St. John Corporation is not able to service its debts and is unable to secure any significant restructuring arrangements from its primary lenders.  As a result, St. John has decided to liquidate the corporation and has submitted a plan for liquidation.  The plan has received all necessary approvals, and the liabilities affected by the plan follows:
Accounts payable:  Of these accounts, $400,000 is fully secured by claims against inventory with a book value of $4430,000.  The inventory was completed at an additional cost of 25,000, it was sold for $480,00, and the secured payables were paid.   Another $320,000 of the payables is secured by the remaining inventory which is estimated to have a net realizable value of $200,000.  The balance of the payables is unsecured.
Mortgage payable:  The mortgage is secured by the manufacturing plant and other current assets with a book value of $130,000.  The plant is currently listed for sale with an asking price of $1,800,000.  Realistically, it is estimated that the plant could be sold for $1,500,000 before commissions of $90,000.  The other current assets securing the mortgage were sold for $100,000.
The audit team for St. John Corporation is planning for the upcoming audit after restructuring of the debt.  The restructuring was necessary as economic conditions hampered the client’s ability to make scheduled repayments of its debt obligations.  The restructured debt agreements included new debt covenants.  In auditing the debt obligation in the prior year (before the restructuring), the team established materiality specific to the financial statement debt account materiality. 
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