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Mid Term Exam 
Intermediate Financial Accounting II 

Winter 2008 
ADM3340 

 
 

(SOLUTIONS) 
 
Instructions: 
 
1. Write your name and student ID number above. 
 
2. Turn off all cell phones. 

 
2. This examination comprises 3 questions over 12 numbered pages. Answer all questions in 

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

 
3. Limit your answer to the space provided.  Blank sheets for rough work and supporting 

calculations are given at the end of each question. 
 
4. This exam is out of 75 marks and is 2½ hours long. You should budget approximately 2 

minutes per mark. 
 

5. 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. 

 
6. Present value tables are provided on page 12/12. 
 

7. Language (non-electronic) dictionaries are allowed. 
 

8. You must sign the Statement of Academic integrity on page 2 of this exam. 
 
   

 
Question 

 
 

 
Marks 

 
1 

 
Investments 

 
/25 

 
2 

 
Liabilities 

 
/25 

 
3 

 
Shareholders Equity 

 
/25 

 
 

TOTAL 

 
  

/75 
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Statement of Academic Integrity 
The 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 a final exam grade of zero.  
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Question 1 (25 marks) 
Answer all four (4) parts. Each part is independent. 
 
Part 1 (10 marks) 
On April 1, 2006, Sean Co. purchased $120,000 of six percent bonds for $124,725 plus accrued 
interest as a held-to-maturity investment. Interest is paid on July 1 and January 1 and the bonds 
mature on July 1, 2011. 
 
Instructions 
(a) Prepare the journal entry on April 1, 2006. 
(b) The bonds are sold on November 1, 2007 at 103 plus accrued interest. Amortization was 

recorded when interest was received by the straight-line method (by months and round to the 
nearest dollar). Prepare all entries required to properly record the sale. 

 
 
 
 (a) Investment in Bonds......................................................................... 124,725 
 Interest Revenue* ($120,000 × .06 × 3/12 Jan, Feb & March)........ 1,800 
  Cash.....................................................................................  126,525 
 * or Interest Receivable 
 
(b) Interest Revenue ($4,725 × 4 ÷ 63).................................................. 300 
  Investment in Bonds ...........................................................  300 

 Cash ($120,000 × .06 × 4/12 July, Aug, Sept, & Oct) ..................... 2,400 
  Interest Revenue .................................................................  2,400 

 Cash .................................................................................................. 123,600 
  Gain on Sale of Securities...................................................  300 
  Investment in Bonds ...........................................................  123,300 
   $124,725 – [($4,725 ÷ 63) × 19*]  
   * 19 months between purchase and sale dates. 
 
Part 2 (4  marks) 
Londrina Corp holds one available-for-sale investment, a $100,000 face value bond from S.P. 
Electric. After accounting for amortization and interest to date, the bond has a carrying value of 
$96,300 and there is a balance of $2,400 in unrealized holding gain on available-for-sale 
investments. Londrina sells this bond for $98,000. 
 
Instructions 
Show the entry to record the sale. 
 
 
 
The entry is as follows: 
 Cash ................................................................................................ 98,000 
 (Unrealized) Holding Gain on Available-for-Sale Investments ..... 2,400 
  Available-for-Sale Investments .............................................  96,300 
  (Realized) Gain on Sale of Bonds..........................................  4,100 

   
 
 
 
 
Part 3 (6 marks) 
Quebec Inc. issued a note with a face value of $100,000 with a three-year term and paying annual 
interest of $3,000. The current market interest rate is 6%. 
 
Instructions 
Prepare the discount amortization schedule for Quebec Inc., using the effective interest rate method. 
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Face value of note  $100,000 
Present value of the principal: 
 $100,000 (PVF*3,6%) =  $83,962 
Present value of the interest: 
 $3,000 (PVF*OA-3,6%) =     8,019 
Present value of the note      91,981 
Difference  $    8,019 
 

Quebec Inc. 
Discount Amortization Schedule 

3% Note Discounted at 6% 

Date of Issue 
Cash 

Received 

 
Interest 
Revenue 

Discount 
Amortization 

Carrying 
    Value  

  $91,981 
End of Year 1 $3,000 $  5,519 $2,519 94,500 
End of Year 2 3,000 5,670 2,670 97,170 
End of Year 3   3,000     5,830   2,830 100,000 
 $9,000 $17,019 $8,019  
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Part 4 (5 marks) 
On 1 January 2007 Labrador Ltd. purchased as a significant influence investment 40% of Gull 
Corporation for $30,000. At that time, Gull's owners' equity was $4,000, and Gull had the following 
assets with market values exceeding book value by the following amounts: 
   
  Land  $20,000 
  Buildings $30,000  (10 years life remaining) 
  Patent 10,000  (5 years life remaining) 
   
  Gull earned $10,000 in 2007 and paid $20,000 dividends. Labrador Ltd amortizes all 

intangibles over 5 years.  
 
Instructions 
Calculate the 2007 ending balance in Kabrador’s investment in Gull Corporation. 
   
Ans: 

Purchase price $30,000 $30,000
Proportionate market value net assets (4,000 + 60,000) X 40 % 25,600
Excess over market value assigned to goodwill (not amortized) $4,400
Proportionate amortization of excess on building (30,000 X 40% /10) (1,200)
Proportionate amortization of excess on patent (10,000 X 40% /5) ( 800)
Proportionate income for 2007 (10,000 x 40 %)  4,000
Less proportionate dividends received (20,000 x 40 %)  (8,000)
Ending balance in investment account   $24,000
   ======

 
Question 2 (25 marks) 
Answer all three (3) parts. Each part is independent. 
 
Part 1 (7 marks) 
On November 1, 2007 BondBeagle Inc. issues $1,000,000 face value bonds.  The bond date is April 
1, 2007 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 31, 2012.   The bonds provide an annual yield of 
4%.  Bond issuance costs amounted to $5,000 and are amortized using the straight-line method. 
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount.   
BondBeagle Inc.'s accounting year-end is August 31. 
 
Instructions 
Present the journal entry to record the issuance of the bonds: show all supporting calculations. 
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Part 2 (9 marks) 
On November 1, 2007 BeachBall Inc. issues $1,500,000 face value bonds.  The bond date is 
February 1, 2007 and the bonds carry a coupon rate of 12% per year, payable semi-annually on 
January 31 and July 31.  The bonds'  maturity date is January 31, 2012 (these are 5 year bonds).   
Proceeds upon issuance, excluding accrued interest and issuance costs, were $1,601,784, and the 
bonds provide an annual yield of 10%.  Bond issuance costs amounted to $100,000 and are 
amortized using the straight-line method. 
BeachBall Inc. uses the effective interest rate method to amortize any bond premium or discount.   
 
 
Instructions 
Present the journal entry for these bonds on July 31, 2009. 
 
 
 
 
To answer this question you must first determine the amortized cost (carrying value) of the bond 
at 31 January 2009 (shown as $1,576,135 below). 

 
 
 
Part 3 (9 marks) 
Below is the amortization table for $5,000,000 face value bonds that Snowy Mountains Inc. 
issued on October 1, 2007.  Interest is paid annually.  
 
Snowy Mountains Inc.'s accounting year-end is September 30. On July 31, 2010 Snowy 
Mountains Inc. retires 25% of the bonds at 102%, excluding accrued interest.   
 

$90,000 X 5.0757       =    $   456,813 
$1,5000,000 x .7462   =      1,119,300 
Amortized cost at 
31 January 2009           =   $1,576,113 
 
Difference between $1,576,113 and $1,576,135 is 
due to rounding (tables using only 4 places of 
decimal). 
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Instructions 
Provide all entries required on July 31, 2010 to record the bond retirement. 
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Question 3 (25 marks) 
Answer all two (2) parts. Each part is independent. 
 
Part 1 (16 marks) 
The following are comparative shareholders’ equity sections of the balance sheet of CL Limited: 
 
 
 
 
 20X6 20X5 
$4 preferred shares, no par, 50,000 shares at the  

end of 20X6 
Common shares, 100,000 shares at the end of 20X6 
Donated capital, value of art donated to the corporation 
Retained earnings 
Treasury stock (10,000 common shares bought but  

2,000 have been resold) 
Contributed capital on sale of treasury stock 

$  80,000
960,000
50,000

660,000

(50,000)
12,000

 
$100,000
660,000

-- 
400,0000

-- 
-- 

 

 
Additional information: 
 
Preferred shares were retired at a price of $8,000 over initial issuance price. 
Only preferred dividends were declared at the end of the period. 
 
Instructions 
Prepare entries in the T-accounts below to account for the changes in the various shareholders’ 
equity accounts. 
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($4) Preferred Share Capital  Common  Share Capital 
 
 
 

(1)      20,000 

31/12/05 100,000 
 
 
 
 

   
 
 
 
 
 
 
 
 
 
 

31/12/05 660,000 
 
 

(3)     300,000 

 31/12/06 80,000 
[50,000 shares] 

  31/12/06 960,000 
[100,000 Shares] 

 
Shareholders Equity : Donated Capital  Retained Earnings 

 31/12/05 0 
 
 

(4)      50,000 
 
 
 
 
 
 

   
 
 

(1)          8,000

(2)      200,000
 
 
 
 
 
 
 

31/12/05 400,000 
 
 
 
 
 

(7)    468,000 
 

={660,000 – 
[400,000-
(8,000 + 

200,000)]} 
 

 31/12/06 50,000   31/12/06 660,000 
 

Treasury Stock  Contributed Capital – Sale of Treasury Stock 
31/12/05 0 

 
 

(5)      62,500 
 

= 
[50,000/8,000 

x 10,000] 

 
 
 
 
 
 

 
 
 

(6)      12,500 

   
 
 
 
 
 
 
 
 
 
 

31/12/05 0 
 
 

(6)      12,000 
 

31/12/06 50,000 
[8,000 shares] 

    31/12/06 12,000 

 
Asset - Art  Cash 

31/12/05 ? 
 
 
 

(4)      50,000 

 
 
 
 
 
 

   31/12/05 
 
 
 
 
 
 
 
 
 
 

? 
 
 
 

(3) 300,000

(6)     24,500
 

 
 
 
 
 
 
 
 
 
 

 
 
 
 

(1)     28,000 
 

(5)     62,500   

31/12/06 ?    31/12/06 ?   
 

Income Summary  Dividends Payable 
  

 
 

(7)      468,000 

     
 
 
 
 
 

31/12/05 
 
 
 
 
 
 
 
 

? 
 
 
 

(2)     200,000 

      31/12/06 ? 
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Part 2 (9 marks) 
Shareholders’ equity has the following sub-classifications: 
A. Share capital 
B. Additional contributed capital 
C. Retained earnings unappropriated 
D. Retained earnings appropriated 
E. Accumulated other comprehensive income 
F. Contra to shareholders’ equity 
 
Instructions 
For each item in the right-hand column below, identify the letter above that corresponds to its 
proper classification within shareholders’ equity. Place the letter in the left-hand column. Use 
NA if the above classifications are not applicable (give brief explanations if needed): 
 

A Proceeds on share issuance. 
 

A or C (reduces balance) 
 

Share issue costs. 
 

 NA (not recorded when declared) Stock dividends declared, not issued.  Dividend is not 
recorded until issuance. 
 

E Gain on translating the financial statements of a foreign 
subsidiary to Canadian dollars. 
 

F Treasury shares held pending resale. 
 

C (negative) 
 

Net loss. 
 

D 
[also reduces unappropriated retained earnings - C] 
 

Restriction on retained earnings. 
 

NA [an asset] Goodwill 
 

NA [income statement; will be part of C] Extraordinary item. 
 

C [decrease] Cash dividends declared, not paid. 
 

NA [an asset] Bond sinking fund. 
 

B or C 
[B, if any in appropriate share classification, then C] 

Excess of retirement price over original issue proceeds, 
retired shares. 
 

B 
[recorded at mkt vale – also an asset] 

Plant site donated by shareholder. 
 

C [also on income statement] Net income. 
 

C [restates beginning balance] Correction of accounting error affecting prior year’s 
earnings. 
 

B 
[retired shares for less than original proceeds] 

Excess of average original issue proceeds over retirement 
price, retired shares. 
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Financial Tables 
 
 
 

 
 

 


