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(SUGGESTED SOLUTIONS) 
Name:       ID#:      

 
INSTRUCTIONS: 
• Write your name and student ID number above. 
• Turn off all cell phones. 
• This examination “SUGGESTED SOLUTION” comprises 4 multi-part questions over 20 

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 are provided at the back of 
this booklet. Any ‘rough work’ on pages 19 and 20 will not be marked. 

• 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. 

• Present value tables are provided. 
• 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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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 (or 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 (22 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (6 marks) 
 
Carswell Manufacturing Company decided to expand further by purchasing Fisher Company. The 
balance sheet of Fisher Company as of December 31, 2011 was as follows: 
 

Fisher Company 
Balance Sheet 

December 31, 2011 
 
Assets  Equities 
Cash $   210,000 Accounts payable $   325,000 
Receivables 450,000 Common shares 800,000 
Inventory 275,000 Retained earnings     835,000 
Plant assets (net)   1,025,000 
Total assets $1,960,000 Total equities $1,960,000 
 
An appraisal, agreed to by the parties, indicated that the fair market value of the inventory was $320,000 
and that the fair market value of the plant assets was $1,225,000. The fair market value of the receivables 
is equal to the amount reported on the balance sheet. The agreed purchase price was $3 million, and this 
amount was paid in cash to the previous owners of Fisher Company. The $3 million includes $100,000 
paid for Fisher’s  internally developed customer lists. 
 
Required 
Determine the amount of goodwill (if any) implied in the purchase price of $3 million. Show 
calculations. 
 

Purchase price  $3,000,000 
Less tangible net assets acquired: 
 Book value      $1,635,000 
 Appraisal increment—inventory 45,000 
 Appraisal increment—plant assets      200,000 
  Total fair market value of tangible net assets acquired   1,880,000 
Less fair value of intangible asset acquired (customer lists)             100,000 
Total fair market value of tangible and intangible net assets acquired           1,980,000 
Goodwill  $1,020,000 
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Question 1 (22 marks) (continued) 
 
PART 2: (7 marks) 
 

 Limited-Life 
Intangible 

Assets. 

Indefinite-Life 
Intangible Assets 

(excluding Goodwill). 

Goodwill [the values 
below pertain to the 

Reporting Unit, 
including its Goodwill].

Carrying amount $4,000,000 $5,000,000 $16,000,000 
Fair value  3,400,000  4,500,000  15,500,000 
Undiscounted future 
cash flows from use 
and eventual sale 

 
 

 3,800,000 

 
 

 4,800,000 

 
 

14,500,000 
Present value of the 
future cash flows from 
use and eventual sale 

 
 

 3,000,000 

 
 

 4,350,000 

 
 

12,800,000 
Costs to sell      20,000      20,000       250,000 

 
Required 
Using the above data complete the following grid, applying ASPE: 
 
 
 Under ASPE 
 
 
 
 

Limited-Life 
Intangible 

Assets. 

Indefinite-Life 
Intangible Assets 

(excluding Goodwill). 

Goodwill [the values 
below pertain to the 

Reporting Unit, 
including its Goodwill].

 
 
Is the asset 
impaired? Show 
supporting 
calculations. 
 
 
 

 
Yes: the impairment test 
indicates the asset is 
impaired because its 
carrying amount of 
$4,000,000 exceeds 
$3,800,000, the sum of 
the undiscounted cash 
flows expected to result 
from its use and 
eventual disposition. 
 

 
Yes: the impairment test 
indicates the asset is 
impaired because its 
carrying amount of 
$5,000,000 exceeds 
$4,500,000, its fair value  
 

 
Yes: the impairment test 
indicates impairment 
because the carrying amount 
of $16,000,000 exceeds 
$15,500,000, the fair value. 

 
If the asset is 
deemed to be 
impaired, what is 
the amount of the 
impairment loss to 
be recognized in the 
income statement? 
Show supporting 
calculations. 
 

 
An impairment loss of 
$600,000 is recognized: 
this is the amount by 
which the $4,000,000 
carrying amount 
exceeds the $3,400,000 
fair value. 
 
 

 
An impairment loss of 
$500,000 is recognized: this 
is the amount by which the 
$5,000,000 carrying amount 
exceeds the $4,500,000 fair 
value. 
 

 
An impairment loss of 
$500,000 is recognized: this 
is the amount by which the 
$16,000,000 carrying 
amount exceeds the 
$15,500,000 fair value. 

 
[Comment: under ASPE, for (i) PP&E, (ii) Limited-Life Intangible Assets, and (iii) 
Indefinite-Life Intangible Assets and Goodwill, an impairment loss is measured as the 
excess of the carrying amount over the fair value.] 

 
Can an impairment 
loss reversal be 
recognized in a 
subsequent period, 
and if so, is there a 
limit to the reversal? 
Assume the 
company uses the  
cost model (i.e.,  not 
the revaluation 
model) subsequent 
to acquisition. 
 

 
 
No. 
 
ASPE Section 3063.06: An impairment loss shall not be reversed if the fair value 
subsequently increases. 
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Question 1 (22 marks) (continued) 
 
Part 3: (9 marks)  
 
 Limited-Life 

Intangible 
Assets. 

Indefinite-Life 
Intangible Assets 

(excluding Goodwill). 

Goodwill [the values 
below pertain to the 

Cash-Generating-Unit, 
including its Goodwill].

Carrying amount $4,000,000 $5,000,000 $16,000,000 
Fair value  3,400,000  4,500,000  15,500,000 
Undiscounted future 
cash flows from use and 
eventual sale 

 
 

 3,800,000 

 
 

 4,800,000 

 
 

14,500,000 
Present value of the 
future cash flows from 
use and eventual sale 

 
 

 3,000,000 

 
 

 4,350,000 

 
 

12,800,000 
Costs to sell      20,000      20,000       250,000 
 
Required: 
Using the above data complete the following grid, applying IFRS: 
 
 Under IFRS 
 
 
 
 

Limited-Life 
Intangible 

Assets. 

Indefinite-Life 
Intangible Assets 

(excluding Goodwill). 

Goodwill [the values below 
pertain to the Cash-

Generating-Unit, including its 
Goodwill]. 

 
 
Is the asset 
impaired? Show 
supporting 
calculations. 
 

 
Yes, because the 
carrying amount of 
$4,000,000 exceeds the 
recoverable amount 
(defined by IAS 36.6) of 
$3,380,000 [which is the 
higher of the fair value 
$3,400,000 less the costs 
to sell of $20,000, and 
the present value of the 
future cash flows from 
use and eventual sale 
$3,000,000]. 
 

 
Yes, because the carrying 
amount of $5,000,000 
exceeds the recoverable 
amount (defined by IAS 
36.6) of $4,480,000 [which 
is the higher of the fair 
value $4,500,000 less the 
costs to sell of $20,000, and 
the present value of the 
future cash flows from use 
and eventual sale 
$4,350,000]. 
 

 
Yes, because the carrying amount of 
$16,000,000 exceeds the 
recoverable amount (defined by IAS 
36.6 ) of $15,250,000 [which is the 
higher of the fair value $15,500,000 
less the costs to sell of $250,000, 
and the present value of the future 
cash flows from use and eventual 
sale $12,800,000]. 
 

 
If the asset is 
deemed to be 
impaired, what is 
the amount of the 
impairment loss to 
be recognized in the 
income statement? 
Show supporting 
calculations. 

 
$620,000 [= the carrying 
amount of $4,000,000 
less the recoverable 
amount of $3,380,000 (= 
higher of $3,400,000 - 
$20,000 and 
$3,000,000)] 

 
$520,000 [= the carrying 
amount of $5,000,000 less 
the recoverable amount of 
$4,480,000 (= higher of 
$4,500,000 - $20,000 and 
$4,500,000)] 

 
$750,000 [= the carrying amount of 
$16,000,000 less the recoverable 
amount of $15,250,000 (= higher of 
$15,500,000 - $250,000 and 
$12,800,000)]. The $750,000 loss is 
allocated to the assets in accordance 
with IAS 36.104 and IAS 36.105. 

 
Can an impairment 
loss reversal be 
recognized in a 
subsequent period, 
and if so, is there a 
limit to the reversal? 
Assume the 
company uses the  
cost model (i.e.,  not 
the revaluation 
model) subsequent 
to acquisition. 
 
 

 
Yes, under both the cost 
and revaluation models. 
 
IAS 36.117: The 
increased carrying 
amount of an asset other 
than goodwill 
attributable to a reversal 
of an impairment loss 
shall not exceed the 
carrying amount that 
would have been 
determined less the 
amortisation or 
depreciation) had no 
impairment loss been 
recognised for the asset 
in prior years. 

 
Yes, under both the cost and 
revaluation models. 
 
IAS 36.117: The increased 
carrying amount of an asset 
other than goodwill 
attributable to a reversal of 
an impairment loss shall not 
exceed the carrying amount 
that would have been 
determined less the 
amortisation or 
depreciation) had no 
impairment loss been 
recognised for the asset in 
prior years. [Comment: 
remember that an indefinite-
life asset would have $0 
accumulated amortization]. 

 
No: 
 
IAS 36.124:  An impairment loss 
recognised for goodwill shall not be 
reversed in a subsequent period. 
 
IAS 36.125: IAS  38 Intangible 
Assets prohibits the recognition of 
internally generated goodwill. Any 
increase in the recoverable amount 
of goodwill in the periods following 
the recognition of an impairment 
loss for that goodwill is likely to be 
an increase in internally generated 
goodwill, rather than a reversal of 
the impairment loss recognised for 
the acquired goodwill. 
 
 

Comments in red not required in students’ answers.
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QUESTION 2 (20 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (9 marks) 
 

In 2011 Creamy Candy Company started a promotion offering a coffee mug as a premium for every ten 
50-cent candy bar wrappers presented by customers together with $1.00. The purchase price of each mug 
to the company is 90 cents; in addition it costs 60 cents to mail each mug. The results of the premium 
plan for the years 2011 and 2012 are as follows (assume all purchases and sales are for cash): 

    2011      2012  
Coffee mugs purchased         480,000    400,000 
Candy bars sold       3,750,000 4,500,000 
Wrappers redeemed       1,900,000 2,800,000 
2011 wrappers expected to be redeemed in 2012   1,300,000 
2012 wrappers expected to be redeemed in 2013     1,800,000 
 
Required 
Prepare the general journal entries that should be made in 2011 and 2012 related to the above plan by 
Creamy Candy. 
 
   2011 
 
 Inventory of Premium Mugs (480,000 × $.90 = $432,000) .........  432,000 
  Cash ......................................................................................   432,000 
 
 Cash  ...............................................................................................  1,875,000 
  Sales (3,750,000 × $.50 = $1,875,000) .................................   1,875,000 
 
 Cash [1,900,000 ÷ 10 = 190,000 × ($1.00 – $.60) = $76,000] ......  76,000 
 Premium Expense ..........................................................................  95,000 
  Inventory of Premium Mugs (190,000 × $.90 = $171,000)   171,000 
  
 Premium Expense (1,300,000 ÷ 10 = 130,000 × $.50 = $65,000)  65,000 
  Estimated Liability for Premiums .....................................   65,000 
 

2012  
 

 Inventory of Premium Mugs (400,000 × $.90 = $360,000) .........  360,000 
  Cash ......................................................................................   360,000 
 
 Cash  ...............................................................................................  2,250,000 
  Sales (4,500,000 × $.50 = $2,250,000) .................................   2,250,000 
 
 Cash [2,800,000 ÷ 10 = 280,000 × ($1.00 – $.60) = $112,000] ....  112,000 
 Estimated Liability for Premiums  ..............................................  65,000 
 Premium Expense  .........................................................................  75,000 
  Inventory of Premium Mugs (280,000 × $.90 = $252,000)   252,000 
 
 Premium Expense  .........................................................................  90,000 
  Estimated Liability for Premiums .....................................   90,000 
   (1,800,000 ÷ 10 = 180,000 × $.50 = $90,000) 
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Question 2 (20 marks) (continued) 
 
PART 2: (6 marks) 
 
Canada Computer Company sells computers for $2,000 each which includes a 3-year warranty that 
requires the company to perform periodic services and to replace defective parts. During 2011, the 
company sold 500 computers. Based on past experience, the company has estimated the total 3-year 
warranty costs for each computer sold as $40 for parts and $80 for labour. (Assume sales all occur at 
December 31, 2011.) 
 
In 2012, Canada Computer Company incurred actual warranty costs relative to 2011 computer sales of 
$5,000 for parts and $12,000 for labour. 
 
Required 
Using the expense warranty approach, prepare the entries to reflect the above transactions for 2011 and 
2012. 
 
 
    2011 
 Accounts Receivable ......................................................................  1,000,000 
  Sales ......................................................................................   1,000,000 
 
 Warranty Expense .........................................................................  60,000 
  Estimated Liability Under Warranties .............................    60,000 
 
   2012 
 Estimated Liability Under Warranties ........................................  17,000 
  Inventory ..............................................................................   5,000 
  Accrued Payroll or Cash ....................................................   12,000 
 
PART 3: (5 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 for Diamond Corp, showing the manner in which the above liabilities 
should be presented at December 31, 2011. The liabilities should be properly classified between current 
and long-term, and any appropriate note disclosure should be included. Diamond Corp follows IFRS. 
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Question 2 (20 marks) (continued) 
 

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.  



ADM3340 Winter 2012 Midterm Examination Suggested Solutions        9/20 
 

QUESTION 3 (36 marks)  
 
PART 1: (9 marks) 
 
On December 1, 2012 BondBeagle Inc. issues $1,500,000 face value bonds.  The bond date is February 
1, 2012, 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, 2017.   The bonds provide an annual yield of 4%.   
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount.    
BondBeagle Inc.'s accounting year-end is September 30. 
 
Required 
Present BondBeagle’s 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 3 (36 marks) (continued) 
 
PART 2: (9 marks) 
 
On May 31, 2011 Gunung Leuser 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%.   
 
Gunung Leuser  Inc. uses the effective interest rate method to amortize any bond premium or discount.    
Gunung Leuser  Inc.'s accounting year-end is October 31. 
 
 
Required 
Prepare Gunung Leuser’s journal entry for these bonds on October 31, 2012 to update accrued interest 
and any bond discount amortization. (Show all relevant computations)  
 
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), the interest payment date immediately preceding October 31, 2012.. 
 
 
 
 
 
 

 
 
 
PART 3: (6 marks) 
 
The December 31, 2011 balance sheet of Toews Corp. included the following items: 

7.5% bonds payable due December 31, 2019 $576,000 

 

The bonds have a face value of $600,000, and were issued on December 31, 2009 at 95.  Interest is 
payable semi-annually on June 30 and December 31. The company uses straight-line amortization. 
 
On April 1, 2012, Toews retired $120,000 of these bonds at 101 plus accrued interest. 
 
Required 
Prepare journal entries to record the retirement. Show calculations and round values to the nearest dollar. 
 
 
Interest Expense ....................................................................................  2,400 
 Cash ($120,000 × 7.5% × 3/12) ....................................................   2,250 
 Bonds Payable ($24,000 × 1/5 × 1/8 × 3/12) ................................   150 
 
Bonds Payable   .....................................................................................  * 115,350 
Loss on Redemption of Bonds ..............................................................  5,850 
 Cash ...............................................................................................   121,200 
 
* $120,000 less discount of [(1/5 × $24,000) – $150] = $4,650 
 
 

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 



ADM3340 Winter 2012 Midterm Examination Suggested Solutions        11/20 
 

Question 3 (36 marks) (continued) 
 
PART 4: (12 marks) 
Shahani Corporation is having financial difficulty and has therefore asked Bajwa National Bank to 
restructure its $3-million note outstanding: the note has three years remaining and pays a current interest 
rate of 10%. The current market rate for a loan of this nature (risk & duration) is 12%. The note was 
issued at its face value. 

Required 
For each of the following independent situations related to the above scenario, prepare the journal entry 
that Shahani would make for the restructuring that is described.  
 

   (a)   Bajwa National Bank agrees to take an equity interest in Shahani by accepting common shares 
valued at $2.2 million in exchange for relinquishing its claim on this note. 

 
  (b)  Bajwa National Bank agrees to accept land in exchange for relinquishing its claim on this note. 

The land has a carrying amount of $1,050,000 and a fair value of $2.5 million. 
 
  (c)   Bajwa National Bank agrees to modify the terms of the note so that Shahani does not have to 

pay any interest on the note over the three-year period. 
 
 
 

 
 

(a) 
On the books of Shahani Corporation:  
Notes payable ..................................................................... 3,000,000  
 Common Shares .................................................... 2,200,000 
 Gain on Restructuring of Debt ............................ 800,000 
 
    Fair value of equity $2,200,000 
    Carrying amount of debt   3,000,000 
    Gain on restructuring of debt $   800,000 
 
  
(b) 
On the books of Shahani:  
Notes Payable ...................................................................... 3,000,000  
 Land ......................................................................... 1,050,000 
 Gain on Disposition of Real Estate ........................ 1,450,000 
 Gain on Restructuring of Debt .............................. 500,000 
  
 
   Fair value of land $2,500,000 
   Carrying amount of land   1,050,000 
   Gain on disposition of  real estate $1,450,000 
  
 Note payable (carrying amount) $3,000,000 
 Fair value of land   2,500,000 
 Gain on restructuring of debt $   500,000 
 
 
(c) 
The first step is to determine the economic substance of the debt renegotiation and determine if it 
should be accounted as a settlement or a modification/exchange regarding the old debt.  In this 
case, the creditor is the same and so is the currency and therefore the test to establish whether 
there is a settlement or not revolves around the cash flows. The present value of the cash flow 
streams of the new debt are calculated using the historical interest rate of 10% for consistency and 
comparability.  
 
Present value of old debt is $3,000,000. 
Present value of new debt is calculated as follows: 
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Question 3 (36 marks) (continued) 
 
Using tables: 
  10% Present 
  Factor Value 
Single amount  $ 3,000,000     0.75132   $ 2,253,960 
 
Excel formula =PV(rate,nper,pmt,fv,type) 
 
Using a financial calculator: 
PV $ ? Yields   $2,253,944

I 10% 
N 3 
PMT $   0 
FV $ (3,000,000) 
Type 0 
 
Since the present value of the future cash flows of the new debt differs by an amount larger than 
10% of the present value of the future cash flows of the old debt in the amount of $3,000,000, the 
renegotiated debt is considered a settlement and a gain is recorded by Shahani as calculated below: 
 
The amount of the new debt is recorded at the new cash flows at the market rate of interest, which 
is 12%. 
 
Using a financial calculator: 
PV $ ? Yields   $2,135,341

I 12% 
N 3 
PMT $   0 
FV $ (3,000,000) 
Type  0 
 
 Note Payable ............................................................. 3,000,000  
  Gain on Restructuring of Debt  ................... 864,659 
  Note Payable ................................................. 2,135,341 
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QUESTION 4 (22 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (4 marks) 
 
Required  
Indicate True or False by writing T or F in the space provided. 
 
 ___  (a) Common Shares Subscribed is a shareholders' equity account. 
 
 ___  (b) A stock split does not require a formal journal entry. 
 
 ___  (c) Bad debt expense is recognized on defaulted subscriptions. 
 
 ___  (d) The date of declaration for a dividend precedes the date of payment, but follows the date of 

record. 
 
 ___  (e) Retained earnings is one of the three major categories of contributed capital. 
 
 ___  (f) Stock dividends distributable should be classified as current liabilities. 
 
 ___  (g) Stock dividends always involve the transfer of some per-share amount of retained earnings to 

share capital. 
 
 ___  (h) At one time a nationally known distillery annually distributed a bottle of "its finest" to its 

shareholders for every 10 shares outstanding; this was a property dividend. 
 
 
a. T c. F e. F g. T 
b. T d. F f. F h. T  
 
 
 
 
 
 
 
 
 

PART 2: (4 marks) 
 
 

 
Indicate the effect of each of the following transactions on total shareholders' equity by placing an "X" in 
the appropriate column. 
  Increase Decrease  No Effect 
 
1. Declaration of a cash dividend.  ________   ________   ________  
 
2. Operating loss for the period.  ________   ________   ________  
 
3. Retirement of bonds at more than  
 carrying value.  ________   ________   ________  
 
4. Declaration of a stock dividend.  ________   ________   ________  
 
5. Exchanging common shares for machinery.  ________   ________   ________  
 
6. Conversion of bonds into common shares.  ________   ________   ________  
 
7. Not declaring a dividend on cumulative  
 preferred shares.  ________   ________   ________  
 
8. Payment of a cash dividend.  ________   ________   ________  
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Question 4 (22 marks) (continued) 
 
 Increase Decrease  No Effect 
 
1. Declaration of a cash dividend.                 X    
 
2. Operating loss for the period.          X    
 
3. Retirement of bonds at more than  
 carrying value.          X    
 
4. Declaration of a stock dividend.            X  
 
5. Exchanging common shares for machinery.        X      
 
6. Conversion of bonds into common shares.        X      
 
7. Not declaring a dividend on cumulative  
 preferred shares.            X  
 
8. Payment of a cash dividend.             X  
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Question 4 (22 marks) (continued) 
 
PART 3: (5 marks) 
 
Tracey Inc has the following shares outstanding: 
 
40,000, $0.80, no par value preferred shares  $400,000 
60,000 no par value common shares    $600,000 
 
All shares were sold for $100 each. 
 
No dividends have been declared since December 31, 2009. It is now December 31, 2012, and the board 
of directors wants to distribute $204,000 in dividends. 
 
Instructions 
Calculate how much the preferred and common shareholders will receive under each of the following 
assumptions: 
 
(a) The preferred is noncumulative and non-participating. 
 (b) The preferred is cumulative and participating to maximum of 12%. 
 
 
 
 (a)  Preferred Common     Total  
 Current year's dividend ($.80 × 40,000) $32,000 $    —  $  32,000 
 Remainder to common     172,000  172,000 
  $32,000 $172,000 $204,000 
 
 
(b)  Preferred Common     Total  
 Dividends in arrears, $.80 × 40,000 for two years $  64,000 $    —  $  64,000 
 Current year's dividend 32,000 48,000 80,000 
 *Participating dividend (additional 4%) 16,000 24,000 40,000 
 Remainder to common       —    20,000     20,000 
  $112,000 $92,000 $204,000 
 
 *  basic PFD dividend is  $.80/$100  =   8% 



ADM3340 Winter 2012 Midterm Examination Suggested Solutions        16/20 
 

Question 4 (22 marks) (continued) 
 
PART 4: (9 marks) 
 
 
Renfrew Enterprises reported the following shareholder’s equity at December 31, 2011. 
 
Contributed Capital 
Preferred shares, $1, no par value, 100,000 shares authorized, cumulative, 
callable at $107 plus dividends in arrears; issued and outstanding, 20,000 shares         $2,040,000 
Common shares, no par, 100,000 shares authorized, 
80,000 issued and outstanding .............................................................                                 640,000 
Contributed surplus (retirement of common shares) ............................                                 120,000 
Retained earnings .....................................................................                                     1,600,000 
 
The following transactions took place in 2012: 
 
Jan 20 Redeemed 1,000 preferred shares at the call price.  There were no dividends in arrears. 
Jan 28 Declared $100,000 in dividends.  Use separate accounts for each class of dividends.       
Feb 28 Retired 8,000 common shares at $12 per share. 
Mar 2  Declared and distributed a 3% common stock dividend.  The market value of the shares  at that 

time was $11.50. 
 
Required 
Prepare journal entries for the 2012 transactions. 
 
 
Jan 20: 
 Preferred shares ($2,040,000 ÷ 20,000) × 1,000 .........................  102,000 
 Retained earnings .........................................................................  5,000 
      Cash ($107 × 1,000) ..............................................................   107,000 
 
Jan 28: 
 Retained earnings .........................................................................  100,000 
      Preferred dividends payable (19,000 × $1) ........................   19,000 
      Common dividends payable ($100,000 – $19,000) ............   81,000 
  
Feb 28: 
 Common shares (8,000 × ($640,000 ÷ 80,000)) ..........................  64,000 
 Contributed surplus (retirement of common shares) ...............  32,000 
      Cash (8,000 × $12) ................................................................   96,000 
 
Mar 2: 
       Retained earnings (72,000 × 3%  × $11.50)          24,840 
      Common shares ....................................................................   24,840 
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Financial Tables 
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