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(SUGGESTED SOLUTIONS) 
Name:       ID#:      

Required: 
x Write your name and student ID number above. 
x Turn off all cell phones. 
x This examination “SUGGESTED SOLUTION” comprises 4 questions over 16 numbered pages. 

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

x 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. 

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

x 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. 

x 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. 

x This exam paper must remain stapled: do not take this exam paper apart. 
x Present value tables are provided on pages 15 and 16. 
x Language (non-electronic) dictionaries are allowed with the proctor’s permission. 
x 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 (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: (3 marks) 
 
Question 1 
Once goodwill has been recognized in the accounts there has been much disagreement over how it should be 
treated in subsequent periods.  Discuss briefly three alternative treatment approaches. 
 
 
a. Charge goodwill off immediately to shareholders’ equity.  Under this alternative goodwill is not 

deemed to be an asset that is separable from the business itself and therefore should not be recognized as 
a separate asset. In addition, immediate expensing would be consistent with the expensing of costs of 
internally generated goodwill. As well, there is no rational method to amortize goodwill, due to the 
many uncertainties involved; therefore, financial statements will be more reliable if it is expensed. 

 
b. Amortize goodwill over its useful life. Goodwill at the time of purchase erodes in value over time and 

therefore it should be charged to income over the estimated period in which it is expected to benefit the 
business. 

 
c. Retain goodwill indefinitely unless impairment occurs. Current and future expenses help to maintain 

existing goodwill; therefore, it can have an indefinite life. Amortization of goodwill is entirely arbitrary 
and leads to distortions of net income. 
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Question 1 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (6 marks) 
The following transactions involving intangible assets of Vortage Corporation occurred on or near December 
31, 2011. Complete the chart on the following page by writing the journal entry(ies) needed (i) at that date to 
record the transaction and (ii) at December 31, 2012 to record any resultant amortization. If no entry is 
required at a particular date, write "none needed." 
 
1. Vortage paid Jorex Company $200,000 for the exclusive right to market a particular product, using the 
Jorex name and logo in promotional material. The franchise runs for as long as Vortage is in business. 
Vortage decided to amortize the franchise over 25 years. 
 
2. Vortage spent $300,000 developing a new manufacturing process and has applied for a patent. It believes 
that its application will be successful and that the process will be successfully implemented and used for 10 
years. 
 
3. In January, 2012, Vortage 's application for a patent (#2 above) was granted. Legal and registration costs 
incurred were $35,000. The patent runs for 17 years from the grant date. The manufacturing process will be 
useful to Vortage for 10 years. 
 
4. Vortage incurred $90,000 in successfully defending one of its patents in an infringement lawsuit. The 
patent expires during December, 2015. 
 
5. Vortage incurred $200,000 in an unsuccessful patent defence. As a result of the adverse verdict, the 
patent, with a remaining unamortized cost of $99,000, is deemed worthless. 
 
 

On Date of Transaction    On December 31, 2011 

1. Franchise (asset)..  200,000  1. Franchise Amort. Exp. 8,000 
  Cash ..............   200,000   Acc Amortization Franchise 8,000 
   
2. Deferred   2. Devel. Cost 
 Devel. Costs (asset)  300,000   Amortization Expense  30,000 
  Cash...............   300,000   Deferred 
       Devel. Costs ........   30,000 
 
3. Patents (asset)......  35,000  3. Patent Amortization 
  Cash...............   35,000  Expense .....................  3,500 
        Acc Amortization Patents  3,500 
 
4. Patents (asset)......  90,000  4. Patent Amortization 
  Cash...............   90,000  Expense .....................  22,500 
        Acc Amortization Patents  22,500 
 
5. Legal Fees Expense 200,000  5. “None needed.” 
  Cash...............   200,000 
 
 Loss on Impairment of 
 Patent...................  99,000 
  Acc impairment losses  99,000 
  (or Patent) 
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Question 1 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (6 marks) (continued) 
 
 On Date of Transaction On December 31, 2012 
1  

 
 
 
 
 
 
 
 
 

 

2  
 
 
 
 
 
 
 
 
 

 

3  
 
 
 
 
 
 
 
 
 

 

4  
 
 
 
 
 
 
 
 
 
 

 

5  
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Question 1 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (6 marks) 
  

 
 

Limited-life intangibles 

 
Indefinite-life 

intangibles (excluding 
goodwill) 

Goodwill [the values 
below pertain to the 

Reporting Unit/Cash-
Generating-Unit, 

including its Goodwill]. 
Has management observed events & 
circumstances indicating that there might be 
an impairment? 

 
Yes 

 
No 

 
Yes 

Carrying amount $8,000,000 $8,000,000 $32,000,000 
Fair value $7,000,000 $7,000,000 $30,000,000 
Costs to sell $40,000 $40,000 $500,000 
Undiscounted future cash flows from use 
and eventual sale 

 
$9,000,000 

 
$7,600,000 

 
$40,000,000 

Present value of the future cash flows from 
use and eventual sale 

 
$6,000,000 

 
$7,200,000 

 
$33,000,000 

 
Required   
Using the above data complete the following grid, applying ASPE. Input the above data into 
www.impairmentlonglivednonfinancialassets.com  for the suggested solution. 
 
  Under ASPE 
  Limited-Life 

Intangible Assets. 
Indefinite-Life 

Intangible Assets. 
 

Goodwill. 
 
1 

 
Should the asset be 
tested for impairment? 
You must explain your 
answer. 
 

 
 
 
 
 
 
 
 
 
 

  

 
 
2 

 
 
Ignore your answer to 1 
above. Is the asset 
impaired? You must 
show supporting 
calculations. 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

  

 
3 
 
 

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

 
 
 
 
 
 
 
 
 
 
 
 

  

 
4 

 
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. You must 
explain your answer. 
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Question 1 (21 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
Part 4: (6 marks)  
 
  

 
 

Limited-life intangibles 

 
Indefinite-life 

intangibles (excluding 
goodwill) 

Goodwill [the values 
below pertain to the 

Reporting Unit/Cash-
Generating-Unit, 

including its Goodwill]. 
Has management observed events & 
circumstances indicating that there might be 
an impairment? 

 
Yes 

 
No 

 
Yes 

Carrying amount $8,000,000 $8,000,000 $32,000,000 
Fair value $7,000,000 $7,000,000 $30,000,000 
Costs to sell $40,000 $40,000 $500,000 
Undiscounted future cash flows from use 
and eventual sale 

 
$9,000,000 

 
$7,600,000 

 
$40,000,000 

Present value of the future cash flows from 
use and eventual sale 

 
$6,000,000 

 
$7,200,000 

 
$33,000,000 

 
Required: Using the above data complete the following grid, applying IFRS. Input the above data into 
www.impairmentlonglivednonfinancialassets.com for the suggested solution. 
 
  Under IFRS 
  Limited-Life 

Intangible Assets. 
Indefinite-Life 

Intangible Assets. 
 

Goodwill. 
 
1 

 
Should the asset be 
tested for impairment? 
You must explain your 
answer. 
 
 

 
 
 
 
 
 
 
 
 

  

 
 
2 

 
 
Ignore your answer to 
1 above. Is the asset 
impaired? Show 
supporting 
calculations. 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

  

 
3 
 
 

 
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. 
 

 
 
 
 
 
 
 
 
 
 

  

 
4 

 
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. You must 
explain your answer. 
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QUESTION 2 (20 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (10 marks) 
Rover Corp. commenced business in 2011 and includes one coupon in each bag of dog food it sells. In return 
for three coupons, customers receive a dog toy that the company purchases for $1.20 each. Rover's 
experience indicates that 60% of the coupons will be redeemed. During 2011, 100,000 bags of dog food were 
sold, 22,000 toys were purchased, and 45,000 coupons were redeemed. During 2012, 120,000 bags of dog 
food were sold, 26,000 toys were purchased, and 60,000 coupons were redeemed. 
 
Required 
Determine the premium (promotion) expense to be reported in the income statement and the estimated 
liability for premiums on the year-end balance sheets for 2011 and 2012. Show all supporting calculations. 
      2011      2012  
Premium (promotion) expense $24,000 (1) $28,800 (3) 
Estimated liability for premiums 6,000 (2)   10,800 (4) 
 
(1) 100,000 × .6 = 60,000; 60,000 ÷ 3 = 20,000; 20,000 × $1.20 = $24,000. 
(2) 45,000 ÷ 3 = 15,000; 20,000 – 15,000 = 5,000; 5,000 × $1.20 = $6,000. 
(3) 120,000 × .6 = 72,000; 72,000 ÷ 3 = 24,000; 24,000 × $1.20 = $28,800. 
(4) 60,000 ÷ 3 = 20,000; 5,000 + 24,000 – 20,000 = 9,000; 9,000 × $1.20 = $10,800. 
 
PART 2: (10 marks) 
At their last year end, December 31, 2012, the liabilities outstanding of Sapphire Corp included the 
following: 
1. Cash dividends on common shares, $100,000, payable on January 15, 2013. 
2. Note payable to Vanier Bank, $850,000, due January 20, 2013. 
3. Serial bonds, $2,000,000, of which $500,000 matures during 2013. 
4. Note payable to Rathmines Bank, $200,000, due January 27, 2013. 
 
The following transactions occurred early in 2013: 
January 15: The cash dividends were paid. 
January 20: The note payable to Vanier Bank was paid. 
January 25: Sapphire entered into a financing agreement with Terenure Bank, enabling it to borrow  up     

 to $1,000,000 at any time through the end of 2015. 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 Vanier 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 Rathmines Bank. 

February 1: The financial statements for 2012 were issued. 

 
Required 
Prepare a partial balance sheet in good form for Sapphire Corp, showing the manner in which the above 
liabilities should be presented at December 31, 2012.  Any appropriate note disclosure should be included.  
Sapphire Corp. uses ASPE. 

 
Current liabilities: 
 Dividends payable on common shares $     100,000 
 Notes payable—Vanier Bank - Note 1                            850,000 [$800k could be classified as long-term debt – see note 1] 
 Note payable—Rathmines Bank - Note 2                       200,000 [could be classified as long-term debt – see note 2]  
 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 25, 2013, the corporation borrowed $800,000, payable on January 25, 2016, and used the proceeds to replace cash 
that had been used to repay a note payable on January 20, 2013. 

• Note 2:  On January 26, 2013, 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, 2013. 

 [see ASPE 1510.13 or the second paragraph on page 841 of Kieso et al (9th ed): Under ASPE, currently maturing debt can be classified as 
long-term if there is irrefutable evidence at time of issuing financial statements that debt has been or will  be replaced by or converted to 
long-term debt or the company’s own share capital.] 
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QUESTION 3 (40 marks) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (9 marks) 
On April 1, 2012 BondBeagle Inc. issues $2,500,000 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, 2022. The bonds are sold to 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 the journal entry to record the issuance of the bonds: show all supporting calculations. 
 

 
 
The following table is not required in your solution: 
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Question 3 (40 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 2: (12 marks) 
On February 1, 2013 BondBeagle Inc. issues $2,000,000 face value bonds.  The bond date is February 1, 
2013, and  the bonds carry a coupon rate of  4% per year, payable semi-annually on January 31 and July 31.  
The bonds'  maturity date is January 31, 2033.   Proceeds upon issuance were $1,537,705, and the bonds 
provide an annual yield of 6%.   
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount.  On 
September 30, 2028 BondBeagle Inc. retires 30% of the bonds at 102.50%, excluding accrued interest.  
BondBeagle Inc.'s accounting year-end is August 31. 
 
Required 
Present all necessary journal entries for the retired bonds on September 30, 2028. 
 
To answer this question you must first determine the amortized cost (carrying value) of the bond at July 31, 2028 (shown as $1,844,278 
below). 
 
 
 
 
 
 

 
 

 

February 1, 2013  to July 31,  2028:  31 interest pymt periods: 9 remaining periods to maturity. 
 
    $40,000   x    7.786108922  =                $311,444 
 
$2,000,000  x    0.766416732  =              1,532,833 
 
Amortized cost at July 31, 2028       =                                       $1,844,278 (rounded) 

2013                 11 
2014-2027       168 (14yrs x 12) 
2028                   7 

          186 months 
 
186/6 = 31 periods 
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Question 3 (40 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (12 marks) 
On 1/1/2012 Hobbit Inc. issued a 4 year 10% $1,000,000 bond payable to Middle-Earth Bank. Interest 
payment dates are June 30 and December 31 and the bonds were issued to provide a semi-annual yield of 
5%. By December 2013 Hobbit Inc. is in financial difficulties and is about to miss the 31/12/2013 interest 
payment. Hobbit Inc. negotiates an agreement with Middle-Earth Bank whereby the bank agrees to waive the 
31/12/2013 interest payment and to replace, effective 31/12/2013, the above bond with an 8 year $700,000 
bond bearing 14% annual interest, payable semi-annually. Due to Hobbit Inc.'s precarious situation, lenders 
would normally seek an 8% semi-annual return on this 'bail-out' financing. 
 
Required 
(a) Is this troubled debt restructuring a settlement or a modification? Your answer must show all supporting 

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 Hobbit 
Inc’s books that may be necessary on 31/12/2013. 

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 Hobbit Inc. during the 8 year life of the $700,000 bond. 

 
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

22
23
24
25
26

27
28
29
30
31
32

33
34
35
36
37
38
39
40

41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
61

62
63
64
65

A B C D E F G H I J
Step 1
PV of the 4 year bond at 31/12/2013, using the old bond's historic 5% semi-annual yield:

PVA, 4 periods, 5%, $50,000 50,000$         5.00% 4                 3.545950504    $177,298
PV, 4 periods, 5%, $1,000,000 1,000,000$    5.00% 4                 0.822702475    822,702          

1,000,000       
31/12/2013 interest payment 50,000            
PV of old debt owed at 31/12/2013, using the old bond's historic 5% semi-annual yield: $1,050,000

PV of the new 8 year bond at 31/12/2013, using the old bond's historic 5% semi-annual yield:
PVA, 16 periods, 5%, $49,000 49,000$         5.00% 16               10.837769560  $531,051
PV, 16 periods, 5%, $700,000 700,000$       5.00% 16               0.458111522    320,678          
PV of new debt at 31/12/2013, using the old bond's historic 5% semi-annual yield: $851,729

Step 2
Difference ($1,050,000 - $851,729). $198,271
Difference as a percentage of $1,050,000 18.88%
Greater than 10% and thus this is a 'settlement' and the old bond is derecognized.

Step 3

PVA, 16 periods, 8%, $49,000 49,000$         8.00% 16               8.851369155    $433,717
PV, 16 periods, 8%, $700,000 700,000$       8.00% 16               0.291890468    204,323          

$638,040
Face value of the new 8 year bond: 700,000          
Therefore, bond discount is: $61,960

(Old) Bond payable 1,000,000   

(Old) Bond discount 0
Interest payable 50,000        
(New) Bond discount 61,960        

(New) Bond payable 700,000            
Gain on bond restructuring 411,960            

This amortization table (assumes semi-annual interest payments) is not required:

Beginning of period Face value Bond discount

Beginning of 
period 

amortized cost

7% interest 
paid per 6 

months

8% interest 
expense per 6 

months
Bond discount 
amortization

End of period 
amortized cost End of period

31-Dec-13 700,000       61,960           638,040           49,000        51,043              2,043              640,084          30-Jun-14 1
30-Jun-14 700,000       59,916           640,084           49,000        51,207              2,207              642,290          31-Dec-14 2
31-Dec-14 700,000       57,710           642,290           49,000        51,383              2,383              644,674          30-Jun-15 3
30-Jun-15 700,000       55,326           644,674           49,000        51,574              2,574              647,247          31-Dec-15 4
31-Dec-15 700,000       52,753           647,247           49,000        51,780              2,780              650,027          30-Jun-16 5
30-Jun-16 700,000       49,973           650,027           49,000        52,002              3,002              653,029          31-Dec-16 6
31-Dec-16 700,000       46,971           653,029           49,000        52,242              3,242              656,272          30-Jun-17 7
30-Jun-17 700,000       43,728           656,272           49,000        52,502              3,502              659,774          31-Dec-17 8
31-Dec-17 700,000       40,226           659,774           49,000        52,782              3,782              663,555          30-Jun-18 9
30-Jun-18 700,000       36,445           663,555           49,000        53,084              4,084              667,640          31-Dec-18 10
31-Dec-18 700,000       32,360           667,640           49,000        53,411              4,411              672,051          30-Jun-19 11
30-Jun-19 700,000       27,949           672,051           49,000        53,764              4,764              676,815          31-Dec-19 12
31-Dec-19 700,000       23,185           676,815           49,000        54,145              5,145              681,960          30-Jun-20 13
30-Jun-20 700,000       18,040           681,960           49,000        54,557              5,557              687,517          31-Dec-20 14
31-Dec-20 700,000       12,483           687,517           49,000        55,001              6,001              693,519          30-Jun-21 15
30-Jun-21 700,000       6,481            693,519           49,000        55,481              6,481              700,000          31-Dec-21 16

Totals 784,000      845,960          61,960          

Total interest expense if the restructuring were deemed a settlement (as above) 845,960          
Gain on settlement 411,960            
Total interest expense if the restructuring were (incorrectly) deemed a  modification 434,000            

[$0 =$1,000,000 - $1,000,000 (PV of the 4 year bond at 
31/12/2013, using the old bond's historic 5% semi-
annual yield:)].

If this restructuring were deemed a modification  then the total of the interest expense that will be recognized by Hobbit Inc. during the 8 year life of the  
$700,000 bond is $434,000.

As this is a 'settlement' calculate the PV of the new bond using the prevailing 8% required semi-annual rate of return for bonds with 
similar risk and maturity.

PV of the new 8 year bond at 31/12/2013,using the prevailing rate of return for bonds with similar risk and maturity:

PV of new debt at 31/12/2013, using the prevailing 8% required semi-annual rate of return for bonds 
with similar risk and maturity.

31/12/2013 J/E to record the bond restructuring

 
 Or: $434,000 =  interest paid of  $784,000 [$7,000,000 x 14% x 8 years] less $350,000 amortization [$1,050,000 - $700,000] 
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Question 3 (40 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 4: (7 marks) 
Rebecca Land Corp. issued a 5-year, zero-interest-bearing note with a $1,000,000 face value to Lindsay Inc. 
for $1,000,000 cash.  Rebecca also gave Lindsay the right to use a parcel of land for equipment storage for 5 
years. Interest rates for notes of this type were 8% at the time of issue. 
 
Required 
Prepare the journal entries to record the issuance of the note by (1) Rebecca and (2) Lindsay. 

 
Rebecca 
Cash ...............................................................................................  1,000,000 
 Notes Payable........................................................................      * 680,500 
 Unearned Revenue (Rent).....................................................   319,420 
 
Lindsay 
Notes Receivable ...........................................................................  * 680,500 
Prepaid Rent...................................................................................  319,420 
 Cash.......................................................................................   1,000,000 
  

$680,580 is the present value of $1,000,000 at 8% for 5 years 
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QUESTION 4 (19 marks)  
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (5 marks) 
What are the items that increase retained earnings? 
 
Items that increase retained earnings are: 

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

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

x net loss, 
x cash, property and most stock dividends, 
x some treasury shares transactions,  
x prior period adjustments (error corrections), and  
x certain changes in accounting principle. 

 
 
 
 
 
 
 
 

PART 2: (9 marks) 
 

In each of the following independent cases, it is assumed that the corporation has outstanding 20,000, $0.80, 
preferred shares, with a carrying value of $200,000, and 80,000 common shares, with a carrying value of 
$800,000.  No dividends have been declared for 2010 or 2011. 

(a) At December 31, 2012, the board of directors wants to distribute $125,000 in dividends. How much will 
the preferred shareholders receive if their shares are cumulative and nonparticipating? Show all 
supporting calculations. 

(b) At December 31, 2012, the board of directors wants to distribute $210,000 in dividends. How much will 
the preferred shareholders receive if their shares are cumulative and participating up to a 15% return in 
total?  Show all supporting calculations. 

(c) On December 31, 2012, the preferred shareholders received an $80,000 dividend on their shares, which 
are cumulative and fully participating. How much money was distributed in total for dividends to the 
preferred and common shares?  Show all supporting calculations. 

 
 
(a) Preferred:   $48,000. [($0.80 x 20,000) x 2 yrs arrearages] + [($0.80 x 20,000) for 2012]. 
 Common:   $77,000    =   $125,000 - $48,000.  Not Asked. 
 
(b) Preferred:    $62,000    =   [($0.80 x 20,000) x 2 yrs arrearages] + ($200,000 x 15%). 
 Common:  $148,000    =   $210,000 - $62,000. [ $148,000 is an 18.5% return on $800,000]. Not Asked. 
 
(c) $272,000 ($192,000 to common and $80,000 to preferred: Not Asked). 

x $80,000 - [($0.80 x 20,000) x 2 yrs arrearages] = $48,000; 
x $48,000/$200,000 = 24%. 
x 24% x ($200,000 + $800,000) = $240,000; 
x Total dividend declared = $240,000 + [($0.80 x 20,000) x 2 yrs arrearages] = $272,000. 
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Question No. 4 (19 marks) (continued) 
Answer ALL parts to this question.  Each part is independent. 
 
PART 3: (5 marks) 
Sasquatch 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 treasury shares at $32 per share. 
(c) Retired the remaining treasury shares. 
 
Required 
Prepare the 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) Common Shares 10 x ($115,000/5,000) ...........................................  230 
 Contributed Surplus ..........................................................................  70 
  Treasury Shares  (10 x $30) .....................................................   300 
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Financial Tables 
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