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Mid Term Exam 
Intermediate Financial Accounting II 

Fall 2011 
ADM3340 

 
 

(SUGGESTED SOLUTIONS) 
Name:       ID#:      

INSTRUCTIONS: 
• Write your name and student ID number above. 
• Turn off all cell phones. 
• 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.   

• Limit your answer to the space provided.  Blank sheets for rough work are given on pages 15 and 
16. Rough work on pages 15 and 16 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 on pages 13 and 14. 
• 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. 

 
  
Question 

 
 

 
Marks 

1: part 1 Goodwill /7 

1: part 2 Development costs  /9 

1: part 3 Impairment: ASPE /8 

1: part 4 Impairment: IFRS /8 

2: part 1 Accounts & notes payable /7 

2: part 2 Contingencies /4 

2: part 3 AROs /6 

3: part 1 Bond liabilities /9 

3: part 2 Bond liabilities /9 

3: part 3 Bond liabilities /8 

3: part 4 Troubled debt restructuring /8 

4: part 1 Terminology /4 

4: part 2 Stock dividend /4 

4: part 3 Basket issuance /4 

4: part 4 Treasury stock /5 

 
TOTAL 

 
  

/100 
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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 (32 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (7 marks) 
 
AQUA Ltd. Acquires 100% of the shares of Co. A for $220. Further details regarding this transaction are 
presented below. 
 

 
 
 
Required 
Present AQUA Ltd.’s journal entry to record its acquisition of Co. A.  Recognize each liability and asset 
acquired in a separate account. 

 
       Dr Cr 
Cash       30 
Customer lists      10 
Goodwill (220-200)     20 
PP&E                230  

Debt/liabilities        70 
Cash       220 

 
 
PART 2: (9 marks) 
 
List the six criteria that must be met before development costs of a project may be capitalized. 
 
 
Solution  
1. Technical feasibility of completing the intangible asset 
2. The entity’s intention to complete it for use or sale 
3. The entity’s ability to use or sell it 
4. Availability of technical, financial, and other resources needed to complete it, and to use or sell it 
5. The way in which the future economic benefits will be received; including the existence of a market 

for the asset if it will be sold, or its usefulness to the entity if it will be used internally 
6. The ability to reliably measure the costs associated with and attributed to the intangible asset during 

its development 
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Question 1 (32 marks) (continued) 
 
PART 3: (8 marks) 
 

 Limited-Life 
Intangible 

Assets. 

Indefinite-Life 
Intangible Assets (excluding 

Goodwill). 
Carrying amount 14,000,000 14,000,000 
Fair value 13,600,000 13,600,000 
Undiscounted future 
cash flows from use 
and eventual sale 

 
14,000,000 

 
15,000,000 

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

 
13,000,000 

 
13,700,000 

Costs to sell 200,000 200,000 
 
Required 
Using the above data complete the following grid, applying ASPE: 
 
 
 Under ASPE 
 
 
 
 

Limited-Life 
Intangible 

Assets. 

Indefinite-Life 
Intangible Assets (excluding 

Goodwill). 

 
 
Is the asset 
impaired? Show 
supporting 
calculations. 
 
 
 

 
No, because the carrying amount 
$14,000,000 does not exceed the sum of 
the undiscounted cash flows expected to 
result from its use and eventual 
disposition of$14,000,000. 
 
 

 
Yes: the impairment test indicates the 
asset is impaired because its carrying 
amount of $14,000,000 exceeds 
$13,600,000, its 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. 
 
 
 

 
Not applicable: no impairment identified 
(see above). 

 
An impairment loss of $400,000 is 
recognized: this is the amount by which 
the $14,000,000 carrying amount 
exceeds the $13,600,000 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. 

 
No. 
 
ASPE Section 3063.06: An impairment 
loss shall not be reversed if the fair 
value subsequently increases. 
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Question 1 (32 marks) (continued) 
 
Part 4: (8 marks)  
 
 Limited-Life 

Intangible 
Assets. 

Indefinite-Life 
Intangible Assets (excluding 

Goodwill). 
Carrying amount 14,000,000 14,000,000 
Fair value 13,600,000 13,600,000 
Undiscounted future 
cash flows from use and 
eventual sale 

 
14,000,000 

 
15,000,000 

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

 
13,000,000 

 
13,700,000 

Costs to sell 200,000 200,000 
 
Required: 
Using the above data complete the following grid, applying IFRS: 
 
 Under IFRS 
 
 
 
 

Limited-Life 
Intangible 

Assets. 

Indefinite-Life 
Intangible Assets (excluding 

Goodwill). 

 
 
Is the asset 
impaired? Show 
supporting 
calculations. 
 

 
Yes, because the carrying amount of 
$14,000,000 exceeds the recoverable 
amount (defined by IAS 36.6)  of 
$13,400,000 [which is the higher of the 
fair value $13,600,000 less the costs to 
sell of $200,000, and the present value of 
the future cash flows from use and 
eventual sale $13,000,000]. 
 

 
Yes, because the carrying amount of 
$14,000,000 exceeds the recoverable 
amount (defined by IAS 36.6) of 
$13,700,000 [which is the higher of the 
fair value $13,600,000 less the costs to 
sell of $200,000, and the present value 
of the future cash flows from use and 
eventual sale $13,700,000]. 

 
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. 

 
$600,000 [= the carrying amount of 
$14,000,000 less the recoverable amount 
of $13,400,000 (= higher of $13,600,000 
- $200,000 and $13,000,000)] 

 
$300,000 [= the carrying amount of 
$14,000,000 less the recoverable 
amount of $13,700,000 (= higher of 
$13,600,000 - $200,000 and 
$13,700,000)] 

 
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 36.114: An impairment loss 
recognized in prior periods for an asset 
other than goodwill shall be reversed if, 
and only if, there has been a change in 
the estimates used to determine the 
asset's recoverable amount since the last 
impairment loss was recognized. If this is 
the case, the carrying amount of the asset 
shall, except as described in paragraph 
117, be increased to its recoverable 
amount. That increase is a reversal of an 
impairment loss. 
 
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 amortization or 
depreciation) had no impairment loss 
been recognized for the asset in prior 
years. 
 

 
Yes, under both the cost and 
revaluation models. 
 
IAS 36.114: An impairment loss 
recognized in prior periods for an asset 
other than goodwill shall be reversed if, 
and only if, there has been a change in 
the estimates used to determine the 
asset's recoverable amount since the 
last impairment loss was recognized. If 
this is the case, the carrying amount of 
the asset shall, except as described in 
paragraph 117, be increased to its 
recoverable amount. That increase is a 
reversal of an impairment loss. 
 
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 amortization or 
depreciation) had no impairment loss 
been recognized for the asset in prior 
years. [Comment: remember that an 
indefinite-life asset would have $0 
accumulated amortization]. 
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QUESTION 2 (17 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (7 marks) 
 

Below are selected transactions of Canary Co. for 2011: 

1. On May 10, the company purchased goods from Jay Corp for $60,000, terms 2/10, n/30. Canary 
Co. uses the net method for recording all purchases.  Canary Co paid one-half of the invoice on 
May 18 and the balance on June 18. 

2. On June 1, the company purchased equipment for $180,000 from Woodpecker Ltd, paying 
$60,000 in cash and giving a one-year, 8% note for the balance. 

3. On September 30, the company borrowed $163,636 from the First National Bank by signing a 
one year, zero-interest-bearing note for $180,000.  The bank’s discount rate was 10%. 

 
Required 
(a)  Prepare the journal entries necessary to record the transactions above using appropriate dates. 

(b) Prepare the adjusting entries necessary at December 31, 2011 (Canary Co.’s accounting year end)  
in order to properly report interest expense related to the above transactions. 

(c) Indicate the manner in which the above transactions should be reflected in the Current Liabilities 
section of Canary Co.'s December 31, 2011 Balance Sheet. 

 
 
Solution  
 
(a) May 10, 2011 
 Purchases/Inventory ($60,000 x .98)...............................................  58,800 
  Accounts Payable ...................................................................   58,800 
 
 May 18, 2011 
 Accounts Payable ............................................................................  29,400 
  Cash ........................................................................................   29,400 
 
 June 18, 2011 
 Accounts Payable ............................................................................  29,400 
 Purchase Discounts Lost..................................................................  600 
  Cash ........................................................................................   30,000 
 
 
 June 1, 2011 
 Equipment........................................................................................  180,000 
  Cash ........................................................................................   60,000 
  Notes Payable .........................................................................   120,000 
 
 September 30, 2011 
 Cash ................................................................................................  163,636 
  Notes Payable .........................................................................   163,636 
 
 
 
(b) Interest Expense...............................................................................  5,600 
  Interest Payable ($120,000 × .08 × 7/12) ...............................    5,600 
 
 Interest Expense...............................................................................  4,091 
  Notes Payable ($163,636 x 10% x 3/12) ................................   4,091 
 
 
 
 
(c) Current Liabilities 
 Interest payable  $    5,600 
 Note payable—Woodpecker Ltd  120,000 
 Note payable—First Provincial Bank (163,636 + 4,091) 167,727 
   $293,327 
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Question 2 (17 marks) (continued) 
 
PART 2: (4 marks) 
 
The Division A employees union has been negotiating a new contract with Oak Corp. The union is 
requesting a 5% wage increase retroactive for two years. Oak’s management has offered the union a 2% 
wage increase retroactive for one year. Although negotiations are still ongoing, the company believes 
that an agreement will soon be reached for a 4% wage increase retroactive for one year, but there is no 
guarantee that this will be the outcome of the negotiations. 
 
Required 
Advise Oak Corp on how to reflect the event above in their financial statements for the year ended 
December 31, 2011. 
 
Solution  

 
The event is more likely than not to happen and the cost can be reasonably estimated.  Oak Corp should 
accrue an additional expense for 2011 based on the most likely outcome of a 4% wage increase 
retroactive for one year. In the notes to the financial statements, they should provide the range for the 
potential expense (2-5%, 1-2 years).  

 
PART 3: (6 marks) 
 

Nickel Mines International Ltd discovered a new bauxite deposit, the Flamingo Mine, and began 
production on January 1, 2011. The province requires mining companies to return the land to its natural 
state at the end of mining activity. Nickel Mines International Ltd estimates that it will operate the mine 
for 25 years, at which time it will cost $25,000,000 for the land reclamation project. Nickel Mines 
International Ltd uses an 8% discount rate. 
 
Required (Show all supporting calculations) 
(a) Record any obligation for land reclamation as at January 1, 2011. 
(b) Record any entry required related to this obligation at December 31, 2011       . 
 
 
Solution  
(a) January 1, 2011 
 Flamingo Mine ................................................................................  3,650,447 
  Asset Retirement Obligation.................................................   3,650,447 

$3,650,447 is the present value of the $25,000,000 estimated cost discounted for 25 years at 8%. 
 
(b) December 31, 2011 
 Accretion*/Interest** Expense........................................................  292,036 
  Asset Retirement Obligation.................................................   292,036 

$292,036 is the increase in the present value that occurs because you are one year closer to the 
expenditure. Present value of $25,000,000 discounted for 24 years at 8% ($3,942,483) less 
$3,650,447. 
OR   3,650,447 x 8% = 292,036 

 
*    ASPE 
**  IFRS
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QUESTION 3 (34 marks)  
 
PART 1: (9 marks) 
 
On November 1, 2011 BondBeagle Inc. issues $1,500,000 face value bonds.  The bond date is February 
1, 2011, 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, 2021. The bonds are sold to provide an annual yield of 
6%. 
 
BondBeagle Inc. uses the effective interest rate method to amortize any bond premium or discount. 
BondBeagle Inc.'s accounting year-end is August 31. 
 
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 (34 marks) (continued) 
 
PART 2: (9 marks) 
 
On May 31, 2011 Chongqing 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%.   
 
Chongqing  Inc. uses the effective interest rate method to amortize any bond premium or discount.    
Chongqing  Inc.'s accounting year-end is October 31. 
 
 
Required 
Prepare Chongqing’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: (8 marks) 
 
On August 1, 2008 (the bond date), Ratnatunga Inc. sold 8%, five year bonds with a maturity value of 
$1,000,000 for $982,000. Interest on the bonds is payable semi-annually on August 1 and February 1. 
The bonds are callable at 105 at any time after August 1, 2010. By October 1, 2011, the market rate of 
interest had declined and the market price of Ratnatunga's bonds had risen to 102. The company decides 
to refund the bonds by selling a new 6% bond issue to mature in five years. On October 1, 2011 
Ratnatunga purchases $300,000 face value in the open market at 102. The $700,000 face value of the 
remaining outstanding bonds are purchased from the bond holders on October 1, 2011 by exercising the 
bonds' call feature. 
 
Required 
How much is Ratnatunga’s total gain or loss in reacquiring its 8% bonds?  Assume the company uses 
straight-line amortization.   Show calculations. 
 
Reacquisition price: 
 $300,000 × 1.02 = $306,000 
 $700,000 × 1.05 =   735,000 $1,041,000 
Less carrying value: 
 $982,000 + ($18,000 × 38/60) =       993,400 
Loss on redemption  $     47,600 
 
[August 1, 2008 to October 1, 2011 = 38 months] 
 

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 
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Question 3 (34 marks) (continued) 
 
PART 4: (8 marks)  
On December 31, 2010, Romeo is in financial difficulty and cannot pay a $700,000 note and $70,000 
accrued interest payable on the note to Juliet. Juliet agrees to forgive the accrued interest, extend the 
maturity date to December 31, 2012, and reduce the interest rate to 4%, the prevailing market rate for 
notes of this duration and risk. The present value of the restructured cash flows of the new debt, using the 
old note’s yield, is $599,000. 
 
Required 
Prepare Romeo’s journal entry to record the restructure. Show all supporting calculations 

 
 

Solution  
(a) Old debt: PV = $770,000, using the old debt’s discount rate; 
 New debt: PV = $599,000, using the old debt’s discount rate. 
 
 The new debt differs by more than 10%: $171,000/$770,000 = 22.2%; thus, it is a settlement. 
 
 
 Notes Payable (old).....................................................................  700,000 
 Interest Payable ...........................................................................  70,000 
  Notes Payable (new) ..........................................................   700,000* 
  Gain on Restructuring ........................................................   70,000 
 

*PV of new note = its par value because its stated rate (4%) is the same as the market rate for 
these notes. 
 

         Not required in your answer: 
Note that the terms of the new notes payable are (i) a coupon/stated interest rate of 4% and (ii) an 
extension of the maturity date of the old note payable to December 31, 2012 (i.e., the face value of 
$700,000 remains unchanged). Thus, the new notes payable should be recorded with the same face 
value ($700,000) of the old notes payable. 

 

The interest payment schedule is prepared as follows: 
Romeo 

INTEREST PAYMENT SCHEDULE AFTER DEBT 
RESTRUCTURING 

EFFECTIVE INTEREST RATE 4% 

Date Cash 
Interest 

(4%) 

Effective 
Interest  

(4%) 

Reduction/ 
increase of 

carrying 
amount 

Carrying 
Amount of 

Note 

31/12/2010       $700,000 

31/12/2011 $28,000  $28,000 $0  700,000

31/12/2012 $28,000  $28,000 $0  700,000

 
The old debt’s IRR/Yield/Effective interest rate: can be deduced as follows, using MS Excel or a 
financial calculator: 
31/12/2010 

  
 

($599,000)
31/12/2011 

  
 

$28,000 
31/12/2012 

  
 

$728,000 

The old debt's 
IRR/Yield/Effective interest rate: 12.61%
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QUESTION 4 (17 marks) 
 
Answer ALL parts to this question.  Each part is independent. 
 
PART 1: (4 marks) 
 
Required 
Match the following terms to the definitions given in the table below by entering the appropriate letter in 
the left column. Each term may be used more than once or not at all. 
 
 

 
 
 
 
 
 
 

   
1: Issuance of additional shares to each shareholder at no cost. 

   
2: Issuance of a dividend that decreases both retained earnings and noncash assets. 

   
3: Issuance of a stock split. 

  
 4: A dividend that does not change total assets, liabilities, or shareholders' equity. 

   
5: A dividend that decreases cash and shareholders' equity when declared and paid. 

   
6: A dividend that decreases retained earnings and increases contributed capital.  

 
Solution 
 
1:A,  2:C,  3:A or E,  4:A,  5:D,  6:A 
 
 
 
 
 
 
 

PART 2: (4 marks) 
 
 

On July 1, 2011, the Board of Directors of Wallabies Rugby Limited Limited declared a stock dividend 
that required the issuance of 5,000 common shares. The common shares had a market value at this date 
of $18 per share. Retained earnings amounted to $900,000.  On August 15, the stock dividend was 
distributed. 
 
Required 
Record the journal entries to record the declaration of the stock dividend on July 1, 2011 and the issuance 
of the stock dividend on August 15, 2011, assuming the 5,000 shares represented 10% of the previously 
outstanding shares. 
 
Solution 
 
 July 1, 2011 

Retained Earnings     90,000 
  Stock Dividend Distributable     90,000 
 
 August 15, 2011 
 
 

Stock Dividend Distributable    90,000 
  Common Shares (5,000 x $18)    90,000 
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Question No. 4 (17 marks) (continued) 
 
PART 3: (4 marks) 
 
Hyderabad Corp. issued a block comprising 10,000 common shares, no par, and 1,600 preferred shares. 
At the time of issuance, the common shares were selling at $15 per share. There is no current market 
value for the preferred shares. Total cash received was $262,000.  
 
Required 
Prepare the journal entry to record the issuance of the shares. 
 
Solution: (incremental method must be used since the market value for the preferred shares is not 
known) 
 
 Cash       262,000 
  Common shares      150,000 
  Preferred shares (plug)     112,000 
 
 
 
PART 4: (5 marks) 
 
On February 1, 2012, Gretzky Corporation was incorporated and issued 10,000 no-par common shares 
for $14 per share.   On March 4, 2012, Gretzky bought back 6% of its common shares at $15.50 per share 
to be held as treasury stock.  On May 15, 2012 Gretzky  resold 100 treasury shares at $17 per share.  An 
additional 200 treasury shares were resold on May 20, 2012 at $18 per share.  The balance of the treasury 
shares was resold on May 30, 2012 for $13 per share. 
 
Required 
Prepare the journal entry to record the sale on May 30, 2012.  Show supporting computations. 
 
Solution 
 
May 30, 2012: 
 Cash (300 x $13/share)      3,900 
 Contributed capital – TS retirement         650 
 ($150* + $500**) 
 Retained earnings               100 
 ($4,650 –  $3,900 – $650) 
  Treasury stock (300 x $15.50)    4,650  
 

 
*    $150 = 100 x ($17 - $15.50) 
**  $500 = 200 x ($18 - $15.50)
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Financial Tables 
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