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EXERCISE 9-3 (15-20 minutes)

(@) January 1, 2011
Investment in Bonds .............cooeeeeennnnnen. 537,907.40
CaSh i 537,907.40
(b) Schedule of Interest Income

and Bond Premium Amortization
Effective Interest Method
12% Bonds Sold to Yield 10%

Premium Carrying
Cash Interest Amorti- Amount
Date Received Income zation of Bonds
01/01/11 — — — $537,907.40
Pl= \ 12/31/11 $60,000 $53,790.74 $6,209.26 531,698.14 P2=|
2 12/31/12 60,000 53,169.81 6,830.19 524,867.95 2
3 12/31/13 60,000 52,486.80 7,513.20 517,354.75 3
y 12/31/14 60,000 51,735.48 8,264.52 509,090.23 Y
$12/31/15 60,000 50,909.77* 9,090.23* 500,000.00 s
*Adjusted due to rounding.
(c) December 31, 2011
CaASN 60,000.00
Investment in Bonds .........cceevvvvvniennnne. 6,209.26
Interest INCOMEe ..o 53,790.74
(d) December 31, 2012
CaASN 60,000.00
Investment in Bonds .........coeevvvivniennnnn. 6,830.19
Interest INCOME ..., 53,169.81
(e) January 1, 2016
CaASN . 500,000.00

Investment in Bonds ..........ceeenen.... 500,000.00
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EXERCISE 9-4 (15-20 minutes)

(@) Schedule of Interest Income

and Bond Discount Amortization
Effective Interest Method
9% Bond Purchased to Yield 12%

Bond Carrying

Cash Interest Discount Amount

Date Received Income Amortization of Bonds
01/01/11 — $185,589.00

12/31/11  $18,000 $22,270.68* $4,270.68 189,859.68
12/31/12 18,000 22,783.16 4,783.16 194,642.84
12/31/13 18,000 23,357.16 5,357.16*  200,000.00

(b)

()

*$185,589 X .12 = $22,270.68
**Rounded by $.02.

December 31, 2012
CaSh .o 18,000.00
Investment in Spider Bonds.................. 4,783.16
Interest Income .........ccooeeeeviieennnnnn. 22,783.16
December 31, 2013
Cash....o 18,000.00
Investment in Spider Bonds.................. 5,357.16
Interest Income .........coeeveiiiiinieennnn. 23,357.16
CaSh .o 200,000.00
Investment in Spider Bonds .......... 200,000.00

Alternatively, the entries could be combined in one
compound entry:

CaSh e 218,000.00
Interest INCOME ......covvvvviiiiiiniineenn, 23,357.16
Investment in Spider Bonds .......... 194,642.84




€ 4-

- 1§ €89 PV
20V 0O eV
3 "
| & 009 Y)\M.l’ qﬁq % 2w, 0

CpPT \

~ 7




Eq-%

&.} £ Cost “ Fe!r Vealue
(,5’0\.’3 6 Fuso
— —
2ovO

\/a.\vc.hu‘ a\law 3,000

G &0
4,) Ug\uc.xto-.\ Aow avce. R EYPRS
(Aéjvhc\ ‘o Ib\.\-’?}\')
Ikuc&\' i\ rv\(ou,_e 3U\ﬂ
U"\"C“\\ZL> j:..u\ o {..\qcsl-w\.u.\‘«
"L\g\ka‘-\b ) .Q’ ‘\;L—\
lﬁ) \)K\VaLl'oOl.‘ A’“Ow&"\(ﬁ 3\)\)0
Ocx Gain On {aves Foaady SAQ
FUWT = Al yains [/ lostes Bls @
Vuu thvo lp.kL_ Feaor velvr
Fv:oct = A‘“ Sains & I°$S¢5 B/a @
ruv«| {-kru OCI Ee'v
velve

Whew  inves! reats <ol d

Mot vecless: ""1

f‘C\eJre.l C\Ccuh«vlc\(c,‘
gaics [losses Frow
o0¢C¢T =

wlo raecvyeliwg



EXERCISE 9-9 (20-30 minutes)

(@) January 15, 2011
Investments (10,000 X $33.50).........cccceeennnnn 335,000
Commissions EXPeNsSe.......cccoeevevvvieevinieenns 1,980
Cash ..o 336,980
April 1, 2011
Investments (5,000 X $52.00)........cccccevrrnnene 260,000
Commissions EXPENSE.......ccccevvevvviieeeinnnennns 3,370
Cash ..o, 263,370
September 10, 2011
Investments (7,000 X $26.50)..........cccccceeennnn.. 185,500
Commissions EXpense........ccccccceeeeeveeiinnnn, 4,910
Cash .o, 190,410
(b) May 20, 2011
Cash [(4,000 X $35) — $3,850] ....cevvvvrrrrrrneennn. 136,150
Commissions EXpense.......cccvveivieieeiiinenn, 3,850
Investments (4,000 X $33.50)................ 134,000
Gain on investment (FV-NI)................... 6,000
Fair
(c) Shares Cost Value
Nirmala Corp. $201,000 $180,000
Oxana Corp. 260,000 275,000
WTA Corp. 185,500 196,000
Total portfolio $646,500 $651,000

December 31, 2011
Valuation allowancCe .........ooveeeeieiiiiiiiiienn, 4 500
Gain on investment (FV-NI) .................. 4,500



EXERCISE 9-9 (Continued)
(d) The total purchase price of these investments is:
Nirmala: (10,000 X $33.50) + $1,980 = $336,980
Oxana: (5,000 X $52.00) + $3,370 = $263,370
WTA: (7,000 X $26.50) + $4,910 = $190,410
The purchase entries will be:

January 15, 2011

Investment in Nirmala Corp.......ccccceeeveeeennnn, 336,980
Cash ..o 336,980
April 1, 2011
Investment in Oxana Corp.......cccccevveeeeeeeennn, 263,370
Cash .o, 263,370
September 10, 2011
Investment in WTA COrp....ccccoeeeeeeenieeeinnnnnne, 190,410
Cash .o 190,410
May 20, 2011
Investment in Nirmala Corp* .......ccccceeeveeeenns 1,358
Holding Gain on Nirmala Corp (OCI).... 1,358
Cash [(4,000 X $35) — $3,850] ......cccvvvvvveeeennn 136,150
Investment in Nirmala Corp .................. 136,150
Optional
Accumulated OCI .....ccoovviiiiiiiiiiiiiiiie e, 1,358
Retained earningsS......ccccoeevviveevenineeeennnn. 1,358
*Gross selling price of 4,000 shares at $35 $140,000
Less: Brokerage commissions (3,850)
Net proceeds from sale 136,150
Cost of 4,000 shares ($336,980 X 0.4) (134,792)

Gain on sale of shares $ 1358



EXERCISE 9-9 (Continued)

December 31, 2011
Holding Loss on investments (OCl)............. 4,968

Valuation allowance .........ccccccoevvvvenennnn. 4,968
Holding
Carrying Fair Gain
Shares Amount Value (Loss)
Nirmala Corp. $202,188* $180,000 $(22,188)
Oxana Corp. 263,370 275,000 11,630
WTA Corp. 190,410 196,000 5,590
Total portfolio $655,968 $651,000 (4,968)

*$336,980 X 0.6 = $202,188 or $336,980 — $134,792.



EXERCISE 9-23 (20-25 minutes)

(@) Investment in Novotna Corp. .....cccceeveevvennnnnn. 355,000
Cash..ooo o, 355,000
(b) Cost of investment $355,000
Carrying amount
Assets $1,300,000
Liabilities 100,000
1,200,000
X 25% 300,000
Cost in excess of
share of carrying amount $ 55,000
Allocated
Assets subject to depreciation
[($860,000 — $800,000) X 25%)] $15,000
Goodwill 40,000
$55,000
Cash ($120,000 X .25)...cccccuvirriiiiiieeeeeeeeeeeiinnnnns 30,000
Investment in Novotna Corp. ................. 30,000
Investment in Novotna Corp. ......ccceeeevevneennn, 67,500
Investment Income (ordinary) ................ 50,000*
Investment Income (disc. operations) ... 17,500**

*$200,000 X .25
**$70,000 X .25

Investment Income (ordinary) .....ccccoeeeeveevnnnnn. 1,500
Investment in Novotna Corp........ccceueee... 1,500

Undervalued depreciable assets ($15,000 + 10) = $1,500
Goodwill is not amortized, but rather is tested on an annual basis
for impairment,



EXERCISE 9-24 (20-25 minutes)

(@) Investmentin Chow Corp. ...cccoeevvevvennnnnnn. 400,000
Cash..cooooo e 400,000
(b) Cost $400,000
Carrying amounts:
Assets $800,000
Liabilities 100,000
700,000
X 40% 280,000
Excess $120,000
Allocated
Assets subject to depreciation
[($680,000 — $600,000) X 40%] $32,000
Goodwill 88,000
$120,000
CaSh e 50,000
Investment in Chow Corp. ........cceveennnn. 50,000
($125,000 X .40)
Investment in Chow COrp. ....cccoeeevviviiieeeeenns 64,000
Investment Income ..........ccoooeveeiiiieennnnnn. 64,000

($160,000 X .40)

Investment INCOmMe..........coiviviiiiiiiiieee 4,000
Investment in Chow Corp .....ccooeevvevennnn. 4,000
($32,000 + 8)



EXERCISE 9-24 (Continued)

(c) Loss from Investment

(discontinued operations)*................... 12,000
Investment in Chow COrp ....ccceevvvvviviiiiiennenns 64,000
Investment Income ..........ccocoeeeeiiiieennnnnn. 76,000

($190,000 X .40)
*$30,000 X .40 = $12,000

Investment INCOMe........ccooeviiiiiiiiiieen, 4,000
Investment in Chow Corp .....ccoeeevveennnnn. 4,000

(d) The unrealized gain on investments accounted for using
the FV-OCI model be recorded as follows:

Investment in Chow COrp. ...cccoevvevveiiiniennenns 18,000
Holding Gain on Investment in Chow
Corp. (OCI) v, 18,000
($45,000 X .40)



