.

7. The company incurred meals and entertainment costs, of which $4,000 is not deductible
for tax purposes.

Required:

a.) Reconcile pretax accounting income to taxable income.

b.) Compute the current income tax (income tax payable) for the year.

c.) Compute the deferred tax asset and the deferred tax liability arising from the temporary
differences, and the net deferred tax expense or benefit for the year.

d.) Determine the total income tax expense for the year.

e.) Prepare the journal entry to record income taxes.

f.) Prepare areconciliation of the 25% statutory tax rate to the company's effective tax rate.

Members Video (Ad Free): https://youtu.be/P6bmFEVZLB4
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18-4A — Multi-Year Temporary Differences

Coquihalla Transport Ltd. reports pretax accounting income of $500,000 in each of its first four years of

operations. The enacted and substantively enacted tax rate is 25% throughout, and there are no

permanent differences. Two temporary differences arise over the period: the company depreciates its
equipment on a straight-line basis for accounting but claims an accelerated tax depreciation deduction

(CCA or MACRS), and it accrues warranty expense for accounting that is deductible for tax only as

warranty costs are paid. Details are below:

Year 1 Year 2 Year 3 Year 4
Pretax accounting income 500,000 500,000 500,000 500,000
Book depreciation 100,000 100,000 100,000 100,000
Tax depreciation (CCA or MACRS) 160,000 120,000 80,000 40,000
Warranty accrued (book expense) 50,000 50,000 50,000 50,000
Warranty paid (tax deductible) 10,000 30,000 70,000 90,000
Taxable income
Tax rate 25% 25% 25% 25%

Current income tax payable

Required:

a.) Calculate the taxable income and current income tax payable in the schedule above.

b.) Compute the deferred tax asset and/or deferred tax liability at each year end.

c.) Calculate the net deferred tax expense or benefit for each year.
d.) Prepare the journal entries to record income taxes for each year.

Members Video (Ad Free): https://youtu.be/ PY _0YVAlgo
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18-4B — Multi-Year Temporary Differences

Squamish Industries Ltd. reports pretax accounting income of $400,000 in each of its first four
years of operations. The enacted and substantively enacted tax rate is 25% throughout, and
there are no permanent differences. Two temporary differences arise, but with very different
timing: the company claims accelerated tax depreciation (CCA or MACRS) on equipment

depreciated straight-line for accounting, and it accrues a provision for a lawsuit that is

deductible for tax only when paid. Details are below:

Year 1 Year 2 Year 3 Year 4
Pretax accounting income 400,000 400,000 400,000 | 400,000
Book depreciation 100,000 | 100,000| 100,000 100,000
Tax depreciation (CCA or MACRS) 220,000 80,000 60,000 40,000
Lawsuit provision accrued (book expense) 20,000 40,000 20,000 —
Lawsuit provision paid (tax deductible) — — — 80,000
Taxable income
Tax rate 25% 25% 25% 25%
Current income tax payable

Required:

a.) Calculate the taxable income and current income tax payable in the schedule above.

b.) Compute the deferred tax asset and/or deferred tax liability at each year end.

c.) Calculate the net deferred tax expense or benefit for each year.
d.) Prepare the journal entries to record income taxes for each year.

Members Video (Ad Free): https://youtu.be/YxWMy4HGTgo
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18-5A — A Change in Tax Rates

Logan Mining Ltd. starts business on January 1, 2031. The company has one temporary difference
between accounting income and tax — details are below:

2031 2032 2033 2034 2035
Book depreciation 40,000 40,000 40,000 40,000 40,000
Tax depreciation (CCA or MACRS) 80,000 60,000 30,000 20,000 10,000
Details about the company’s results for fiscal 2031 can be found in the table below:
2031
Pretax accounting income 900,000
Book depreciation 40,000
Tax depreciation (CCA or MACRS) 80,000
Taxable income
Tax Rate 20%
Current income tax payable

OnJuly 1, 2032, a new tax rate of 30% was enacted, effective January 1, 2033 for 2033 and all future

years.

The company reported pretax accounting income of $600,000 in 2032.

Aside from the depreciation temporary difference noted above, there were no other differences

between accounting income and taxable income.

Required:

a.) Complete the table in the question above.
b.) Compute the deferred tax asset/liability at the end of 2031.

c.) Compute the deferred tax expense/benefit for 2031.

d.) Prepare the journal entry for taxes on December 31, 2031.

e.) Re-measure the deferred tax liability on July 1, 2032.
f.) Prepare the journal entry to adjust the deferred tax liability on July 1, 2032.

g.) For2032:
i. Compute the taxable income
ii. Compute the current income tax payable
iii. Compute the deferred tax asset/liability at the end of the year.
iv. Prepare the journal entry for taxes on December 31, 2032.

Members Video (Ad Free): https://youtu.be/13BRLsoY4MM
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18-5B — A Change in Tax Rates

Purcell Appliances Ltd. Starts business on January 1, 2031. The company has one temporary difference between

accounting income and tax — details are below:

2031 2032 2033 2034 2035
Book depreciation 50,000 50,000 50,000 50,000 50,000
Tax depreciation (CCA or MACRS) 110,000 70,000 40,000 20,000 10,000

Details about the company’s results for fiscal 2031 can be found in the table below:

2031
Pretax accounting income 1,000,000
Book depreciation 50,000
Tax depreciation (CCA or MACRS) 110,000
Taxable income
Tax Rate 20%
Current income tax payable

On July 1, 2032, a new tax rate of 30% was enacted, effective January 1, 2033 for 2033 and all future years.

The company reported pretax accounting income of $800,000 in 2032.

Aside from the depreciation temporary difference noted above, there were no other differences between
accounting income and taxable income.

Required:

Complete the table in the question above.
Compute the deferred tax asset/liability at the end of 2031.
Compute the deferred tax expense/benefit for 2031.

Prepare the journal entry for taxes on December 31, 2031.

Re-measure the deferred tax liability on July 1, 2032.

Prepare the journal entry to adjust the deferred tax liability on July 1, 2032.

For 2032:
i
ii.
iii.
iv.

Compute the taxable income

Compute the current income tax payable

Compute the deferred tax asset/liability at the end of the year.
Prepare the journal entry for taxes on December 31, 2032.

Members Video (Ad Free): https://youtu.be/55Q9T3q4tYA
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18-6A — Tax Loss Carryforward

Smithers Company began operations in 2031. The company has the following pretax profits

(losses) for its first 2 years of operation. Because the company has no temporary or permanent

differences, this list is also the company’s taxable income:

Year Taxable / Pretax Profit (Loss)
2031 (100,000)
2032 250,000

The relevant tax rates for our problem are 20% for 2031 and 25% for 2032 — these tax rates had
been enacted in early 2031. The company expected 2031 would be unprofitable but expected

every year thereafter would be highly profitable.

Required:

a.) Prepare journal entries for 2031 and 2032.

b.) Prepare the income tax section of the income statement for each of the years.

Free Video: https://youtu.be/fCwwF6WUsI8

Members Video (Ad Free): https://youtu.be/lyg3HQ95wWwMY
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18-6B — Tax Loss Carryforward

Waylan Company began operations in 2031. The company has the following pretax profits

(losses) for its first 2 years of operation. Because the company has no temporary or permanent
differences, this list is also the company’s taxable income:

Year Taxable / Pretax Profit (Loss)
2031 (200,000)
2032 600,000

The relevant tax rates for our problem are 25% for 2031 and 30% for 2032 — these tax rates had
been enacted in early 2031. The company expected 2031 would be unprofitable but expected
every year thereafter would be highly profitable.

Required:

a.) Prepare journal entries for 2031 and 2032.

b.) Prepare the income tax section of the income statement for each of the years.

Members Video (Ad Free): https://youtu.be/XQcluXoma8k
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18-7A — Tax Loss Carryforward

Nechako Biotech Ltd. is in its first year of operations. The company incurred a taxable loss of
$400,000, equal to its pretax accounting loss (there are no temporary or permanent
differences). The relevant tax rate is 25%.

Part 1
Management expects profitable operations going forward and believes it is probable the full
$400,000 loss carryforward will be realized.

Required:

a.) Prepare the journal entry to record the tax effect of the loss carryforward.
b.) Determine the net loss reported for the year, and calculate the deferred tax asset that
would be presented on the balance sheet.

Part 2
Instead of expecting to realize the full $400,000, Management has assessed that it is probable

that only $300,000 of the loss carryforward will be realized; realization of the remaining
$100,000 is considered unlikely.

Required:

c.) Prepare the journal entry to record the tax effect of the loss carryforward under:
i. US GAAP / Canadian ASPE
ii. IFRS
d.) Determine the net loss reported for the year, and calculate the deferred tax asset (net)
that would be presented on the balance sheet.

Members Video (Ad Free): https://youtu.be/Wz0Xk1L21pU
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18-7B - Tax Loss Carryforward

Cassiar Lithium Ltd. is in its first year of operations. The company incurred a taxable loss of
$500,000, equal to its pretax accounting loss (there are no temporary or permanent
differences). The relevant tax rate is 25%.

Part 1
Management expects profitable operations going forward and believes it is probable the full
$500,000 loss carryforward will be realized.

Required:

a.) Prepare the journal entry to record the tax effect of the loss carryforward.
b.) Determine the net loss reported for the year, and calculate the deferred tax asset that
would be presented on the balance sheet.

Part 2
Instead of expecting to realize the full $500,000, Management has assessed that it is probable

that only $300,000 of the loss carryforward will be realized; realization of the remaining
$200,000 is considered unlikely.

Required:

c.) Prepare the journal entry to record the tax effect of the loss carryforward under:
i. US GAAP / Canadian ASPE
ii. IFRS
d.) Determine the net loss reported for the year, and calculate the deferred tax asset (net)
that would be presented on the balance sheet.

Members Video (Ad Free): https://youtu.be/2kpntlp60eg
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18-8A — Presentation of Income Taxes

Thompson Valley Industries Ltd. operates in a single tax jurisdiction and prepares a classified
balance sheet at its December 31, 2031 year-end. The company reports the following income

tax balances:

Item DR/CR Amount

Income tax payable on the current year's taxable income Credit $34,000
Income tax instalments paid during the year Debit 6,000
Deferred tax liability — accelerated tax depreciation Credit 82,000
Deferred tax liability — capitalized development costs Credit 24,000
Deferred tax asset — warranty provision Debit 23,000
Deferred tax asset — unearned revenue Debit 15,000
Deferred tax asset — loss carryforward Debit 18,000

All balances relate to the same taxable entity and the same taxation authority, and the criteria

for offsetting current and deferred income tax balances are met.

Required:

a.) Determine the net current income tax payable or receivable to be reported on the

balance sheet.

b.) Determine the net deferred income tax asset or liability to be reported on the balance

sheet.

c.) State where each net amount is reported on the classified balance sheet, and whether

the current and deferred balances may be combined.

Members Video (Ad Free): https://youtu.be/j4AtUgQsBe4
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18-8B — Presentation of Income Taxes

Nicola Valley Industries Ltd. operates in a single tax jurisdiction and prepares a classified balance
sheet at its December 31, 2031 year-end. The company reports the following income tax

balances:
Item DR/CR Amount
Income tax payable on the current year's taxable income Credit $38,000
Income tax instalments paid during the year Debit 51,000
Deferred tax liability — accelerated tax depreciation Credit 54,000
Deferred tax liability — capitalized development costs Credit 16,000
Deferred tax asset — warranty provision Debit 37,000
Deferred tax asset — unearned revenue Debit 22,000
Deferred tax asset — loss carryforward Debit 35,000

All balances relate to the same taxable entity and the same taxation authority, and the criteria

for offsetting current and deferred income tax balances are met.

Required:

a.) Determine the net current income tax payable or receivable to be reported on the

balance sheet.

b.) Determine the net deferred income tax asset or liability to be reported on the balance

sheet.

c.) State where each net amount is reported on the classified balance sheet, and whether

the current and deferred balances may be combined.

Members Video (Ad Free): https://youtu.be/wlovEj78008
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18-9A - Comprehensive Tax Problem
Fraser Valley Industries Ltd. has operated for several years. At the beginning of 2031 it carries the following
deferred tax balances, all measured at the enacted and substantively enacted rate of 25%:

Deferred tax liabilities Deferred tax assets

Depreciation 30,000 Warranty 8,000
Instalment Receivable 20,000 Unearned revenue 14,000
Part1-2031

In 2031 the company reported pretax accounting income of $780,000. The following permanent differences and
changes in temporary differences arose during the year:

Permanent differences:
Non-deductible fines 24,000

Tax-exempt dividend income (in accounting income) 44,000

Temporary differences (originating):

Tax depreciation in excess of book 48,000
Instalment profit recognized, taxable on future collections 36,000
Warranty expense accrued in excess of amounts paid 28,000
Cash received in advance (taxed) in excess of revenue earned 16,000

Part 1 - Required
a.) Compute taxable income and current income tax.
b.) Determine the ending deferred tax asset and liability balances and the deferred income tax expense or
benefit.
c.) Determine total income tax expense and prepare the journal entry.

Part 2 - 2032
In 2032 pretax accounting income was $700,000. The same permanent differences recurred (non-deductible fines
of $24,000 and tax-exempt dividend income of $44,000), and the temporary differences reversed as follows:

Temporary differences (reversing)

Book depreciation in excess of tax 32,000
Instalment receivable collected in full (now taxed) 116,000
Warranty costs paid in excess of amounts accrued 24,000
Revenue earned in excess of cash received 40,000

Part 2 — 2032 - Required

d.) Compute taxable income and current income tax.
e.) Determine the ending deferred tax balances and the deferred income tax expense or benefit.
f.) Determine total income tax expense and prepare the journal entry.

Free Video: https://youtu.be/OUNfeeaGrZs
Members Video (Ad Free): https://youtu.be/dF2qjWwg3VDM
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18-9B - Comprehensive Tax Problem
Comox Industries Ltd. has operated for several years. At the beginning of 2031 it carries the following
deferred tax balances, all measured at the enacted and substantively enacted rate of 25%:

Deferred tax liabilities Deferred tax assets
Depreciation 44,000 Warranty 12,000
Instalment Receivable 16,000 Unearned revenue 6,000
Part 1-2031

In 2031 the company reported pretax accounting income of $740,000. The following permanent
differences and changes in temporary differences arose during the year:

Permanent differences:
Non-deductible fines 15,000
Tax-exempt dividend income (in accounting income) 47,000

Temporary differences (originating)

Tax depreciation in excess of book 52,000
Instalment profit recognized, taxable on future collections 28,000
Warranty expense accrued in excess of amounts paid 32,000
Cash received in advance (taxed) in excess of revenue earned 36,000

Part 1 - Required
a.) Compute taxable income and current income tax.

b.) Determine the ending deferred tax asset and liability balances and the deferred income tax expense

or benefit.
c.) Determine total income tax expense and prepare the journal entry.

Part 2 - 2032

In 2032 pretax accounting income was $620,000. The same permanent differences recurred (non-deductible fines

of $15,000 and tax-exempt dividend income of $47,000), and the temporary differences reversed as follows:

Temporary differences (reversing)

Book depreciation in excess of tax 40,000
Instalment receivable collected in full (now taxed) 92,000
Warranty costs paid in excess of amounts accrued 24,000
Revenue earned in excess of cash received 44,000

Part 2 — Year 2 - Required

d.) Compute taxable income and current income tax.

e.) Determine the ending deferred tax balances and the deferred income tax expense or benefit.
f.) Determine total income tax expense and prepare the journal entry.

Members Video (Ad Free): https://youtu.be/V3Q9 jppVYw
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Module 18 Appendix

Loss Carrybacks* and Loss Carryforwards

*Due to taxation rules, Loss Carrybacks do not typically apply in the US Context — they are
consistent with US GAAP, but do not apply because of US Tax Laws!
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18-10A - Loss Carrybacks and Carryforwards

Enderby Company began operating in 2031 and has the following pretax profits (losses).
Because the company has no temporary or permanent differences, this list is also the
company’s taxable income:

Year Taxable / Pretax Profit (Loss)

2031 100,000
2032 (500,000)
2033 200,000

The relevant tax rate for our problem is 20% for 2031 and 2032 and 25% for 2033 (the tax rate
change had been enacted at the end of 2032).

Assume:

1. In 2032, the company expected to be very profitable in all future years.
2. The company will use the loss carryback provision* before any loss carryforwards are
used.

Required:

a.) Prepare journal entries for 2031, 2032 and 2033.
b.) Prepare the income tax section of the income statement for each of the years.

*A loss carryback is very unusual in the United States context. It is common in other places...like
Canada! As such, this is probably not an applicable problem for US students.

Members Video (Ad Free): https://youtu.be/ppIDtQKy1SQ
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18-10B - Loss Carrybacks and Carryforwards

Anderson Company began operations in 2031 and has the following pretax profits (losses).
Because the company has no temporary or permanent differences, this list is also the
company’s taxable income:

Year Taxable / Pretax Profit (Loss)

2031 500,000
2032 (800,000)
2033 400,000

The relevant tax rate for our problem is 25% for 2031 and 2032 and 30% for 2033 (the tax rate
change had been enacted at the end of 2032).

Assume:

1. In 2032, the company expected to be very profitable in all future years.
2. The company will use the loss carryback provision* before any loss carryforwards are
used.

Required:

a.) Prepare journal entries for 2031, 2032 and 2033.
b.) Prepare the income tax section of the income statement for each of the years.

*A loss carryback is very unusual in the United States context. It is common in other places...like
Canada! As such, this is probably not an applicable problem for US students.

Members Video (Ad Free): https://youtu.be/D8X3c3PnJ1s
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18-11A — Tax Loss Carryback and Carryforward

Skeena Sawmills Ltd. has operated profitably for several years. In the current year (2031) a
market downturn produced a tax loss of $400,000, equal to its pretax accounting loss (there are
no other differences between accounting income and taxable income). Under Canadian tax
rules, a non-capital loss may be carried back against taxable income of the three preceding
years, with any remainder carried forward. The relevant tax rate is 25% and has been
unchanged throughout.

The company's taxable income in the three preceding years was:

Year Taxable income
2028 (three years ago) 60,000
2029 (two years ago) 80,000
2030 (preceding year) 100,000

Skeena will carry the loss back to the fullest extent available and carry the remainder forward.
Management considers it probable that the carried-forward loss will be realized against future
taxable income.

Required:

a.) Determine how the $400,000 loss is applied: the amount carried back against each of the
three preceding years, and the amount carried forward.

b.) Compute the income tax refund recoverable from the carryback, and the deferred tax
asset arising from the loss carried forward.

c.) Prepare the journal entry to record the tax effect of the loss.

d.) Determine the net loss reported for the year.

Members Video (Ad Free): https://youtu.be/lyzD7h5U-hg
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18-11B - Tax Loss Carryback and Carryforward

Stikine Metals Ltd. has operated profitably for several years. In the current year (2031) a sharp
fall in metal prices produced a tax loss of $600,000, equal to its pretax accounting loss (there are
no other differences between accounting income and taxable income). Under Canadian tax
rules, a non-capital loss may be carried back against taxable income of the three preceding
years, with any remainder carried forward. The relevant tax rate is 25% and has been
unchanged throughout.

The company's taxable income in the three preceding years was:

Year Taxable income
2028 (three years ago) 40,000
2029 (two years ago) 60,000
2030 (preceding year) 100,000

Stikine will carry the loss back to the fullest extent available and carry the remainder forward.
Because of continued uncertainty in the sector, management considers it probable that only
$240,000 of the carried-forward loss will be realized against future taxable income; realization
of the remaining $160,000 is not considered probable.

Required:
a.) Determine how the $600,000 loss is applied: the amount carried back against each of
the three preceding years, and the amount carried forward.
b.) Compute the income tax refund recoverable from the carryback, and the gross and
recognizable deferred tax asset arising from the loss carried forward.
c.) Prepare the journal entry to record the tax effect of the loss under:
i. ASPE /US GAAP
ii. IFRS
d.) Determine the net loss reported for the year.

Members Video (Ad Free): https://youtu.be/H4v2WA5Viug
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Module 19: Leases

Module Introduction Video Links

Free Video: https://youtu.be/pWcLah-tPhM
Members Video (Ad Free): https://youtu.be/Fyvm9l4oRpk
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19-1A - Lease Classification (Lessee Perspective)

Chase Company, an outdoor equipment retailer, entered into the following six equipment leases as
lessee. All six leases commenced on January 1, 2026.

Lease Remamn:ng PV of Fair value | Ownership | Purchase
Asset term economic lease .
. of asset transfers? option
(years) | life (years) | payments
(a) | Delivery van 4 8 $52,000 $64,000 Yes None
(b) | Forklift 5 9 $38,000 $45,000 No Yes, $100
() | Embroidery 7 8 $58,000 | $70,000 No None
machine
(d) | Packaging line 6 10 $93,000 $100,000 No None
(e) | Commercial 3 10 $14,000 | $36,000 No None
printer
() | Warehouse 7 10 $51,000 | $60,000 No None
racking system
Required:

From the lessee perspective, classify each lease as Finance vs Operating*. For each lease, briefly identify
the classification criterion that determines your answer.

*Two notes:

From a lessee’s perspective, IFRS makes no distinction between Finance and Operating leases,
this classification question does not apply to IFRS, all of the leases above would be classified the

same way.

Canadian ASPE uses the term “capital leases” to describe what are called “Finance Leases” in US

GAAP. There are minor differences in classification criteria, but they are very similar.

Free Video: https://youtu.be/B5fvtRumQn0
Members Video (Ad Free): https://youtu.be/lbUkxXaOZnl
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19-1B - Lease Classification (Lessee Perspective)

Skye Company, a commercial bakery, entered into the following six equipment leases as lessee. All six
leases commenced on January 1, 2026.

Lease

Remaining

PV of

refrigerators

. Fair value | Ownership | Purchase
Asset term | economic lease .
. of asset transfers? option
(years) | life (years) | payments
(a) | Industrial oven 6 7 $44,000 $53,000 No None
(b) | Delivery truck 3 7 $41,000 $52,000 Yes None
(c) | Dough mixer 4 9 $26,000 $31,000 No Yes, $250
Labelli
(g) | Labelling 5 9 $67,000 | $73,000 No None
machine
(e) | Walk-in freezer 7 10 $50,000 $57,000 No None
() | Display 2 8 $9,000 $27,000 No None

Required:

From the lessee perspective, classify each lease as Finance vs Operating*. For each lease, briefly identify
the classification criterion that determines your answer.

*Two notes:

From a lessee’s perspective, IFRS makes no distinction between Finance and Operating leases,
this classification question does not apply to IFRS, all of the leases above would be classified the

same way.

Canadian ASPE uses the term “capital leases” to describe what are called “Finance Leases” in US

GAAP. There are minor differences in classification criteria, but they are very similar.

Members Video (Ad Free): https://youtu.be/pD8fv-EjxJ4
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19-2A - Measuring the Lease Liability (Lessee Perspective)

Selkirk Printworks, a commercial printing company, leased a printing press on the following terms.

Leased asset

Commercial printing press

Lease commencement

January 1, 2031

Lease term

5 vyears

Annual lease payment

$20,000

Payment timing

Payments due each January 1, starting Jan 1, 2031

Remaining economic life 6 years
Fair value of the press $105,000
Discount rate 8%

Required:

a.) Show why this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031.

c.) Prepare Selkirk’s journal entry (or entries) on January 1, 2031, including the first lease payment.

Free Video: https://youtu.be/9DXfX4YD2mk

Members Video (Ad Free): https://youtu.be/QNCNqipJIX8
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19-2B - Measuring the Lease Liability (Lessee Perspective)

Purcell Fabrication, a metal fabrication shop, leased a CNC plasma cutter on the following terms.

Leased asset CNC plasma cutter
Lease commencement January 1, 2031
Lease term 4 years
Annual lease payment $30,000
Payment timing Payments due each January 1, starting Jan 1, 2031
Remaining economic life 7 years
Fair value of the cutter $125,000
Ownership Title to the cutter transfers to Purcell at the end of the lease term
Discount rate 7%
Required:

a.) Show why this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031. (Round to the
nearest dollar.)

c.) Prepare Purcell’s journal entry (or entries) on January 1, 2031, including the first lease payment.

Members Video (Ad Free): https://youtu.be/X109-mBgPEs
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19-3A - Lease Amortization Schedule and Journal Entries (Lessee Perspective)

Chilcotin Freight, a regional trucking company, leased a highway tractor on the following terms.

Leased asset

Highway tractor

Lease commencement

January 1, 2031

Lease term

7 years

Annual lease payment

$25,000

Payment timing

Payments due each January 1, starting Jan 1, 2031

Remaining economic life 10 years
Fair value of the tractor $160,000
Discount rate 6%

Required:

a.) Show why this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031.

c.) Prepare the lease amortization schedule for the first 3 payments —Jan 1, 2031, 2032 and 2033.

d.) Prepare all of Chilcotin’s journal entries from January 1, 2031 through January 1, 2032.

Reduction of Lease liability
Date Lease payment Interest -
liability balance
Jan 1, 2031
Jan 1, 2032
Jan 1, 2033

Free Video: https://youtu.be/Et805xNZ0OUg

Members Video (Ad Free): https://youtu.be/LEr3H _9PQK4
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19-3B - Lease Amortization Schedule and Journal Entries (Lessee Perspective)

Pandora Beverage, a craft soft-drink bottler, leased a bottling line on the following terms.

Leased asset

Bottling line

Lease commencement

January 1, 2031

Lease term

6 years

Annual lease payment

$15,000

Payment timing

Payments due each January 1, starting Jan 1, 2031

Remaining economic life 7 years
Fair value of the bottling line | $84,000
Discount rate 9%

Required:

a.) Show why this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031.

c.) Prepare the lease amortization schedule for the first 3 payments —Jan 1, 2031, 2032 and 2033.

d.) Prepare all of Stikine’s journal entries from January 1, 2031 through January 1, 2032.

Reduction of

Lease liability

Date Lease payment Interest liability balance
Commencement _

Jan 1, 2031

Jan 1, 2032

Jan 1, 2033

Members Video (Ad Free): https://youtu.be/5jMmfjPSn0OQ
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19-4A - Payments in Arrears and Balance Sheet Presentation (Lessee Perspective)

Quesnel Aggregates, a gravel and crushed-rock supplier, leased a wheel loader on the following terms.

Leased asset

Wheel loader

Lease commencement

January 1, 2031

Lease term

5 vyears

Annual lease payment

$22,000

Payment timing

Payments due each December 31, starting Dec 31, 2031

Remaining economic life 6 years
Fair value of the loader $103,000
Discount rate 7%

Required:

a.) Show why this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031.

c.) Prepare the lease amortization schedule for the first 3 payments — Dec 31, 2031, 2032 and 2033.

d.) Prepare all of Quesnel’s journal entries for 2031.

e.) Show how the lease would appear on Quesnel’s December 31, 2031 balance sheet: the right-of-
use asset (net of accumulated depreciation) and the lease liability, split between its current and
non-current portions.

Reduction of Lease liability
Date Lease payment Interest -
liability balance
Dec 31, 2031
Dec 31, 2032
Dec 31, 2033

Members Video (Ad Free): https://youtu.be/5Tvm5U1laBdM
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19-4B - Payments in Arrears and Balance Sheet Presentation (Lessee Perspective)

Golden Adventure Rentals, an outdoor recreation rental company, leased a passenger shuttle bus on the

following terms.

Leased asset

Passenger shuttle bus

Lease commencement

January 1, 2031

Lease term

6 years

Annual lease payment

$18,000

Payment timing

Payments due each December 31, starting Dec 31, 2031

Remaining economic life

9 years

Fair value of the bus

$95,000

Ownership

Title to the bus transfers to Golden at the end of the lease term

Discount rate

8%

Required:

a.) Show why this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031. (Round to the
nearest dollar.)

c.) Prepare the lease amortization schedule for the first 3 payments — Dec 31, 2031, 2032 and 2033.

d.) Prepare all of Golden’s journal entries for 2031.

e.) Show how the lease would appear on Golden’s December 31, 2031 balance sheet: the right-of-
use asset (net of accumulated depreciation) and the lease liability, split between its current and
non-current portions.

Date Lease payment Interest Re?i:;::::; of Lea;;:::;"ty
Commencement g
Dec 31, 2031
Dec 31, 2032
Dec 31, 2033

Members Video (Ad Free): https://youtu.be/pcZoko0r7Bo
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19-5A - Bargain Purchase Option (Lessee Perspective)

Tofino Excavating, a site-preparation contractor, leased a hydraulic excavator on the following terms.

Leased asset

Hydraulic excavator

Lease commencement

January 1, 2031

Lease term

3 years

Annual lease payment

$16,000

Payment timing

Payments due each January 1, starting Jan 1, 2031

Purchase option

Tofino may purchase the excavator for $20,000 on December 31,
2033; the excavator’s fair value at that date is expected to be
$34,000

Remaining economic life 9 years
Fair value of the excavator $74,000
Discount rate 7%

Required:

a.) Show that this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031.

c.) Prepare the lease amortization schedule for the full lease term, including the purchase option.

d.) Over how many years should the right-of-use asset be depreciated? Briefly explain.

e.) Prepare the journal entry (or entries) on December 31, 2033, when Tofino exercises the

purchase option.

Jan 1, 2031

Date Lease payment Interest

Reduction of Lease liability
liability balance

Jan 1, 2032

Jan 1, 2033

Dec 31, 2033

Free Video: https://youtu.be/KixZfwyC1Rk

Members Video (Ad Free): https://youtu.be/etPBOMIN8hs
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19-5B - Bargain Purchase Option (Lessee Perspective)

Fernie Mountain Coffee, a coffee roasting company, leased a commercial coffee roaster on the following

terms.

Leased asset

Commercial coffee roaster

Lease commencement January 1, 2031
Lease term 3 years
Annual lease payment $12,000

Payment timing

Payments due each January 1, starting Jan 1, 2031

Purchase option

Fernie may purchase the roaster for $25,000 on December 31,
2033; the roaster’s fair value at that date is expected to be $40,000

Remaining economic life 10 years

Fair value of the roaster $66,000

Discount rate

6%

Required:

a.) Show that this lease is a finance lease.

b.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031.

c.) Prepare the lease amortization schedule for the full lease term, including the purchase option.

d.) Over how many years should the right-of-use asset be depreciated? Briefly explain.

e.) Prepare the journal entry (or entries) on December 31, 2033, when Fernie exercises the
purchase option.

Date

Reduction of

L men Inter:
ease payment terest liability

Commencement

Lease liability
balance

Jan 1, 2031

Jan 1, 2032

Jan 1, 2033

Dec 31, 2033

Members Video (Ad Free): https://youtu.be/oJUaKwDyh-Y
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19-6A - Guaranteed Residual Value (Lessee Perspective)

Osoyoos Vineyards, a winery, leased a grape harvester on the following terms.

Leased asset Grape harvester

Lease commencement January 1, 2031

Lease term 3 years

Annual lease payment $14,000

Payment timing Payments due each January 1, starting Jan 1, 2031

Osoyoos guarantees the lessor that the harvester will be worth at least
Residual value guarantee $9,000 on December 31, 2033. Osoyoos expects the harvester to have no
residual value at that date.

Remaining economic life 6 years

Fair value of the harvester $50,000

Discount rate 7%
Required:

a.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031. (Round to the nearest
dollar.)

b.) Show that this lease is a finance lease.

c.) Prepare the lease amortization schedule for the full lease term, including the residual value guarantee
payment.

d.) On December 31, 2033, Osoyoos returned the harvester to the lessor. As expected, its actual residual
value was $0. Prepare all of Osoyoos’s journal entries on December 31, 2033 (the final year’s depreciation
and the settlement of the guarantee).

e.) Suppose instead that Osoyoos had expected the harvester to be worth $6,000 on December 31, 2033 (the
guarantee is unchanged). Would the initial lease liability change? Explain briefly. (No calculations
required.)

Reduction of Lease liability

Date Lease payment Interest -
pay liability balance

Jan 1, 2031

Jan 1, 2032

Jan 1, 2033

Dec 31, 2033

Members Video (Ad Free): https://youtu.be/WpGG3HncfGO
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19-6B - Guaranteed Residual Value (Lessee Perspective)

Nakusp Greenhouses, a commercial plant nursery, leased a skid-steer loader on the following terms.

Leased asset Skid-steer loader

Lease commencement January 1, 2031

Lease term 3 years

Annual lease payment $12,000

Payment timing Payments due each January 1, starting Jan 1, 2031

Nakusp guarantees the lessor that the loader will be worth at least $14,000

Residual value guarantee on December 31, 2033. Nakusp expects the loader to have no residual

value at that date.

Remaining economic life 9 years
Fair value of the loader $49,000
Discount rate 6%
Required:
a.) Calculate the initial lease liability and the right-of-use asset at January 1, 2031. (Round to the nearest

b.)

c)

d)

e.)

dollar.)
Show that this lease is a finance lease.

Prepare the lease amortization schedule for the full lease term, including the residual value guarantee
payment.

On December 31, 2033, Nakusp returned the loader to the lessor. As expected, its actual residual value
was S0. Prepare all of Nakusp’s journal entries on December 31, 2033 (the final year’s depreciation and
the settlement of the guarantee).

Suppose instead that Nakusp had expected the loader to be worth $5,000 on December 31, 2034 (the
guarantee is unchanged). Would the initial lease liability change? Explain briefly. (No calculations
required.)

Reduction of Lease liability

Date Lease payment Interest -
pay liability balance

Jan 1, 2031

Jan 1, 2032

Jan 1, 2033

Dec 31, 2033

Members Video (Ad Free): https://youtu.be/C859jbmYO0Ik
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19-7A - Operating Leases: One Lease, Three Frameworks (Lessee Perspective)

Kaslo Outdoor Centre, a sporting goods retailer, leased a delivery van on the following terms. This problem works through the
same lease under all three frameworks — the one topic in this module where US GAAP, IFRS, and ASPE produce three genuinely
different answers.

Leased asset Delivery van

Lease commencement January 1, 2031

Lease term 3 years

Annual lease payment $10,000

Payment timing Payments due each December 31, starting Dec 31, 2031
Remaining economic life 8 years

Fair value of the van $34,000

Discount rate 6%

PART 1 - US GAAP
a.) Show that this lease is an operating lease under US GAAP.

b.) Calculate the initial lease liability and right-of-use asset at January 1, 2031, and prepare the January 1, 2031 journal
entry. (Round to the nearest dollar.)

c.) Prepare the lease amortization schedule for the full lease term.

d.) Prepare the December 31 journal entries for 2031, 2032, and 2033, using the single lease-cost approach.

PART 2 - IFRS

e.) Calculate the initial lease liability and right-of-use asset at January 1, 2031, and prepare the January 1, 2031 journal
entry. (Round to the nearest dollar.)

f.) Prepare the December 31, 2031 journal entries under IFRS 16, and calculate the total lease-related expense IFRS
reports in each of the three years.
PART 3 — Canadian ASPE

g.) Under ASPE, this is an operating lease. Prepare Kaslo’s journal entry for 2031, and describe what (if anything) appears
on Kaslo’s December 31, 2031 balance sheet for this lease.

Reduction of Lease liability

Date Lease payment Interest . s
pay liability balance

Dec 31, 2031

Dec 31, 2032

Dec 31, 2033

Free Video: https://youtu.be/FOBC8cERf2s
Members Video (Ad Free): https://youtu.be/XdQGBrsd6EE
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19-7B - Operating Leases: One Lease, Three Frameworks (Lessee Perspective)

Sicamous Marine Rentals, a houseboat and watercraft rental company, leased a forklift on the following terms. As in 19-7A, this
problem works through the same lease under all three frameworks — the one topic in this module where US GAAP, IFRS, and

ASPE produce three genuinely different answers.

Leased asset Forklift

Lease commencement January 1, 2031

Lease term 4 years

Annual lease payment $9,000

Payment timing Payments due each December 31, starting Dec 31, 2031
Remaining economic life 10 years

Fair value of the forklift $40,000

Discount rate 7%

PART 1 - US GAAP
a.) Show that this lease is an operating lease under US GAAP.

b.) Calculate the initial lease liability and right-of-use asset at January 1, 2031, and prepare the January 1, 2031 journal

entry. (Round to the nearest dollar.)

c.) Prepare the lease amortization schedule for the full lease term.

d.) Prepare the December 31 journal entries for 2031, 2032, 2033, and 2034, using the single lease-cost approach.

PART 2 - IFRS

e.) Calculate the initial lease liability and right-of-use asset at January 1, 2031, and prepare the January 1, 2031 journal

entry. (Round to the nearest dollar.)

f.) Prepare the December 31, 2031 journal entries under IFRS 16, and calculate the total lease-related expense IFRS

reports in each of the four years.

PART 3 — Canadian ASPE

g.) Under ASPE, this is an operating lease. Prepare Sicamous’s journal entry for 2031, and describe what (if anything)

appears on Sicamous’s December 31, 2031 balance sheet for this lease.

Reduction of

D L men Inter
ate ease payment terest liability

Lease liability
balance

Dec 31, 2031

Dec 31, 2032

Dec 31, 2033

Dec 31, 2034

Members Video (Ad Free): https://youtu.be/yHdnwUHVeSg
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19-8A - Short-Term and Low-Value Leases (Lessee Perspective)

Kimberley Alpine Lodge, a ski resort hotel, entered into the following two leases. Neither is large — and that is the
point: this problem covers the escape hatches from capitalization, and where each framework draws the line.

Lease 1 — Snow plow truck

Leased asset

Snow plow truck

Lease term

November 1, 2031 to April 30, 2032 (6 months)

Monthly lease payment

$2,000, payable at the start of each month

Renewal / purchase options

None

Fair value of the truck

$90,000

Lease 2 — Office laptop

Leased asset

Office laptop

Lease commencement

January 1, 2031

Lease term

3 years

Annual lease payment

$500, payable each December 31

Value of the laptop when new | $1,600
Remaining economic life 5 years
Renewal / purchase options None
Discount rate 6%

PART 1 - US GAAP

a.) Lease 1 qualifies for an accounting policy election that avoids balance sheet recognition. Name the
election, state the conditions Lease 1 meets, and prepare the entry (or entries) to record Kimberley’s
2031 lease expense assuming the election is made.

b.) Explain why no similar relief is available for Lease 2 under US GAAP. Then classify Lease 2 and prepare the
January 1, 2031 journal entry. (Round to the nearest dollar.)

PART 2 - IFRS

c.) For each lease, identify the recognition exemption available under IFRS 16, and prepare the 2031 journal
entries assuming Kimberley elects both exemptions.

PART 3 — Canadian ASPE

d.) Classify both leases under ASPE and describe what appears on Kimberley’s December 31, 2031 balance

sheet for each.

Members Video (Ad Free): https://youtu.be/64NaX0-8ncY

151



https://youtu.be/64NaX0-8ncY

19-8B - Short-Term and Low-Value Leases: Testing the Boundaries (Lessee Perspective)

Clearwater Rafting Co., a whitewater rafting outfitter, entered into the following two leases. Both look like
candidates for the relief covered in 19-8A — look closely.

Lease 1 — 15-passenger van

Leased asset

15-passenger van

Lease commencement

May 1, 2031

Initial term

8 months (May 1 to December 31, 2031)

Renewal option

One renewal for a further 8 months (January 1 to August 31, 2032) at the
same rate. At commencement, Clearwater has already accepted guided-
trip bookings through August 2032 and is reasonably certain to renew.

Monthly lease payment

$1,800, payable at the start of each month

Purchase option

None

Fair value of the van

$52,000

Lease 2 — Commercial laundry machine

Leased asset

Commercial laundry machine (for wetsuits and gear)

Lease commencement

January 1, 2031

Lease term

4 years

Annual lease payment

$2,200, payable each December 31

Value of the machine when new

(= current fair value) 29,000
Remaining economic life 7 years
Renewal / purchase options None
Discount rate 6%

PART 1 - US GAAP

a.) For each lease, determine whether the short-term lease election is available. Explain your reasoning.

b.) For Lease 2, classify the lease and prepare the January 1, 2031 journal entry. (Round to the nearest dollar.) For Lease
1, no calculations are required — simply state how it will be reported on Clearwater’s balance sheet.

PART 2 - IFRS

c.) For each lease, determine whether a recognition exemption (short-term or low-value) is available under IFRS 16, and
state how each lease will be reported as a result.

PART 3 — Canadian ASPE

d.) Classify both leases under ASPE and describe what appears on Clearwater’s December 31, 2031 balance sheet for

each.

Members Video (Ad Free): https://youtu.be/63klwlRAs w
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19-9A - Lease Classification (Lessor Perspective)

Penticton Capital, an equipment dealer and leasing company, entered into the following four leases as

lessor.
Term Econ:nomlc PV of Fair Lesso.r s Ownership /
Asset life lease carrying .
(years) value options
(years) payments amount
Conveyor No transfer; no
(a) 6 7 $41,000 $50,000 $38,000 .
system option
(b) Industrial 4 9 $63,000 $67,000 $67,000 No jcransfer; no
generator option
(¢) | Floor 2 8 $9,000 | $30,000 | 26,000 | N transfer;no
scrubber option
Ownership
(d) | Dump trailer 5 9 $30,000 $36,000 $29,000 | transfers at end

of term

For every lease: collection of the lease payments is probable (reasonably assured), there are no
important uncertainties about costs yet to be incurred by the lessor, and none of the assets is
specialized.

Required:

a.) Classify each lease as a finance lease or an operating lease.

b.) Under US GAAP and Canadian ASPE, for each finance lease, further classify it as sales-type, or
direct financing.

Members Video (Ad Free): https://youtu.be/mEMR_jMWIJyo
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19-9B - Lease Classification (Lessor Perspective)

Vanderhoof Equipment Finance, an equipment dealer and leasing company, entered into the following

four leases as lessor.

Economic PV of . Lessor’s .
Term . Fair . Ownership /
Asset life lease carrying .
(years) value options
(years) payments amount
Packaging No transfer; no
2
(a) robot 3 8 $52,000 $55,000 $55,000 option
Ownership
(b) | Excavator 4 9 $47,000 $54,000 $41,000 transfers at end
of term
(c) | Light tower 2 8 $7,000 | $26,000 | $22,000 | NOtransfer;no
option
N fer;
(d) | CNC router 7 8 $64,000 | $74,000 | $59,000 o;’tit;ins erno

For every lease: collection of the lease payments is probable (reasonably assured), there are no
important uncertainties about costs yet to be incurred by the lessor, and none of the assets is
specialized.

Required:
a.) Classify each lease as a finance lease or an operating lease.

b.) Under US GAAP and Canadian ASPE, for each finance lease, further classify it as sales-type, or
direct financing.

Members Video (Ad Free): https://youtu.be/zPeXIVpPF60
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19-10A — Sales-Type Lease (Lessor)

Revelstoke Machinery, a forestry-equipment dealer, leased a log loader to a customer directly out of its
inventory, on the following terms.

Leased asset

Log loader

Inventory cost to Revelstoke

$48,000

Fair value of the loader

$62,548 (equal to the PV of the lease payments at 6%)
y q pay

Lease commencement

January 1, 2031

Lease term

6 years

Annual lease payment

$12,000, payable each January 1, starting Jan 1, 2031

Remaining economic life 7 years
Rate implicit in the lease 6%
Residual value None

Collection Probable / reasonably assured; no important cost uncertainties
Required:
a.) From the lessor’s perspective, classify the lease.

b.)

Calculate the gross profit Revelstoke recognizes at lease commencement.

c.) Prepare Revelstoke’s January 1, 2031 journal entries (the sale, the cost of goods sold, and the
first payment).

d.)

e.)

Prepare Revelstoke’s December 31, 2031 interest accrual entry.

Complete the first two payments of the net investment amortization schedule (below).

Reduction of net Net Investment
Date Lease payment Interest .
investment balance
Jan 1, 2031
Jan 1, 2032

Free Video: https://youtu.be/WZbMPXX9uhA

Members Video (Ad Free): https://youtu.be/9171KcoozeM
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19-10B — Sales-Type Lease (Lessor)

Vernon Agri-Systems, a dealer in dairy-barn equipment, leased a robotic milking system to a customer
directly out of its inventory, on the following terms.

Leased asset

Robotic milking system

Inventory cost to Vernon A.S.

$71,000

Fair value of the system

$78,970 (equal to the PV of the lease payments at 7%)
) q pay

Lease commencement

January 1, 2031

Lease term

5 years

Annual lease payment

$18,000, payable each January 1, starting Jan 1, 2031

Remaining economic life 6 years
Rate implicit in the lease 7%
Residual value None

Collection

Probable / reasonably assured; no important cost uncertainties

Required:

a.) From the lessor’s perspective, classify the lease.

b.) Calculate the gross profit the lessor recognizes at lease commencement.

c.) Prepare the lessor’s January 1, 2031 journal entries (the sale, the cost of goods sold, and the
first payment).

d.) Complete the first two payments of the net investment amortization schedule (below).

e.) Prepare the lessor’s December 31, 2031 interest accrual entry.

Reduction of net Net Investment
Date Lease payment Interest .
investment balance
Jan 1, 2031
Jan 1, 2032

Members Video (Ad Free): https://youtu.be/JK29nRPpk4M
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19-11A - Lessor Operating Lease

Salmon Arm Industrial Park owns a warehouse and leased it to a tenant on the following terms.

Leased asset

Warehouse

Lease term 3 years (January 1, 2031 to December 31, 2033)
Annual rent $21,000 per year, payable January 1 each year.
PV of the lease payments
1

(6%) $59,50
Carrying amount of the $240,000
warehouse
Remaining useful life of the

30 years
warehouse
Fair value of the warehouse $310,000

Depreciation

Salmon Arm depreciates the warehouse straight-line at $8,000 per
year

Required:

a.) Show that this lease is an operating lease for the lessor.

b.) How much rent revenue does Salmon Arm recognize in each of the three years?

c.) Prepare all of Salmon Arm’s journal entries related to this lease for 2031, 2032, and 2033

(including depreciation).

d.) Describe what appears on Salmon Arm’s December 31, 2031 balance sheet related to this lease.

Members Video (Ad Free): https://youtu.be/ujsZTjoUdGo
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19-11B - Lessor Operating Lease

Courtenay Marine Storage owns a boat-storage building and leased it to a marina operator on the

following terms.

Leased asset

Boat-storage building

Lease term

3 years (January 1, 2031 to December 31, 2033)

Annual rent

$12,000 per year, payable January 1 each year

PV of the lease payments

4
(6%) $34,000
Carrying amount of the
building »150,000
Remaining useful life of the 25 vears
building ¥
Fair value of the building $190,000

Depreciation

Courtenay depreciates the building straight-line at $6,000 per year

Required:

a.) Show that this lease is an operating lease for the lessor.

b.) How much rent revenue does Courtenay recognize in each of the three years?

c.) Prepare all of Courtenay’s journal entries related to this lease for 2031, 2032, and 2033

(including depreciation).

d.) Describe what appears on Courtenay’s December 31, 2031 balance sheet related to this lease.

Members Video (Ad Free): https://youtu.be/kOTcOHORjeQ
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19-12A - Comprehensive Lease Problem — Both Sides — Lessor and Lessee

Hope Logistics leased a freight truck from Ashcroft Equipment, a truck dealer. Details are below:

Leased asset

Freight truck

Lease commencement

January 1, 2031

Lease term

5 years

Annual lease payment

$16,000, payable each January 1, starting Jan 1, 2031

Remaining economic life 6 years
Fair value $70,195
Ashcroft’s cost $40,000

Discount rate

7% — the rate implicit in the lease, which Hope knows and which
equals Hope's incremental borrowing rate

Collection

Probable / reasonably assured; no important cost uncertainties

PART 1 — The Lessee (Hope)

a.) Classify the lease for Hope and prepare Hope’s January 1, 2031 journal entry. (Round to the nearest

dollar.)

b.) Complete the lease amortization schedule for the first 2 payments below.

c.) Prepare Hope's December 31, 2031 journal entries.

PART 2 — The Lessor (Ashcroft)

d.) Classify the lease for Ashcroft.

e.) Prepare Ashcroft’s journal entries for 2031.

PART 3 — The Mirror

f.) Compare Hope’s lease liability with Ashcroft’s net investment at December 31, 2031, and Hope’s 2031
interest expense with Ashcroft’s 2031 interest income. Where does the truck itself now live?

Reduction of Lease liability
Date Lease payment Interest -
liability balance
Jan 1, 2031
Jan 1, 2032

Free Video: https://youtu.be/n69giTPEGAI

Members Video (Ad Free): https://youtu.be/9pRxL2P20aE
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19-12B — Comprehensive Lease Problem — Both Sides — Lessor and Lessee

Keremeos Orchards leased a fruit-sorting line from Princeton Equipment. Details are below:

Leased asset

Fruit-sorting line

Lease commencement

January 1, 2031

Lease term

4 years

Annual lease payment

$11,000, payable each January 1, starting Jan 1, 2031

Remaining economic life 5 years
Fair value $40,403
Princeton’s cost $25,000

Discount rate

6% — the rate implicit in the lease, which Keremeos knows and
which equals Keremeos’s incremental borrowing rate

Collection

Probable / reasonably assured; no important cost uncertainties

PART 1 — The Lessee (Keremeos)

a.) Classify the lease for Keremeos and prepare Keremeos’s January 1, 2031 journal entry. (Round to the nearest dollar.)

b.) Complete the lease amortization schedule for the first 2 payments below.

c.) Prepare Keremeos’'s December 31, 2031 journal entries.

PART 2 — The Lessor (Princeton)

d.) Classify the lease for Princeton.

e.) Prepare Princeton’s journal entries for 2031.

PART 3 — The Mirror

f.) Compare Keremeos's lease liability with Princeton’s net investment at December 31, 2031, and Keremeos’s 2031
interest expense with Princeton’s 2031 interest income. Where does the sorting line itself now live?

Reduction of Lease liability
Date Lease payment Interest -
liability balance
Jan 1, 2031
Jan 1, 2032

Members Video (Ad Free): https://youtu.be/cX0IYM 6P5k
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19-13A - Canadian ASPE - Direct Financing-Type Lease

Merritt Leasing, an equipment finance company, purchased a log skidder from the manufacturer for
$57,403 (its fair value) and immediately leased it to a forestry contractor on the following terms.

Leased asset

Log skidder

Lease commencement

January 1, 2031

Lease term

5 vyears

Annual lease payment

$14,000, payable each December 31, starting Dec 31, 2031

Remaining economic life 6 years
Fair value (= Merritt’s cost) $57,403
Rate implicit in the lease 7%

Collection

Probable / reasonably assured; no important cost uncertainties

Required:

a.) Show why this is a capital lease and specifically a Direct Financing-type lease under ASPE.

b.) Prepare the company’s net investment (lease receivable) amortization schedule for the first two

payments.
c.) Prepare Merritt’s journal entries for 2031 — the commencement of the lease and the December
31 receipt.
Reduction of net Net Investment
Date Lease payment Interest .
investment balance
Dec 31, 2031
Dec 31, 2032

Members Video (Ad Free): https://youtu.be/P3Us8VS8CHc
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19-13B - Canadian ASPE - Direct Financing-Type Lease

Logan Lake Capital, an equipment finance company, purchased a mini excavator from a dealer for
$31,186 (its fair value) and immediately leased it to a landscaping contractor on the following terms.

Leased asset

Mini excavator

Lease commencement January 1, 2031

Lease term 4 years

Annual lease payment $9,000, payable each December 31, starting Dec 31, 2031

Remaining economic life 5 years

Fair value (= Logan Lake’s

ir value (= Log $31,186

cost)

Rate implicit in the lease 6%

Collection Probable / reasonably assured; no important cost uncertainties
Required:

a.) Show why this is a capital lease and specifically a Direct Financing-type lease under ASPE.

b.) Prepare the company’s net investment (lease receivable) amortization schedule for the first two

payments.

c.) Prepare Logan Lake’s journal entries for 2031 — the commencement of the lease and the
December 31 receipt.

d.) Verify the total interest income over the lease against the total cash Logan Lake will receive.

Reduction of net Net Investment
Date Lease payment Interest .
investment balance
Dec 31, 2031
Dec 31, 2032

Members Video (Ad Free): https://youtu.be/undsdcO0KhO
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Module 20: Pensions

Module Introduction Video Links

Free Video: https://youtu.be/lc)f 82XMLo
Members Video (Ad Free): https://youtu.be/7FpwZ1vL7Hw
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20-1A — Defined contribution pensions

Chilcotin Freightways Ltd. sponsors a defined contribution pension plan for its employees. Under the
plan, Chilcotin contributes 5% of gross salaries to a trustee-administered fund each month. Employees
direct the investment of amounts in their individual accounts, and Chilcotin has no obligation beyond
making the required contributions.

Gross salaries for the year ended December 31, 2031 totaled $8,400,000. During 2031, Chilcotin
remitted $385,000 to the trustee, covering the January through November contributions. The December
contribution was remitted on January 12, 2032.

Required:
a.) Calculate pension expense for the year ended December 31, 2031.

b.) Prepare a summary journal entry for the 2031 remittances and the adjusting entry required at
December 31, 2031.

c.) Indicate how any plan-related balance is reported on the December 31, 2031 balance sheet,
including classification.

d.) Briefly explain why Chilcotin reports no pension obligation beyond the unpaid contribution,
even though employees' ultimate pension benefits are unknown.

Free Video: https://youtu.be/YpqqQgjd30A
Members Video (Ad Free): https://youtu.be/v9 Z4JCabLo
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https://youtu.be/YpqqQgjd30A
https://youtu.be/v9_Z4JCabLo

20-1B — Defined contribution pensions

Skeena Marine Services Ltd. sponsors a defined contribution pension plan with two components: (1) a
base employer contribution of 4% of gross salaries, and (2) an employer match of 100% of employee
contributions, to a maximum match of 2% of each employee's salary.

Gross salaries for the year ended December 31, 2031 totaled $6,300,000. Employees contributed
$110,250 to the plan during the year; after applying the 2% per-employee cap, employee contributions
eligible for matching totaled $94,500. Based on estimates made early in the year, Skeena remitted
employer contributions of $355,000 during 2031. Any over- or under-remittance is applied against the
January remittance in the following year.

Required:
a.) Calculate pension expense for the year ended December 31, 2031.

b.) Prepare a summary journal entry for the 2031 remittances and the adjusting entry required at
December 31, 2031.

c.) Indicate how any plan-related balance is reported on the December 31, 2031 balance sheet,
including classification.

Members Video (Ad Free): https://youtu.be/dFyK90eFTYU
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20-2A - Defined benefit — Pension Obligation Continuity Calculations

Monashee Power Corporation sponsors a defined benefit pension plan for its unionized workforce. The

following information relates to the plan's obligation for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $12,600,000
Discount rate 5%
Current service cost for 2031 $940,000
Benefits paid to retirees (paid December 31, 2031) $780,000
Pension obligation, December 31, 2031, per actuarial valuation $13,725,000

Interest is calculated on the opening obligation balance.

Required:

a.) Prepare a continuity schedule for the pension obligation for 2031.

b.) Determine the actuarial gain or loss arising during 2031, and state whether it is a gain or a loss.

c.) ldentify two changes in actuarial assumptions or plan experience that could produce the result

in b), and explain the direction of each effect.

Members Video (Ad Free): https://youtu.be/odl4850c794
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https://youtu.be/odl48SOc794

20-2B — Defined benefit — Pension Obligation Continuity Calculations

Cariboo Pulp Ltd. sponsors a defined benefit pension plan. The following information relates to the
plan's obligation for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $9,800,000
Discount rate 4.5%
Current service cost for 2031 $715,000
Benefits paid to retirees (paid December 31, 2031) $560,000
Pension obligation, December 31, 2031, per actuarial valuation $10,181,000

Interest is calculated on the opening obligation balance.
Required:

a.) Prepare a continuity schedule for the pension obligation for 2031.

b.) Determine the actuarial gain or loss arising during 2031, and state whether it is a gain or a loss.

c.) ldentify two changes in actuarial assumptions or plan experience that could produce the result

in b), and explain the direction of each effect.

Members Video (Ad Free): https://youtu.be/XUINZ4luQjM
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https://youtu.be/XUINZ4IuQjM

20-3A — Plan Assets Continuity and Funded Status

Kitimat Smelting Ltd. sponsors a defined benefit pension plan for its hourly workforce. Plan assets are

held by an independent trustee. The following information relates to the plan for the year ended
December 31, 2031:

Plan assets at fair value, January 1, 2031 $10,150,000
Actual return on plan assets for 2031 $690,000
Contributions remitted to the trustee (December 31, 2031) $820,000
Benefits paid to retirees (December 31, 2031) $745,000
Pension obligation, December 31, 2031 $12,240,000

Required:

a.) Prepare a continuity schedule for plan assets for 2031, showing the fair value of plan assets at

December 31, 2031.

b.) Determine the plan's funded status at December 31, 2031, and state whether the plan is
overfunded or underfunded.

c.) Calculate the plan's funded ratio (plan assets + pension obligation) at December 31, 2031.

d.) Indicate how the funded status is reported on the December 31, 2031 balance sheet, including
classification, and explain why neither the plan assets nor the obligation appears gross on the

balance sheet.

Members Video (Ad Free): https://youtu.be/R3ejrvaAzIE
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https://youtu.be/R3ejrvaAzlE

20-3B — Plan Assets Continuity and Funded Status

Revelstoke Light & Power Ltd. sponsors a defined benefit pension plan. Plan assets are held by an

independent trustee, whose annual report shows the fair value of plan assets at December 31, 2031,

but

does not separately disclose investment performance. The following information relates to the plan for

the year ended December 31, 2031:

Plan assets at fair value, January 1, 2031 $14,300,000
Contributions remitted to the trustee (December 31, 2031) $1,050,000
Benefits paid to retirees (December 31, 2031) $985,000
Plan assets at fair value, December 31, 2031, per trustee report $15,425,000
Pension obligation, December 31, 2031 $14,690,000

Required:

a.) Prepare a continuity schedule for plan assets for 2031, and determine the actual return on plan

assets earned during the year.

b.) Determine the plan's funded status at December 31, 2031, and state whether the plan is
overfunded or underfunded.

c.) Indicate how the funded status is reported on the December 31, 2031 balance sheet, including

classification.

d.) Explain what the balance in c) represents from the employer's perspective, and why it is not
simply equal to the plan assets held by the trustee.

Members Video (Ad Free): https://youtu.be/uVSh PwdHtw
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https://youtu.be/uVSh_PwdHtw

20-4A — Pension Worksheet Introduction (Details Given)

Slocan Mining Corporation sponsors a defined benefit pension plan for its unionized workforce. The
following information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $16,000,000
Plan assets at fair value, January 1, 2031 $14,500,000
Discount rate 5%
Current service cost for 2031 $1,150,000
Actual return on plan assets for 2031 $870,000
Contributions remitted to the trustee (December 31, 2031) $1,200,000
Benefits paid to retirees (December 31, 2031) $900,000

Required:

Complete only the unshaded cells in the worksheet. The shaded cells will be addressed in subsequent

problems. Indicate whether each amount is a debit or credit.

Journal Entries Balances
Pension OCl Cash Net Pension Plan
Exp Pension Obl. Assets
Asset /
Liability

Opening Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Contributions

Total for Journal Entry

Ending Balance

Free Video: https://youtu.be/TN5Vm8agAao
Members Video (Ad Free): https://youtu.be/6p6d5ImMNxI
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https://youtu.be/TN5Vm8agAao
https://youtu.be/6p6d5lmMNxI

20-4B — Pension Worksheet Introduction (Details Given)

Stikine Rail Ltd. sponsors a defined benefit pension plan for its operating employees. The following

information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $11,200,000
Plan assets at fair value, January 1, 2031 $12,000,000
Discount rate 4%
Current service cost for 2031 $825,000
Actual return on plan assets for 2031 $660,000
Contributions remitted to the trustee (December 31, 2031) $500,000
Benefits paid to retirees (December 31, 2031) $700,000

Required:

Complete only the unshaded cells in the worksheet. The shaded cells will be addressed in subsequent

problems. Indicate whether each amount is a debit or credit.

Journal Entries Balances
Pension OCl Cash Net Pension Plan
Exp Pension Obl. Assets
Asset /
Liability

Opening Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/GaN2gdwrKP0
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https://youtu.be/GaN2gdwrKP0

20-5A — Pension Expense with Asset Gains and Losses

Quesnel Plywood Ltd. sponsors a defined benefit pension plan for its mill employees. The following
information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $20,000,000
Plan assets at fair value, January 1, 2031 $18,000,000
Discount rate 5%
Expected long-term rate of return on plan assets (Needed for US GAAP only) 6%
Current service cost for 2031 $1,300,000
Actual return on plan assets for 2031 $600,000
Contributions remitted to the trustee (December 31, 2031) $1,400,000
Benefits paid to retirees (December 31, 2031) $1,100,000

No actuarial gain or loss arose on the pension obligation during 2031. No plan amendments,
curtailments, or settlements occurred. Interest is calculated on opening balances. For US GAAP
purposes, there was no relevant AOCI balance at January 1, 2031.

Required:

Complete the worksheet:

Journal Entries Balances
Pension OCl Cash Net Pension Plan
Exp Pension Obl. Assets
Asset /
Liability

Opening Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Contributions

Total for Journal Entry

Ending Balance

Free Video: https://youtu.be/03jip3ynZA4
Members Video (Ad Free): https://youtu.be/843Ca53pd8o
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20-5B — Pension Expense with Asset Gains and Losses

Nicola Coal Corporation sponsors a defined benefit pension plan for its unionized workforce. The
following information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $13,500,000
Plan assets at fair value, January 1, 2031 $12,500,000
Discount rate 4.5%
Expected long-term rate of return on plan assets (Needed for US GAAP Only) 6%
Current service cost for 2031 $980,000
Actual return on plan assets for 2031 $1,150,000
Contributions remitted to the trustee (December 31, 2031) $700,000
Benefits paid to retirees (December 31, 2031) $850,000
No actuarial gain or loss arose on the pension obligation during 2031. No plan amendments,
curtailments, or settlements occurred. Interest is calculated on opening balances. For US GAAP
purposes, there was no relevant AOCI balance at January 1, 2031.
Required:
Complete the worksheet:
Journal Entries Balances
Pension ocl Cash Net Pension Plan
Exp Pension Obl. Assets
Asset /
Liability

Opening Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/XWegfckPGvw
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https://youtu.be/XWegfckPGvw

20-6A — Plan Amendment (Past Service Cost)

Castlegar Foundry Ltd. sponsors a defined benefit pension plan for its unionized workforce. Effective January 1, 2031, Castlegar
amended the plan to increase the benefit formula for all years of prior service. The actuary determined that the amendment
increased the pension obligation by $1,800,000 as at January 1, 2031. The following additional information relates to the plan
for the year ended December 31, 2031:

Pension obligation, January 1, 2031 (before amendment) $15,000,000
Plan assets at fair value, January 1, 2031 $13,600,000
Discount rate 5%
Expected long-term rate of return on plan assets 5.5%
Current service cost for 2031 $1,050,000
Actual return on plan assets for 2031 $816,000
Contributions remitted to the trustee (December 31, 2031) $1,300,000
Benefits paid to retirees (December 31, 2031) $950,000
Average remaining service period of active employees 12 years

No actuarial gain or loss arose on the pension obligation during 2031. No additional plan amendments, curtailments, or
settlements occurred during 2031. Interest is calculated on the January 1 balances after giving effect to the plan amendment.
For US GAAP purposes, there was no relevant AOCI balance at January 1, 2031.

Required:

Complete the worksheet:

Journal Entries Balances
Pension ocl Cash Net Pension Plan
Exp Pension Obl. Assets
Asset /
Liability

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Amortization of PSC

Contributions

Total for Journal Entry

Ending Balance

Free Video: https://youtu.be/7WwWHTTKLEOQ
Members Video (Ad Free): https://youtu.be/g8LOEXGQD6M
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https://youtu.be/g8L0EXGQD6M

20-6B — Plan Amendment (Past Service Credit)

Powell River Paper Ltd. sponsors a defined benefit pension plan for its mill employees. Facing sustained industry pressure,
Powell River negotiated a reduction in the plan's benefit formula with its union, applicable to all years of prior service. The

amendment took effect January 1, 2031, and the actuary determined that it decreased the pension obligation by $1,500,000 as

at that date. The following additional information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 (before amendment) $18,400,000
Plan assets at fair value, January 1, 2031 $15,000,000
Discount rate 4.5%
Expected long-term rate of return on plan assets 6%
Current service cost for 2031 $890,000
Actual return on plan assets for 2031 $825,000
Contributions remitted to the trustee (December 31, 2031) $600,000
Benefits paid to retirees (December 31, 2031) $1,020,000
Average remaining service period of active employees 8 years

No actuarial gain or loss arose on the pension obligation during 2031. No additional plan amendments, curtailments, or

settlements occurred during 2031. Interest is calculated on the January 1 balances after giving effect to the plan amendment.

For US GAAP purposes, there was no relevant AOCI balance at January 1, 2031.
Required:

Complete the worksheet:

Journal Entries Balances
Pension OCl Cash Net Pension Plan
Exp Pension Obl. Assets
Asset /
Liability

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Amortization of PSC

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/ovSeDRB45BA
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https://youtu.be/ovSeDRB45BA

20-7A — Corridor Amortization of Net Gains and Losses (US GAAP)

Trail Metallurgical Ltd. sponsors a defined benefit pension plan and prepares its financial statements in

accordance with US GAAP. Trail uses the fair value of plan assets as the market-related value, and

amortizes net gains and losses using the corridor approach, based on the accumulated balance at the
beginning of each year. Gains and losses arising during a year are determined by the actuary at year-end

and therefore enter the corridor test in the following year. The average remaining service period of

active employees is 10 years throughout.

At January 1, 2031, the accumulated net loss in AOCI related to the plan was $2,900,000. Opening

balances and the gains and losses arising each year were as follows:

end valuation

2031 2032 2033
Pension obligation, January 1 $24,000,000 $26,500,000 $27,190,000
Plan assets at fair value, January 1 $21,000,000 $22,800,000 $24,500,000
Net (gain) loss arising during the year, per year- $610,000 loss $360,000 gain $95,000 loss

AOCI Schedule

Beginning AOCI

Amortization

Net Loss/Gain during the year

Ending AOCI

Required:

a.) For each of 2031, 2032, and 2033, calculate the corridor amounts.

b.) Complete the AOCI continuity schedule above.

c.) Prepare the journal entry to record the 2032 amortization (in isolation from the other

components of pension expense).

d.) Explain the purpose of the corridor approach, and why the accumulated balance may never be

fully amortized even over many years.

Members Video (Ad Free): https://youtu.be/n6NGgjYtx8Y

176



https://youtu.be/n6NGgjYtx8Y

20-7B — Corridor Amortization of Net Gains and Losses (US GAAP)

Prince Rupert Terminals Ltd. sponsors a defined benefit pension plan and prepares its financial

statements in accordance with US GAAP. Prince Rupert uses the fair value of plan assets as the market-
related value and applies the corridor approach based on beginning-of-year balances; gains and losses
arising during a year enter the corridor test in the following year. The average remaining service period

of active employees is 12 years throughout.

At January 1, 2031, the accumulated net loss in AOCI related to the plan was $1,520,000. Opening

balances and the gains and losses arising each year were as follows:

2031 2032 2033
Pension obligation, January 1 $15,000,000 $16,100,000 $17,320,000
Plan assets at fair value, January 1 $16,400,000 $16,860,000 $16,000,000

Net (gain) loss arising during the year, per year-
end valuation

$430,000 loss

$100,000 gain

$240,000 loss

AOCI Schedule

Beginning AOCI

Amortization

Net Loss/Gain during the year

Ending AOCI

Required:

a.) For each of 2031, 2032, and 2033, calculate the corridor amounts.

b.) Complete the AOCI continuity schedule above.

c.) Prepare the journal entry to record the 2032 amortization (in isolation from the other

components of pension expense).

d.) Explain why no amortization was required in one of the three years, and identify which figure
formed the basis of the corridor in each year and why.

Members Video (Ad Free): https://youtu.be/npLg3NnhLWO0
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https://youtu.be/npLg3NnhLW0

20-8A — US GAAP - Large Pension Problem - IFRS and ASPE Equivalent Problem = 20-9A

Port Alberni Forest Products Ltd. sponsors a defined benefit pension plan for its unionized workforce and prepares its financial
statements in accordance with US GAAP. The following information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $22,000,000
Plan assets at fair value, January 1, 2031 $19,500,000
Discount rate 5%
Expected long-term rate of return on plan assets 6%
Current service cost for 2031 $1,240,000
Actual return on plan assets for 2031 $1,530,000
Contributions remitted to the trustee (December 31, 2031) $1,500,000
Benefits paid to retirees (December 31, 2031) $1,150,000

Accumulated other comprehensive income at January 1, 2031 included two plan-related balances: unamortized past service
cost of $1,200,000, arising from a January 1, 2029 amendment and being amortized at $120,000 per year (based on a 12-year
average remaining service period at the amendment date), and an accumulated net loss of $2,650,000. The average remaining
service period of active employees for purposes of amortizing net gains and losses is 10 years. The actuary's December 31, 2031
valuation confirmed that no changes in actuarial assumptions or plan experience arose on the obligation during the year.
Interest is calculated on opening balances.

Required:

Complete the worksheet:

Journal Entries Balances
Pension ocl Cash Net Pension Plan
Exp Pension Obl. Assets
A/L

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/zDrOwWVNcngo
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https://youtu.be/zDr0wVNcnqo

20-8B US GAAP - Large Pension Problem - IFRS and ASPE Equivalent Problem = 20-9B

Nanaimo Shipyards Ltd. sponsors a defined benefit pension plan for its trades workforce and prepares its financial statements
in accordance with US GAAP. The following information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $17,500,000
Plan assets at fair value, January 1, 2031 $19,000,000
Discount rate 4.5%
Expected long-term rate of return on plan assets 5.5%
Current service cost for 2031 $985,000
Actual return on plan assets for 2031 $640,000
Contributions remitted to the trustee (December 31, 2031) $400,000
Benefits paid to retirees (December 31, 2031) $1,200,000

Accumulated other comprehensive income at January 1, 2031 included two plan-related balances: unamortized past service
cost of $720,000, arising from a January 1, 2030 amendment and being amortized at $120,000 per year (based on a 7-year
average remaining service period at the amendment date), and an accumulated net gain of $1,650,000. The average remaining
service period of active employees for purposes of amortizing net gains and losses is 9 years. The actuary's December 31, 2031
valuation confirmed that no changes in actuarial assumptions or plan experience arose on the obligation during the year.

Interest is calculated on opening balances.
Required:

Complete the worksheet:

Journal Entries Balances
Pension OCl Cash Net Pension Plan
Exp Pension Obl. Assets
A/L

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/KgglzmaAN 4
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https://youtu.be/KqgIzmaAN_4

20-9A — IFRS and ASPE Large Pension Problem (Equivalent to 20-8A)

Port Alberni Forest Products Ltd. sponsors a defined benefit pension plan for its unionized workforce and prepares its financial
statements in accordance with IFRS. On January 1, 2031, the company amended the plan to increase benefits attributed to
employee service in prior periods; the actuary determined that the amendment increased the defined benefit obligation by
$1,200,000 at that date. The following information relates to the plan for the year ended December 31, 2031:

Defined benefit obligation, January 1, 2031 (before plan amendment) $22,000,000
Plan assets at fair value, January 1, 2031 $19,500,000
Discount rate (yield on high-quality corporate bonds) 5%
Long-term target return set out in the trustee’s investment policy 6%
Current service cost for 2031 $1,240,000
Actual return on plan assets for 2031 $1,530,000
Contributions remitted to the trustee (December 31, 2031) $1,500,000
Benefits paid to retirees (December 31, 2031) $1,150,000

Accumulated other comprehensive income at January 1, 2031 included accumulated remeasurement losses of $2,650,000
recognized in prior periods. (ASPE NOTE: Under ASPE there is no AOCI. AOCI =0). The actuary’s December 31, 2031 valuation
confirmed that no changes in actuarial assumptions or plan experience arose on the obligation during the year. Net interest is
calculated on opening balances, after the effect of the January 1 plan amendment. Ignore income taxes.

Required
Complete the worksheet under 1 — IFRS, and 2 - ASPE::

Journal Entries Balances
Pension OCl Cash Net Pension Plan
Exp Pension Obl. Assets
A/ L

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/Vad76EQ63pk
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https://youtu.be/Vad76EQ63pk

20-9B - IFRS and ASPE Large Pension Problem (Equivalent to 20-8B)

Nanaimo Shipyards Ltd. sponsors a defined benefit pension plan for its trades workforce and prepares its financial statements
in accordance with IFRS. On January 1, 2031, the company amended the plan to increase benefits attributed to employee
service in prior periods; the actuary determined that the amendment increased the defined benefit obligation by $720,000 at
that date. The following information relates to the plan for the year ended December 31, 2031:

Defined benefit obligation, January 1, 2031 (before plan amendment) $17,500,000
Plan assets at fair value, January 1, 2031 $19,000,000
Discount rate (yield on high-quality corporate bonds) 4.5%
Long-term target return set out in the trustee’s investment policy 5.5%
Current service cost for 2031 $985,000
Actual return on plan assets for 2031 $640,000
Contributions remitted to the trustee (December 31, 2031) $400,000
Benefits paid to retirees (December 31, 2031) $1,200,000

Accumulated other comprehensive income at January 1, 2031 included accumulated remeasurement gains of $1,650,000 recognized in prior
periods. (ASPE NOTE: Under ASPE there is no AOCI. AOCI = 0.) The plan is in a surplus position; assume the surplus is fully recoverable through
reductions in future contributions, so the asset ceiling in IAS 19 does not restrict the net defined benefit asset. The actuary’s December 31,
2031 valuation confirmed that no changes in actuarial assumptions or plan experience arose on the obligation during the year. Net interest is
calculated on opening balances, after the effect of the January 1 plan amendment. Ignore income taxes.

Required:
Complete the worksheet under 1 — IFRS, and 2 - ASPE:
Journal Entries Balances
Pension ocl Cash Net Pension Plan
Exp Pension Obl. Assets
A/L

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/-VOx5e7fQME
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20-10A - Pension Worksheet, US GAAP Only (IFRS and ASPE Equivalents are in 20-11A)

Elk Valley Mining Ltd. sponsors a defined benefit pension plan for its unionized workforce and prepares its financial statements in accordance
with US GAAP. Effective January 1, 2031, Elk Valley amended the plan to enhance benefits for prior service; the actuary determined the
amendment increased the pension obligation by $1,600,000 as at that date. The following information relates to the plan for the year ended

December 31, 2031:

Pension obligation, January 1, 2031 (before amendment) $20,000,000
Plan assets at fair value, January 1, 2031 $18,500,000
Discount rate 5%
Expected long-term rate of return on plan assets 6%
Current service cost for 2031 $1,100,000
Actual return on plan assets for 2031 $950,000
Actuarial loss on the obligation, per December 31, 2031 valuation $500,000
Contributions remitted to the trustee (December 31, 2031) $1,400,000
Benefits paid to retirees (December 31, 2031) $1,000,000
Average remaining service period (PSC and gain/loss amortization) 10 years

Accumulated other comprehensive income at January 1, 2031 included an accumulated net loss of $2,300,000 and no unamortized past service cost. The corridor
test is based on balances as at January 1, after the effect of the amendment; interest is likewise calculated on the opening obligation after the amendment.

Required:
Complete the worksheet:

Journal Entries Balances
Pension ocCl - ocCl - Cash Net Pension Obl. Plan Assets
Exp PSC Gain/Loss Pe:;':)n

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Actuarial gain/loss

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Free Video: https://youtu.be/dzZ5SsbcewaU

Members Video (Ad Free): https://youtu.be/UuoeT39L2Mc
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20-10B - Pension Worksheet, US GAAP Only (IFRS and ASPE Equivalents are in 20-11B)

Kimberley Zinc Ltd. sponsors a defined benefit pension plan and prepares its financial statements in accordance with US GAAP. There were no
plan amendments during 2031. The following information relates to the plan for the year ended December 31, 2031:

Pension obligation, January 1, 2031 $14,000,000
Plan assets at fair value, January 1, 2031 $15,500,000
Discount rate 4.5%
Expected long-term rate of return on plan assets 5.5%
Current service cost for 2031 $760,000
Actual return on plan assets for 2031 $1,010,000
Actuarial gain on the obligation, per December 31, 2031 valuation $300,000
Contributions remitted to the trustee (December 31, 2031) $350,000
Benefits paid to retirees (December 31, 2031) $800,000
Average remaining service period (gain/loss amortization) 10 years

Accumulated other comprehensive income at January 1, 2031 included unamortized past service cost of $900,000, being amortized at $150,000
per year from an earlier amendment, and an accumulated net gain of $1,800,000. The corridor test is based on balances as at January 1;

interest is calculated on opening balances.

Required:
Complete the worksheet:
Journal Entries Balances
Pension ocClI - ocCl - Cash Net Pension Obl. Plan Assets
Exp PSC Gain/Loss Pe:;':n

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Actuarial gain/loss

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/u-hXCM4caz4
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20-11A - Pension Worksheet, IFRS and ASPE (US GAAP Equivalent is in 20-10A)

Elk Valley Mining Ltd. sponsors a defined benefit pension plan for its unionized workforce. Effective January 1, 2031, Elk Valley
amended the plan to enhance benefits for prior service; the actuary determined the amendment increased the defined benefit
obligation by $1,600,000 as at that date. The following information relates to the plan for the year ended December 31, 2031:

Defined benefit obligation, January 1, 2031 (before amendment) $20,000,000
Plan assets at fair value, January 1, 2031 $18,500,000
Discount rate (yield on high-quality corporate bonds) 5%
Long-term target return set out in the trustee’s investment policy 6%
Current service cost for 2031 $1,100,000
Actual return on plan assets for 2031 $950,000
Actuarial loss on the obligation, per December 31, 2031 valuation $500,000
Contributions remitted to the trustee (December 31, 2031) $1,400,000
Benefits paid to retirees (December 31, 2031) $1,000,000

Accumulated other comprehensive income at January 1, 2031 included accumulated remeasurement losses of $2,300,000
recognized in prior periods. (ASPE NOTE: Under ASPE there is no AOCI. AOCI = 0.) Interest (net interest) is calculated on opening
balances, after the effect of the January 1 amendment. Ignore income taxes.

Required:
Complete the worksheet under 1 — IFRS, and 2 - ASPE:
Journal Entries Balances
Pension ocCl - oCl - Cash Net Pension Obl. Plan Assets
. Pension
Exp PSC Gain/Loss AL

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Actuarial gain/loss

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Free Video: https://youtu.be/KxdvczWSk-Q
Members Video (Ad Free): https://youtu.be/YjaFQEW7UTO
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20-11B — Pension Worksheet, IFRS and ASPE (US GAAP Equivalent is in 20-10B)

Kimberley Zinc Ltd. sponsors a defined benefit pension plan. There were no plan amendments during 2031; an earlier plan
amendment gave rise to past service cost of $900,000. The following information relates to the plan for the year ended

December 31, 2031:

Defined benefit obligation, January 1, 2031 $14,000,000
Plan assets at fair value, January 1, 2031 $15,500,000
Discount rate (yield on high-quality corporate bonds) 4.5%
Long-term target return set out in the trustee’s investment policy 5.5%
Current service cost for 2031 $760,000
Actual return on plan assets for 2031 $1,010,000
Actuarial gain on the obligation, per December 31, 2031 valuation $300,000
Contributions remitted to the trustee (December 31, 2031) $350,000
Benefits paid to retirees (December 31, 2031) $800,000

Accumulated other comprehensive income at January 1, 2031 consisted of accumulated remeasurement gains of $1,800,000
recognized in prior periods. (ASPE NOTE: Under ASPE there is no AOCI. AOCI = 0.) The plan is in a surplus position; assume the
surplus is fully recoverable through reductions in future contributions, so the asset ceiling in IAS 19 does not restrict the net

defined benefit asset. Interest (net interest) is calculated on opening balances. Ignore income taxes.

Required:
Complete the worksheet under 1 — IFRS, and 2 - ASPE:
Journal Entries Balances
Pension ocClI - ocCl - Cash Net Pension Obl. Plan Assets
Exp PSC Gain/Loss Pe:;':n

Opening Balance

Plan Amendment (PSC)

Amended Balance

Current service cost

Interest cost

Benefits paid

Actual return on plan assets

Actuarial gain/loss

Amortization of PSC

Amortization of Gain/Loss (Corridor)

Contributions

Total for Journal Entry

Ending Balance

Members Video (Ad Free): https://youtu.be/f-OpGxQLT2k
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Module 21: Cash Flow Statement

Module Introduction Video Links

Free Video: https://youtu.be/80tbwqtbyNg
Members Video (Ad Free): https://youtu.be/dydqM1ANIRY
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21-1A - Cash Flow Statement
The financial statements of Shuswap Outfitters Inc. are presented below:

Shuswap Outfitters Inc. Shuswap Outfitters Inc.
Balance Sheet Income Statement
As at December 31 For the Year Ended December 31, 2031
2031 2030 Sales $842,000
Cash $55,000 $43,000 Cost of goods sold 415,000
Accounts receivable 88,000 96,000 Gross profit 427,000
Inventory 198,000 171,000 Operating expenses 298,000
Prepaid insurance 4,000 6,000 Operating income 129,000
Building and equipment 650,000 612,000 Interest expense 9,000
Accumulated depreciation (206,000) (214,000) Gain on sale of equipment 6,000
Total assets $789,000 $714,000 Income before taxes 126,000
Income taxes 31,000
Accounts payable $71,000 $64,000 Net income $95,000
Salaries payable 19,000 15,000
Dividends payable 10,000 7,000
Interest payable 3,000 2,000
Unearned revenues 16,000 11,000
Income taxes payable 9,000 12,000
Bank loan payable 120,000 130,000
Common shares 115,000 90,000
Retained earnings 426,000 383,000
Total liabilities and shareholders’ equity $789,000 $714,000
Additional information:
1.) The operating expenses of $298,000 are composed of: Depreciation $41,000; Salaries $187,000; other operating
expenses $70,000.
2.) Prepaid insurance is related to the other operating expenses.
3.) Unearned revenues are related to cash collections from customers.
4.) Equipment was purchased during the year for $96,000 cash.
5.) Equipment was sold for cash during the year. The original cost of the equipment was $58,000, and the accumulated
depreciation was $49,000.
6.) During the year, the company repaid $30,000 of the bank loan and borrowed an additional $20,000 cash.
7.) Common shares were issued for cash during the year.
8.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Free Video: https://youtu.be/Ly0IVx8MtI0
Members Video (Ad Free): https://youtu.be/FrKIMYQbzv8
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21-1B - Cash Flow Statement
The financial statements of Monashee Outfitters Inc. are presented below:

Monashee Outfitters Inc. Monashee Outfitters Inc.

Balance Sheet
As at March 31

Income Statement
For the Year Ended March 31, 2031

2031 2030 Sales $768,000
Cash $52,000 $37,000 Cost of goods sold 381,000
Accounts receivable 91,000 74,000 Gross profit 387,000
Inventory 189,000 212,000 Operating expenses 271,000
Prepaid insurance 8,000 5,000 Operating income 116,000
Building and equipment 615,000 574,000 Interest expense 11,000
Accumulated depreciation (195,000) (193,000) Loss on sale of equipment 5,000
Total assets $760,000 $709,000 Income before taxes 100,000
Income taxes 25,000
Accounts payable $58,000 $69,000 Net income $75,000
Salaries payable 16,000 21,000
Dividends payable 5,000 9,000
Interest payable 2,000 4,000
Unearned revenues 9,000 14,000
Income taxes payable 12,000 8,000
Bank loan payable 120,000 95,000
Common shares 90,000 72,000
Retained earnings 448,000 417,000
Total liabilities and shareholders’ equity $760,000 $709,000
Additional information:
1.) The operating expenses of $271,000 are composed of: Depreciation $38,000; Salaries $172,000; other operating
expenses $61,000.
2.) Prepaid insurance is related to the other operating expenses.
3.) Unearned revenues are related to cash collections from customers.
4.) Equipment was purchased during the year for $88,000 cash.
5.) Equipment was sold for cash during the year. The original cost of the equipment was $47,000, and the accumulated
depreciation was $36,000.
6.) During the year, the company borrowed an additional $40,000 cash and repaid $15,000 of the bank loan.
7.) Common shares were issued for cash during the year.
8.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/3x5kiygbseo
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21-2A - Cash Flow Statement
The financial statements of Revelstoke Gear Inc. are presented below:

Revelstoke Gear Inc. Revelstoke Gear Inc.
Balance Sheet Income Statement
As at October 31 For the Year Ended October 31, 2031
2031 2030 Sales $1,124,000
Cash $96,000 $46,000 Cost of goods sold 562,000
Accounts receivable 118,000 102,000 Gross profit 562,000
Inventory 231,000 244,000 Operating expenses 379,000
Prepaid insurance 9,000 7,000 Operating income 183,000
Long-term investments 70,000 60,000 Interest expense 14,000
Building and equipment 927,000 812,000 Gain on sale of investments 6,000
Accumulated depreciation (335,000) (327,000) Loss on sale of equipment 8,000
Total assets $1,116,000 $944,000 Income before taxes 167,000
Income taxes 42,000
Accounts payable $88,000 $81,000 Net income $125,000
Salaries payable 14,000 19,000
Dividends payable 12,000 8,000
Interest payable 5,000 3,000
Income taxes payable 16,000 11,000
Bank loan payable 90,000 110,000
Bonds payable, net of discount 95,000 0
Common shares 155,000 130,000
Retained earnings 641,000 582,000
Total liabilities and shareholders’ equity $1,116,000 $944,000
Additional information:
1.) The operating expenses of $379,000 are composed of depreciation, salaries, and other operating expenses. Salaries
were $246,000 (you will need to calculate the other two - depreciation first, then other operating expenses.)
2.) Prepaid insurance is related to the other operating expenses.
3.) Equipment was purchased during the year for $188,000 cash.
4.) Equipment was sold for cash during the year. The original cost of the equipment was $73,000, and the accumulated
depreciation was $44,000.
5.) Long-term investments were purchased during the year for $35,000 cash. Long-term investments were also sold during
the year for $31,000 cash.
6.) During the year, the company issued bonds with a face value of $100,000 for cash proceeds of $94,000. The bonds are
presented net of the unamortized discount, and amortization of the discount is included in interest expense.
7.) The company repaid $20,000 of the bank loan during the year.
8.) Common shares were issued for cash during the year.
9.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/G2V523TCp6c
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21-2B - Cash Flow Statement
The financial statements of Fernie Gear Inc. are presented below:

Fernie Gear Inc. Fernie Gear Inc.
Balance Sheet Income Statement
As at April 30 For the Year Ended April 30, 2031
2031 2030 Sales $1,036,000
Cash $93,000 $41,000 Cost of goods sold 497,000
Accounts receivable 109,000 124,000 Gross profit 539,000
Inventory 237,000 218,000 Operating expenses 362,000
Prepaid insurance 6,000 10,000 Operating income 177,000
Long-term investments 66,000 84,000 Interest expense 12,000
Building and equipment 904,000 768,000 Gain on sale of equipment 9,000
Accumulated depreciation (301,000) (305,000) Loss on sale of investments 4,000
Total assets $1,114,000 $940,000 Income before taxes 170,000
Income taxes 44,000
Accounts payable $83,000 $92,000 Net income $126.,000
Salaries payable 17,000 13,000
Dividends payable 6,000 11,000
Interest payable 4,000 6,000
Income taxes payable 10,000 15,000
Bank loan payable 100,000 75,000
Bonds payable, including premium 83,000 0
Common shares 160,000 140,000
Retained earnings 651,000 588,000
Total liabilities and shareholders’ equity $1,114,000 $940,000
Additional information:
1.) The operating expenses of $362,000 are composed of depreciation, salaries, and other operating expenses. Salaries
were $231,000 (you will need to calculate the other two - depreciation first, then other operating expenses.)
2.) Prepaid insurance is related to the other operating expenses.
3.) Equipment was purchased during the year for $202,000 cash.
4.) Equipment was sold for cash during the year. The original cost of the equipment was $66,000, and the accumulated
depreciation was $51,000.
5.) Long-term investments were purchased during the year for $22,000 cash. Long-term investments were also sold during
the year for $36,000 cash.
6.) During the year, the company issued bonds with a face value of $80,000 for cash proceeds of $84,000. The bonds are
presented including the unamortized premium, and amortization of the premium is included in interest expense.
7.) The company borrowed an additional $25,000 from the bank during the year.
8.) Common shares were issued for cash during the year.
9.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/h64dPieBagg
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21-3A - Cash Flow Statement
The financial statements of Tofino Supply Inc. are presented below:

Tofino Supply Inc. Tofino Supply Inc.
Balance Sheet Income Statement
As at August 31 For the Year Ended August 31, 2031
2031 2030 Sales $1,348,000
Cash $105,000 $57,000 Cost of goods sold 672,000
Accounts receivable 152,000 131,000 Gross profit 676,000
Inventory 241,000 263,000 Operating expenses 455,000
Prepaid insurance 7,000 9,000 Operating income 221,000
Building and equipment 979,000 902,000 Interest expense 10,000
Accumulated depreciation (357,000) (348,000) Gain on sale of equipment 7,000
Patents 42,000 48,000 Loss on sale of equipment 11,000
Total assets $1,169,000 $1,062,000 Income before taxes 207,000
Income taxes 52,000
Accounts payable $97,000 $88,000 Net income $155,000
Salaries payable 12,000 18,000
Dividends payable 13,000 9,000
Interest payable 4,000 3,000
Income taxes payable 17,000 13,000
Deferred tax liability 28,000 22,000
Bank loan payable 105,000 130,000
Common shares 195,000 165,000
Retained earnings 698,000 614,000
Total liabilities and shareholders’ equity $1,169,000 $1,062,000
Additional information:
1.) The operating expenses of $455,000 are composed of depreciation, amortization of patents, salaries, and other
operating expenses. Salaries were $289,000 (you will need to calculate the rest!)
2.) Prepaid insurance is related to the other operating expenses.
3.) No patents were purchased or sold during the year.
4.) Equipment was purchased during the year for $216,000 cash.
5.) Two pieces of equipment were sold for cash during the year. The first had an original cost of $54,000 and accumulated
depreciation of $26,000. The second had an original cost of $85,000 and accumulated depreciation of $23,000.
6.) The company accounts for income taxes using the deferred income taxes method. The change in the deferred tax
liability relates to income tax expense.
7.) The company repaid $25,000 of the bank loan during the year.
8.) Common shares were issued for cash during the year.
9.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Free Video: https://youtu.be/ubE1wSI6yHI
Members Video (Ad Free): https://youtu.be/1zWGOulEOV4
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21-3B - Cash Flow Statement
The financial statements of Ucluelet Supply Inc. are presented below:

Ucluelet Supply Inc. Ucluelet Supply Inc.

Balance Sheet Income Statement

As at January 31 For the Year Ended January 31, 2031
2031 2030 Sales $1,272,000
Cash $95,000 $49,000 Cost of goods sold 629,000
Accounts receivable 126,000 144,000 Gross profit 643,000
Inventory 252,000 229,000 Operating expenses 439,000
Prepaid insurance 10,000 6,000 Operating income 204,000
Building and equipment 923,000 884,000 Interest expense 13,000
Accumulated depreciation (342,000) (366,000) Gain on sale of equipment 10,000
Patents 34,000 39,000 Loss on sale of equipment 6,000
Deferred tax asset 25,000 19,000 Income before taxes 195,000
Total assets $1,123,000 $1,004,000 Income taxes 48,000
Net income $147,000
Accounts payable $84,000 $95,000
Salaries payable 19,000 14,000
Dividends payable 7,000 12,000
Interest payable 3,000 5,000
Income taxes payable 11,000 16,000
Bank loan payable 125,000 95,000
Common shares 175,000 150,000
Retained earnings 699,000 617,000
Total liabilities and shareholders’ equity $1,123,000 $1,004,000
Additional information:
1.) The operating expenses of $439,000 are composed of depreciation, amortization of patents, salaries, and other
operating expenses. Salaries were $277,000. (You will need to calculate the rest!)
2.) Prepaid insurance is related to the other operating expenses.
3.) No patents were purchased or sold during the year.
4.) Equipment was purchased during the year for $194,000 cash.
5.) Two pieces of equipment were sold for cash during the year. The first had an original cost of $92,000 and accumulated
depreciation of $58,000. The second had an original cost of $63,000 and accumulated depreciation of $27,000.
6.) The company accounts for income taxes using the deferred income taxes method. The change in the deferred tax asset
relates to income tax expense.
7.) The company borrowed an additional $30,000 from the bank during the year.
8.) Common shares were issued for cash during the year.
9.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/OSpyj R4R78
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21-4A - Cash Flow Statement
The financial statements of Naramata Trading Inc. are presented below:

Naramata Trading Inc. Naramata Trading Inc.
Balance Sheet Income Statement
As at May 31 For the Year Ended May 31, 2031
2031 2030 Sales $1,186,000
Cash $60,000 $88,000 Cost of goods sold 588,000
Accounts receivable 134,000 117,000 Gross profit 598,000
Inventory 235,000 248,000 Operating expenses 415,000
Prepaid insurance 5,000 8,000 Operating income 183,000
Building and equipment 1,056,000 940,000 Interest expense 12,000
Accumulated depreciation (398,000) (372,000) Loss on sale of equipment 9,000
Total assets $1,092,000 $1,029,000 Income before taxes 162,000
Income taxes 40,000
Accounts payable $86,000 $79,000 Net income $122,000
Salaries payable 15,000 21,000
Dividends payable 14,000 10,000
Interest payable 3,000 2,000
Income taxes payable 9,000 12,000
Bank loan payable 130,000 150,000
Common shares 216,000 180,000
Retained earnings 619,000 575,000
Total liabilities and shareholders’ equity $1,092,000 $1,029,000
Additional information:
1.) The operating expenses of $415,000 are composed of depreciation, salaries, and other operating expenses. Salaries
were $268,000 (you will need to calculate the other two - depreciation first, then other operating expenses.)
2.) Prepaid insurance is related to the other operating expenses.
3.) Equipment was purchased during the year for $152,000 cash. Additional equipment was acquired by issuing common
shares with a fair value of $40,000.
4) Equipment was sold for cash during the year. The original cost of the equipment was $76,000, and the accumulated
depreciation was $41,000.
5.) During the year, the company declared and distributed a stock dividend of $24,000.
6.) Common shares were repurchased and cancelled during the year at their average issue price.
7.) The company repaid $20,000 of the bank loan during the year.
8.) Cash dividends were also declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/1tU3q0cfcZ8
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21-4B - Cash Flow Statement
The financial statements of Summerland Trading Inc. are presented below:

Summerland Trading Inc. Summerland Trading Inc.
Balance Sheet Income Statement
As at November 30 For the Year Ended November 30, 2031
2031 2030 Sales $1,243,000
Cash $97,000 $52,000 Cost of goods sold 611,000
Accounts receivable 122,000 141,000 Gross profit 632,000
Inventory 247,000 226,000 Operating expenses 437,000
Prepaid insurance 9,000 6,000 Operating income 195,000
Building and equipment 1,058,000 968,000 Interest expense 14,000
Accumulated depreciation (434,000) (401,000) Gain on sale of equipment 8,000
Total assets $1,099,000 $992,000 Income before taxes 189,000
Income taxes 47,000
Accounts payable $82,000 $91,000 Net income $142,000
Salaries payable 18,000 13,000
Dividends payable 8,000 13,000
Interest payable 3,000 5,000
Income taxes payable 14,000 10,000
Long-term note payable 35,000 0
Bank loan payable 140,000 110,000
Common shares 192,000 198,000
Retained earnings 607,000 552,000
Total liabilities and shareholders’ equity $1,099,000 $992,000
Additional information:
1.) The operating expenses of $437,000 are composed of depreciation, salaries, and other operating expenses. Salaries
were $281,000 (you will need to calculate the other two - depreciation first, then other operating expenses.)
2.) Prepaid insurance is related to the other operating expenses.
3.) Equipment was purchased during the year for $124,000 cash. Additional equipment was acquired by issuing a long-
term note payable of $35,000.
4.) Equipment was sold for cash during the year. The original cost of the equipment was $69,000, and the accumulated
depreciation was $38,000.
5.) During the year, the company declared and distributed a stock dividend.
6.) Common shares were repurchased and cancelled during the year for $32,000, their average issue price.
7.) The company borrowed an additional $30,000 from the bank during the year.
8.) Cash dividends were also declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/IvV3XXumgxc
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21-5A - Cash Flow Statement
The financial statements of Barkerville Qutfitters Inc. are presented below:

Barkerville Outfitters Inc. Barkerville Outfitters Inc.
Balance Sheet Income Statement
As at December 31 For the Year Ended December 31, 2031
2031 2030 Sales $1,415,000
Cash $26,000 $47,000 Cost of goods sold 701,000
Short-term investments 35,000 60,000 Gross profit 714,000
Accounts receivable 196,000 138,000 Operating expenses 462,000
Inventory 318,000 251,000 Operating income 252,000
Prepaid insurance 11,000 8,000 Interest expense 16,000
Building and equipment 1,141,000 1,012,000 Loss on sale of equipment 9,000
Accumulated depreciation (445,000) (423,000) Income before taxes 227,000
Total assets $1,282,000 $1,093,000 Income taxes 56,000
Net income $171,000
Accounts payable $102,000 $89,000
Salaries payable 13,000 19,000
Dividends payable 9,000 11,000
Interest payable 2,000 4,000
Income taxes payable 9,000 15,000
Deferred tax liability 31,000 26,000
Bank loan payable 145,000 95,000
Convertible bonds payable 40,000 120,000
Common shares 305,000 210,000
Retained earnings 626,000 504,000
Total liabilities and shareholders’ equity $1,282,000 $1,093,000
Additional information:
1) The operating expenses of $462,000 are composed of depreciation, salaries, and other operating expenses. Salaries
were $302,000 (you will need to calculate the other two - depreciation first, then other operating expenses.)
2.) Prepaid insurance is related to the other operating expenses.
3.) Short-term investments consist of 60-day federal treasury bills held to meet short-term cash commitments.
4.) All equipment purchases during the year were paid in cash.
5.) Equipment with an original cost of $96,000 and accumulated depreciation of $52,000 was sold for cash during the year.
6.) The company accounts for income taxes using the deferred income taxes method. The change in the deferred tax
liability relates to income tax expense.
7.) During the year, holders of convertible bonds converted bonds into common shares. The shares were recorded at the
carrying value of the bonds converted. The bonds had been issued at par (no discount or premium).
8.) Common shares were also issued for cash during the year.
9.) The company borrowed an additional $50,000 from the bank during the year.
10.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Members Video (Ad Free): https://youtu.be/C186R7uArhg
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21-5B - Cash Flow Statement
The financial statements of Wells Outfitters Inc. are presented below:

Wells Outfitters Inc. Wells Outfitters Inc.

Balance Sheet
As at June 30

Income Statement
For the Year Ended June 30, 2031

2031 2030 Sales $1,386,000
Cash $73,000 $38,000 Cost of goods sold 688,000
Short-term investments 52,000 25,000 Gross profit 698,000
Accounts receivable 149,000 187,000 Operating expenses 474,000
Inventory 262,000 309,000 Operating income 224,000
Prepaid insurance 8,000 12,000 Interest expense 17,000
Building and equipment 1,103,000 1,047,000 Gain on sale of equipment 12,000
Accumulated depreciation (455,000) (437,000) Income before taxes 219,000
Total assets $1,192,000 $1,181,000 Income taxes 49,000
Net income $170,000
Accounts payable $91,000 $104,000
Salaries payable 19,000 14,000
Dividends payable 10,000 7,000
Interest payable 4,000 2,000
Income taxes payable 11,000 8,000
Deferred tax liability 24,000 29,000
Bank loan payable 120,000 160,000
Convertible bonds payable 30,000 90,000
Common shares 315,000 230,000
Retained earnings 568,000 537,000
Total liabilities and shareholders’ equity $1,192,000 $1,181,000
Additional information:
1) The operating expenses of $474,000 are composed of depreciation, salaries, and other operating expenses. Salaries
were $311,000 (you will need to calculate the other two - depreciation first, then other operating expenses.)
2.) Prepaid insurance is related to the other operating expenses.
3.) Short-term investments consist of 90-day federal treasury bills held to meet short-term cash commitments.
4.) All equipment purchases during the year were paid in cash.
5.) Equipment with an original cost of $88,000 and accumulated depreciation of $61,000 was sold for cash during the year.
6.) The company accounts for income taxes using the deferred income taxes method. The change in the deferred tax
liability relates to income tax expense.
7.) During the year, holders of convertible bonds converted bonds into common shares. The shares were recorded at the
carrying value of the bonds converted. The bonds had been issued at par (no discount or premium).
8.) Common shares were also issued for cash during the year.
9.) The company repaid $40,000 of the bank loan during the year.
10.) Dividends were declared during the year.

Required:
Prepare a cash flow statement using the direct method or indirect method or both (depending on what your instructor assigns),
along with the note disclosure for any non-cash investing and financing activities.

Free Video: https://youtu.be/8UNo0OWxvOPM
Members Video (Ad Free): https://youtu.be/IDhcvwz2heQ

196


https://youtu.be/8UNo0Wxv9PM
https://youtu.be/IDhcvwz2heQ

Module 22: Changes and
Errors

Module Introduction Video Links

Free Video: https://youtu.be/TTivmMhp2i8
Members Video (Ad Free): https://www.youtube.com/watch?v=bgbh874pltsY
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22-1A - Classifying Changes and Errors

Penticton Distributors is preparing its December 31, 2031 financial statements. A newly hired controller has
flagged the following ten independent items encountered during the year-end close:

Type Treatment

1. Effective January 1, 2031, Penticton changed its inventory cost formula from
weighted average to FIFO, concluding that FIFO better reflects the physical flow of its
goods and provides more relevant information.

2. Equipment purchased in January 2027 was being depreciated over a 10-year
useful life. Based on usage experience, management determined during 2031 that
the equipment’s total useful life is 7 years.

3. During 2031, Penticton discovered that the December 31, 2029 physical inventory
count double-counted goods held in one warehouse, overstating 2029 ending
inventory by $240,000.

4. Effective January 1, 2031, Penticton changed depreciation on its delivery fleet
from the declining-balance method to the straight-line method, reflecting a change in
the expected pattern in which the fleet’s benefits are consumed.

5. During 2031, Penticton began selling three-year extended warranty contracts for
the first time and adopted a policy of recognizing the related revenue over the
coverage period.

6. Inyears prior to 2031, Penticton incorrectly recognized revenue from a category
of customer arrangements when cash was received. During 2031, it began
recognizing this revenue as the related performance obligations are satisfied.

7. Based on deteriorating collection experience during 2031, Penticton increased the
rate used to estimate uncollectible accounts from 2% to 3% of credit sales.

8. Penticton adopted a new accounting standard effective January 1, 2031; the
standard’s transitional provisions require full retrospective application.

9. During 2031, Penticton discovered that a $180,000 machine purchased in January
2030 was expensed in full at acquisition.

10 is a US GAAP only “Bonus” Question.

10. Through 2030, Penticton presented non-consolidated (parent-only) financial
statements. Beginning with its 2031 statements, it presents consolidated financial
statements that include its two wholly owned subsidiaries.

Required:

For each independent item above:
a.) Classify it as one of the following: 1-change in accounting principle (or policy), 2-change in estimate, 3-prior-period
error, 4-Other
b.) Identify the appropriate treatment: prospective, retrospective, or current.

Free Video: https://youtu.be/4hZx-Aelq3s
Members Video (Ad Free): https://youtu.be/vH9xrrbfiHM
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22-1B - Classifying Changes and Errors
Salmon Arm Wholesale is preparing its December 31, 2031 financial statements. Its audit committee has asked management to
explain the accounting for the following ten independent items:

Type Treatment

1. Following recall experience during 2031, Salmon Arm increased its warranty
accrual rate from 1.5% to 2.5% of sales.

2. Areview during 2031 revealed that $340,000 spent in 2030 to add a
refrigerated storage bay to Salmon Arm's main warehouse was charged to
repairs and maintenance expense. The addition substantially increased the
warehouse's storage capacity.

3. Salmon Arm adopted a new accounting standard effective Jan 1, 2032; the
standard’s transitional provisions require application without restating
comparative periods.

4. During 2031, Salmon Arm discovered that $60,000 of routine maintenance
on delivery trucks was capitalized during 2030 and is being depreciated.

5. Effective January 1, 2031, Salmon Arm changed depreciation of its bottling
equipment from the straight-line method to the units-of-production method,
reflecting wear driven by production volume.

6. During 2031, Salmon Arm discovered that accrued salaries of $95,000 at
December 31, 2030 were never recorded.

7. Salmon Arm signed its first lease during 2031 and adopted a policy for
accounting for its lease contracts.

8. During 2031, following a competitor’s launch of superior technology, Salmon
Arm shortened the remaining amortization period of a patent from 8 years to 3
years.

9. Effective January 1, 2031, Salmon Arm changed its inventory cost formula
from FIFO to weighted average, concluding that weighted average provides
more relevant information for its commodity-type goods.

10 is a US GAAP only “Bonus” Question.

10. Through 2030, Salmon Arm presented non-consolidated (parent-only)
financial statements. Beginning with its 2031 statements, it presents
consolidated financial statements that include its wholly owned subsidiary.

Required:

For each independent item above:
a.) Classify it as one of the following: 1-change in accounting principle (or policy), 2-change in estimate, 3-prior-period
error, 4-Other
b.) Identify the appropriate treatment: prospective, retrospective, or current.

Members Video (Ad Free): https://youtu.be/nxw-Zd40Auk
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22-2A — Change in Estimate: Depreciation Revision

Summerland Orchards operates a fruit-packing facility. On January 1, 2027, Summerland purchased an
automated sorting line for $840,000, assigning a 10-year useful life and a $40,000 residual value,
depreciated on a straight-line basis.

At the beginning of 2031, after four full years of use, management concluded that a rigorous
maintenance program and slower-than-expected technological obsolescence justify revising the sorting
line's total useful life to 14 years from the date of purchase. Management also reduced the estimated
residual value to $30,000, reflecting the equipment's age at the end of the longer service period.

Required:
a.) Calculate depreciation expense for 2031 and prepare the December 31, 2031 adjusting entry.
b.) Determine the carrying amount of the sorting line at December 31, 2031.

c.) Explain why the depreciation recorded for 2027 through 2030 is not adjusted, and state how the
revision is reflected in the financial statements.

d.) Calculate the effect of the revision on 2031 income before taxes compared with the amount
that would have been reported under the original estimates.

Free Video: https://youtu.be/UDsylRYVhgA
Members Video (Ad Free): https://youtu.be/FK3ruNIgEzk
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22-2B — Change in Estimate: Depreciation Revision

Golden Timber Products operates a lumber-drying facility. On January 1, 2028, Golden purchased a
drying kiln for $600,000, assigning a 12-year useful life and a $60,000 residual value, depreciated on a
straight-line basis.

At the beginning of 2031, after three full years of use, Golden added a second production shift, roughly

doubling the kiln's operating hours. Management concluded that the kiln has a remaining useful life of 5
years from January 1, 2031, and reduced the estimated residual value to $20,000 to reflect its expected

condition under the heavier duty cycle.

Required:
a.) Calculate depreciation expense for 2031 and prepare the December 31, 2031 adjusting entry.
b.) Determine the carrying amount of the kiln at December 31, 2031.

c.) Explain why the depreciation recorded for 2028 through 2030 is not adjusted, even though, with
hindsight, it now appears “too low” for an asset with only 8 years of total service.

d.) Calculate the effect of the revision on 2031 income before taxes compared with the amount
that would have been reported under the original estimates.

Members Video (Ad Free): https://youtu.be/mcnSN5YQLY4
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22-3A — Change in Depreciation Method

Merritt Rocks operates a rock-crushing plant. The primary crusher was purchased on January 1, 2028 for
$760,000, assigned a 10-year useful life and a $60,000 residual value, and has been depreciated on a
straight-line basis.

Early in 2031, after winning a multi-year highways contract, Merritt concluded that wear on the crusher
is driven by throughput rather than the passage of time. Effective January 1, 2031, Merritt changed to
the units-of-production method. Management estimates the crusher's remaining productive capacity at
January 1, 2031 to be 2,000,000 tons, and revised the residual value to $50,000. The crusher processed
380,000 tons during 2031.

Required:
a.) State how this change is classified and how it is applied, with a one-sentence justification.

b.) Calculate the depreciation rate per ton, depreciation expense for 2031, and prepare the
December 31, 2031 adjusting entry.

c.) Determine the carrying amount of the crusher at December 31, 2031.

d.) Calculate the effect of the revision on 2031 income before taxes compared with continuing
under straight-line using the original estimates.

Free Video: https://youtu.be/IYLbiljpH-Q
Members Video (Ad Free): https://youtu.be/s11zOFblufY
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22-3B — Change in Depreciation Method

Vernon Machine Works purchased a CNC machine on January 1, 2029 for $500,000, assigning a 10-year
useful life and a $20,000 residual value. The machine has been depreciated using the double-declining-
balance method.

Early in 2031, management reviewed the machine’s usage history and concluded that its economic
benefits are being consumed evenly over time rather than more heavily in early years. Effective January
1, 2031, Vernon changed to the straight-line method. The total useful life and residual value estimates
are unchanged.

Required:

a.) State how this change is classified and how it is applied, with a one-sentence justification. In
particular, explain why the change is not applied retrospectively even though a depreciation
method is being changed.

b.) Calculate depreciation expense for 2031 and prepare the December 31, 2031 adjusting entry.
c.) Determine the carrying amount of the machine at December 31, 2031.

d.) Calculate the effect of the revision on 2031 income before taxes compared with continuing
under double-declining-balance using the original estimates.

Members Video (Ad Free): https://youtu.be/QiXJf77gvRs
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22-4A —Changes in Estimates vs Errors

Armstrong Farm Supply sells agricultural equipment and supplies to trade customers on credit.
Armstrong estimates uncollectible accounts as a percentage of credit sales and has applied a rate of 2%
since the company's early years.

During 2031, several of Armstrong's ranching customers fell into financial difficulty and collection
experience deteriorated noticeably. Effective for 2031, management increased the rate to 3% of credit
sales. Credit sales for 2031 were $4,200,000, accounts of $88,000 were written off during the year, and
the allowance for doubtful accounts had a credit balance of $58,000 at January 1, 2031, as recorded.

Required:
Part 1

a.) State how the increase in the uncollectible rate is classified and how it is applied, with a one-
sentence justification.

b.) Calculate bad debt expense for 2031 and prepare the adjusting entry, and state the effect of the
rate increase on 2031 pre-tax income.

c.) Determine the balance of the allowance for doubtful accounts after the write-offs during the
year and the adjustmentin b.)

Part 2

Just before closing the year-end (after the adjustments above), Armstrong's newly hired controller
discovered that the 2030 bad debt expense had been computed by applying the 2% rate to a
spreadsheet cell containing cash sales of $1,500,000 rather than credit sales of $3,800,000.

d.) State how the 2030 spreadsheet discovery is classified, and prepare the entry to correct it.
(Assume the 2030 books are closed - ignore income tax effects.)

e.) Determine the balance of the allowance for doubtful accounts at December 31, 2031.

f.) Both items in this problem increase the provision for uncollectible accounts. Explain why they
nevertheless receive different accounting treatments.

Members Video (Ad Free): https://youtu.be/CZuQ5xiPITk
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22-4B —Changes in Estimates vs Errors

Sicamous Marine manufactures aluminum boats sold with a two-year warranty. The warranty is a
standard assurance-type warranty and is not sold separately. Sicamous accrues warranty costs as a
percentage of sales and has applied a rate of 1.5% for several years.

During 2031, a defect in a purchased steering component drove claims sharply higher, and management
concluded the elevated claims pattern will persist across the warranty population. Effective for 2031,
the accrual rate was increased to 2.5% of sales. Sales for 2031 were $6,800,000, warranty claims of
$145,000 were paid during the year, and the warranty liability was $74,000 at January 1, 2031, as
recorded.

Required:
Part 1

a.) State how the increase in the warranty rate is classified and how it is applied, with a one-
sentence justification.

b.) Calculate warranty expense for 2031 and prepare the adjusting entry, and state the effect of the
rate increase on 2031 income — the amount a note disclosure of the change would describe.

c.) Determine the balance of the warranty liability after the claims during the year and the
adjustment in b.)

Part 2

Just before closing the year-end (after the adjustments above), Sicamous discovered that the 2030
warranty accrual had been computed on only eleven months of sales — December 2030 sales of
$800,000 were left out of the accrual spreadsheet.

d.) State how the omitted-December discovery is classified, and prepare the entry to correct it.
(Assume the 2030 books are closed - ignore income tax effects.)

e.) Determine the warranty liability at December 31, 2031.

f.) Sicamous's CFO argues that both items are simply “getting the warranty estimate right, which is
what estimates are for,” and that neither should touch prior-year figures. Write a brief
response.

Members Video (Ad Free): https://youtu.be/P02GILeZiOA
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22-5A — Change in Inventory Cost Formula

Keremeos Produce, a fruit and vegetable wholesaler, began operations on January 1, 2029 and has used
the weighted average cost formula since inception. Effective January 1, 2031, Keremeos changed to
FIFO, concluding that FIFO better reflects the physical flow of its perishable goods and provides more
relevant information. Keremeos presents one comparative year in its financial statements. Income taxes

are ignored.

Ending inventory under each cost formula:

Weighted average FIFO
December 31, 2029 $310,000 $350,000
December 31, 2030 $370,000 $445,000

Net income as previously reported was $520,000 for 2029 and $610,000 for 2030. Net income for 2031,
computed under FIFO, was $700,000. Dividends declared were $100,000 in 2029, $120,000 in 2030, and

$150,000 in 2031.

Required:

a.) State how the change is classified and how it is applied, with a one-sentence justification.

b.) Calculate the effect of the change on net income for 2029 and for 2030, and the restated net

income for each year.

c.) Determine the cumulative effect of the change on retained earnings at January 1, 2030 and at

January 1, 2031.

d.) Prepare the journal entry to record the change as at January 1, 2031.

e.) Prepare a comparative statement of retained earnings for the year ended December 31, 2031
(with 2030 comparatives), using the “as previously reported / as restated” presentation for the

opening balance.

Free Video: https://youtu.be/ xBESbWIQTk

Members Video (Ad Free): https://youtu.be/3tQQTIKWtW4
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22-5B — Change in Inventory Cost Formula (FIFO to Weighted Average)

Chetwynd Building Supply, a lumber and building materials dealer, began operations on January 1, 2029
and has used FIFO since inception. Effective January 1, 2031, Chetwynd changed to the weighted
average cost formula, concluding that weighted average provides more relevant information given the
commodity price volatility of its dimensional lumber inventory. Chetwynd presents one comparative

year in its financial statements. Income taxes are ignored.

Ending inventory under each cost formula:

FIFO Weighted average
December 31, 2029 $480,000 $452,000
December 31, 2030 $540,000 $475,000

Net income as previously reported was $430,000 for 2029 and $495,000 for 2030. Net income for 2031,
computed under weighted average, was $525,000. Dividends declared were $80,000 in 2029, $90,000 in

2030, and $110,000 in 2031.

Required:

a.) State how the change is classified and how it is applied, with a one-sentence justification.

b.) Calculate the effect of the change on net income for 2029 and for 2030, and the restated net

income for each year.

c.) Determine the cumulative effect of the change on retained earnings at January 1, 2030 and at

January 1, 2031.

d.) Prepare the journal entry to record the change as at January 1, 2031.

e.) Prepare a comparative statement of retained earnings for the year ended December 31, 2031
(with 2030 comparatives), using the “as previously reported / as restated” presentation for the

opening balance.

Members Video (Ad Free): https://youtu.be/6v6 qrDGA4E
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22-6A — Retrospective Change with Tax Effects

Osoyoos Vineyards, a wine producer and distributor, began operations on January 1, 2029 and has used
the weighted average cost formula for inventory since inception. Effective January 1, 2031, Osoyoos
changed to FIFO, concluding that FIFO provides more relevant information about its vintage-dated
inventory. Osoyoos presents one comparative year in its financial statements.

For income tax purposes, Osoyoos has always used and will continue to use weighted average; the
change does not affect the tax basis of inventory or amounts payable to the tax authorities for prior

years. An enacted tax rate of 25% applies to all years.

Ending inventory under each cost formula:

Weighted average FIFO
December 31, 2029 $260,000 $290,000
December 31, 2030 $322,000 $370,000

Net income as previously reported (after tax) was $360,000 for 2029 and $415,000 for 2030. Net income
for 2031, computed under FIFO (after tax), was $470,000. Dividends declared were $60,000 in 2029,

$80,000 in 2030, and $95,000 in 2031.

Required:

a.) State how the change is classified and how it is applied, with a one-sentence justification.

b.) Calculate the pre-tax and after-tax effect of the change on net income for 2029 and for 2030,

and the restated net income for each year.

c.) Determine the cumulative effect of the change on retained earnings at January 1, 2030 and at

January 1, 2031.

d.) Prepare the journal entry to record the change as at January 1, 2031, including the deferred tax

effect.

e.) Prepare a comparative statement of retained earnings for the year ended December 31, 2031

(with 2030 comparatives), presenting the opening-balance adjustment net of tax.

Free Video: https://youtu.be/199EFkjuzfa

Members Video (Ad Free): https://youtu.be/dHZ9vMaNax4
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22-6B — Retrospective Change with Tax Effects

Smithers Agri-Supply, a farm equipment and feed dealer, began operations on January 1, 2029 and has
used FIFO since inception. Effective January 1, 2031, Smithers changed to the weighted average cost
formula, concluding that it provides more relevant information for its commodity-linked inventory.
Smithers presents one comparative year in its financial statements.

For income tax purposes, Smithers has always used and will continue to use FIFO; the change does not
affect the tax basis of inventory or amounts payable to the tax authorities for prior years. An enacted tax
rate of 25% applies to all years.

Ending inventory under each cost formula:

FIFO Weighted average
December 31, 2029 $410,000 $374,000
December 31, 2030 $495,000 $439,000

Net income as previously reported (after tax) was $310,000 for 2029 and $355,000 for 2030. Net income
for 2031, computed under weighted average (after tax), was $390,000. Dividends declared were
$55,000 in 2029, $70,000 in 2030, and $85,000 in 2031.

Required:
a.) State how the change is classified and how it is applied, with a one-sentence justification.

b.) Calculate the pre-tax and after-tax effect of the change on net income for 2029 and for 2030,
and the restated net income for each year.

c.) Determine the cumulative effect of the change on retained earnings at January 1, 2030 and at
January 1, 2031.

d.) Prepare the journal entry to record the change as at January 1, 2031, including the deferred tax
effect.

e.) Prepare a comparative statement of retained earnings for the year ended December 31, 2031
(with 2030 comparatives), presenting the opening-balance adjustment net of tax.

Members Video (Ad Free): https://youtu.be/rHDjaHBojDg
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22-7A — Counterbalancing Errors

Enderby Hardware uses a periodic inventory system. While preparing its December 31, 2031 financial
statements, Enderby discovered the following errors, all originating in 2030. No corrections have yet
been recorded, and income taxes are ignored.

Accrued salaries of $35,000 at December 31, 2030 were not recorded. The salaries were paid in
January 2031 and charged to salaries expense at that time.

The December 31, 2030 physical count included a block of goods twice, overstating ending
inventory by $60,000. The 2031 ending physical count has been completed and cost of goods

A one-year insurance premium of $24,000, covering October 1, 2030 through September 30,
2031, was paid on October 1, 2030 and expensed in full at payment. No insurance entries were

1.
2.
sold has been recorded.
3.
made in 2031.
Required:

Complete the table below.

Net Income Effect

(Overstated or
Understated? circle
one)

Analyze the 2030
error

State which accounts
were was Overstated
or Understated due to

Optional but Helpful

Journal entry that should
have been made in 2030
to fix the error (before

ERROR CORRECTION
Journal Entry (in 2031).

2031- Over / Under

the error in 2030. we closed the books!) (This is the most
important)
#1 2030- Over / Under
2031- Over / Under
#2 2030- Over / Under
2031- Over / Under
#3 2030- Over / Under

Free Video: https://youtu.be/fmX-bdTO P4
Members Video (Ad Free): https://youtu.be/FspggnigAkQ
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22-7B — Counterbalancing Errors

Lillooet Outfitters operates guided wilderness trips and a trail-supply store, using a periodic inventory
system. While preparing its December 31, 2031 financial statements, Lillooet discovered the following
errors, all originating in 2030. No corrections have yet been recorded, and income taxes are ignored.

1.

Customer deposits of $52,000 received in December 2030, for trips delivered during 2031, were
recorded as revenue when received. No revenue was recorded when the trips were delivered.

Goods stored in an off-site yard were missed in the December 31, 2030 count, understating
ending inventory by $48,000. The 2031 ending physical count has been completed and cost of
goods sold has been recorded.

Interest of $9,000 earned but unrecorded on a note receivable at December 31, 2030 was
recognized as revenue in full when collected in 2031.

Required:

Complete the table below.

Net Income Effect

(Overstated or
Understated? circle
one)

Analyze the 2030
error

State which accounts
were was Overstated
or Understated due to
the error in 2030.

Optional but Helpful

Journal entry that should
have been made in 2030
to fix the error (before
we closed the books!)

ERROR CORRECTION
Journal Entry (in 2031).

(This is the most

2031- Over / Under

important)
#1 2030- Over / Under
2031- Over / Under
#2 2030- Over / Under
2031- Over / Under
#3 2030- Over / Under

Members Video (Ad Free): https://youtu.be/Y-2QHAfWWww
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22-8A — Non-Counterbalancing Error

Creston Millwork manufactures custom cabinetry. While preparing its December 31, 2031 financial
statements, Creston discovered that a CNC routing system purchased and placed in service on January 4,
2029 at a cost of $150,000 was charged in full to repairs and small tools expense at acquisition. The
system has a 10-year useful life and no residual value; Creston depreciates such equipment on a
straight-line basis. Because the system was never recorded as an asset, no depreciation has ever been
recorded on it, including for 2031.

The 2029 and 2030 books are closed; the 2031 books remain open. No corrections have yet been
recorded, and income taxes are ignored.

Required:

a.) Prepare the correcting journal entry/entries at December 31, 2031, assuming the 2031 books
are open.

b.) State the correcting entry that would be required if the 2031 books had already been closed.

Free Video: https://youtu.be/CPig0-dTPGQ
Members Video (Ad Free): https://youtu.be/0kK9YIvI-20
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22-8B — Non-Counterbalancing Error

Hope Transport operates a regional trucking fleet. While preparing its December 31, 2031 financial
statements, Hope discovered that $90,000 of routine fleet maintenance performed during January 2030
was capitalized to the Vehicles account. The amount has been depreciated on a straight-line basis over
five years with no residual value, consistent with Hope's fleet policy, and depreciation on it has been
recorded for both 2030 and 2031.

The 2030 books are closed; the 2031 books remain open. No corrections have yet been recorded, and
income taxes are ignored.

Required:
a.) Prepare the correcting journal entry at December 31, 2031, assuming the 2031 books are open.
b.) State the correcting entry that would be required if the 2031 books had already been closed.

c.) Hope's fleet manager objects to the correction: “That maintenance is what keeps the trucks on
the road — it absolutely benefits future periods, so it belongs on the balance sheet.” Write a
brief response distinguishing costs that are capitalized from costs that are expensed.

Members Video (Ad Free): https://youtu.be/IV17gU4vgzs
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22-9A — Comprehensive Error Analysis

Fernie Alpine Supply retails ski and mountain equipment, using a periodic inventory system. A new
controller, hired late in 2031, uncovered the following errors while preparing the December 31, 2031
financial statements. The 2030 books are closed; the 2031 books remain open. No corrections have yet
been recorded, and income taxes are ignored.

1. Ending inventory was overstated by $42,000 at December 31, 2030 and understated by $28,000
at December 31, 2031. Assume 2031 cost of goods sold has already been recorded based on the
erroneous amounts.

2. Accrued utilities of $13,000 at December 31, 2030 were not recorded; the amount was paid and
expensed in January 2031.

3.  Rent of $36,000 covering January through June 2031 was paid on December 1, 2030 and
expensed in full at payment. No rent entries were made in 2031 for this amount.

4. Adelivery van purchased and placed in service on January 2, 2030 for $64,000 was incorrectly
expensed (to delivery expense) in full at acquisition. Fleet policy is straight-line depreciation
over 8 years with no residual value; no depreciation has ever been recorded on the van.

Required:
a.) Prepare the correcting journal entries at December 31, 2031 (books open).

b.) State whether each error is counterbalancing or not.

Free Video: https://youtu.be/V13m8d 42fc
Members Video (Ad Free): https://www.youtube.com/watch?v=-yzZ3dAUAS5pE
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22-9B — Comprehensive Error Analysis

Ucluelet Marine Supply retails fishing and boating equipment, using a periodic inventory system. Its
auditors identified the following errors during the December 31, 2031 year-end engagement. The 2030
books are closed; the 2031 books remain open. No corrections have yet been recorded, and income
taxes are ignored.

1. Ending inventory was understated by $31,000 at December 31, 2030 and overstated by $39,000
at December 31, 2031. Assume 2031 cost of goods sold has been recorded based on the
erroneous amounts.

2. Commissions of $17,000 earned by sales staff in December 2030 were not accrued; they were
paid and expensed in January 2031.

3. Charter-package deposits of $44,000 received in November 2030, for charters delivered during
2031, were credited to revenue when received; no revenue was recorded on delivery.

4. Dock refit costs of $54,000 incurred and paid in January 2030 — routine replanking that did not
extend the dock's life — were capitalized and are being depreciated straight-line over 6 years
with no residual value; depreciation has been recorded for 2030 and 2031.

Required:
a.) Prepare the correcting journal entries at December 31, 2031 (books open).

b.) State whether each error is counterbalancing or not.

Members Video (Ad Free): https://www.youtube.com/watch?v=B1SQgJNzTr4

The End
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