
Exam Content:

Q1 Payroll accounting 10 min 10 pts

Q2 Installment loan accounting 22 min 26 pts

Q3 Interest bearing loan 10 min 15 pts

Q4 Accounting for bonds, simple 18 min 26 pts

Q5 Bonds with investment banker    10 min      9 pts

70 min 86 pts
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Instructions:
1. Budget your time wisely.
2. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
3. This exam is closed-book, closed-notes, and closed-neighbor.  Other than a calculator capable of

present/future value computations, the only allowable aid is your brain.
4. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to university policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

5. Dr. Albrecht believes that each question has sufficient information to be worked.  If you spot any
typos, please report them.

6. Good luck.



Question 1 Payroll accounting. Bethany Corporation has two salaried employees (Justine and Amanda)
whom it pays on a monthly basis.  Bethany has a state unemployment tax rate of 8.0 percent and a net
federal unemployment tax of 0.8% (statutory rate of 6.2 percent rate before granting a 5.4 percent credit
for state unemployment).  The state unemployment tax is based on a ceiling of the first $10,000 of each
employee’s wages, and the federal unemployment tax is based on the first $7,000 of earnings. The social
security rate is 6.2 percent for employer and 4.2 percent for employee on the first $106,800 of earnings. 
The medicare tax rate for both employee and employer is 1.45 percent on all gross wages.  Payroll
information for Bethany for the month of October is as follows (YTD is an abbreviation for year-to-date
accumulation):

Gross Federal State
Salary Salary withholding withholding

Employee YTD, Oct. 31 November November November
Justine 7,000 2,000 225 45
Amanda 103,000 10,300 2,900 600

Gross Federal State
Salary Salary withholding withholding

Employee YTD, Nov. 30 December December December
Justine 9,000 2,000 225 45
Amanda 113,300 10,300 2,900 600

You can assume that the payroll and all tax payments for January through October already have been
accounted for.

Required:

What journal entry should Bethany accrue for employer wages expense for the month of November?
What journal entry should Bethany accrue for employer payroll tax expense for the month of November?
What journal entry should Bethany accrue for employer payroll tax expense for the month of December?



Question 2 The Michael Company borrows $40,500 from a bank on January 1, 2012 and agrees to repay
it in six equal annual installments of $8,497 that cover both principal and interest.  The loan
incorporates an interest rate of 7%.  The annual payments start on December 31, 2012, and
continue until the loan is completely paid off.

(1) Prepare the first three years of a loan amortization table in good form.  Round all amounts to

dollars.

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.  Michael has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012
2013

(3) Prepare journal entries for 2012 and 2013.

(4) Now assume that Michael took out the loan on September 1, 2012.  Prepare journal entries for 2012
and 2013.



Question 3 Interest bearing loan  The Renatta Company needs to borrow some funds.  A five year
interest bearing loan with a $150,000 maturity value and incorporating an 7% interest rate (annual
compounding) is taken out on January 1, 2012

(1) Compute the proceeds Renatta receives from the loan on January 1, 2012, and prepare the first three
years of an amortization table to help in accounting for the loan.  Round all amounts to dollars. 

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.  Renatta has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012
2013



Question 4   Accounting for bonds, simple  On January 1, 2012, Cortney Inc., issued 8 percent bonds
with a total maturity value of $600,000 for $573,084.  Interest is payable annually on December 31,
and the bonds are issued to yield 9%.   These are six year bonds.

Round all amounts to dollars.

Required:
1. Prepare the first three years of a bond amortization table.

2. Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.  Cortney has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012
2013

3. Prepare journal entries for 2012 and 2013.

4. Now assume that Cortney issued the bonds on September 1, 2012.  Prepare journal entries for 2012
and 2013.



Question 5 Bonds with investment banker  The Evon Company issues bonds on January 1, 2012, priced
to yield 6%.  The bonds have a maturity value of $1,000,000, and call for annual interest payments

of 8% on December 31 of each year, starting on December 31, 2012. These are five year bonds,
maturing on December 31, 2016.  After selling the bonds to the investing public, the investment
banker withholds 14% of the gross proceeds as its fee (forwarding 86% of the proceeds to Evon).

1. Compute the net proceeds to Evon (after deducting investment banker fee) from the bond issue.
2 Prepare the first three years of Evon’s bond amortization table  that will assist in the accounting for

the bond issue.  Be sure to designate which interest rate is used for which purpose.  Round all
amounts to dollars.



Intermediate Acct 2 Intermediate Acct 2 Intermediate Acct 2 Intermediate Acct 2 

First Exam First Exam First Exam First Exam NameNameNameName                                                                                                                                                    

Student AnswersStudent AnswersStudent AnswersStudent Answers

Answer to Question 1 Payroll accounting:

What journal entry should Bethany accrue for employer wages expense for the month of November?

What journal entry should Bethany accrue for employer payroll tax expense for the month of November?

What journal entry should Bethany accrue for employer payroll tax expense for the month of December?



Answer to Question 2  Installment loan accounting

(1) Prepare the first three years of a loan amortization table in good form.  Round all amounts to

dollars.

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012

2013

(3) Michael has a fiscal year that starts on January 1 and ends on December 31.  Prepare journal entries
for 2012 and 2013.



(4) Now assume that Michael took out the loan on September 1, 2012.  Prepare journal entries for 2012
and 2013.

Answer to Question 3 Interest bearing loan

(1) Compute the proceeds Renatta receives from the loan on January 1, 2012, and prepare the first three
years of an amortization table to help in accounting for the loan.  Round all amounts to dollars. 

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.  Renatta has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012

2013



Answer to Question 4  Accounting for bonds, simple

1. Prepare the first three years of a bond amortization table.

2. Complete the following schedule for the amounts to appear in the financial statements  for the 2012
and 2013 fiscal years.  Cortney has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012

2013



3. Prepare journal entries for 2012 and 2013.

4. Now assume that Cortney issued the bonds on September 1, 2012.  Prepare journal entries for 2012
and 2013.



Question 5  Bonds with investment banker

1. Compute the net proceeds to Evon (after deducting investment banker fee) from the bond issue.

2 Prepare the first three years of Evon’s bond amortization table  that will assist in the accounting for
the bond issue.  Be sure to designate which interest rate is used for which purpose.  Round all
amounts to dollars.



Intermediate Accounting II (SBAD 332)
Fall, 2012

Exam 1 Solutions

Formative assessment of class for five weeks before test produced observations leading to conclusion that
class in general was not studying and therefore was very uncertain about the material.  I told the class prior
to the test that I was worried for them, as they didn’t seem as if they had learned material sufficiently well.

The results for this test are the worst I’ve ever had for an intermediate accounting test.  Usually the class
average on this test is 86%, with near perfect scores on the loans section.  Here, average is in the low 60s
and loan performance on average was borderline fail.

This test is par for the course, I’ve offered a test with similar questions many times, I’m sure the low
scores are not the fault of the test.  Also, the test problems are similar to the homework and previous tests I
distributed to students.

I can’t have less than half class passing with C or better, so will offer a retest.  Students can take a similar
test.  They will gain 100% of their improvement up to score of 72%.  If their retest score is higher, they get
70 %  60% of improvement above 72%.

Example one.  First test score of 50%.  Retest is 80%.  New test score is 50 + (72!50)*100% +
((80!72)*.7 = 50 + 22 + 5.6 = 77.6.

Example two: First test score of 80%.  Retest is 95%.  New test score is 80 + ((95 ! 80)*.7) = 90.5.



Question 1:  

What journal entry should Bethany accrue for employer wages expense for the month of November?

Nov 30 Wages expense 12,300
Federal income tax payable 3,125 given
State income tax payable 645 given
Social security payable 244 .042*(2,000+3,800)
Medicare payable 178 .0145*(2,000+10,300)
Wages payable 8,108

What journal entry should Bethany accrue for employer payroll tax expense for the month of November?
What journal entry should Bethany accrue for employer payroll tax expense for the month of December?

Nov 30 Payroll tax expense 698
Social security payable 360 .062*(2,000+3,800)
Medicare payable 178 .0145*(2,000+10,300)
SUT payable 160 .08*(2,000+0)
FUT payable 0 .008*(0+0)

Dec 31 Payroll tax expense 382
Social security payable 124 .062*(2,000+0)
Medicare payable 178 .0145*(2,000+10,300)
SUT payable 80 .08*(1,000+0)
FUT payable 0 .008*(0+0)

Question 2 The Michael Company borrows $40,500 from a bank on January 1, 2012 and agrees to repay
it in six equal annual installments of $8,497 that cover both principal and interest.  The loan incorporates
an interest rate of 7%.  The annual payments start on December 31, 2012, and continue until the loan is
completely paid off.

(1) Amortization table

Cash 7% Interest Loan
Date Payment Expense Amort. Balance
Jan 1, 2012 40,500
Dec 31, 2012 8,497 2,835 5,662 34,838
Dec 31, 2013 8,497 2,439 6,058 28,780
Dec 31, 2014 8,497 2,015 6,482 22,298
Dec 31, 2015 8,497 1,561 6,936 15,362
Dec 31, 2016 8,497 1,975 7,422 7,940
Dec 31, 2017 8,496 556 7,940 0



(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012 34,838 7,941 26,897 0 !2,835 !2,835 0 +40,500 !5,662

2013 28,780 7,941 20,839 0 !2,439 2,439 0 !6,058

(3) Julius has a fiscal year that starts on January 1 and ends on December 31.  Prepare journal entries for
2012 and 2013.

1/1/12 Cash 40,500
Note payable 40,500

12/31/12 Interest expense 2,835
Note payable 5,662

Cash 8,497

12/31/13 Interest expense 2,439
Note payable 6,058

Cash 8,497

(4) Now assume that Michael took out the loan on September 1, 2012.  Prepare journal entries for 2012
and 2013.

9/1/12 Cash 40,500
Note payable 40,500

12/31/12 Interest expense 945 2,835*4/12
Note payable 945

 
9/1/13 Interest expense 1,890 2,835*8/12

Note Payable 6,607 8,497 ! 1,890
Cash 8,497

12/31/13 Interest expense 813 2,439*4/12
Note payable 813



Question 3 Interest bearing loan  The Renatta Company needs to borrow some funds.  A five year
interest bearing loan with a $150,000 maturity value and incorporating an 7% interest rate (annual
compounding) is taken out on January 1, 2012

(1) Compute the proceeds Renatta receives from the loan on January 1, 2012, and prepare the first three
years of an amortization table to help in accounting for the loan.  Round all amounts to dollars. 

Cash 7% Interest Loan
Date Payment Expense Amort. Balance
Jan 1, 2012 150,000
Dec 31, 2012 10,500 10,500 0 150,000
Dec 31, 2013 10,500 10,500 0 150,000
Dec 31, 2014 10,500 10,500 0 150,000
Dec 31, 2015 10,500 10,500 0 150,000
Dec 31, 2016 10,500 10,500 0 150,000

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.  Renatta has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012 150,000 9,813 140,187 0 !10,500 !10,500 0 +150,000

2013 150,000 9,813 140,187 0 !10,500 !10,500 0 0

Question 4 Accounting for bonds, simple  On January 1, 2012, Cortney Inc., issued 8 percent bonds
with a total maturity value of $600,000 for $573,084.  Interest is payable annually on December 31, and
the bonds are issued to yield 9%.   These are six year bonds.

Required:
1. Prepare the first three years of a bond amortization table.

Cash 9% Interest Loan
Date Payment Expense Amort. Balance
Jan 1, 2012 573,084
Dec 31, 2012 48,000 51,578 3,578 576,662
Dec 31, 2013 48,000 51,900 3,900 580,662
Dec 31, 2014 48,000 52,251 4,251 584,913
Dec 31, 2015 48,000 52,642 4,642 589,555
Dec 31, 2016 48,000 53,060 5,060 594,615
Dec 31, 2017 48,000 53,385 5,385 600,000



2. Complete the following schedule for the amounts to appear in the financial statements for the 2012
and 2013 fiscal years.  Cortney has a fiscal year that starts on January 1 and ends on December 31.  

Total Current Long-term Operating Non-op Operating Investing Financing
Liability Liability Liability Income Income Activities Activities Activities

2012 576,662 44,037 532,625 0 !51,578 !48,000 0 573,084

2013 580,662 44,037 534,625 0 !51,900 !48,000 0 0

3. Prepare journal entries for 2012 and 2013.

1/1/12 Cash 573,084
Bonds payable 573,084

12/31/12 Interest expense 51,578
Bonds payable 3,578
Cash 48,000

12/31/13 Interest expense 51,900
Bonds payable 3,578
Cash 48,000

4. Now assume that Cortney issued the bonds on September 1, 2012.  Prepare journal entries for 2012
and 2013.

9/1/12 Cash 573,084
Note payable 573,084

12/31/12 Interest expense 17,193 51,578*4/12
Bonds Payable 1,193 3,578*4/12
Interest payable 16,000 48,000*4/12

9/1/13 Interest expense 34.385 51,578*8/12
Bonds Payable 2,385 3,578 ! 1,193
Cash 8,497 48,000*8/12

12/31/13 Interest expense 17,300 51,900*4/12
Bonds Payable 1,300 3,900*4/12
Interest payable 16,000 48,000*4/12



Question 5 Bonds with investment banker  The Evon Company issues bonds on January 1, 2012, priced
to yield 6%.  The bonds have a maturity value of $1,000,000, and call for annual interest payments

of 8% on December 31 of each year, starting on December 31, 2012. These are five year bonds,
maturing on December 31, 2016.  After selling the bonds to the investing public, the investment
banker withholds 14% of the gross proceeds as its fee (forwarding 86% of the proceeds to Evon).

1. Compute the net proceeds to Evon (after deducting investment banker fee) from the bond issue.
2 Prepare the first three years of Evon’s bond amortization table  that will assist in the accounting for

the bond issue.  Be sure to designate which interest rate is used for which purpose.  Round all
amounts to dollars.

    PV 1,084,247

    FV 1,000,000

    N Years 5

    I (percentage) 6

    PMT 80,000

    Annuity (beg/end) end

932,452 = 1,084,247*.86 = proceeds to company

    PV (enter as neg) -932,452

    FV 1,000,000

    N Years 5

    I (%) 9.77151

    PMT 80,000

    Annuity (beg/end) end

Amortization table using the 9.77151%

Cash 9% Interest Loan
Date Payment Expense Amort. Balance
Jan 1, 2012 932,452
Dec 31, 2012 80,000 91,115 11,115 943,567
Dec 31, 2013 80,000 92,201 12,201 955,768
Dec 31, 2014 80,000 93,393 13,393 969,161
Dec 31, 2015 80,000 94,702 14,702 983,863
Dec 31, 2016 80,000 96,137 16,137 1,000,000



Exam Content:

Q1 Compute amount of lease payment 8 min 8 pts 

Q2 Operating lease accounting for lessee 15 min 12 pts 

Q3 Capital lease accounting for lessee 20 min 28 pts 

Q4 Accounting for investments in stock   20 min   24 pts 

63 min 72 pts 
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Instructions:
1. Budget your time wisely.
2. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
3. This exam is closed-book, closed-notes, and closed-neighbor.  Other than a calculator capable of

present/future value computations, the only allowable aid is your brain.
4. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to university policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

5. Dr. Albrecht believes that each question has sufficient information to be worked.  If you spot any
typos, please report them.

6. Good luck.



Question 1  Compute amount of lease payment.  

Compute the amount of a lease payment, where a five (5) year lease is signed on November 1, 2012 and

is to be repaid in semiannual installment payments starting on November 1,  2012, and continuing every
May 1 and November 1.  The asset has a total economic life of ten (10) years.  The asset has a $870,000
historical cost (and $765,000 market value) to the lessor on November 1, 2012.  The lessee’s weighted
average cost of capital is 8%, and the lessee pays $4,300 to a lawyer to review the language of the lease. 
The lessor desires a 6.5% rate of return, and pays a lawyer $6,200 to create the lease.  The lessor’s rate is
not known by the lessee.   The lessor expects the asset to have a total residual value of $87,500 on
November 1, 2017 (end of lease), with a guaranteed residual value of $35,000.  The lessor also expects the
asset to have a total residual value of $16,000 (unguaranteed) on November 1, 2022 (end of asset life). 

[Please show all work.]



Question 2  Operating lease accounting for lessee.  On 1/3/2012, the ABC Company (lessor) leases a
piece of equipment to the XYZ Company (lessee) for a four (4) year period (at this date, the equipment has
a total expected remaining useful life of ten (10) years).  The equipment has a fair market value of
$750,000 on 1/3/2012, and is carried on ABC's books (lessor) at a cost and book value of $750,000

(purchased 1/2/2012 with a debit to Leased Equipment).  ABC (lessor) expects the equipment to have a
residual value of $310,000 when it is returned on 12/31/2015 ($55,000 of this value is to be guaranteed by
XYZ, the lessee).  At the return of the asset on 1/3/2012, XYZ can purchase it for its then market value. 
ABC incurs initial direct costs of $0 in drawing up the lease.   XYZ has no initial direct costs. ABC
expects the equipment to have a residual value of 100,000 at the end of ten years, but there is no guarantee
of this.

ABC (lessor) structures the annual rental payments of 145,968, due on 1/3/2012 &

1/3/2013 & 1/3/2014 & 1/3/2015, to earn an 8% rate of return (the rate of interest implicit in the lease). 
XYZ (lessee) is not aware of ABC’s rate.  XYZ's average cost of capital is 9%.

This loan is to be accounted for as an operating lease for XYZ (LESSEE).  Should it be

necessary, both ABC and XYZ use straight-line depreciation, with a full year taken in the year of
acquisition.  Both ABC and XYZ have a fiscal year that extends from January 1 to December 31 of each
year.

1. Is an amortization table necessary for the lessee to account for this lease, yes or no?  If yes, please
present the first three years of the amortization table.



2. Prepare all necessary journal entries for 2012 and 2013 for XYZ (LESSEE) to account for the

lease.  Assume all payments are made as scheduled.  No explanations are necessary, but provide
dates for all entries.

3.  Complete this table for the lessee’s reported amounts on the financial statements.

Ppd/ Total Current Long-term Operating Non-op Operating Investing Financing
PPE Liability Liability Liability Income Income Activities Activities Activities

2012

2013

2014

[Please show all work.]



Question 3 Capital lease accounting for lessee.  On 1/1/2012, the ABC Company leases a piece of
equipment to the XYZ Company for a seven (7) year period.  At this date, the equipment has a total
expected remaining useful life of nine (9) years.  The equipment has a fair market value of $1,100,000 on
1/1/2012, and is carried on ABC's (lessor) books at a cost and book value of $1,250,000.  ABC expects the
equipment to have a residual value of $150,000 when it is returned on 12/31/2018 ($95,000 of this value
is to be guaranteed by lessee XYZ lessee).  Eventually, at the end of the 9th year the asset will have a
residual value of $30,000 but there is no guarantee.  ABC (lessor) incurs initial direct costs of $5,000 in
drawing up the lease.  XYZ (lessee) incurs no legal fees.

ABC structures the annual rental payments of 278,087 (should be 180,953), due on

1/1/2012 & 1/1/2013 & 1/1/2014 & 1/1/2015 & 1/1/2016 & 1/1/2017 & 1/1/2018, to earn an 8% rate of
return (the rate of interest implicit in the lease).  Please notice that a lease payment is due on the date the
lease is signed.  XYZ is not aware of ABC’s rate.  XYZ's cost of capital is 10%.

This loan is to be accounted for as a capital lease for XYZ (LESSEE).  Should it be

necessary, both ABC and XYZ use straight-line depreciation, with a full year taken in the year of
acquisition.  Both ABC and XYZ have a fiscal year that extends from January 1 to December 31 of each
year.

1. Is an amortization table necessary for the lessee to account for this lease, yes or no?  If yes, please
present the first three years of the amortization table.



2. Prepare all necessary journal entries for 2012 and 2013 for XYZ (LESSEE) to account for the

lease.  Assume all payments made as scheduled.  No explanations are necessary, but provide dates
for all entries.



3.  Complete this table for the lessee’s reported amounts on the financial statements.

Ppd/ Total Current Long-term Operating Non-op Operating Investing Financing

PPE Liability Liability Liability Income Income Activities Activities Activities

2012

2013

2014

[Please show all work.]



Question 4  Equity Investment: Trading Securities and Available for Sale.   ProfAlbrecht Corporation
was invested in the common stock of two companies for all or parts of 2010-2012.  The cost basis and the
market value of each investment were as follows:

2010 acquisition Dec. 31, 2010 Dec.31, 2011
Historical Cost Market Value Market Value

ABC Company $55,000 $61,000 $59,000
XYZ Company $91,000 $87,000 $93,000

These securities have been and continue to be actively traded on a national exchange.  ProfAlbrecht
accounts for these securities using the fair value method, as per GAAP.  The investment in ABC was
classified as a trading security and the investment in XYZ was classified as available-for-sale.

In early January, 2012, the investment in ABC Company was sold for $59,000.  In early January, 2012, the
investment in XYZ was sold for $93,000.

Required:  What values are reported on Profalbrecht’s financial statements for 2010-2012.  In the first
table, account for the trading security, ABC.  In the second table, accounting for the available for sale
security, XYZ.  Hint: some of the cells of the following table will remain blank.  Also, not all major
classifications of each statement are provided.



State-
ment

Classification ABC Trading Security 

2010 2011 2012

BS Current assets

BS Investments (LT )

BS Retained Earnings

BS Accumulated Other
Comprehensive Inc.

IS Operating income
Revenue/(Expense)

IS Non-operating Inc.
Revenue/(Expense)

IS Non-operating Inc.
Gains/(losses)

CI Gains/(losses)

CF Operating activities

CF Investing activities

CF Financing activities



State-
ment

Classification XYZ Available-for-Sale Security 

2010 2011 2012

BS Current assets

BS Investments (LT )

BS Retained Earnings

BS Accumulated Other
Comprehensive Inc.

IS Operating income
Revenue/(Expense)

IS Non-operating Inc.
Revenue/(Expense)

IS Non-operating Inc.
Gains/(losses)

CI Gains/(losses)

CF Operating activities

CF Investing activities

CF Financing activities



Intermediate Accounting II (SBAD 332)
Fall, 2012

Exam 2 Solutions

Question 1  Compute amount of lease payment.  

Compute the amount of a lease payment, where a five (5) year lease is signed on November 1, 2012 and is to be repaid in semiannual

installment payments starting on November 1,  2012, and continuing every May 1 and November 1.  The asset has a total economic life of
ten (10) years.  The asset has a $870,000 historical cost (and $765,000 market value) to the lessor on November 1, 2012.  The lessee’s
weighted average cost of capital is 8%, and the lessee pays $4,300 to a lawyer to review the language of the lease.  The lessor desires a 6.5%
rate of return, and pays a lawyer $6,200 to create the lease.  The lessor’s rate is not known by the lessee.   The lessor expects the asset to have
a total residual value of $87,500 on November 1, 2017 (end of lease), with a guaranteed residual value of $35,000.  The lessor also expects
the asset to have a total residual value of $16,000 (unguaranteed) on November 1, 2022 (end of asset life). 

PV !771,200  765,000 + 6,200
FV 87,500
N 10 5*2
I 3.25 6.5 / 2

Pmt 81,375
Type beg



Question 2  Operating lease accounting for lessee. 

1. Is an amortization table necessary for the lessee to account for this lease, yes or no?  If yes, please
present the first three years of the amortization table.

No amort table needed

2. Prepare all necessary journal entries for 2012 and 2013 for XYZ (LESSEE) to account for the

lease.  Assume all payments are made as scheduled.  No explanations are necessary, but provide
dates for all entries.

1/3/2012 Rent expense 145,968
Cash 145,968

1/3/2013 Rent expense 145,968
Cash 145,968

3.  Complete this table for the lessee’s reported amounts on the financial statements.

Ppd/ Total Current Long-term Operating Non-op Operating Investing Financing
PPE Liability Liability Liability Income Income Activities Activities Activities

2012 0 0 0 0 !145,968 0 !145,968 0 0

2013 0 0 0 0 !145,968 0 !145,968 0 0

2014 0 0 0 0 !145,968 0 !145,968 0 0



Question 3 Capital lease accounting for lessee.  On 1/1/2012, the ABC Company leases a piece of
equipment to the XYZ Company for a seven (7) year period.  At this date, the equipment has a total
expected remaining useful life of nine (9) years.  The equipment has a fair market value of $1,100,000 on
1/1/2012, and is carried on ABC's (lessor) books at a cost and book value of $1,250,000.  ABC expects the
equipment to have a residual value of $150,000 when it is returned on 12/31/2018 ($95,000 of this value
is to be guaranteed by lessee XYZ lessee).  Eventually, at the end of the 9th year the asset will have a
residual value of $30,000 but there is no guarantee.  ABC (lessor) incurs initial direct costs of $5,000 in
drawing up the lease.  XYZ (lessee) incurs no legal fees.

ABC structures the annual rental payments of 278,087 (should be 180,953), due on

1/1/2012 & 1/1/2013 & 1/1/2014 & 1/1/2015 & 1/1/2016 & 1/1/2017 & 1/1/2018, to earn an 8% rate of
return (the rate of interest implicit in the lease).  Please notice that a lease payment is due on the date the
lease is signed.  XYZ is not aware of ABC’s rate.  XYZ's cost of capital is 10%.

This loan is to be accounted for as a capital lease for XYZ (LESSEE).  Should it be

necessary, both ABC and XYZ use straight-line depreciation, with a full year taken in the year of
acquisition.  Both ABC and XYZ have a fiscal year that extends from January 1 to December 31 of each
year.

1. Is an amortization table necessary for the lessee to account for this lease, yes or no?  If yes, please
present the first three years of the amortization table.

Yes, an amortization table is needed for all capital leases.

Incorrect table, based on given info & incorrect payment
Date Bal @ BOY Pmt Bal aft pmt Int exp Bal @ EOY Date
1/1/12 1,537,978 278,087 1,259,891 125,989 1,385,880 12/31/12
1/1/13 1,385,880 278,087 1,107,793 110,779 1,218,572 12/31/13
1/1/14 1,218,572 278,087 940,485 94,049 1,034,534 12/31/14
1/1/15 1,034,534 278,087 756,447 75,645 832,092 12/31/15
1/1/16 832,092 278,087 554,005 55,401 609,406 12/31/16
1/1/17 609,406 278,087 331,319 33,132 364,451 12/31/17
1/1/18 364,451 278,087 86,364 8,636 95,000 12/31/18

Correct table, based on correct payment
Date Bal @ BOY Pmt Bal aft pmt Int exp Bal @ EOY Date
1/1/12 1,017,801 180,953 836,848 83,685 920,533 12/31/12
1/1/13 920,533 180,953 739,580 73,958 813,538 12/31/13
1/1/14 813,538 180,953 632,585 63,259 695,844 12/31/14
1/1/15 695,844 180,953 514,891 51,489 566,380 12/31/15
1/1/16 566,380 180,953 385,427 38,543 423,970 12/31/16
1/1/17 423,970 180,953 243,017 24,302 267,319 12/31/17
1/1/18 267,319 180,953 86,367 8,633 95,000 12/31/18



2 Prepare all necessary journal entries for 2012 and 2013 for XYZ (LESSEE) to account for the

lease.  Assume all payments made as scheduled.  No explanations are necessary, but provide dates
for all entries.

1/1/2012 Leased asset 1,537,978
Lease liability 1,537,978

1/1/2012 Lease liability 278,087
Cash 278,087

12/31/2012 Interest expense 125,989
Lease liability 125,989

12/31/2012 Depreciation expense 206,140
Accumulated depreciation 206,140

(1,537,978 ! 95,000)/7 = 206,140
1/1/2013 Lease liability 278,087

Cash 278,087
12/31/2013 Interest expense 110,779

Lease liability 110,779
12/31/2013 Depreciation expense 206,140

Accumulated depreciation 206,140

3.  Complete this table for the lessee’s reported amounts on the financial statements.

Ppd/ Total Current Long-term Operating Non-op Operating Investing Financing
PPE Liability Liability Liability Income Income Activities Activities Activities

2012 1,331,838 1,385,880 278,087 1,107,793 !206,140 !125,989 0 0 !278,087

2013 1,125,698 1,218,572 278,087 940,485 !206,140 !110,789 !125,989 0 !152,098

2014 919,558 1,034,534 278,087 756,447 !206,140 !94,049 !110,789 0 !167,298

PPE = Cost less AD = 1,537,978 ! 206,140 = 1,331,838



Question 4  Equity Investment: Trading Securities and Available for Sale.   ProfAlbrecht Corporation was

invested in the common stock of two companies for all or parts of 2010-2012.  The cost basis and the market value of each
investment were as follows:

2010 acquisition Dec. 31, 2010 Dec.31, 2011
Historical Cost Market Value Market Value

ABC Company $55,000 $61,000 $59,000
XYZ Company $91,000 $87,000 $93,000

These securities have been and continue to be actively traded on a national exchange.  ProfAlbrecht accounts for these securities
using the fair value method, as per GAAP.  The investment in ABC was classified as a trading security and the investment in
XYZ was classified as available-for-sale.

In early January, 2012, the investment in ABC Company was sold for $59,000.  In early January, 2012, the investment in XYZ
was sold for $93,000.

State-
ment

Classification ABC Trading Security 

2010 2011 2012

BS Current assets 61,000 59,000 0

BS Investments (LT ) 0 0 0

BS Retained Earnings +6,000 +4,000 +4,000

BS Accumulated Other
Comprehensive Inc.

IS Operating income
Revenue/(Expense)

IS Non-operating Inc.
Revenue/(Expense)

IS Non-operating Inc.
Gains/(losses)

+6,000 !2,000 0

CI Gains/(losses)

CF Operating activities

CF Investing activities !55,000 0 +59,000

CF Financing activities



State-
ment

Classification XYZ Available-for-Sale Security 

2010 2011 2012

BS Current assets 0 0 0

BS Investments (LT ) 87,000 93,000 0

BS Retained Earnings 0 0 +2,000

BS Accumulated Other
Comprehensive Inc.

!4,000 +2,000 0

IS Operating income
Revenue/(Expense)

IS Non-operating Inc.
Revenue/(Expense)

IS Non-operating Inc.
Gains/(losses)

0 0 +2,000

CI Gains/(losses) !4,000 +6,000 !2,000

CF Operating activities

CF Investing activities !91,000 0 +93,000

CF Financing activities



Exam Content:

Q1 Weighted average shares of CS 10 min 8 pts 

Q2 Comprehensive EPS problem 40 min 50 pts 

Q3 Deferred income taxes 20 min 20 pts 

Q4 Accounting error analysis 20 min 16 pts 

Q5 Stockholders equity journal entries  5 min   6 pts 

95min 100 pts 

Intermediate Acct 2  SBAD 332Intermediate Acct 2  SBAD 332Intermediate Acct 2  SBAD 332Intermediate Acct 2  SBAD 332

Final Exam Final Exam Final Exam Final Exam NameNameNameName                                                                                                                                                    

Fall, 2012Fall, 2012Fall, 2012Fall, 2012

AlbrechtAlbrechtAlbrechtAlbrecht

Instructions:
1. Budget your time wisely.
2. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
3. This exam is closed-book, closed-notes, and closed-neighbor.  Other than a calculator capable of

present/future value computations, the only allowable aid is your brain.
4. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to university policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

5. Dr. Albrecht believes that each question has sufficient information to be worked.  If you spot any
typos, please report them.

6. Good luck.



Question 1  Compute the weighted average number of shares to be used for EPS computations

January 1 2,614,512 shares of common stock outstanding.
March 1 issue 825,000 shares of common stock
April 1 1 for 2 reverse stock split (1 share of double the par value where before there were two

shares)
May 1 110,500 shares of stock repurchased as treasury stock
June 1 10% stock dividend
October 1 reissued the 110,500 shares of treasury stock
December 1 issue 375,400 shares of common stock



Question 2   You are calculating the basic earnings per share (BEPS) and diluted earnings per share

(DEPS) of the Karrie Corp. for 2012.  

Karrie had a weighted average of 3,186,000 shares of common stock outstanding during 2012, and has
3,057,000 shares of stock outstanding at year end.  

The tax rate is 30%.  

The common stock is selling for $25 at year end, and has an average price of $27 during the year.

Bonds:
Coupon rate = 9%, $1,000 bonds, 12-year, 3,000 bonds issued and outstanding. Each bond is

convertible into 12 shares of common stock.  The bonds (total maturity value of $3,000,000)
were issued on January 1, 2009 for $3,226,082 when the market rate was 8%.  Each bond has
a maturity date of December 31, 2020, and interest is paid annually on December 31.  Karrie
uses the effective interest method to amortize bond discount or premium, with an effective
rate of 8%.

Preferred Stock:
Class A  ¸ 11.1%, $100 par per share, cumulative, 5,000 shares issued and outstanding.  This class

of preferred stock is not convertible.  The Class A preferred shares were issued in 2001 at par
($500,000).  There are $14,000 of dividends in arrears as of 1/1/12.  Dividends of $35,000
were declared and paid during 2012 ($14,000 for 2011 and $21,000 for 2012).  There are
$34,500 of dividends in arrears as of 12/31/12.

Class B ¸ 9.5%, $100 par per share, cumulative, 6,000 shares issued and outstanding.  Each
preferred share is convertible into 3.0 shares of common stock.  The Class B preferred shares
were issued in 2007 at par ($600,000).  There are no dividends in arrears as of 1/1/12. 
Dividends of $55,000 were declared and paid during 2012.  There are $2,000 of dividends
were in arrears on 12/31/12.

Class C ¸ 12%, $100 par per share, non-cumulative, 4,000 shares issued and outstanding.  Each
preferred share is convertible into 1.5 shares of common stock.  The Class C preferred shares
were issued in 2008 at par ($400,000).there are no dividends in arrears as of 1/1/12. 
Dividends of $40,000 were declared and paid during 2012. There are no dividends in arrears
as of 12/31/12.

Class D ¸ 10.5%, $100 par value, non-cumulative, 7,000 shares issued and outstanding.  Each
preferred share is convertible into 2.5 share of common stock.  The Class D preferred shares
were issued in 2006 at par ($700,000).  There are no dividends in arrears as of 1/1/12. 
Dividends of $72,000 were declared and paid during 2012.  There are no dividends in arrears
as of 12/31/12.

Options:
Throughout the year the President & CEO, Karrie, held options to purchase 120,000 shares of
common stock at $20 per share.  The Vice-President & Chief Operating Officer, Renatta, held
60,000 options at $26 per share.  The CFO, Jeff, held options to purchase 40,000 shares at $28 per
share.



Use a blank sheet of paper provided by Professor Albrecht.
When finished, Albrecht will staple your solution sheets to this

test booklet.

Question 2  Required:  
1. If net income amount for 2012 is $18,000,000, calculate Karrie's BEPS and DEPS for 2012. 

For the DEPS figure, show the correct order of entry for all potentially dilutive securities.  It is

important for you to fully document all work. 

2. Recompute BEPS & DEPS for Karrie, using $12,965,000 as the amount of Net Income for
2012.

3. Recompute BEPS & DEPS for Karrie, using $3,000,000 as the amount of Net Income for
2012.

4. Recompute BEPS & DEPS for Karrie, using $0 as the amount of Net Income for 2012.

Clearly mark or identify your answer for each part of the question.



Problem 3  The Amanda company purchases a piece of equipment for $30,000 during mid-year of 2009. 
For financial reporting purposes, it elects to use straight line depreciation over five years (zero salvage
value) with a half year of depreciation expense taken in the year of acquisition.  For federal taxation
purposes, the equipment qualifies as a 3-year class asset.

The following schedule shows depreciation expense for financial reporting purposes, as well as the
amount of estimated depreciation deduction for tax purposes.

Year Dep Exp Deduction MACRS
2009 3,000 9,999 33.33%
2010 6,000 13,335 44.45%
2011 6,000 4,443 14.81%
2012 6,000 2,223 7.41%
2013 6,000 0 0%
2014 3,000 0 0%

Taxable income (from form 1120), the average annual tax rate, and the amount of taxes payable are:

Taxable Current Taxes
Income Tax rate Payable Future tax rates

2009 240,000 22% 52,800 22% tax rate expected to last into future
2010 300,000 22% 66,000 21% tax rate expected for 2011 and future years
2011 350,000 21% 73,500 21% tax rate expected to last into future
2012 400,000 21% 84,000 23% tax rate expected for 2013 and future years

Required:

1. Present the adjusting entry for accrued income taxes to be made for 2009.
2. How is the balance of deferred taxes to be displayed on the 2009 balance sheet.

3. Present the adjusting entry for accrued income taxes to be made for 2010.
4. How is the balance of deferred taxes to be displayed on the 2010 balance sheet.



5. Present the adjusting entry for accrued income taxes to be made for 2011.
6. How is the balance of deferred taxes to be displayed on the 2011 balance sheet.

7. Present the adjusting entry for accrued income taxes to be made for 2012.
8. How is the balance of deferred taxes to be displayed on the 2012 balance sheet.



Question 4  Analyze the impact of the following errors.  Each situation is independent and separate. 

For each part of the financial statements, determine if the error results in amounts that are
O=overstated, U=understated.  If there is no effect, use N or SSSS.  For all errors, assume that the
company’s fiscal year extends from January 1 until December 31.

1. Received $6,000 from customer in current 2011.  Services provided to customer in 2011.  Payment
from customer originally recorded as Unearned Revenue and not recorded as revenue until 2012.

Analyze the impact of this uncorrected error for 2011 and 2012.

            2011                        2012            
A   =   L   +   SHE A   =   L   +   SHE

R   !   E   =   NI R   !   E   =   NI

BRE   +   NI   !   DIV   =   ERE BRE   +   NI   !   DIV   =   ERE

  
2. Paid $40,000 for operating expenses during 2011.  Recorded as depreciable asset (five year life, no

residual value).  Depreciation recorded for each year.  

Analyze impact of this uncorrected error for 2011 and 2012.

            2011                        2012            
A   =   L   +   SHE A   =   L   +   SHE

R   !   E   =   NI R   !   E   =   NI

BRE   +   NI   !   DIV   =   ERE BRE   +   NI   !   DIV   =   ERE

OA outflows   IA outflows   FA outflows OA outflows   IA outflows   FA outflows



Question 5   On January 1, 2009, the Crystal Company commenced operations by issuing 100,000 shares
of $1 par common stock for $5 per share.  During 2009, the Crystal earns net income of $50,000.

1. What journal entry should have been used to record the sale of common stock on 1/1/2009?

On January 1, 2010, the Crystal Company repurchased 20,000 shares of common stock for $6 per share,
treating it as treasury stock.  The repurchased stock is not retired.

2. What journal entry should have been used to record this purchase of treasury stock?

On July 1, 2010, the Crystal company sold 10,000 shares of common stock for $5 per share.

3. What journal entry should have been used to record this sale of treasury stock?

On December 1, 2010, the Crystal Company sold 10,000 shares of common stock for $7 per share.

4. What journal entry should have been used to record this sale of treasury stock?



Intermediate Accounting II (SBAD 332)
Fall, 2012

Exam 3 Solutions

Question 1  Compute the weighted average number of shares to be used for EPS computations

January 1 2,614,512 shares of common stock outstanding.
March 1 issue 825,000 shares of common stock
April 1 1 for 2 reverse stock split (1 share of double the par value where before there were two shares)
May 1 110,500 shares of stock repurchased as treasury stock
June 1 10% stock dividend
October 1 reissued the 110,500 shares of treasury stock
December 1 issue 375,400 shares of common stock

2,614,512 *12/12 *0.5 *1.1 = +1,437,982
+825,000 *10/12 *0.5 *1.1 = +378,125
!110,500 *8/12 *1.1 = !81,033
+110,500 *3/12 = +27,625
+375,400 *1/12 =        +31,283

1,793,982



Question 2

1. If net income amount for 2012 is $18,000,000, calculate Karrie's BEPS and DEPS for 2012. 

 = $5.58  BEPS

Computation of DEPS

Bonds
Date Pmt Interest Amort Balance

1/1/09 3,226,082
12/31/09 270,000 258,057 12,866 3,214,169

12/31/10 270,000 257,134 12,798 3,202,227

12/31/11 270,000 256,104 13,896 3,187,407

12/31/12 270,000 254,993 15,007 3,172,400

Consider for DEPS inclusion because it is convertible.  Numerator impact of 178,550  
(254,993*(1!.3)), denominator impact of 36,000 (3,000*12).

Incremental EPS of 178,495 ÷ 36,000 = $4.96

Options: 
Throughout the year the President & CEO, Karrie, held options to purchase 120,000 shares of
common stock at $20 per share.  The Vice-President & Chief Operating Officer, Renatta, held
60,000 options at $26 per share.  The CFO, Jeff, held options to purchase 40,000 shares at $28 per
share.
1 Consider for DEPS inclusion because exercise price (20) is less than the actual EOY market

price (25).  Numerator impact of zero, denominator impact of 31,111 (120,000 ! (120,000 *
20/27)).

Incremental EPS of  0 ÷ 31,111 = $0.00
2 Not applicable, as option price (26) is greater than EOY market price (25).
3 Not applicable, as option price (28) is greater than EOY market price (25).

Preferred Stock: 
A Not convertible
B Consider for DEPS inclusion because it is convertible.  Numerator impact of 57,000,

denominator impact of 18,000 (6,000*3).

Incremental EPS of 57,000 ÷ 18,000 = $3.17
C Consider for DEPS inclusion because it is convertible.  Numerator impact of 40,000,

denominator impact of 6,000 (4,000*1.5).

Incremental EPS of 40,000 ÷ 6,000 = $6.67
D Consider for DEPS inclusion because it is convertible.  Numerator impact of 72,000,

denominator impact of 17,500 (7,000*2.5).

Incremental EPS of 72,000 ÷ 17,500 = $4.11

Net Income ! preferred dividends

weighted average shares of common stock

18,000,000  !55,500 ! 57,000 ! 40,000 ! 72,000 = 17,775,500

3,186,000

Net Income ! preferred dividends + adjustments

weighted average shares of common stock + net additional hypothetical shares



 Rank order from low to high:
Option 1 0 ÷ 31,111 = $0.00 1
Preferred B 57,000 ÷ 18,000 = $3.17 2
Preferred D 72,000 ÷ 17,500 = $4.11 3
Bonds 178,495 ÷ 36,000 = $4.96 4
Preferred C 40,000 ÷ 6,000 = $6.67 5

Iterative process for computing DEPS.

Steps 1 Starting DEPS of $5.58, option incremental EPS of $0.00.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $5.53 DEPS

Step 2 Starting DEPS of $5.53, Preferred B incremental EPS of $3.17.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $5.51 DEPS

Step 3 Starting DEPS of $5.51, Preferred D incremental EPS of $4.11.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $5.50 DEPS

Step 4 Starting DEPS of $5.50, Bonds incremental EPS of $4.96.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $5.50 DEPS

Step 5 Starting DEPS of $5.50, Preferred C incremental EPS of $6.67.  Because incremental EPS is
higher, adding it WILL NOT take DEPS lower.  So don’t include it.  Final DEPS = 5.50

Final answer:
BEPS = $5.58
DEPS = $5.50

17,775,500 + 0 = 17,775,500

3,186,000 +31,111 = 3,217,111

17,775,500 + 57,000 = 17,832,500

3,217,111 + 18,000 = 3,235,111

17,832,500 + 72,000 =17,904,500

3,235,111 + 17,500 = 3,252,611

17,904,500 + 178,495 = 18,082,995

3,252,611 + 36,000 = 3,288,611



Part 2 Computation of BEPS and DEPS with a net income of $12,965,000

Computation of BEPS.

 = $4.00  BEPS

Iterative process for computing DEPS.

Steps 1 Starting DEPS of $4.00, option incremental EPS of $0.00.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $3.96 DEPS

Step 2 Starting DEPS of $3.96, Preferred B incremental EPS of $3.17.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $3.96 DEPS

Step 3 Starting DEPS of $3.96, Preferred D incremental EPS of $4.11.  Because incremental EPS is
higher, adding it WILL NOT take DEPS lower.  So don’t include it.  Final DEPS = 3.96

Final answer:
BEPS = $4.00
DEPS = $3.96

12,965000  !224,500 = 12,740,500

3,186,000

12,740,500 + 0 = 12,740,500

3,186,000 +31,111 = 3,217,111

12,740,500 + 57,000 = 12,797,500

3,217,111 + 18,000 = 3,235,111



Part 3 Computation of BEPS and DEPS with a net income of $3,000,000

Computation of BEPS.

 = $0.87  BEPS

Iterative process for computing DEPS.

Steps 1 Starting DEPS of $0.87, option incremental EPS of $0.00.  Because incremental EPS is lower,
adding it will take DEPS lower.

 = $0.86 DEPS

Step 2 Starting DEPS of $0.86, Preferred B incremental EPS of $3.17.  Because incremental EPS is
higher, adding it WILL NOT take DEPS lower.  So don’t include it.  Final DEPS = 0.86

Final answer:
BEPS = $0.87
DEPS = $0.86

Part 4 Computation of BEPS and DEPS with a net income of $0

Computation of BEPS.

 = !!!!$0.07  BEPS

Iterative process for computing DEPS.

Steps 1 Starting DEPS of !$0.07, options incremental EPS of $0.0.  Because incremental EPS is higher,
adding it WILL NOT take DEPS lower.  So don’t include it.  Final DEPS = !$0.07

Final answer:
BEPS = !$0.07
DEPS =! $0.07

3,000,000  !224,500 = 2,775,500

3,186,000

2,775,500 + 0 = 2,775,500

3,186,000 +31,111 = 3,217,111

0  !224,500 = !224,500 

3,186,000



Problem 3  The Amanda company purchases a piece of equipment for $30,000 during mid-year of 2009.  For financial

reporting purposes, it elects to use straight line depreciation over five years (zero salvage value) with a half year of depreciation
expense taken in the year of acquisition.  For federal taxation purposes, the equipment qualifies as a 3-year class asset.

The following schedule shows depreciation expense for financial reporting purposes, as well as the amount of estimated
depreciation deduction for tax purposes.

Year Dep Exp annual diff / accum Deduction MACRS
2009 3,000 6,999 / 6,999 9,999 33.33%
2010 6,000 7,335 / 14,334 13,335 44.45%
2011 6,000 (1,557) / 12,777 4,443 14.81%
2012 6,000 (3,777) / 9,000 2,223 7.41%
2013 6,000 (6,000) / 3,000 0 0%
2014 3,000 (3,000) / 0 0 0%

Taxable income (from form 1120), the average annual tax rate, and the amount of taxes payable are:

Taxable Current Taxes
Income Tax rate Payable Future tax rates

2009 240,000 22% 52,800 22% tax rate expected to last into future
2010 300,000 22% 66,000 21% tax rate expected for 2011 and future years
2011 350,000 21% 73,500 21% tax rate expected to last into future
2012 400,000 21% 84,000 23% tax rate expected for 2013 and future years

1. Present the adjusting entry for accrued income taxes to be made for 2009.
2. How is the balance of deferred taxes to be displayed on the 2009 balance sheet.

Deferred tax liability
Beg balance 0 
Change   1,540 
End balance 1,540 6,999*.22

12/31/09 Inc tax expense 54,340
Deferred tax liability 1,540
Inc tax payable 52,800

DTL is in LT liability section of balance sheet. This does not change throughout the problem.

3. Present the adjusting entry for accrued income taxes to be made for 2010.
4. How is the balance of deferred taxes to be displayed on the 2010 balance sheet.

Deferred tax liability
Beg balance 1,540 
Change   1,470 
End balance 3.010 14,334*.21

12/31/09 Inc tax expense 67,470
Deferred tax liability 1,470
Inc tax payable 66,000



5. Present the adjusting entry for accrued income taxes to be made for 2011.
6. How is the balance of deferred taxes to be displayed on the 2011 balance sheet.

Deferred tax liability
Beg balance 3,010 
Change   !327 
End balance 2,683 12,777*.21

12/31/09 Inc tax expense 73,173
Deferred tax liability 327

Inc tax payable 73,500

7. Present the adjusting entry for accrued income taxes to be made for 2012.
8. How is the balance of deferred taxes to be displayed on the 2012 balance sheet.

Deferred tax liability
Beg balance 2,683 
Change   !613 
End balance 2,070 9,000*.23

12/31/09 Inc tax expense 83,387
Deferred tax liability 613

Inc tax payable 84,000



Question 4  Analyze the impact of the following errors. 

1. Received $6,000 from customer in current 2011.  Services provided to customer in 2011.  Payment from customer

originally recorded as Unearned Revenue and not recorded as revenue until 2012.

Analyze the impact of this uncorrected error for 2011 and 2012.

            2011                        2012            
A   =   L   +   SHE A   =   L   +   SHE

N = 6,000-O  +  6,000-U N   =   N   +   N

R   !   E   =   NI R   !   E   =   NI
6,000-U    N   =   6,000-U 6,000-O    N   =   6,000-O

BRE   +   NI   !   DIV   =   ERE BRE   +   NI   !   DIV   =   ERE
N   +   6,000U   !   N   -   6,000-U 6,000-U   +   6,000O   !   N   -   N

  
2. Paid $40,000 for operating expenses during 2011.  Recorded as depreciable asset (five year life, no

residual value).  Depreciation recorded for each year.  

Analyze impact of this uncorrected error for 2011 and 2012.

            2011                        2012            
A   =   L   +   SHE A   =   L   +   SHE

R   !   E   =   NI R   !   E   =   NI

BRE   +   NI   !   DIV   =   ERE BRE   +   NI   !   DIV   =   ERE

OA outflows   IA outflows   FA outflows OA outflows   IA outflows   FA outflows



Question 5   On January 1, 2009, the Crystal Company commenced operations by issuing 100,000 shares
of $1 par common stock for $5 per share.  During 2009, the Crystal earns net income of $50,000.

1. What journal entry should have been used to record the sale of common stock on 1/1/2009?

Cash 500,000
Common stock 100,000
Additional paid in capital (APIC) 400,000

On January 1, 2010, the Crystal Company repurchased 20,000 shares of common stock for $6 per share,
treating it as treasury stock.  The repurchased stock is not retired.

2. What journal entry should have been used to record this purchase of treasury stock?

Treasury stock 120,000
Inc tax payable 120,000

On July 1, 2010, the Crystal company sold 10,000 shares of common stock for $5 per share.

3. What journal entry should have been used to record this sale of treasury stock?

12/31/09 Cash 50,000
Retained earnings 10,000

Treasury stock 60,000

On December 1, 2010, the Crystal Company sold 10,000 shares of common stock for $7 per share.

4. What journal entry should have been used to record this sale of treasury stock?

12/31/09 Cash 70,000
Treasury stock 60,000
APIC - TS 10,000


