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J. Multiple Choices (20%)
1. At the beginning of 2011, Scott Co. invests $1,000,000 in an item of equipment, which has an

anticipated useful life of five years with no residual value. Depreciation is recognized on a
straight-line basis. In the year of acquisition, Scott receives a government grant of $250,000
towards purchase of the equipment. In addition, Scott receives another $500,000 government
grant without incurring any obligation to pay off an outstanding debt. How much Grant
Revenue should Scott Co. recognize on December 31, 2011 (in accordance with IAS 20)?
(2)$50,000 (b)$250,000 (¢)$500,000 (d)$750,000.

Rikulau Co. exchanged machinery with an appraised value of $1,755,000, a recorded cost of
$2,700,000 and accumulated depreciation of $1,350,000 with Merida Co. for machinery Merida
owns. The Merida’s machinery has a fair value of $1,695,000, a recorded cost of $3,240,000,
and accumulated depreciation of $1,782,000. Merida also gave Rikulau $60,000 in the
exchange. Assume depreciation has already been updated. How much Gain should Merida Co.
record the trade-in assuming the exchange had commercial substance? (a)$0 (b)$60,000
(c)$177,000 (d)$237,000.

Washington Co. has $300,000 of 6% preferred stock and $2,000,000 of common stock
outstanding, each having a par value of $10 per share. No dividends have been paid or declared
during 2008 and 2009. As of December 31, 2010, the directors declare total dividends in the
amount of $400,000. How much will the preferred stockholders receive if the preferred is
cumulative and participating to 10% total? (2)$12,000 (b)$29,470 (c)$66,000 (d)$214,000.

85" C Café entered into a franchise agreement with James Bond (a franchisee) on October 1,
2009. According to the agreement 85" C will initially provide services to assist the franclliéee to
set up his operation. These include finding suitable store location and staff training. The
agreement requires an initial franchise fee of $200,000. Of this amount, $50,000 is paid in cash
and the balance, bears an interest rate of 15%, is payable in three equal annual installment of
$65,697 beginning on October 1, 2010. 85" C has assisted the franchisee to locate a suitable site
for its store on December 15, 2009, at a cost to 85" C of $10,000. 85 C has provided training to
the franchisee’s staff during 2010 and the cost incurred by 85 C is $20,000. Provision of initial

services is completed on February 1, 2010. The franchisee began operation on February 15,
2010. How much Revenue from franchise fee should 85 C Café recognize on February 15,2010

in accordance with TAS18? (a)$50,000 (b)$150,000 (¢)$171,500 (d)$200,000.
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Short Answer Questions (12%)

For each of the following situations, determine whether Mizzou Co. should recognize any

provisions or disclose any contingencies for the current period in accordance with IAS 37

Provisions, Contingent Liabilities and Contingent Assets (with explanations)?

Situation 1
Mizzou Co. has a policy of refunding purchases by dissatisfied customers, even though it is
under no legal obligation to do so. Its policy of making refunds is generally known. The best
estimate of the costs of refunds is $2 million for current year sales.

Situation 2 '
Mizzou Co. signed an agreement to lease premises for its showroom for 3 years. According to
the lease agreement, Mizzou is responsible for restoration of the premises to the original
condition at the expiry of the lease term. As at December 31, 2010, Mizzou had already incurred
$10 million in renovating and decorating the showroom. Mizzou estimates that it will incur
$800,000 to restore the premises to their original condition.

Situation 3 _
As at December 31, 2010, Mizzou Co. was a defendant in a patent infringement lawsuit of its
driving navigator that has a high probability of making a loss of $120 million. If Mizzou loses
the case, the management will take legal action to claim the loss from the developer. The
company’s legal counsel advises that it is also highly probable the Mizzou will be successful in

the recovery of $100 million from developer.

(18%) On January 1, 2010, Acer Inc. borrowed $1,500,000 to finance the construction of an office
building, which was expected to take 2 years to build. Construction work on this qualifying asset
was commenced on January 1, 2010. Interest on the loan was fixed at 10% per annum and payable
on December 31. The payments made to the construction were $1,200,000 on January 1,
$3,600,000 on July 1 and $1,500,000 on December 1. The unutilized funds were temporarily
invested with a return of 3% per annum. The construction work was stopped for 3 months from
September 1 to November 30 due to damage caused by a typhoon. Acer had other borrowing
outstanding during the period as follows:
1. 10%, 10-year bonds of $1,250,000, dated December 31, 2007, with interest payable annually
on December 31. o
2. 8%, 5-year bond payable, balance outstanding $1,350,000, dated December 31, 2009, with
interest payable annually on December 31.
Instructions
(a) Compute the amounts of each of the following in accordance with IAS 23 (show computations
and round amount to the nearest $1):
(i) Avoidable interest incurred during 2010.
(ii) Total amount of interest cost to be capitalized during 2010.
(b) Prepare the entries at the end of 2010 to record the capitalization of interest.
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