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Mid Term Exam (SUGGESTED SOLUTIONS) 
Intermediate Financial Accounting II 

Fall 2014 
ADM3340 Sections A, B, & C 

 
 

Section Class time/day Tick one 
Section A Tuesday 8:30am & Friday 10:00am  
Section B Tuesday 7:00pm  
Section C Wednesday 10:00am & Friday 8:30am  
   

 
Name:       ID#:      
INSTRUCTIONS 

• Write your name and student ID number above. Display your student ID on your desk during the exam. 
• Reminder: it is an offence to have a cell phone or any other communication device in your possession during this exam’s 

three hours.  (see the Statement of Academic integrity on page 2 of this exam).  
• This examination “SUGGESTED SOLUTION” comprises 4 multi-part questions over 18 numbered pages. Answer all 

questions in this booklet. Booklet is not to be removed from the examination  room.  You may not separate the pages.   
• Do not answer questions using a pencil or erasable pen: if you do you will forfeit the right to ask that your exam be 

remarked. 
• 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 100 marks (for convenience) and is 2½ hours long. You should budget approximately 1.5 

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. 
• This exam paper must remain stapled: do not take this exam paper apart. 
• Present value tables are provided on pages 17 and 18. 
• 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. 
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1: part 2 Internally generated intangibles /8

1: part 3 Intangibles: definition /3
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2: part 1 Warranties /7

2: part 2 Promotions/premiums /9

2: part 3 Refinancing current liabilities /5 

 

Ch 14 

3: part 1 Bond liabilities: issuance /10

3: part 2 Bond liabilities: retirement /14

3: part 3 Troubled debt restructuring /14
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4: part 1 Retained earnings /5
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4: part 3 Various /9
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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 (21 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (10 marks) 

On July 1, 2014, Zoe Corporation purchased the net assets of Soorya Company by paying $415,000 cash and 
issuing a $50,000 note payable to Soorya Company. At July 1, 2014, the statement of financial position of 
Soorya Company was as follows: 
 

Cash $ 75,000 Accounts payable $300,000 
Accounts 
receivable 102,000

Shareholders’  
Equity 

 
239,000 

Inventory 98,000    
Land 50,000     
Buildings (net) 75,000     
Equipment (net) 90,000     
Trademarks (net) 49,000     
  $539,000   $539,000  

 
The recorded amounts all approximate current values except for land (worth $60,000), inventory (worth 
$125,000), and trademarks (worthless). The receivables are shown net of an allowance for doubtful accounts 
of $12,000. The amounts for buildings, equipment, and trademarks are shown net of accumulated 
amortization of $14,000, $23,000, and $47,000, respectively. 
 
Required 

(a)  Prepare the July 1, 2014 journal entry for Zoe Corporation to record the purchase. 
 
(a)  Cash   ............................................................................................ 75,000
  Accounts Receivable ....................................................................... 114,000
  Inventory ........................................................................................ 125,000
  Land   ............................................................................................ 60,000
  Buildings ......................................................................................... 75,000
  Equipment ...................................................................................... 90,000
  Goodwill ......................................................................................... 238,000
    Allowance for Doubtful  

  Accounts ........................................................................ 12,000
    Accounts Payable ................................................................ 300,000
    Notes Payable ..................................................................... 50,000
    Cash .................................................................................... 415,000
 

It is likely that only cash of $415,000 – $75,000 = $340,000 would actually change hands. 
  Note that the building and equipment would be recorded at the 1/July/2014 cost to Zoe;

accumulated amortization accounts would not be recognized. 
 
 
 
 

(b)  Assume that Zoe is a private entity and tested its goodwill for impairment on December 31, 2015.
Management determined that the reporting unit's carrying amount (including goodwill) was $500,000
and that the reporting unit's fair value (including goodwill) was $450,000. Determine if there is any
impairment and prepare any necessary entry on December 31, 2015. Zoe applies ASPE. 
 
(b)  Loss on Impairment ....................................................................... 50,000
    Accumulated Impairment Losses  (Goodwill) ...................... 50,000
      

 
Carrying amount (incl. goodwill)     $500,000 
Fair value of unit                                 450,000 

            $50,000 
 

(c)  Repeat part (a), assuming that the purchase price was $204,000, all paid in cash. 
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(c) 

Note that a purchase price of $204,000 is less than the fair value of the net assets of Soorya,
resulting in negative goodwill of $23,000. Current standards (IFRS 3.34‐36 & ASPE 1582.36)
require the excess to be recognized as a gain in net income. However, this cannot be done 
without a thorough reassessment of all the variables, values, and measurement procedures
used that resulted in this gain. [see Page 65 of RIM’s 2011 Annual Report for a real example of
a “bargain purchase”]. 

 
If the review reveals no overstatement of assets, record as follows: 
  Cash   ............................................................................................ 75,000 
  Accounts Receivable ....................................................................... 114,000 
  Inventory  ....................................................................................... 125,000 
  Land   ............................................................................................ 60,000 
  Buildings ......................................................................................... 75,000 
  Equipment ...................................................................................... 90,000 
    Allowance for Doubtful Accounts ...........................................   12,000
    Accounts Payable .................................................................   300,000
    Cash .....................................................................................   204,000
    Gain      23,000
 
Alternatively (not required in your solution):  if the review reveals an overstatement of inventory 
of $23,000, say, record as follows: 
 
Cash   ............................................................................................ 75,000 
Accounts Receivable ....................................................................... 114,000 
Inventory ($125,000 – $23,000) ....................................................... 102,000 
Land   ............................................................................................ 60,000 
Buildings ......................................................................................... 75,000 
Equipment ...................................................................................... 90,000 
  Allowance for Doubtful  Accounts ..........................................   12,000
  Accounts Payable.................................................................   300,000
  Cash .....................................................................................   204,000

 
 
 

(d)  Based on part (a), assume now that Zoe is a public entity and tested its goodwill for impairment on 
December 31, 2015. The cash-generating unit's values (including goodwill) are as follows: 
 

Carrying amount $500,000
Value in use 475,000
Fair value 450,000
Disposal costs 25,000

 
Determine if there is any impairment and prepare any necessary journal entry on December 31, 
2015. 

(d) Impairment test under IFRS  

  Loss on Impairment .............................................................. 25,000 
    Accumulated Impairment Losses  (Goodwill) .............   25,000
   

Carrying amount (incl. goodwill)        500,000 
Recoverable amount                            475,000* 

              25,000 
 

* Recoverable amount: 
Higher of VIU (value in use) of 475,000 and FV‐DC (fair value less disposal costs) of 425,000 
(450,000‐25,000) 

            VIU = the present value of the asset's future cash flows from use and eventual sale. 
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QUESTION 1 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (8 marks) 

Good Foods Incorporated (GFI) is a worldwide diversified food manufacturing and distribution company that 
is listed on a public stock exchange, and thus must follow IFRS. In the 2014 fiscal year, the company is 
involved in a significant amount of research and development activity in order to develop recipes for new 
food products. Currently, it is working on two projects.  
The first project is the development of techniques for baking a carbohydrate-free bread product. The 
company has sufficient resources to complete this project, intends to complete this project, and has 
determined through previous market research that the current interest in low carbohydrate diets has resulted 
in a large market for products low in carbohydrates. The company has also acquired the patent for a process 
that is a technically feasible way to produce the bread product.  
The second project is new and untested: the company is attempting to determine if there is a market for 
vegetable-enhanced soft drinks. These potential new beverages would provide the flavour of soft drinks with 
vitamin enhancement, which GFI feels may be popular with consumers.  
Costs incurred during the year include: 

Purchase of new ovens for the bread product development lab $500,000 

Market research into vegetable-enhanced soft drinks $250,000 

Salary costs for staff working on the bread product $100,000 

Share of overhead related to bread product development lab $50,000 

Depreciation of bread product development lab assets $25,000 

Amortization of bread-making process patent $50,000 

Required 
Provide the journal entries necessary to record the above costs.  

The research and development costs should be handled as follows. The costs associated with the new soft drinks are 
considered research. Research costs are expensed as costs of the period in which they are incurred. In this situation, 
these would include: 

Market research expense (vegetable-enhanced soft drinks) $250,000

Cash $250,000 

The remainder of the cost incurred is considered to be development costs that are eligible for deferral because the 
bread product and its market are clearly defined and it is technically feasible. These costs include: 

Bread making ovens                $500,000

Cash $500,000

The ovens are a capital asset related to development. They would be capitalized and depreciation on these ovens 
would be charged to the development lab and treated as a development cost. It is assumed that the depreciation 
of development lab assets includes depreciation of these ovens. Therefore, the total development costs for the 
year are: 

Salary costs for staff working on the bread product $100,000

Share of overhead related to product development lab 50,000

Depreciation of development lab assets 25,000

Amortization of bread-making process patent 50,000

Total development costs $225,000

Under IFRS these development costs must be capitalized and deferred. 

Bread project development a/c 225,000  

                                     Cash/payables  150,000 

                                     Accumulated depreciation (lab assets)   25,000 

                                    Accumulated amortization (patent)   50,000 
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Question 1 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (3 marks) 

Provide clear, concise answers for the following. 
What are intangible assets, according to generally accepted accounting principles?  
 

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________ 

Solution (see also pages 737 & 742 in Kieso et al, 10th Can Ed.)  
Intangible assets are assets that are: 

1. individually identifiable (results from contractual or other legal rights, or can be separated or 
divided from the entity and sold, transferred, rented, or exchanged); 

2. have a non-physical existence; and 
3. are non-monetary in nature. 
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QUESTION 2 (21 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (7 marks) 

Raindrop Corporation manufactures a line of amplifiers that carry a three-year warranty. Based on
experience, the estimated warranty costs related to dollar sales are as follows: during the year of sale,  0%; 
first year after sale ,  2% of sales; second year after sale,  3% of sales; and third year after sale,  4% of sales. 
Sales and actual warrant expenditures duirng the first three years of business were: 
 

Sales-year Sales revenue Cumulative actual warranty 
expenditures between date of 

sale and 31/12/2014 
2012 $ 810,000 $  6,500 
2013 1,070,000   67,200 
2014 1,036,000 162,000 

 

 
Required (show all supporting calculations) 

Assume that all sales are made evenly throughout each year and that warranty expenditures are also evenly 
spaced according to the rates above. Raindrop Corporation uses the expense approach when accounting for 
its warranties. 
 a) Calculate the amount Raindrop Corporation should report as a warranty expense on its 2014 income 
statement. 
 b) Calculate the amount Raindrop Corporation should report as a warranty liability on its December 31,
2014 balance sheet. 
 
(a) Estimated warranty expense for 2014: 
 
On 2014 sales: $1,036,000 X .09* = $  93,240

 
*  (2% of sales first year + 3% of sales second year + 4% of sales third year = 9% of sales) 
 
(b) Estimated warranty costs: 
 On 2012 sales $   810,000 X .09 $  72,900 
 On 2013 sales $1,070,000 X .09 96,300 
 On 2014 sales $1,036,000 X .09   93,240 
 Total estimated potential costs  262,440 
 Total actual warranty expenditures       235,700*  
 Balance of liability, 31/12/14 $26,740 

 
 *2012—$6,500; 2013—$67,200, and 2014—$162,000. 
 
The liability account has a balance of $26,740 at 31/12/14 based on the difference between the estimated 
warranty costs (totaling $262,440) for the three years’ sales and the actual warranty expenditures (totaling
$235,700) during that same period. 
 
OR 
 
Estimated warranty costs: 
 On 2012 sales $   810,000 X .09 $  72,900 
 On 2013 sales $1,070,000 X .09 96,300 
 On 2014 sales $1,036,000 X .09   93,240 
 Total estimated potential costs  262,440 
 Total actual warranty expenditures  162,000 
 Balance of liability, 31/12/14 $100,440 
 
  
 
The liability account has a balance of $100,440 at 31/12/14 based on the difference between the estimated 
warranty costs (totaling $262,440) for the three years’ sales and the actual warranty expenditures (totaling 
$162,000) during that same period. 
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QUESTION 2 (21 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (9 marks) 
In 2014 Subban Corporation sold 700,000 boxes of pies-mix under a new sales promotion program. Each box 
contains one coupon that entitles the customer to a baking pan when the coupon is submitted with an 
additional $4.75 from the customer. Subban pays $5.00 per pan and $1.25 for shipping and handling to the 
customer.  Subban estimates that 60% of the coupons will be redeemed even though only 105,000 coupons 
had been processed during 2014. Each box of pie-mix is sold for $4.50 and Subban estimates that $1.00 of 
the $4.50 sale price relates to the baking pan to be awarded. Subban follows IFRS and accounts for its 
promotional programs in accordance with the revenue approach. 
 
Required (show all supporting calculations) 

Prepare any necessary 2014 journal entries for Subban Corporation to record revenue, the liability, and 
coupon redemptions. 
 
Inventory (pans) $XXX  
              Accounts Payable/Cash  $XXX 
 
Cash   3,150,000  

Sales Revenue (700,000 X $3.50) .............................. 2,450,000 
 Unearned Revenue (700,000 x $1.00) ....................... 700,000 
  
Cash (105,000 X $4.75) ......................................................... 498,750  
Premium Expense (105,000 X [$5.00 + $1.25 - $4.75]) ........ 157,500  
 Inventory of Baking Pans (105,000 X $5.00) ............ 525,000 
         Cash/Accounts Payable (105,000 X $1.25)  131,250 

  
Unearned Revenue (700,000 X $1.00 X 25%*) .................... 175,000  
 Sales Revenue ............................................................ 175,000 
*105,000/(60% x 700,000) = 25% 
 
The calculations below are not required in your answer: 
 
  Boxes sold 700,000 
 Sale price per unit related to premium   X  $1.00 
 Unearned revenue recorded in 2014  $700,000 
   
 Total coupons expected to be redeemed (700,000 x 60%) 420,000 
 Less: coupons redeemed during 2014  105,000 
 Coupons still to be redeemed, 31/12/14 315,000 
 Total coupons expected to be redeemed ÷ 420,000 
  

% of unearned revenue to be earned after 2014 
 

75% 
   
 Unearned revenue recorded in 2014 $700,000 
 % of unearned revenue to be earned after 2014   X  75% 
 Unearned revenue (adjusted), 31/12/14 $525,000 
   
    Total coupons redeemed in 2014 105,000 
 Cost per redemption [($5.00 + $1.25) – $4.75]       $1.50 
 Premium expense $157,500 
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QUESTION 2 (21 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (5 marks) 

On December 31, 2014,  Rostec Corporation has $7.9 million of short-term debt in the form of notes payable 
that will be due periodically in 2015 to EuroOne Bank. On January 28, 2015, Rostec enters into an agreement 
with the bank that will permit Rostec to refinance the notes payable by borrowing up to 60% of the gross 
amount of its accounts receivable. Receivables are expected to range between a low of $5.7 million in May 
and a high of $7 million in October during the year 2015. The interest cost of the maturing short-term debt is 
15%, and the new agreement calls for a fluctuating interest rate at 1% above the prime rate on notes payable 
due in 2017. Rostec's December 31, 2014 balance sheet is issued on February 15, 2015. 
 
Required 

(a) Assuming that Rostec follows ASPE, prepare a partial balance sheet for Rostec Corporation at 
December 31, 2014, that shows how its $7.9 million of short-term debt should be presented, including 
any necessary note disclosures. 

 
 
 

Expected range of receivables: 
* low in May: $5,700,000 X 60% = $3,420,000 
** high in October: $7,000,000 X 60% = $4,200,000 

 
(b) Assuming that Rostec follows IFRS, prepare a partial balance sheet for Rostec Corporation at 

December 31, 2014, that shows how its $7.9 million of short-term debt should be presented, including 
any necessary note disclosures. 

 
 Not required in your solution: Under IFRS, since the debt is due within 12 months from the reporting date, 

the whole amount ($7.9 million) is classified as a current liability. This classification holds even if a long-term 
refinancing has been completed before the financial statements are released. The only exception accepted for 
continuing long-term classification is if, at the balance sheet date, the entity expects to refinance it or roll it over 
under an existing agreement for at least 12 months and the decision is solely at its discretion. The international 
standard has a stringent requirement that the agreement must be firm at the balance sheet date. 

  
 

Rostec Corporation 
Partial Balance Sheet 
December 31, 2014 

Current liabilities:  
 Notes payable (Note 1)  $4,480,000
  
Long-term debt:  
 Notes payable expected to be  
      refinanced in 2015 (Note 1) 

 
3,420,000

  
Note 1.  
 Under a financing agreement with EuroOne Bank the company may borrow up to 
60% of the gross amount of its accounts receivable at an interest cost of 1% above the prime 
rate. The company intends to issue notes maturing in 2017 to replace $3,420,000 of short-
term, 15%, notes due periodically in 2015. Because the amount that can be borrowed may 
range from $3,420,000* to $4,200,000**, only $3,420,000 of the $7,900,000 of currently 
maturing debt has been reclassified as long-term debt. 

Rostec Corporation 
Partial Balance Sheet 
December 31, 2014 

Current liabilities:  
 Notes payable (Note 1)  $7,900,000
  
  
Note 1.  
 Under a financing agreement with EuroOne Bank the company may borrow up to 
60% of the gross amount of its accounts receivable at an interest cost of 1% above the 
prime rate. The company intends to issue notes maturing in 2017 to replace $3,420,000 of 
short-term, 15%, notes due periodically in 2015.  
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QUESTION 3 (38 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (10 marks) 

On September 30, 2014 BondBeagle Inc. issues $5,000,000 face value bonds.  The bond date is August 31, 
2014, and  the bonds carry a coupon rate of  8% per year, payable semi-annually on August 31 and February 
28.  The bonds'  maturity date is August 31, 2029.   The bonds provide an annual yield of 6%.   
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount and its 
accounting year-end is June 30. 
 
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: 
 

 
 
 



ADM3340 Fall2014 Midterm Examination Suggested Solutions        11/18 
 

 
Question 3 (38 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (14 marks) 

On September 30, 2014 BondBeagle Inc. issues $1,000,000 face value bonds.  The bond date is August 31, 
2014, and  the bonds carry a coupon rate of  6% per year, payable semi-annually on August 31 and February 
28.  The bonds' maturity date is August 31, 2024.   Proceeds upon issuance, excluding accrued interest , were 
$864,860, and the bonds provide an annual yield of 8%.   
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount.  On July 
31, 2019 BondBeagle Inc. retires 40% of the bonds at 102.50%, excluding accrued interest.  BondBeagle 
Inc.'s accounting year-end is June 30. 
  
Required 

Present all necessary journal entries for the retired bonds on July 31, 2019. Show all supporting calculations. 
 
To answer this question you must first determine the amortized cost (carrying value) of the bond at February 28, 2019 (shown as $912,395 
below). 
 
 
 
 
 
 
 
 

 
 

February 28, 2019  to August 31, 2024:  11 interest pymt periods remaining periods to maturity. 
 
    $30,000   x    8.760477  =              $262,814 
 
$1,000,000  x    0.6495809  =               649,581 
 
Amortized cost at February 28, 2019       =                                $912,395 (rounded) 
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Question 3 (38 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (14 marks) 

On January 1, 2012 Harper Limited issued a 3 year 8.00% $1,000,000 bond payable to Trudeau Bank. 
Interest payment dates are June 30 and December 31 and the bonds were issued to provide a semi-annual 
yield of 6.00%. By December 2014 Harper Limited is in financial difficulties and is about to miss the 
December 31, 2014 interest payment. Harper Limited negotiates an arrangement with Trudeau Bank whereby 
Trudeau Bank agrees to waive the December 31, 2014  interest payment and to replace, effective December 
31, 2014, the above bond with a 7 year $1,100,000 face value bond bearing 14.00% annual interest, payable 
semi-annually. Due to Harper Limited's precarious situation, lenders would normally seek a semi-annual 
return of 10.00% on this 'bail-out' financing. 
 
Required 

(a) Is this troubled debt restructuring a settlement (substantial in accordance with IFRS 9.3.3.2 and ASPE 
3856.27) or a modification ?  Support your answer with all necessary calculations. 

 
(b) Answer either i or ii: 

i If in part (a) you deem this restructuring to be a settlement provide any journal entries on Harper 
Limited Inc’s books that may be necessary on 31/12/2014. 

ii If in part (a) you deem this restructuring to be a modification, what is the total of the interest 
expense that will be recognized by Harper Limited  during the 7 year life of the $1,100,000 bond.  
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Question 3 (38 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (14 marks) (continued) 

 

 

 

 
 
 

 
Not 

required 
in  

your  
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QUESTION 4 (20 marks)  
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (5 marks) 

a) What are the items that increase retained earnings? 
 
Items that increase retained earnings are: 

• net income, 
• prior period adjustments (error corrections),  
• financial reorganization, and 
• certain changes in accounting principle. 

 
 
b) What are the items that decrease retained earnings? 
 
Items that decrease retained earnings are: 

• net loss, 
• cash, property and most stock dividends, 
• some share retirement transactions, 
• some treasury shares transactions,  
• prior period adjustments (error corrections), and  
• certain changes in accounting principle. 
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Question 4 (20 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (6 marks) 

Tianjin Corporation's last year-end balance sheet reported the following in its shareholders’ equity 
section: 
 Common shares, no par, outstanding 5,000 shares $115,000 
 Retained earnings 200,000 
 
The following transactions occurred this year: 
(a) Purchased 70 common shares at $30 per share, to be held as treasury shares. 
(b) Sold 60 of the treasury shares at $32 per share. 
(c) Sold the remaining treasury shares at $15 per share. 
 
Required 

Prepare Tianjin Corporation's journal entries for these transactions. 
 

 (a) Treasury Shares (70 x $30) ...............................................................  2,100 
  Cash  .......................................................................................   2,100 
 
(b) Cash   (60 x $32) ...............................................................................  1,920 
  Treasury Shares  (60 x $30) .....................................................   1,800 
  Contributed Surplus .................................................................   120 
 
(c) Cash  (10 x $15)  ..............................................................................  150 
 Contributed Surplus ..........................................................................  120 
 Retained Earnings…………………………………………………..  30 
  Treasury Shares  (10 x $30) .....................................................   300 
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Question 4 (20 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (9 marks) 
 
Falkon Corp. reported the following amounts in the shareholders' equity section of its December 31, 2013
statement of financial position: 
 

Preferred shares, $8 dividend (10,000 shares authorized, 2,000 shares issued) $200,000
Common shares (100,000 authorized, 25,000 issued) 100,000
Contributed surplus 155,000
Retained earnings 250,000
Accumulated other comprehensive income 75,000
Total $780,000

 

 
During 2014, the company had the following transactions that affect shareholders' equity. 

 

1.  January 4, 2014: Paid the annual 2013 $8 per share dividend on preferred shares and a $3 per share
dividend on common shares. These dividends had been declared on December 31, 2013. 

 

2.  February 12, 2014: Purchased 3,700 shares of its own outstanding common shares for $35 per share
and cancelled them. 

 

3.  January 1, 2014: Issued 1,000 preferred shares at $105 per share. 
 

4.  June 12, 2014: Declared a 10% stock dividend on the outstanding common shares when the shares
were selling for $45 per share. 

 

5.  July 12, 2014: Issued the stock dividend. 
 

6.  December 14, 2014: Declared the annual 2014 $8 per share dividend on preferred shares and a $2 per 
share dividend on common shares. These dividends are payable in 2015. 

 

The $155,000 contributed surplus arose from net excess of proceeds over cost on a previous cancellation of
common shares. Total assets at December 31, 2013, were $940,000, and total assets at December 31, 2014,
were $916,000. The company follows IFRS. 
 
Required 

Prepare journal entries to record the transactions above.  

 
(a) 1. Dividends Payable  
     (Preferred - 2,000 X $8) .......................................... 16,000  
  Dividends Payable  
     (Common - 25,000 X $3) ........................................ 75,000  
   Cash ................................................................ 91,000 
    
 2. Common Shares ......................................................... 14,800  
  Contributed Surplus ................................................... 114,700  
   Cash (3,700 X $35) ........................................ 129,500 
  ($100,000 / 25,000 X 3,700 = $14,800)  
    
 3. Cash (1,000 X $105) .................................................. 105,000  
   Preferred Shares ............................................. 105,000 
    
 4. Retained Earnings ...................................................... 95,850  
   Common Stock Dividends  

 Distributable ............................................
 

95,850 
  [(25,000 – 3,700) X 10% = 2,130 X $45]   
    
 5. Common Stock Dividends  

 Distributable ...................................................... 95,850
 

   Common Shares ............................................. 95,850 
    
 6. Retained Earnings ...................................................... 70,860  
   Dividends Payable  
      (Preferred - 3,000 X $8) .............................. 24,000 
   Dividends Payable  
      [(Common - 25,000 – 3,700 + 2,130) X $2] ............. 46,860 
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Financial Tables 
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