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Mid Term Exam 
Intermediate Financial Accounting II 

Winter 2010 
ADM3340 

 
 

(SUGGESTED SOLUTIONS) 
 

Name:       ID#:      
 
 
Instructions: 
 
1. Write your name and student ID number above. 
 
2. Turn off all cell phones. 

 
2. This examination “SUGGESTED SOLUTION” 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 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. 
 

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 14. 
 

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 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 a final exam grade of zero.  
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QUESTION 1 (25 marks) 
 
Answer BOTH parts to this question.  Each part is independent. 
 
PART 1: (10 marks) 
 
To earn returns on its excess cash and to minimize risk, Tupelo Corporation invests its excess cash in 
investment-grade corporate bonds.  Tupelo has a December 31 accounting year-end. The following 
describes the events surrounding one of Tupelo’s recent investments: 
 
1. On March 1, 2007, Tupelo paid $500,000 to purchase bonds of Branson Inc.  These bonds had a face 

value of $500,000 and pay interest on December 31 at the rate of 6.5%.  Tupelo incurred transaction 
costs of $3,000 and capitalizes such costs where permitted under current Canadian accounting 
standards. 

 
2.  On December 31, 2007, the market value of the bonds was $510,000. 
 
3.  On January 31, 2008, Tupelo sold the bonds for $515,000 plus accrued interest. 
 
Required: 
 
Complete the following table by indicating the relevant accounts and amounts that need to be reported on 
the Balance Sheet at the end of 2007 and as part of regular income and other comprehensive income for 
2007 and 2008 under the following 3 scenarios: 
 
(i) Tupelo designates the bonds as a held-to-maturity (HTM) investment. 
(ii) Tupelo designates the bonds as an available-for-sale (AFS) investment. 
(iii) Tupelo designates the bonds as a held-for-trading (HFT) investment. 
 
Use the following format to present your answer and show supporting calculations on the next page.  
Ignore income taxes. Show all answers to the nearest dollar. (10 marks) 
 
Answer: 
 
 HTM AFS HFT 

Balance Sheet 
presentation at 
December 31, 2007 

   

   Investment in Branson Inc. bonds $503,000 $510,000 $510,000 
    
    

Regular Income 
Statement for 2007 

   

   Interest revenue ($500,000 x .065 x 10/12) 27,083 27,083 27,083 
   Unrealized gain  10,000 
   Transactions expenses  (3,000) 
   

Regular Income 
Statement for 2008   

   Interest revenue ($500,000 x .065 x 1/12) 2,708 2,708 2,708 
   Gain on sale ($515,000 – $503,000) 12,000   
   Gain on sale ($515,000 – $503,000) 12,000  
   Gain on sale ($515,000 – $510,000)   5,000 
   

Other Comprehensive 
Income (OCI) Statement   

   OCI 2007   
   Unrealized gain ($510,000 – $503,000) 7,000  
   
   
   OCI 2008   
   Reversal of unrealized gain (7,000)  
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Question 1 (25 marks) (continued) 
 
PART 2: (15 marks) 
 
Gallagher Limited acquired 43,000 of the 215,000 outstanding voting common shares of Armstrong 
Corporation on January 1, 2007 for $322,500.  At the date of purchase, Armstrong’s balance sheet 
included common shares outstanding of $600,000 and retained earnings of $700,000.  At that date, 
Armstrong had equipment with a net book value of $100,000 and fair value of $125,000.  All other 
identifiable assets and liabilities had fair values equal to book value, and the equipment had a remaining 
useful life of 4 years.  Armstrong had net income for the year of $260,000 and paid dividends of $90,000. 
 Gallagher was considering acquiring an additional 31% of the outstanding voting shares of Armstrong in 
2008.  On December 31, 2007, the fair value of Armstrong’s shares was $10 per share. 
 
On January 1, 2007 Gallagher also acquired Zadeh Company 6% bonds with a maturity value of 
$400,000.  The bonds mature on January 1, 2017 and pay interest every January 1 and July 1.  The 
market rate of interest on the purchase date was 8%.  Gallagher planned to hold its investment in Zadeh 
bonds until maturity.  The bonds had a fair value of $505,000 on December 31, 2007. 
 
Required: 
(a)  Assume Gallagher Limited has significant influence over Armstrong.  Use a T-account and 
compute the net book value of Gallagher’s investment in Armstrong on December 31, 2007.  (5 marks) 
 
(b) Assume that Gallagher does not exercise significant influence over Armstrong.  Describe how 

Gallagher should account for its investment in the Armstrong shares on both its Balance Sheet 
and Income Statement.  (3 marks) 

 
(c)  Prepare the journal entry to record Gallagher’s investment in Zadeh’s bonds on January 1, 2007. 

(3 marks) 
 
(d)  Prepare any journal entry (or entries) required for Gallagher’s investment in Zadeh’s bonds on 

December 31, 2007. (4 marks) 
 
Answer: 
(a) 
  Investment in Armstrong 
                Corporation       
  
           322,500          18,000  
             52,000            1,250  
  
          355,250 
 
 
(b)  Gallagher should account for its investment in Armstrong as an available-for-sale investment for 

the year ended December 31, 2007. Therefore, any dividends recorded must be recorded as 
investment revenue (or dividend revenue) and Gallagher will need to increase the fair value of 
Armstrong’s shares by $107,500 [($10.00 – $7.50) x $43,000] to $430,000 as an increase in its 
investment account and as an increase to other comprehensive income. 

 
(c)  Held-to-maturity investment – Zadeh bonds       345,639 
  Cash        345,639 
 FV = $400,000;  n = 10 x 2 = 20;  i = 8% / 2 = 4%;  PMT = $12,000 (PVOA factor= 13.590326) 

Solve for PV = $345,639 
 
(d)   

Held-to-maturity Investment – Zadeh Bonds 
Interest Receivable 
        Interest Revenue 

  1,899
12,000

 
 

13,899 
Interest revenue:  ($345,639 + 1,826*) x 4%  =  $13,899 
Discount amortization: $13,899 – $12,000   =    $1,899 

 
* 1,826 = $345,639 x 4% for the 6 months ending July 1, 2007.
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QUESTION 2 (25 marks) 
 
Answer all three (3) parts. Each part is independent. 
 
PART 1: (7 marks) 
 
On March 1, 2007 BondBeagle Inc. issues $1,000,000 face value bonds.  The bond date is January 31, 
2007 and the bonds carry a coupon rate of 6% per year, payable semi-annually on January 31 and July 
31.  The bonds' maturity date is January 31, 2022.   The bonds provide an annual yield of 8%.   
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount.  
BondBeagle Inc.'s accounting year-end is September 30. 
 
Instructions 
 
Present the journal entry to record the issuance of the bonds: show all supporting calculations. 
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Question 2 (25 marks) (continued) 
 
PART 2: (9 marks) 
 
On May 1, 2008 Selangor Inc. issues $2,000,000 face value bonds.  The bond date is March 1, 2008 and 
the bonds carry a coupon rate of 10% per year, payable semi-annually on March 1 and September 1. The 
bonds' maturity date is February 28, 2014 (these are 6 year bonds).  Proceeds upon issuance, excluding 
accrued interest, were $1,835,638, and the bonds provide an annual yield of 12%.   
 
Selangor Inc. uses the effective interest rate method to amortize any bond premium or discount. Selangor 
Inc.'s accounting year-end is October 31. 
 
Required: 
Present the journal entry for these bonds on September 1, 2009. 
 
 
 
 
 
To answer this question you must first determine the amortized cost (carrying value) of the bond at March 1, 2009 (shown as $1,852,798 
below). 

 

$100,000 x 7.360087  =     $   736,008 
$2,000,000 x 0.558395  =    1,116,790 
Amortized cost at 
March 1, 2009       =           $1,852,798 
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Question 2 (25 marks) (continued) 
 
PART 3: (9 marks) 
 
Below is the amortization table for $3,000,000 face value bonds that Snowy Mountains Inc. issued on 
August 1, 2008.  Interest is paid annually.  
 
Snowy Mountains Inc.'s accounting year-end is August 31, at which time the company makes 
appropriate adjusting journal entries.  On January 1, 2012 Snowy Mountains Inc. retires 25% of the 
bonds at 101%, excluding accrued interest.   

 
 
Required: 
Provide all entries required on January 1, 2012 to record the bond retirement. 
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QUESTION 3 (25 marks) 
 
Answer all five (5) parts. Each part is independent. 
 
PART 1: (6 marks) 
 
Required: 
 
Match the following terms to the definitions given in the table below by entering the appropriate letter to 
the left. 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: (8 marks) 
 
DXC has the following data pertaining to its outstanding shares:  
• $5 Preferred, 2,000 shares issued at $100 per share;  
• Common, no-par value, 5,000 shares issued at $60 per share;  
• Matching dividend, if applicable, $3. 
 
Required: 
 
Compute the amount of dividends per share payable to each class of shares for each of the following 
independent cases. Show computations. 
           
 Per Share   
 Preferred Stock Provisions Preferred Common 
(a) Preferred is noncumulative and nonparticipating.  

Dividends declared, $40,000 
 
$_________ 

 
$_________ 

(b) Preferred is cumulative and nonparticipating; 
 in arrears three years (in addition to the current year).  
Dividends declared, $65,000 

 
$_________ 

 
$_________ 

(c) Preferred is cumulative, in arrears three years  
(in addition to the current year); fully participating.  
Dividends declared, $75,000. 

 
$_________ 

 
$_________  
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Question No. 3 (25 marks) (continued) 
 
Answer: 
 

Share Capital  common = $300,000 (60%)
 Preferred = $200,000 (40%)
 Total = $500,000 (100%)
     

 
 
 
 
 

 
The above solution uses the respective share capital balances to determine the participation in the 
$20,000 [=75,000 – (30,000 + 10,000) – 15,000]. 
 
Below the year’s base dividends are used to determine the participation in the $20,000. The 
participation is coincidentally the same under both approaches. 
 

(i) 5,000 x $3 15,000 
(ii) 75,000 – (30,000 + 10,000) – 15,000  20,000 
 20,000 x 10,000/(10,000 + 15,000)    8,000 
(iii) 20,000 x 15,000/(10,000 + 15,000) 12,000 

 
 
 
 
 
 
 
 
 

PART 3: (3 marks) 
 
 

On July 1, 2007, the Board of Directors of BXC 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 
 
 
 

 
PART 4: (3 marks) 
 
Brimley 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 
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Question No. 3 (25 marks) (continued) 
 
PART 5: (5 marks) 
 
On January 1, 2008, Quincy Corporation issued 5,000 no-par common shares for $14 per share.   On 
February 4, 2008 Quincy purchased 10% of its common shares at $16.50 per share to be held as treasury 
stock.  On April 15, 2008 Quincy resold 200 treasury shares at $18 per share.  An additional 100 treasury 
shares were resold on April 20, 2008 at $19 per share.  The balance of the treasury shares was resold on 
April 30, 2008 for $13 per share. 
 
Required: 
Prepare the journal entry to record the sale on April 30, 2008.  Show supporting computations. 
 
Answer: 
 
April 30, 2008: 
 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  
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Financial Tables 
Present Value Tables 
 

 
 
 
 
 

 
 
 
 
 
 
 


