Chapter-06: Problem set 02
Performance Obligations
Long-term Contract, Percentage of Completion

Problem 6-02-01: Performance Obligations

On January 1, 2022, Gold Miner receives $147,000 from a local bank and promises to deliver 100 units of certified 1-oz. gold bars on a future date. The contract states that ownership passes to the bank when Gold Miner delivers the products to EXIM Bank, a third-party carrier. In addition, Gold Miner has agreed to provide a replacement shipment at no additional cost if the product is lost in transit. The stand-alone price of a gold bar is $1,440 per unit, and Gold Miner estimates the stand-alone price of the replacement insurance service to be $60 per unit. EXIM picked up the gold bars from Gold Miner on January 31, and delivery to the bank occurred on February 1.
Required:
1. How many performance obligations are in this contract?
2. Prepare the journal entry Gold Examiner would record on:
A) January 1, 2022,
B) January 31, 2022, and
C) February 1, 2022
Problem 6-02-02: Revenue recognition: Percentage of completion:

In 2021, the Westgate Construction Company entered a contract to construct a road for Santa Clara County for $10,000,000. The road was completed in 2023. Information related to the contract is as follows:
 
	 
	2021
	2022
	2023

	Cost incurred during the year
	$
	2,184,000
	 
	$
	3,510,000
	 
	$
	2,316,600
	 

	Estimated costs to complete as of year-end
	 
	5,616,000
	 
	 
	2,106,000
	 
	 
	0
	 

	Billings during the year
	 
	2,120,000
	 
	 
	3,574,000
	 
	 
	4,306,000
	 

	Cash collections during the year
	 
	1,860,000
	 
	 
	3,400,000
	 
	 
	4,740,000
	 

	


 
Westgate recognizes revenue over time according to percentage of completion.


Required: 
1. Calculate the amount of revenue and gross profit (loss) to be recognized in each of the three years.
2. Prepare required journal entries for the year 2021, 2022, and 2023.

Problem 6-02-03: Long-term Contract--Percentage of completion:

Assume Nortel Networks contracted to provide a customer with internet infrastructure for $2,000,000. The project began in 2018 was completed in 2019. Data relating to the contract are summarized below:

	
	2018
	2019

	Costs incurred during the year
	$300,000
	$1,575,000

	Estimated costs to complete as of 12/31
	1,200,000
	-0-

	Billings during the year
	380,000
	1,620,000

	Cash collections during the year
	250,000
	1,750,000


Required:
1. Compute the amount of revenue and gross profit or loss to be recognized in 2018 and 2019 assuming Nortel recognizes revenue over time according to percentage of completion.
2. Compute the amount of revenue and gross profit or loss to be recognizes in 2018 and 2019 assuming this project does not qualify for revenue recognition over time.
3. Prepare a partial balance sheet to show how the information related to this contract would be recognized at the end of 2018 assuming Nortel recognizes revenue over time according to percentage of completion.
4. Prepare a partial balance sheet to show how the information related to this contract would be presented at the end of 2018 assuming this project does not qualify for revenue recognition over time. 
