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Mid Term Exam 
Intermediate Financial Accounting II 

Winter 2011 
ADM3340 

 
 

(SUGGESTED SOLUTIONS) 
Name:       ID#:      

Required: 
• Write your name and student ID number above. 
• Turn off all cell phones. 
• This examination “SUGGESTED SOLUTION” comprises 3 questions over 15 numbered pages. 

Answer all questions in this booklet. Booklet is not to be removed from the examination room.  You 
may not separate the pages.   

• Limit your answer to the space provided.  Blank sheets for rough work and supporting calculations 
are given at the end of each question. 

• This exam will be marked out of 75 marks (for convenience) and is 2½ hours long. You should 
budget approximately 2 minutes per mark. The exam is worth 40% of the overall course mark. 

• Please do not ask the invigilator or the professor any questions, as they will not be answered. State 
reasonable assumptions, if you feel they are necessary. 

• Present value tables are provided on pages 14 and 15. 
• Language (non-electronic) dictionaries are allowed with the proctor’s permission. 
• You must sign the Statement of Academic integrity on page 2 of this exam. 

 
   

Question 
 
 

 
Marks 

1: part 1 Financial instruments 
classification /3 

1: part 2 Equity: FV-OCI /11 

1: part 3 Debt: FV-NI /5 

1: part 4 Equity method /8 

2: part 1 Premiums /7 

2: part 2 Balance sheet presentation /7 

2: part 3 Bond liabilities /7 

2: part 4 Bond liabilities /7 

2: part 5 Bond liabilities /7 

3: part 1 Terminology /3 

3: part 2 Stock dividend /3 

3: part 3 Basket issuance /3 

3: part 4 Treasury stock /4 
 

TOTAL 
 
  

/75 
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Statement of Academic Integrity 
The Telfer School of Management does not condone academic fraud, an act by a student that may 
result in a false academic evaluation of that student or of another student. Without limiting the 
generality of this definition, academic fraud occurs when a student commits any of the following 
offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries 
or other study aid unless an explicit written note to the contrary appears on the exam, to have in 
his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or 
any other communication device which has not been previously authorized in writing.  
 
Statement to be signed by the student: 
I have read the text on academic integrity and I pledge not to have committed or attempted to 
commit academic fraud in this examination. 
 
Signed:______________________________________   
 
Note: an examination copy or booklet without that signed statement will not be graded and will 
receive an exam grade of zero.  
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QUESTION 1 (27 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (3marks) 
 
Question 1 
 
1. Preferred shares were purchased for their constant dividend.  The company is planning to hold the 

preferred shares for a long time. 
 
2. A bond that will mature in four years was bought one month ago when the price dropped.  As soon as 

the value increases, which is expected next month, it will be sold. 
 
3. Ten percent of the outstanding shares of Farm Corp. were purchased.  The company is planning on 

eventually getting a total of 30% of the outstanding shares. 
 
4. Ten-year bonds were purchased this year.  The bonds mature on January 1 of next year. 
 
5. Bonds that will mature in five years are purchased.  The company would like to hold them until they 

mature, but money has been tight recently and the bonds may need to be sold. 
 
6. A bond that matures in 10 years was purchased with money that the company has set aside for an 

expansion project that is planned for 10 years from now. 
 
 
 
Required 
Each of the securities above is independent of the others and active quoted markets exist for the securities. 
Identify, in the table below, the best accounting model classification(s) [Amortized Cost; Cost, FV/NI; 
FV/OCI], according to IFRS 9 for each of the securities described above.  
 
 IFRS 9 ASPE (not asked in the exam) 
1.  

Fair value through net income (FV-NI). 
 
Fair value through net income (FV-NI) assuming 
that the equity investment is quoted in an active 
market. 

 
2. 

Fair value through net income (FV-NI) 
security since the company’s intent is to 
manage the changing fair values and sell the 
bonds as soon as the value increases. 

same 

 
3. 

 
Fair value through other comprehensive 
income (FV-OCI) security.  [When the 
company acquires 20% or more, and  if 
significant influence over Farm Corp. exists, 
the investment will be reclassified to an equity 
investment. 

 
Fair value through net income (FV-NI). (ASPE 
does not have an FV-OCI option.) 

 
4. 

 
Fair  value through net income (FV-NI). 

 
Amortized cost, unless the company chooses the 
fair value through net income (FV-NI) model 
option. (ASPE does not have an FV-OCI option.) 

 
5. 

 
Fair value through net income (FV-NI) 
security. (Under IFRS 9, FV-OCI investments 
normally will be limited to equity investments 
in other companies.) 

 
Amortized cost, unless the company chooses the 
fair value through net income (FV-NI) model 
option. (ASPE does not have a FV-OCI option.) 

 
6. 

 
Cost/amortized cost model security as it 
appears the company’s intent is to manage the 
stated cash flows and hold the bonds until 
maturity. 

 
Amortized cost, unless the company chooses the 
fair value through net income (FV-NI) model 
option. 
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Question 1 (27 marks) (continued) 
 
PART 2: (11marks) 
 
Gypsy Corporation reported the following portfolio of investments on its balance sheet at September 31, 
2011, its most recent reporting date: 
 
 Cost Fair Value 
Fogelberg Inc common (5,000 shares) 
Petra Inc. preferred (3,500 shares) 
Weisberg Corp. common (1,000 shares) 

$225,000 
$133,000 
$180,000 

$200,000 
$140,000 
$179,000 

 
A 1% commission is charged by the company’s broker on all transactions and the company’s policy is to 
capitalize all such costs.  On October 10, 2011, the Fogelberg Inc. shares were sold at $54 (before transaction 
costs) per share.  In addition, 3,000 shares of Los Tigres Corp. common shares were acquired at $59.50 
(before transaction costs) per share on November 2, 2011.  The December 31, 2011, fair values were as 
follows:  Petra Inc. $96,000;  Los Tigres Corp. $132,000; and Weisberg Corp. $193,000.  All the investments 
are classified as fair value through other comprehensive income (FV-OCI) with recycling. 
 
Required 
(a) Prepare the journal entries to record the sale of the Fogelberg common shares, the purchase of the Los 

Tigres Corp. common shares, and adjusting entries related to the FV-OCI investment portfolio in the last 
quarter of 2011.     ( 7 marks) 

(b) Show how all amounts will be reported on Gypsy Corporation’s balance sheet, income statement, 
statement of comprehensive income, and statement of changes in accumulated other comprehensive 
income for the quarter ending December 31, 2011.  (4 marks) 

 
(a) 1. October 10, 2011 
  Investment in Fogelberg Inc. (FV-OCI) ...........................            70,000 
   Holding Gain/Loss on Fogelberg (OCI) ................   70,000 
   ($70,000 = 5,000 x $54 – $200,000) 
 
  Cash ($54 x 5,000 x 99%) .............................................  267,300 
  Holding Gain/Loss on Fogelberg (OCI)...........................    45,000* 
   Gain on sale of Investment in Fogelberg Inc. (I/S)    42,300** 
   Investment in Fogelberg Inc. (FV-OCI) ................   270,000 
   *  ($45,000 = $270,000 - $225,000) 
   ** ($42,300 = $267,300 - $225,000)                    

 2. November 2, 2011 
  Investment in Los Tigres Corp. (FV-OCI)........................  180,285 
   Cash.....................................................................   180,285 
   (3,000 shares X $59.50 X 1.01 = $178,500 X 1.01) 
 

 3. At September 30, 2011, Gypsy Corporation had the following fair value adjustment: 
 
 FV-OCI Investments Portfolio—September 30, 2011 
 
  

Securities 
Carrying 

Value 
Fair 

Value 
Unrealized 
Gain (Loss)      

 Fogelberg Inc.. common 
Petra, Inc., preferred 
Weisberg Corp., common 
Total of portfolio 

$225,000 
 133,000 
 180,000 
$538,000 

$200,000 
 140,000 
 179,000 
$519,000 

$(25,000) 
   7,000 
 (1,000) 
$(19,000) 
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 At December 31, 2011, Gypsy Corporation had the following fair value adjustment: 
 
 FV-OCI Investments Portfolio—December 31, 2011 
 
  

Securities 
Carrying 

Value 
Fair 

Value 
Unrealized 
Gain (Loss)      

 Petra, Inc. preferred 
Weisberg Corp., common 
Los Tigres Inc., common 
Total of portfolio 

$140,000 
 179,000 
 180,285 
$499,285 

$ 96,000 
 193,000 
 132,000 
$421,000 

$(44,000) 
 14,000  

 (48,285) 
$(78,285) 

 

 The entries on December 31, 2011 are therefore as follows: 
 
 Holding Gain/Loss on Petra Inc. (OCI) .........................................  44,000 
 Investment in Weisberg Corp. (FV-OCI).......................................  14,000 
 Holding Gain/Loss on Los Tigres Inc. (OCI).................................  48,285 
  Investment in Petra Inc. (FV-OCI)......................................   44,000 
  Holding Gain/Loss on Weisberg Corp. (OCI) .....................   14,000 
  Investment in Los Tigres Inc. (FV-OCI)..............................   48,285 
 

(b) Reporting of FV-OCI Investments Carried at Fair Value  
 

BALANCE SHEET, December 31, 2011 
 
Current assets (assumed) 
 Investments, at fair value with gains and losses through OCI  $ 421,000 
 
Shareholders’ Equity 
 Accumulated Other Comprehensive Income  ($72,285 ) 
 

 
INCOME STATEMENT, Quarter Ending December 31, 2011 

 
Other revenues and gains 
 Gain on sale of investments in shares  $42,300 
 
 
STATEMENT OF COMPREHENSIVE INCOME, Quarter Ending December 31, 2011 
 
Net income (including realized gain of $42,300)            $     x 
Other comprehensive income: 
 Unrealized net losses on FV-OCI 
     investments arising in year   (78,825) 
 Reclassification/reversal adjustment for (gains)/losses recycled 
     through net income           25,000 
 Other comprehensive income  (53,285) 
Comprehensive income  $ x - 53,285 
 

 
STATEMENT OF CHANGES IN ACCUMULATED OTHER 
Comprehensive Income, Quarter Ending December 31, 2011 

 
Accumulated other comprehensive income (loss),  
 September 30, 2011  ($19,000) 
Other comprehensive income, quarter ending  
 December 31, 2011  (53,285)  
Accumulated other comprehensive income (loss),  
 December 31, 2011  ($72,285) 
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Question 1 (27 marks) (continued) 
 
PART 3: (5 marks) 
 
The following amortization schedule is for an investment in Baker Corp.’s $100,000, five-year bonds with a 
7% interest rate and a 5% yield, which were purchased on December 31, 2011, for $108,660 : 
 
 Cash 

Received
Interest 
Income

Bond 
Premium 

Amortized 

Amortized 
Cost of Bonds

Dec. 31, 2011 
Dec. 31, 2012 
Dec. 31, 2013 
Dec. 31, 2014 
Dec. 31, 2015 
Dec. 31, 2016 

$7,000
7,000
7,000
7,000
7,000

$5,433
5,354
5,272
5,186
5,095

 
$1,567 
1,646 
1,728 
1,814 
1,905 

$108,660
107,093
105,447
103,719
101,905
100,000

 
The following schedule presents a comparison of the amortized cost and fair value of the bonds at year 
end : 
 
 Dec. 31, 2012 Dec. 31, 2013 Dec. 31, 2014 Dec. 31, 2015 Dec. 31, 2016
Amortized cost 
Fair value 

$107,093 
$106,500 

$105,447
$107,500

$103,719
$105,650

$101,905 
$103,000 

$100,000
$100,000

 
Required 
Prepare the investor’s journal entry(ies) related to the FV-NI bonds for 2015.    
 

 December 31, 2015 
  Cash ...................................................................................    7,000 
   Investment in Baker Corp. Bonds (FV-NI) ...............     1,814 
   Interest Income..........................................................     5,186 
 
  Loss on Investment in Bonds (I/S) .....................................  836 
   Investment in Baker Corp. Bonds (FV-NI) ..........   836 
   $103,000 - ($105,650 – $1,814) 
 
 
Question 1 (27 marks) (continued) 
 
PART 4: (8 marks) 
 
On January 1, 2010, Halkirk Company bought 30,000 shares of the available 100,000 voting common shares 
of Wong Corporation a publicly traded firm. This acquisition provided Halkirk with significant influence. 
Halkirk paid $700,000 cash for the investment. At the time of the acquisition, Wong had assets of $2,500,000 
and liabilities of $1,200,000. Asset values reflected fair market value except for capital assets that had a net 
book value of $500,000 and a fair market value of $730,000. These assets had a remaining useful life of five 
years. For 2010 Wong reported net income of $400,000 and paid cash dividends of $100,000. 
On May 16, 2011, Halkirk sold 1,500 of its shares in Wong for $42,500.  After this sale Halkirk retains 
significant influence in Wong Corporation.  
 
Stock price information for Wong Corporation is below: 
1.1.2010     - $23 
31.12.2010 - $25 
1.1.2011     - $26 
 
Required (Assume Halkirk uses ASPE (private entity GAAP)). 
(a) Did the initial investment include a payment for goodwill? Provide support for your answer. 
(b) At the end of 2010 what would appear on the income statement and balance sheet of Halkirk? Show 

supporting calculations. 
(c) Provide the entr(ies) to account for Halkirk’s sale of the shares in May 2011. 
(d) How should Halkirk account for its remaining investment in Wong? 
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A)   
Purchase price (30%) ......................................   $700,000  
Market value of identifiable assets* ...............  $2,730,000 
Less: liabilities ................................................   (1,200,000) 
Total market value of net assets acquired .......   1,530,000  
Portion purchased (30%) (.3 x $1,530,000)....     (459,000)  
Goodwill .........................................................    $241,000  
*$2,500,000 + ($730,000 - $500,000)  
 
B)  
Investment income, on income statement 
Share of net income ($400,000 x .3)...............  $120,000 
Less: Amortization of fair value increment  
($730,000 - $500,000)/ 5 ................................   $   46,000 
Investor portion...............................................             0.3     (13,800) 
 $106,200 
  
Investment account, on balance sheet  
Cost .................................................................   $700,000 
Plus: investment income .................................        106,200  
Less: dividends received ($100,000 x .3) .......        (30,000)
  $776,200  
 
C)  
Cash.....................................................................  42,500 
 Investment in Wong....................................   38,810     
 Gain on sale of investment...........................                             3,690 
 
To record the sale of the shares 
$776,200 x 5% = $38,810 
 
 
 
 
Note asked:   If after the sale  Halkirk no longer has significant influence over Wong the use of the equity 
method will no longer be appropriate.  In these circumstances, under ASPE, Halkirk could choose the cost or 
fair value to net income (FV-NI) for its remaining investment in Wong. 
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QUESTION 2 (35 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (7 marks) 
 

Rover Corp. commenced business in 2011 and includes one coupon in each bag of dog food it sells. In return 
for three coupons, customers receive a dog toy that the company purchases for $1.20 each. Rover's 
experience indicates that 60% of the coupons will be redeemed. During 2011, 100,000 bags of dog food were 
sold, 22,000 toys were purchased, and 45,000 coupons were redeemed. During 2012, 120,000 bags of dog 
food were sold, 26,000 toys were purchased, and 60,000 coupons were redeemed. 
 
Required 
Determine the premium (promotion) expense to be reported in the income statement and the estimated 
liability for premiums on the balance sheet for 2011 and 2012. Show all supporting calculations. 
 
 
 
      2011      2012  
Premium (promotion) expense $24,000 (1) $28,800 (3) 
Estimated liability for premiums 6,000 (2)   10,800 (4) 
 
(1) 100,000 × .6 = 60,000; 60,000 ÷ 3 = 20,000; 20,000 × $1.20 = $24,000. 
(2) 45,000 ÷ 3 = 15,000; 20,000 – 15,000 = 5,000; 5,000 × $1.20 = $6,000. 
(3) 120,000 × .6 = 72,000; 72,000 ÷ 3 = 24,000; 24,000 × $1.20 = $28,800. 
(4) 60,000 ÷ 3 = 20,000; 5,000 + 24,000 – 20,000 = 9,000; 9,000 × $1.20 = $10,800. 
 
 
 
PART 2: (7 marks) 
 

At their last year end, December 31, 2011, the liabilities outstanding of Diamond Corp included the 
following: 
1. Cash dividends on common shares, $100,000, payable on January 15, 2012. 
2. Note payable to Manitoba Bank, $850,000, due January 20, 2012. 
3. Serial bonds, $2,000,000, of which $500,000 matures during 2012. 
4. Note payable to Victoria Bank, $200,000, due January 27, 2012. 
 
The following transactions occurred early in 2012: 
January 15: The cash dividends were paid. 
January 20: The note payable to Manitoba Bank was paid. 
January 25: Diamond entered into a financing agreement with Saskatchewan Bank, enabling it to borrow  

up to $1,000,000 at any time through the end of 2014. Amounts borrowed under the agreement 
would bear interest at 1% above the bank's prime rate and would mature 3 years from the date 
of the loan. The corporation immediately borrowed $800,000 to replace the cash used in 
paying its January 20 note to Manitoba Bank. 

January 26: 40,000 common shares were issued for $300,000. $200,000 of the proceeds was used to pay 
off the note payable to Victoria Bank. 

February 1: The financial statements for 2011 were issued. 

 
Required 
Prepare a partial balance sheet in good form for Diamond Corp, showing the manner in which the above 
liabilities should be presented at December 31, 2011.  Any appropriate note disclosure should be included.  
Diamond Corp. uses ASPE. 
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Current liabilities: 
 Dividends payable on common shares $     100,000 
 Notes payable—Manitoba Bank 850,000 
 Note payable—Victoria Bank—Note 1 200,000 
 Currently maturing portion of serial bonds      500,000 
  Total current liabilities $1,650,000 
 
Long-term debt: 
 Serial bonds not maturing currently   1,500,000 
  Total long-term debt    1,500,000 
Total liabilities $3,150,000 
 
Note 1:  On January 26, 2012, the corporation issued 40,000 common shares and received proceeds totalling 
$300,000, of which $200,000 was used to liquidate a note payable that matured on January 27, 2012.  
 

 
Question 2 (35 marks) (continued) 
 
PART 3: (7 marks) 
 
On November 1, 2011 BondBeagle Inc. issues $1,500,000 face value bonds.  The bond date is February 1, 
2011, and  the bonds carry a coupon rate of  4% per year, payable semi-annually on January 31 and July 31.  
The bonds'  maturity date is January 31, 2021. The bonds are sold to provide an annual yield of 6%. 
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount. 
BondBeagle Inc.'s accounting year-end is August 31. 
 
Required 
 
Present the journal entry to record the issuance of the bonds: show all supporting calculations. 
 

 
 
The following table is not required in your solution: 
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Question 2 (35 marks) (continued) 
 
PART 4: (7 marks) 
 
On May 31, 2011 Mubarak Incorporated issues $1,000,000 face value bonds.  The bond date is March 30, 
2011, and  the bonds carry a coupon rate of  6% per year, payable semi-annually on March 31 and September 
30.  The bonds'  maturity date is March 30, 2031.   Proceeds upon issuance, excluding accrued interest, were 
$657,769 and the bonds provide an annual yield of 10%.   
 
Mubarak  Inc. uses the effective interest rate method to amortize any bond premium or discount.    Mubarak  
Inc.'s accounting year-end is October 31. 
 
 
Required 
Present the journal entry for these bonds on October 31, 2012. 
 
To answer this question you must first determine the amortized cost (carrying value) of the bond at September 30, 2012 (shown as $665,774 
below). 
 
 
 
 
 
 

 
 
 
PART 5: (7 marks) 
 
On August 1, 2009, Dhoni Inc sold 8%, five year bonds with a maturity value of $1,000,000 for $982,000. 
Interest on the bonds is payable semi-annually on August 1 and February 1. The bonds are callable at 104 at 
any time after August 1, 2011. By October 1, 2011, the market rate of interest had declined and the market 
price of Dhoni's bonds had risen to 102. The company decides to refund the bonds by selling a new 6% bond 
issue to mature in five years. Dhoni begins to reacquire its 8% bonds in the market and is able to purchase 
$300,000 face value at 102. The remainder of the outstanding bonds are acquired by exercising the bonds' 
call feature. 
 
Required 
How much is Dhoni’s total gain or loss in reacquiring its 8% bonds?  Assume the company uses straight-line 
amortization.   Show calculations. 
 
Reacquisition price: 
 $300,000 × 1.02 = $306,000 
 $700,000 × 1.04 =   728,000 $1,034,000 
Less carrying value: 
 $982,000 + ($18,000 × 26/60) =       989,800 
Loss on redemption  $     44,200 
 
 

30 Sept 2012 to 30 March 2031:  37 interest payment periods (does not include 30 Sept 2012) 
 
$30,000      x 16.711287  =            $ 501,339 
 
$1,000,000 x  0.1644356  =              164,435 
 
Amortized cost at Sept 30, 2012       =                                       $665,774 (rounded) 

2012                  3 
2013-2030       216 (18yrs x 12) 
2031                   3 

          222 months 
 
222/6 = 37 periods 
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QUESTION 3 (13 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (3 marks) 
 
Required 
Match the following terms to the definitions given in the table below by entering the appropriate letter in the 
left column. Each term may be used more than once or not at all. 
 
 

 
 
 
 
 
 
 

   
1: Issuance of additional shares to each shareholder at no cost. 

   
2: Issuance of a dividend that decreases both retained earnings and noncash assets. 

   
3: Issuance of a stock split. 

  
 4: A dividend that does not change total assets, liabilities, or shareholders' equity. 

   
5: A dividend that decreases cash and shareholders' equity when declared and paid.

   
6: A dividend that decreases retained earnings and increases contributed capital.  

 
Answer:   
 
1:A,  2:C,  3:A or E,  4:A,  5:D,  6:A 
 
 
 
 
 
 
 

PART 2: (3 marks) 
 
 

On July 1, 2011, the Board of Directors of Steyn Limited declared and distributed a stock dividend that 
required the issuance of 5,000 common shares. The common shares had a market value at this date of $18 per 
share. Retained earnings amounted to $900,000.  
 
Required 
Record the journal entry to record the stock dividend, assuming the 5,000 shares represented 10% of the 
previously outstanding shares. 
 
Answer: 
 

Retained Earnings     90,000 
  Common Shares (5,000 x $18)    90,000 
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Question No. 3 (13 marks) (continued) 
 
PART 3: (3 marks) 
 
Chennai Corp. issued 5,000 common shares, no par, and 800 preferred shares. At the time of issue the 
common shares were selling at $30 per. There is no current market value for the preferred shares. Total cash 
received was $162,000.  
 
Required 
Prepare the journal entry to record the issuance of the shares. 
 
Answer: (incremental method must be used since the market value for the preferred shares is not known) 
 
 Cash       162,000 
  Common shares      150,000 
  Preferred shares (plug)       12,000 
 
 
 
PART 4: (4 marks) 
 
On January 1, 2011, Crosby Corporation was incorporated and issued 5,000 no-par common shares for $14 
per share.   On February 4, 2011 Crosby purchased 10% of its common shares at $16.50 per share to be held 
as treasury stock.  On April 15, 2011 Crosby  resold 200 treasury shares at $18 per share.  An additional 100 
treasury shares were resold on April 20, 2011 at $19 per share.  The balance of the treasury shares was resold 
on April 30, 2011 for $13 per share. 
 
Required 
Prepare the journal entry to record the sale on April 30, 2011.  Show supporting computations. 
 
Answer: 
 
April 30, 2011: 
 Cash (200 x $13/share)      2,600 
 Contributed capital – TS retirement         550 
 ($300* + $250**) 
 Retained earnings               150 
 ($3,300 –  $2,600 – $550) 
  Treasury stock (200 x $16.50)    3,300  
 

 
*    $300 = 200 x ($18 - $16.50) 
**  $200 = 100 x ($19 - $16.50)
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Financial Tables 
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