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Exam Content:

Q1 Payroll accounting 10 min 10 pts

Q2 Installment loan accounting 20 min 26 pts

Q3 Interest bearing loan with principal payments 10 min 15 pts

Q4 Accounting for bonds, simple 18 min 20 pts

Q5 Bonds with investment banker 10 min 9 pts

Q6 Bond year … fiscal year       ? min      18 pts

68+ min 98 pts

Instructions:
1. You may work any part of this test on a lab computer.  If you do so, then put the problem on a

separate tab or page.  When finished with the test, mail your file to albrecht@profalbrecht.com, and
mail a backup copy to yourself.

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

computations are eligible for partial credit.
4. This exam is closed-book, closed-notes, and closed-neighbor.  You may use a lab computer and/or a

calculator capable of present/future value computations.  If you use a lab computer, you may use it
only for creating a spreadsheet.  You may not use it to access class notes or homework solutions or
previous tests.

5. 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.

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

7. Good luck.



Question 1 Payroll accounting. Chandler Corporation has two salaried employees (Chase and David) whom it

pays on a monthly basis.  Chandler has a state unemployment tax rate of 9.0 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 $15,000 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 6.2 percent for employee on the first $113,700 of earnings.  The medicare tax rate for both
employee and employer is 1.45 percent on all gross wages.  Payroll information for Chandler for the months of
August and September is as follows (YTD is an abbreviation for year-to-date accumulation):

Gross Federal State
Salary Salary withholding withholding

Employee YTD, July. 31 August August August

Chase 5,000 6,000 600 240
David 103,000 10,000 1,200 480

Gross Federal State
Salary Salary withholding withholding

Employee YTD, Aug. 31 September September September

Chase 11,000 6,000 600 240
David 113,000 10,000 1,200 480

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

Required:

What journal entry should Chandler accrue for employer wages expense for the month of August?
What journal entry should Chandler accrue for employer payroll tax expense for the month of August?
What journal entry should Chandler accrue for employer payroll tax expense for the month of

September?



Question 2 The Ashlie Company borrows $26,700 from a bank on January 1, 2012 and agrees to repay it
in four equal annual installments that cover both principal and interest.  The loan incorporates an
interest rate of 4.5%.  The annual payments start on December 31, 2012, and continue until the
loan is completely paid off.

(1) Prepare the 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 2013
(year 2) and 2014 (year 3) fiscal years.  Ashlie 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

2013

2014

Computations:



(3) Prepare journal entries for 2012 (year 1) and 2013 (year 2).

(4) Now assume that Ashlie took out the loan on June 1, 2012, with all future payments due on June 1
of the future year.  Prepare journal entries for 2012 and 2013.



Question 3 Interest bearing with some principal payments.  The Karen Company is borrowing
$70,000 from a bank on January 1, 2012.  The rate charged by the bank is 5%.  Interest only payments

are due on December 31 of each year.   Karen also will make payments on principal in the following
amounts and on the following dates:

December 31, 2013 $15,000
December 31, 2014 $25,000
December 31, 2015 $30,000

 Round all amounts to the nearest dollar.

(1) Prepare 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,
2013 and 2014 fiscal years.  Karen 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

2014

Computations



Question 4   Accounting for bonds, simple  On January 1, 2012, Alyssa, Inc., issued 8 percent bonds
with a total maturity value of $500,000 for $534,651.  Interest is payable annually on December 31,
and the bonds are issued to yield 6%.   These are four year bonds.

Round all amounts to dollars.

Required:
1. Prepare a bond amortization table.

2. Complete the following schedule for the amounts to appear in the financial statements for the 2012
(year 1) and 2013 (year 2) fiscal years.  Alyssa 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

Computations:



3. Prepare journal entries for 2012 (year 1) and 2013 (year 2).



Question 5 Bonds with investment banker  The Gagan Company issues bonds on January 1, 2012,
priced to yield 4%.  The bonds have a maturity value of $2,000,000, and call for annual interest

payments of 5% on December 31 of each year, starting on December 31, 2012. These are four year
bonds, maturing on December 31, 2015.  After selling the bonds to the investing public, the
investment banker withholds 20% of the gross proceeds as its fee (forwarding 80% of the proceeds
to Gagan).

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

2 Prepare Gagan’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.



Question 6.  Bond year ………… fiscal year.  On September 1, 2012, Devin issued six-year bonds with a
maturity value of $1,000,000 for $1,049,173.  The bonds pay 7% interest each August 31, and were sold to
yield 6%.  Devin’s fiscal year ends on December 31.

Required:
1. Prepare a bond amortization table.

2. Prepare journal entries for the following dates:
September 1, 2012
December 31, 2012
August 31, 2013
December 31, 2013
August 31, 2014

3. How will the bonds will be reported on the financial statements for the years ended 
December 31, 2012
December 31, 2013
December 31, 2014

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

2012

2013

2014

You may use your notes and textbook to work this exam question.  You may work the problem on
computer or written on paper.  Submit your answer to me by 11:59 p.m. on Tuesday, February 26.  You
can send me your answer in a file, or can submit it in class on paper.  No checking answers or working
with others.



Intermediate Accounting II (SBAD 332)
Spring, 2013

Exam 1 Solutions

Wow!  The class did exceptionally well.



Intermediate Accounting II (SBAD 332)
Spring, 2013

Exam 1 Solutions

Question 1:  You can assume that the payroll and all tax payments for January through July already have
been accounted for.

Required:

What journal entry should Chandler accrue for employer wages expense for the month of August?
What journal entry should Chandler accrue for employer payroll tax expense for the month of August?
What journal entry should Chandler accrue for employer payroll tax expense for the month of

September?

Aug 31 Wages expense 16,000
Federal income tax payable 1,800 given
State income tax payable 720 given
Social security payable 992 .062*(6,000+10,000)
Medicare payable 232 .0145*(6,000+10,000)
Wages payable 12,256

Aug 31 Payroll tax expense 1,780
Social security payable 992 .062*(6,000+10,000)
Medicare payable 232 .0145*(6,000+10,000)
SUT payable 540 .09*(6,000+0)
FUT payable 16 .008*(2,000+0)

Sep 30 Payroll tax expense 1,007
Social security payable 415 .062*(6,000+700)
Medicare payable 232 .0145*(6,000+10,000)
SUT payable 360 .09*(4,000+0)
FUT payable 0 .008*(0+0)



Question 2 The Ashlie Company borrows $26,700 from a bank on January 1, 2012 and agrees to repay it in four equal

annual installments that cover both principal and interest.  The loan incorporates an interest rate of 4.5%.  The annual

payments start on December 31, 2012, and continue until the loan is completely paid off.

(1) Prepare the a loan amortization table in good form.

Loan 26,700

FV 0

Total # pmts 4

Annual rate 4.50%

Annual pmt 7,442

Date Payment Interest Amort Balance

01/01/12 26,700

12/31/12 7,442 1,202 6,240 20,460

12/31/13 7,442 921 6,521 13,939

12/31/14 7,442 627 6,815 7,124

12/31/15 7,445 321 7,124 0

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2013
(year 2) and 2014 (year 3) fiscal years.  Ashlie 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

20,460
2012 20,460 7,122 13,338 0 (1,202) (1,202) 0 26,700!6,240

2013 13,939 7,122 6,817 0 (921) (921) 0 (6,521)

2014 7,124 7,124 0 0 (627) (627) 0 (6,815)

2015 0 0 0 0 (321) (321) (7,124)

2012 TL 20,460 = 12/31/12 loan balance
2012 CL 1,201 = PV of 2013 cash payment
2012 LtL 13,338 = TL ! CL
2012 Op Inc = 0, because interest expense goes in non op income
2012 NonOp Inc = Interest expense
2012 OA = portion of cash payment for interest expense
2012 FI = +cash borrowed less portion of cash payment for principal reduction



(3) Prepare journal entries for 2012 (year 1) and 2013 (year 2).

1/1/12 Cash 26,700
Note payable 26,700

12/31/12 Interest expense 1,202
Note payable 6,240

Cash 7,442

12/31/13 Interest expense 921
Note payable 6,521

Cash 7,442

(4) Now assume that Ashlie took out the loan on June 1, 2012, with all future payments due on June 1
of the future year.  Prepare journal entries for 2012 and 2013.

6/1/12 Cash 26,700
Note payable 26,700

12/31/12 Interest expense 701
Note payable 701

Interest payable not appropriate, the payment is not interest only.

6/1/13 Interest expense 501
Note payable 6,941

Cash

12/31/13 Interest expense 537
Note payable 537



Question 3  Interest bearing with some principal payments.  The Karen Company is borrowing $70,000 from a bank on

January 1, 2012.  The rate charged by the bank is 5%.  Interest only payments are due on December 31 of each year.   Karen
also will make payments on principal in the following amounts and on the following dates:

December 31, 2013 $15,000
December 31, 2014 $25,000
December 31, 2015 $30,000

(1) Prepare an amortization table to help in accounting for the loan.

Loan 70,000

FV 0

Annual rate 5.00%

Date P Pmt I Pmt Tot Pmt Interest Amort Balance

01/01/12 70,000

12/31/12 0 3,500 3,500 3,500 0 70,000

12/31/13 15,000 3,500 18,500 3,500 15,000 55,000

12/31/14 25,000 2,750 27,750 2,750 25,000 30,000

12/31/15 30,000 1,500 31,500 1,500 30,000 0

(2) Complete the following schedule for the amounts to appear in the financial statements for the 2012,
2013 and 2014 fiscal years.  Karen 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 70,000 17,619 53,381 0 (3,500) (3,500) 0 70,000

2013 55,000 26,429 28,571 0 (3,500) (3,500) 0 (15,000)

2014 30,000 30,000 0 0 (2,750) (2,750) 0 (25,000)

2015 0 0 0 0 (1,500) (1,500) 0 (30,000)

2012 TL 70,000 = 12/31/12 loan balance
2012 CL 17,619 = PV of 2013 cash payment of 18,500
2012 LtL 53,381 = TL ! CL
2012 Op Inc = 0, because interest expense goes in non op income
2012 NonOp Inc = Interest expense
2012 OA = portion of cash payment for cash interest 3,500
2012 FI = portion of cash payment for principal reduction

2013 TL 55,000 = 12/31/13 loan balance
2013 CL 26,429 = PV of 2014 cash payment of 27,750
2013 LtL 28,571 = TL ! CL
2013 Op Inc = 0, because interest expense goes in non op income
2013 NonOp Inc = Interest expense
2013 OA = portion of cash payment for cash interest 3,500
2013 FI = portion of cash payment for principal reduction 15,000



Question 4   Accounting for bonds, simple  On January 1, 2012, Alyssa, Inc., issued 8 percent bonds with a total maturity

value of $500,000 for $534,651.  Interest is payable annually on December 31, and the bonds are issued to yield 6%.   These are
four year bonds.

Required:
1. Prepare a bond amortization table.

Loan 534,651

FV 500,000

Total # pmts 4

Yield rate 6.00%

Coupon rate 8.00%

Payment 40,000

Date Tot Pmt Interest Amort Balance

01/01/12 534,651

12/31/12 40,000 32,079 7,921 526,730

12/31/13 40,000 31,604 8,396 518,334

12/31/14 40,000 31,100 8,900 509,434

12/31/15 40,000 30,566 9,434 500,000

2. Complete the following schedule for the amounts to appear in the financial statements for the 2012 (year 1) and 2013

(year 2) fiscal years.  Alyssa 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 526,730 37,736 488,994 0 (32,079) (40,000) 0 534,651

2013 518,334 37,736 480,598 0 (31,604) (40,000) 0 0

2014 509,434 509,434 0 0 (31,100) (40,000) 0 0

2015 0 0 0 0 (30,566) (40,000) 0 (500,000)

2012 TL 526,730 = 12/31/12 loan balance
2012 CL 37,736 = PV of 2013 cash interest payment of 40,000
2012 LtL 488,994 = TL ! CL
2012 Op Inc = 0, because interest expense goes in non op income
2012 NonOp Inc = Interest expense
2012 OA = cash interest payment 40,000
2012 FI = amount borrowed 534,651

2013 TL 518,334 = 12/31/13 loan balance
2013 CL 26,429 = PV of 2014 cash payment of 40,000
2013 LtL 28,571 = TL ! CL
2013 Op Inc = 0, because interest expense goes in non op income
2013 NonOp Inc = Interest expense
2013 OA = portion of cash payment for interest expense 40,000
2013 FI = no payment for principal reduction 0



3. Prepare journal entries for 2012 (year 1) and 2013 (year 2).

1/1/12 Cash 534,651
Bonds payable 534,651

12/31/12 Interest expense 32,079
Bonds payable 7,921

Cash 40,000

12/31/13 Interest expense 31,604
Bonds payable 8,396

Cash 40,000



Question 5 Bonds with investment banker  The Gagan Company issues bonds on January 1, 2012,
priced to yield 4%.  The bonds have a maturity value of $2,000,000, and call for annual interest payments

of 5% on December 31 of each year, starting on December 31, 2012. These are four year bonds, maturing
on December 31, 2015.  After selling the bonds to the investing public, the investment banker withholds

20% of the gross proceeds as its fee (forwarding 80% of the proceeds to Gagan).

1. Compute the net proceeds to Gagan (after deducting investment banker fee) from the bond issue.
2 Prepare Gagan’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.

Bond proceeds (PV) 2,072,598 -414,520 1,658,078 <--Net proceeds

Maturity value (FV) 2,000,000 IB fee 2,000,000

Years 4 4

Periods / year 1 1

Total periods (N) 4 4

Yield rate (I) 4.00% 10.445412% <--new rate

Coupon rate 5.00% 5.00%

Payment (FV*coup rate) 100,000 100,000

Date Cash pmt Interest Amort. Balance

01/01/12 1,658,078

12/31/12 100,000 173,193 73,193 1,731,271

12/31/13 100,000 180,838 80,838 1,812,109

12/31/14 100,000 189,282 89,282 1,901,391

12/31/15 100,000 198,609 98,609 2,000,000



Question 6.  Bond year ………… fiscal year.  On September 1, 2012, Devin issued six-year bonds with a
maturity value of $1,000,000 for $1,049,173.  The bonds pay 7% interest each August 31, and were sold to
yield 6%.  Devin’s fiscal year ends on December 31.

Required:
1. Prepare a bond amortization table.

Bond proceeds (PV) 1,049,173

Maturity value (FV) 1,000,000

Years 6

Periods / year 1

Total periods (N) 6

Yield rate (I) 6.00%

Coupon rate 7.00%

Payment (FV*coup rate) 70,000

Date Cash pmt Interest Amort. Balance

09/01/12 1,049,173

08/31/13 70,000 62,950 (7,050) 1,042,123

08/31/14 70,000 62,527 (7,473) 1,034,650

08/31/15 70,000 62,079 (7,921) 1,026,729

08/31/16 70,000 61,604 (8,396) 1,018,333

08/31/17 70,000 61,100 (8,900) 1,009,433

08/31/18 70,000 60,567 (9,433) 1,000,000

2. Prepare journal entries for the following dates:
September 1, 2012
December 31, 2012
August 31, 2013
December 31, 2013
August 31, 2014

9/1/12 Cash 1,049,173
Bonds payable 1,049,173

12/31/12 Interest expense 20,983
Bonds payable 2,350

Interest payable 23,333
8/31/13 Interest payable 23,333

Interest expense 41,967
Bonds payable 4,700

Cash 70,000
12/31/13 Interest expense 20,842

Bonds payable 2,491
Interest payable 23,333

8/31/14 Interest payable 23,333
Interest expense 41,685
Bonds payable 4,982

Cash 40,000



3. How will the bonds will be reported on the financial statements for the years ended 
December 31, 2012
December 31, 2013
December 31, 2014

Total Current L-T Op Non-op

Liab Liab Liab Income Income OA IA FA

12/31/12 1,070,156 67,358 1,002,798 0 (20,983) 0 0 1,049,173

12/31/13 1,062,965 67,358 995,607 0 (62,809) (70,000) 0 0

12/31/14 1,055,343 67,358 987,985 0 (62,378) (70,000) 0 0

12/31/15 1,047,264 67,358 979,905 0 (61,921) (70,000) 0 0

12/31/16 1,038,700 67,358 971,341 0 (61,436) (70,000) 0 0

12/31/17 1,029,622 1,029,622 0 0 (60,922) (70,000) 0 0

12/31/18 0 0 0 0 (40,378) (70,000) 0 (1,000,000)

2012 TL 1,070,156 = 9/1/12 loan balance of 1,049,173 grown at effective interest rate (6%)
    for 4/12 of year

2012 CL 67,358 = 2013 cash interest payment of 70,000 present valued (6%) to 9/1/12, 
    then grown at effective interest rate (6%) for 4/12 of year

2012 LtL 1,002,798 = TL ! CL
2012 Op Inc = 0, because interest expense goes in non op income
2012 NonOp Inc = Interest expense (see journal entry), 4/12 of first bond year interest
2012 OA = 0, because no cash interest is due until 9/1/13
2012 FI = amount borrowed 1,049,173

2013 TL 1,062,965 = 9/1/13 loan balance of 1,042,123 grown at effective interest rate (6%)
    for 4/12 of year

2013 CL 67,358 = 2014 cash interest payment of 70,000 present valued (6%) to 9/1/13, 
    then grown at effective interest rate (6%) for 4/12 of year

2013 LtL 1,055,343 = TL ! CL
2013 Op Inc = 0, because interest expense goes in non op income
2013 NonOp Inc = 8/12 of 62,950 + 4/12 of 62,527
2013 OA = cash payment for interest 70,000
2013 FI = no payment for principal reduction 0



Exam Content:

Q1 Compute amount of lease payment 8 min 8 pts 

Q2 Lease classification for lessor 12 min 12 pts 

Q3 Operating lease accounting for lessee 12 min 12 pts 

Q4 Capital lease accounting for lessee 20 min 28 pts 

Q5 Direct finance lease acct for lessor  15 min   14 pts 

67 min 74 pts 
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Instructions:
1. You may work any part of this test on a lab computer.  If you do so, then put the problem on a

separate tab or page.  When finished with the test, mail your file to albrecht@profalbrecht.com, and
mail a backup copy to yourself.

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

computations are eligible for partial credit.
4. This exam is closed-book, closed-notes, and closed-neighbor.  You may use a lab computer and/or a

calculator capable of present/future value computations.  If you use a lab computer, you may use it
only for creating a spreadsheet.  You may not use it to access class notes or homework solutions or
previous tests.

5. 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.

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

7. Good luck.



Question 1  Compute amount of lease payment.  

Compute the amount of a lease payment, where a six (6) year lease is signed on March 21, 2013 and is

to be repaid in quarterly installment payments starting on March 21,  2013, and continuing every March
21, June 21, September 21 and December 1.  The asset has a total economic life of eight (8) years.  The
asset has a $651,000 historical cost (and $675,000 market value) to the lessor on March 21, 2013.  The
lessee’s weighted average cost of capital is 7.5%, and the lessee pays $5,200 to a lawyer to review the
language of the lease.  The lessor desires a 7.9% rate of return, and pays a lawyer $7,200 to create the
lease.  The lessor’s rate is known by the lessee.   The lessor expects the asset to have a total residual value
of $95,300 on March 21, 2019 (end of lease), with a guaranteed residual value of $26,000.  The lessor also
expects the asset to have a total residual value of $9,000 (unguaranteed) on March 21, 2021 (end of asset
life). 

[Please show all work.]



Question 2  Lease classification for lessor.  Becky Farm Equipment, the lessor, and Candice Company, the
lessee, sign a lease agreement on March 21, 2013 that provides for Candice (lessee) to lease equipment from Becky
(lessor). The lease terms, provisions, and other related events are as follows.

Candice’s incremental borrowing rate is 6.9%.  The lessor’s interest rate implicit in the lease is 6.4%, which is

known by Candice (lessee).  Both companies use the straight-line method to record depreciation on similar
equipment, with one-half year taken in the year of acquisition.

Candice (lessee) can purchase the equipment at the end of the lease for its market value at that time.  If not, the
equipment is to be returned to Becky (lessor).

The lease is noncancellable and has a term of 7 years (the total estimated useful life of the equipment is expected

to be 12 years).  The annual rental payments of 95,097  are payable every March 21, starting on March 21,

2013.  The collectibility of the rentals is reasonably assured.  There are no uncertainties surrounding the amount
of unreimbursable costs yet to be incurred by Becky (lessor).

Both Becky and Candice estimate that the equipment will have a total residual value of $400,000 at the end of 7
years, with $150,000 of it guaranteed by Candice (lessee).  Becky (lessor) expects the property to have a $20,000
residual value at the end of the 12th year, but this is not guaranteed. 

The cost of the equipment to Becky Farm Equipment (lessor) is $620,000.  Its market value at retail is $810,000. 
Becky (lessor) incurs initial direct costs of $6,000.  Candice (lessee) incurs initial direct costs of $4,000. 

Identify the type of lease involved for Becky (lessor), and give reasons for your classification.  You should

consider all possible classification criteria.  Your answer should include your analysis, conclusion and justification
for that conclusion.  If it isn’t written down, I’ll assume that you didn’t consider it or you don’t know it.



Question 3  Operating lease accounting for lessee.  On 1/3/2013, the Josh Company (lessor) leases a
piece of equipment to the Laura Company (lessee) for a five (5) year period (at this date, the equipment
has a total expected remaining useful life of twelve (12) years).  The equipment has a fair market value of
$500,000 on 1/3/2013, and is carried on Josh's books (lessor) at a cost and book value of $500,000

(purchased 1/2/2013 with a debit to Leased Equipment).  Josh (lessor) expects the equipment to have a
residual value of $240,000 when it is returned on 12/31/2015 ($20,000 of this value is to be guaranteed by
Laura, the lessee).  At the return of the asset on 1/3/2018, Laura can purchase it for its then market value. 
Josh incurs initial direct costs of $0 in drawing up the lease.   Laura has no initial direct costs. Josh
expects the equipment to have a residual value of 10,000 at the end of ten years, but there is no guarantee
of this.

Josh (lessor) structures the annual rental payments of 78,073, due on 1/3/2013 & 1/3/2014 &

1/3/2015 & 1/3/2016 & 1/3/2017, to earn an 8% rate of return (the rate of interest implicit in the lease). 
Laura (lessee) is not aware of Josh’s rate.  Laura's average cost of capital is 8.5%.

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

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

1. Is an amortization table necessary for Laura (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 2013 and 2014 for Laura (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 Laura’s (lessee) 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

2013

2014

[Please show all work.]



Question 4 Capital lease accounting for lessee.  On 1/1/2013, the Matt Company leases a piece of
equipment to the Ginger Company for a six (6) year period.  At this date, the equipment has a total
expected remaining useful life of eight (8) years.  The equipment has a fair market value of $900,000 on
1/1/2013, and is carried on Matt's (lessor) books at a cost and book value of $900,000.  Matt expects the
equipment to have a residual value of $100,000 when it is returned on 12/31/2018 ($85,000 of this value
is to be guaranteed by Ginger (lessee) ).  Eventually, at the end of the 8th year the asset will have a residual
value of $20,000 but there is no guarantee.  Matt (lessor) incurs initial direct costs of $7,000 in drawing up
the lease.  Ginger (lessee) incurs no legal fees.

Matt structures the annual rental payments of 164,771, due on 1/1/2013 & 1/1/2014 & 1/1/2015 &

1/1/2016 & 1/1/2017 & 1/1/2018, to earn a 7% 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.  Ginger is not aware of Matt’s
rate.  Ginger's cost of capital is 8%.

This loan is to be accounted for as a capital lease for Ginger (lessee).  Should it be necessary, both

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

1. Is an amortization table necessary for Ginger (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 2013 and 2014 for Ginger (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 Ginger’s (lessee) 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

2013

2014

[Please show all work.]



Question 5 Direct finance lease accounting for lessor. The Cameron Company frequently purchases
equipment from manufacturers.  It then leases the equipment to other companies.  If Cameron is required
to depreciate the equipment for financial accounting purposes, straight line depreciation is used with a full
year taken in the year of acquisition.  Cameron has a fiscal year that extends from January 1 to December
31 of each year.

Cameron purchased a piece of equipment for $500,000 on 1/1/13, and debited the Leased Assets account. 
Cameron expects the equipment to have a seven (7) year life with a residual value (unguaranteed) of
$10,000 at the end of the seventh year.  

On 1/1/2013, the equipment has a fair market value of $500,000.   On 1/1/2013, the Cameron Company
leases the equipment to another company for a six (6) year period.  On 1/1/2013, Cameron spent $0 for
lawyer fees (initial direct costs).  Cameron expects the equipment to have a residual value of $40,000
($30,000 guaranteed) when it is returned at the end of the six year lease term, on 1/1/2019.  Cameron

structures the annual rental payments of 85,913, due on 1/1/2013 & 1/1/2014 & 1/1/2015 & 1/1/2016 &

1/1/2017 & 1/1/2018, to earn a 4% rate of return.  Cameron knows that the lessee has a weighted average
cost of capital of 5%.

This loan is to be accounted for as a direct financing type lease for Cameron (lesssor).

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

0



(2) Prepare all necessary journal entries for 2013 and 2014 for Cameron (lessor) to account for the
lease.  Assume all payments made as scheduled.  No explanations are necessary, but provide dates
for all entries.

1/1/13 Leased Assets 500,000
Cash 500,000



For Greenville section only

Question 6  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 $70,000 $63,000 $85,000
XYZ Company $115,000 $130,000 $125,000

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 $85,000.  In early January, 2012, the
investment in XYZ was sold for $125,000.

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)
Spring, 2013

Exam 2 Solutions

Question 1  Compute amount of lease payment

PV !682,200  675,000 + 7,200
FV 95,300
N 24 6*4
I 1.975 7.9/4

Pmt 32,188.69
Type beg



Question 2  Lease classification for lessor. 

Identify the type of lease involved for Becky (lessor), and give reasons for your classification.  You should
consider all possible classification criteria.  Your answer should include your analysis, conclusion and
justification for that conclusion.  If it isn’t written down, I’ll assume that you didn’t consider it or you
don’t know it.

Seven criteria must be considered.  If one criterion, or more, of the first four criteria is met, and criterion
five and criterion six are all met, then the lessee accounts for the lease as a type of capital lease.  If none of
the first four criteria is met, or if criterion five or if criterion six is not met then the lessor accounts for the
lease as an operating lease.  Criterion seven determines what type of capital lease it is to be.  The seven
criteria are:

(1) Transfer of ownership?  No.  Asset must be returned or purchased.

(2) Bargain purchase option?  No, equipment can be purchased for its market value.

(3) Length of lease term $$$$ 75% of asset’s total expected life?  7/12 is less than 75%

(4) Present value of minimum lease payments $$$$90% of asset’s current FMV?  Minimum

lease payments (MLP) is technically defined as (1) the periodic cash payments plus (2) any
GRV.  The rate used in present value computations is the lessor’s rate.
PV ? = 654,063 No, 80.75% = 654,063 / 810,000
FV 150,000
N 7
I 6.4%
Pmt 95,097
Type beg

(5) Collectibility of future payments is reasonably predictable?  Yes

(6) Are the amounts of future unreimbursable costs by the lessor known with reasonable

certainty?  Yes

(7) Does the lessor recognize a profit (fmv > book value) on the leased asset?  Yes, 810,000 >
620,000

This lease is an operating lease, because conditions are not met for a capital lease.  For it to be a capital
lease, one of the first four criteria must be met in addition to #5 and #6.  None of the first four are met, so
the lease is an operating lease to the lessor.



Question 3  Operating lease accounting for lessee

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

No.  Amortization tables are needed only for capital leases.

2. Prepare all necessary journal entries for 2013 and 2014 for Laura (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 78,073
Cash 78,073

1/3/2013 Rent expense 78,073
Cash 78,073

3.  Complete this table for Laura’s (lessee) 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

2013 0 0 0 0 !78,073 0 !78,073 0 0

2014 0 0 0 0 !78,073 0 !78,073 0 0



Question 4 Capital lease accounting for lessee. 

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

Payment 164,771

Lease term 6

Lessee's rate 8.00%

GRV 85,000

Annuity type Beg

PVal 876,218

Bal Pmt Bal Bal

Date BOY BOY after Pmt Interest EOY Date

01/01/13 876,218 164,771 711,447 56,916 768,363 12/31/13

01/01/14 768,363 164,771 603,592 48,287 651,879 12/31/14

01/01/15 651,879 164,771 487,108 38,969 526,077 12/31/15
01/01/16 526,077 164,771 361,306 28,904 390,210 12/31/16

01/01/17 390,210 164,771 225,439 18,035 243,474 12/31/17

01/01/18 243,474 164,771 78,703 6,297 85,000 12/31/18

2. Prepare all necessary journal entries for 2013 and 2014 for Ginger (lessee) to account for the lease. 
Assume all payments made as scheduled.

1/1/2013 Leased asset 876,218
Lease liability 876,218

1/1/2013 Lease liability 164,771
Cash 164,771

12/31/2013 Interest expense 56,916
Lease liability 56,916

12/31/2013 Depreciation expense 131,870
Accumulated depreciation 131,870

(876,218 ! 85,000) / 6 = 131,870

1/1/2014 Lease liability 164,771
Cash 164,771

12/31/2014 Interest expense 48,287
Lease liability 48,287

12/31/2014 Depreciation expense 131,870
Accumulated depreciation 131,870

3.  Complete this table for the Ginger’s (lessee) 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

2013 744,348 768,363 164,771 603,592 !131,870 !56,916 0 0 !164,771

2014 612,478 651,879 164,771 487,108 !131,870 !48,287 !56,916 0 !107,855



Question 5 Direct finance lease accounting for lessor.

This loan is to be accounted for as a direct financing type lease for Cameron (lesssor).

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

Lease Rec Paymet Lease Rec Interest Lease Rec

Date BOY BOY after pmt Revenue EOY Date

01/01/13 500,000 85,913 414,087 16,563 430,650 12/31/13

01/01/14 430,650 85,913 344,737 13,789 358,526 12/31/14

01/01/15 358,526 85,913 272,613 10,905 283,518 12/31/15

01/01/16 283,518 85,913 197,605 7,904 205,509 12/31/16

01/01/17 205,509 85,913 119,596 4,784 124,380 12/31/17

01/01/18 124,380 85,913 38,467 1,533 40,000 12/31/18

(2) Prepare all necessary journal entries for 2013 and 2014 for Cameron (lessor) to account for the
lease.  Assume all payments made as scheduled.  No explanations are necessary, but provide dates
for all entries.

1/1/13 Leased Assets 500,000
Cash 500,000

1/1/13 Lease Receivable 500,000
Leased Assets 500,000

1/1/13 Cash 85,913
Lease Receivable 85,913

12/31/13 Lease Receivable 16,593
Interest Revenue 16,593

1/1/14 Cash 85,913
Lease Receivable 85,913

12/31/14 Lease Receivable 13,789
Interest Revenue 13,789



Question 6  Equity Investment: Trading Securities and Available for Sale.  
2010 acquisition Dec. 31, 2010 Dec.31, 2011
Historical Cost Market Value Market Value

ABC Company $70,000 $63,000 $85,000
XYZ Company $115,000 $130,000 $125,000

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 $85,000.  In early January, 2012, the
investment in XYZ was sold for $125,000.

State-
ment

Classification ABC Trading Security 

2010 2011 2012

BS Current assets 63,000 85,000 0

BS Investments (LT ) 0 0 0

BS Retained Earnings !7,000 +15,000 +15,000

BS Accumulated Other
Comprehensive Inc.

0 0 0

IS Operating income
Revenue/(Expense)

0 0 0

IS Non-operating Inc.
Revenue/(Expense)

0 0 0

IS Non-operating Inc.
Gains/(losses)

!7,000 +22,000 0

CI Gains/(losses) 0 0 0

CF Operating activities 0 0 0

CF Investing activities !70,000 0 +85,000

CF Financing activities 0 0 0



State-
ment

Classification XYZ Available-for-Sale Security 

2010 2011 2012

BS Current assets 0 0 0

BS Investments (LT ) 130,000 125,000 0

BS Retained Earnings 0 0 +10,000

BS Accumulated Other
Comprehensive Inc.

+15,000 +10,000 0

IS Operating income
Revenue/(Expense) 0 0 0

IS Non-operating Inc.
Revenue/(Expense) 0 0 0

IS Non-operating Inc.
Gains/(losses) 0 0 +10,000

CI Gains/(losses) +15,000 !5,000 !10,000

CF Operating activities 0 0 0

CF Investing activities !115,000 0 +125,000

CF Financing activities 0 0 0



Exam Content:

Q1 Investments - equity securities* 20 min 18 pts 

(Spartanburg students only)

Q2 Weighted average shares of CS 10 min 8 pts 

Q3 Comprehensive EPS problem 40 min 40 pts 

Q4 Deferred income taxes 20 min 18 pts 

Q5 Accounting error analysis  20 min   18 pts 

90-110 min 102 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                                                                                                                                                    

Spring, 2013Spring, 2013Spring, 2013Spring, 2013

AlbrechtAlbrechtAlbrechtAlbrecht

Instructions:
1. You may work any part of this test on a lab computer.  If you do so, then put the problem on a

separate tab or page.  When finished with the test, mail your file to albrecht@profalbrecht.com, and
mail a backup copy to yourself.

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

computations are eligible for partial credit.
4. This exam is closed-book, closed-notes, and closed-neighbor.  You may use a lab computer and/or a

calculator capable of present/future value computations.  If you use a lab computer, you may use it
only for creating a spreadsheet.  You may not use it to access class notes or homework solutions or
previous tests.

5. 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.

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

7. Good luck.



Question 1  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 $90,000 $80,000 $95,000
XYZ Company $115,000 $120,000 $90,000

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 $95,000.  In early January, 2012, the
investment in XYZ was sold for $90,000.

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.

Only Spartanburg students should answer this question

 



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



Question 2  Compute the weighted average number of shares to be used for EPS computations for the
Chase Company.

January 1 1,538,000 shares of common stock outstanding.
April 1 issue 410,000 shares of common stock
May 1 1 for 3 reverse stock split (1 share of triple the par value where before there were three

shares)
June 1 110,500 shares of stock repurchased as treasury stock
July 1 25% stock dividend
November 1 issue 375,400 shares of common stock (includes all 110,500 shares of treasury stock)



Question 3   You are calculating the basic earnings per share (BEPS) and diluted earnings per share

(DEPS) of the Karen Corp. for 2012.  

Karen had a weighted average of 2,526,000 shares of common stock outstanding during 2012, and has
2,441,475 shares of stock outstanding at year end.  

The tax rate is 25%.  

The common stock is selling for $26 at year end, and has an average price of $22 during the year.

Bonds:
Coupon rate = 10%, $1,000 bonds, 12-year, 8,000 bonds issued and outstanding. Each bond is

convertible into 10 shares of common stock.  The bonds (total maturity value of $8,000,000)
were issued on January 1, 2009 for $7,480,612 when the market/yield rate was 11%.  Each
bond has a maturity date of December 31, 2020, and interest is paid annually on December 31. 
Karen uses the effective interest method to amortize bond discount or premium, with an
effective rate of 11%.

Preferred Stock:
Class A ¸ 9%, $100 par per share, non-cumulative, 6,000 shares issued and outstanding.  Each

preferred share is convertible into 1.25 shares of common stock.  The Class A preferred shares
were issued in 2008 at par ($600,000).there are no dividends in arrears as of 1/1/12. 
Dividends of $50,000 were declared and paid during 2012. There are no dividends in arrears
as of 12/31/12.

Class B ¸ 10%, $100 par value, non-cumulative, 10,000 shares issued and outstanding.  Each
preferred share is convertible into 2.5 share of common stock.  The Class B preferred shares
were issued in 2006 at par ($1,000,000).  There are no dividends in arrears as of 1/1/12. 
Dividends of $80,000 were declared and paid during 2012.  There are no dividends in arrears
as of 12/31/12.

Class C ¸ 8.5%, $100 par per share, cumulative, 12,000 shares issued and outstanding.  Each
preferred share is convertible into 3.0 shares of common stock.  The Class C preferred shares
were issued in 2007 at par ($1,200,000).  There are no dividends in arrears as of 1/1/12. 
Dividends of $95,000 were declared and paid during 2012.  There are $7,000 of dividends
were in arrears on 12/31/12.

Class D  ¸ 11%, $100 par per share, cumulative, 8,000 shares issued and outstanding.  This class of
preferred stock is not convertible.  The Class D preferred shares were issued in 2001 at par
($800,000).  There are $20,000 of dividends in arrears as of 1/1/12.  Dividends of $100,000
were declared and paid during 2012 ($20,000 for 2011 and $80,000 for 2012).  There are
$8,000 of dividends in arrears as of 12/31/12.

Options:
Throughout the year the President & CEO, Karen, held options to purchase 200,000 shares of
common stock at $28 per share.  The Vice-President & Chief Operating Officer, Renatta, held
150,000 options at $15 per share.  The CFO, Jeff, held options to purchase 100,000 shares at $18 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 3  Required:  
1. If net income amount for 2012 is $24,000,000, calculate Karen'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 Karen, using $14,000,000 as the amount of Net Income for
2012.

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

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

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



Problem 4  In 2009, the Candice company received an advance payment for $1,000,000 from a customer. 
The work is to be performed as follows:

Inc. Stmt Taxable
Year  Revenue  Revenue 
2009 350,000 1,000,000

2010 250,000 0

2011 200,000 0

2012 125,000 0

2013 75,000 0

All 1,000,000 is included in taxable income for 2009, but for financial reporting purposes (income
statement) the revenue is not recognized until the year the work is performed.

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 800,000 20% 160,000 20% tax rate expected to last into future
2010 900,000 20% 180000 24% tax rate expected for 2011 and future years
2011 1,000,000 24% 240,000 24% tax rate expected to last into future
2012 1,100,000 24% 264,000 22% 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.  Label this as

asset or liability.

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.  Label this as

asset or liability



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.  Label this as

asset or liability

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.  Label this as

asset or liability



Question 5  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. Prepaid in 2011 $6,000 for insurance.  Coverage to be consumed in 2012.  Payment originally
recorded as Insurance Expense in 2011 and not recorded as expense in 2012.  Should have been
recorded as Prepaid Insurance in 2011 and converted to Insurance Expense in 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 equipment during 2011 (five year life, no residual value).  The expenditure should

have been in a long-term asset account and depreciation recorded every year for five years.  It was
not.  It was incorrectly recorded as operating expense in 2011, and not accounted for in 2012. 

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



3. In December of 2011 ordered merchandise on account.  The shipment was received before the end
of December, 2011 and correctly included in ending inventory.  The purchase was not recorded in
2011 (it should have been), but was recorded in 2012.  Ending inventory in 2012 is correct.

Analyze impact of this uncorrected error for 2011 and 2012.

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

R   !   E   =   NI R   !   E   =   NI

B Inv  +  Purch   !   E Inv   =   CGS Exp B Inv  +  Purch   !   E Inv   =   CGS Exp

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



Intermediate Accounting II (SBAD 332)
Spring, 2013

Exam 3 Solutions

Question 1  Equity Investment: Trading Securities and Available for Sale.   

State-
ment

Classification ABC Trading Security 

2010 2011 2012

BS Current assets 80,000 95,000 0

BS Investments (LT )

BS Retained Earnings !10,000 +5,000 +5,000

BS Accumulated Other
Comprehensive Inc.

IS Operating income
Revenue/(Expense)

IS Non-operating Inc.
Revenue/(Expense)

IS Non-operating Inc.
Gains/(losses)

!10,000 +15,000 0

CI Gains/(losses)

CF Operating activities

CF Investing activities -90,000 +95,000

CF Financing activities



State-
ment

Classification XYZ Available-for-Sale Security 

2010 2011 2012

BS Current assets

BS Investments (LT ) 120,000 90,000 0

BS Retained Earnings 0 0 !25,000

BS Accumulated Other
Comprehensive Inc.

+5,000 !25,000 0

IS Operating income
Revenue/(Expense)

IS Non-operating Inc.
Revenue/(Expense)

IS Non-operating Inc.
Gains/(losses) 0 0 !25,000

CI Gains/(losses) +5,000 !30,000 +25,000

CF Operating activities

CF Investing activities !115,000 +90,000

CF Financing activities

Question 2  Compute the weighted average number of shares to be used for EPS computations.

1,538,000 *12/12 *1/3 *1.25 = +640,833
+410,000 *9/12 *1/3 *1.25 = +128,125
!110,500 *7/12 *1.25 = !80,573
+375,400 *2/12 =        +62,567

750,952



Question 3





Question 3

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

 = $9.15  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

30,000,000  !30,000 ! 58,000 ! 59,500 ! 55,000 = 29,797,500

3,255,300

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


