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I、(15%) 
Wagner Company sold some machinery to Granger Company on January 1, 2005. The cash selling 
price would have been $568,620. Granger entered into an installment sales contract which required 
annual payments of $150,000, including interest at 10%, over five years. The first payment was due on 
December 31, 2005. Unfortunately, during 2006 Granger Company began to experience financial 
difficulty. As result, on December 31, 2006, Granger Company missed the payment due on that date, 
and Wagner Company determined that it was probable that it would receive back only $100,000 on 
December 31, 2007, 2008 and 2009, respectively. 
On December 31, 2007 Granger Company only paid half the installment payment ($75,000) due on 
that date, and Wagner and Granger agreed to a loan restructuring that Granger issues a $200,000, 
three-year note bearing interest at 6% to Wagner. The market rate for the note is estimated to be 12% at 
this time. 
Instructions：(Round all computations to the nearest dollar.) 
1.Determine the “loss on impaired loan” that Wagner should recognize on December 31, 2006. 
2.Compute the gain or loss that Wagner and Granger should recognize under the loan restructuring. 

(The answer should indicate gain or loss.) 
 
 
II、(15%) 

Lessee Company leases heavy equipment on January 1, 2008 under a capital lease from Lessor 
Company with the following lease provisions: 
The lease is noncancelable and has a term of 5 years. The lease does not contain a renewal or bargain 
purchase option. The annual rentals are $100,000, payable at the beginning of each year. The lessee 
company agrees to pay all executory costs. The economic life of the equipment is 8 years, the lessor 
estimates that the fair value at the end of the lease term will be $30,000 and the lessee guarantees the 
residual value of $20,000. The lessor incurs initial direct costs of $22,712. 
The interest rate implicit in the lease is 12% for lessor (not including the initial direct costs). Lessee’s 
incremental borrowing rate is 10%. The collectibility of the rentals is reasonably assured, and there are 
no important uncertainties surrounding the amount of unreimbursable costs yet to be incurred by the 
lessor.  
Instructions：(Round all computations to the nearest dollar.) 
1.If the cost of the equipment to the lessor is equal to the fair value. How much should the lessor report 

as income before income tax on this lease for 2008？ 
2.If the cost of the equipment to the lessor is $350,000. How much should the lessor report as income 

before income tax on this lease for 2008？ 
3.Record the lease on the lessee’s books at the date of inception. 
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III、(15%) 
On January 1, 2008 Winger Company establishes a performance-based share option plan for its 100 top 
executives. The terms of the plan are that each executive is granted a maximum of 250 options after 
completing a three-year service period. The exact number of options granted, however, depends on the 
percentage increase in sales over the three-year period. The terms are: (1)if sales increase between 0 and 
4%, each executive is granted 100 options; (2)if, instead, sales increase between 5 and 9%, each 
executive is granted 200 options; and (3)if, instead, sales increase at least 10%, each executive is granted 
the maximum number of options. Each option entitles the executive to acquire one share of the 
company’s $10 par common stock at a price of $30. The options expire at the end of six years. 
On the grant date Winger Company uses an option pricing model to estimate that the fair value of each 
share option is $24. Winger’s employee turnover rate has averaged 6% per year and, on the grant date, it 
expects this rate to continue over the service period. At the end of 2009, because of lower turnover, 
Winger revises its estimated annual turnover rate to 4% for the service period. At the end of 2010, 
options vest for 75 executives.  
Based on a projection of past trends, on the grant date Winger Company estimates that its sales will 
increase about 6% by the end of 2010. This estimate appears accurate through 2009. However, in the last 
half of 2010, sales increase so much that at the end of 2010 Winger determines that its total sales have 
increased by 12% over the three-year service period.  
Instructions： 
1.Prepare a schedule of the Winger Company’s compensation computations for its compensatory share 

option plan for 2008 through 2010. (Round all computations to the nearest dollar.) 
2.On May 1, 2011, 30 executives exercise their options when the market price of the company’s 

common stock is $80 per share. Prepare the journal entries of Winger Company in regard to this 
transaction. 

 
IV、(10%) 

You are the accountant for Smart Company and are preparing the financial statements for 2008. Near the 
end of 2008, Smart Company loaned its president $10,000,000 (a material amount) because he was 
having financial difficulties. The note was properly recorded as a note receivable by Smart Company. 
You are unsure of how to classify this note on the 2008 ending balance sheet and ask the president when 
the note is due. He replies, “We never really set a due date; I might repay it in 2009 or maybe in a 
couple of years when I get more financially secure. It would be best to classify this note as a current 
asset in the usual manner because that will increase our working capital and current ratio, which will 
make our creditors and stockholders happy.” 
Instruction： 
From financial reporting and ethical perspectives, what do you think of the president’s suggestion? 
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V、(20%) 
The Frost Company has accumulated the following information relevant to its 2007 earnings per share. 
1.Income before interests and taxes was $1,000,000 for 2007. 
2.Common stock: At the beginning of 2007, 250,000 shares were outstanding. On May 1, a 20% stock 

dividend was declared and issued. On November 30, 30,000 shares were reacquired as treasury stock. 
3.Convertible bonds payable: On July 1, 2007 the company issued 10%, $1,000,000 convertible bonds at 

110；Each $1,000 bond is convertible into 30 shares of common stock. The rate of conversion is to be 
automatically adjusted for stock splits and stock dividends. The premium is being amortized in the 
amount of $20,000 per year. No bonds have been converted in 2007. 

4.Convertible preferred stock: On January 3, 2006 the company had issued 5,000 shares of 7.5%, 
cumulative, $100 par, preferred stock at $108 per share. The rate of conversion is to be automatically 
adjusted for stock splits and stock dividends. Each share of preferred stock is convertible into 6 shares 
of common stock at the end of 2007. In 2007, no preferred stock has been converted and no dividends 
have been paid. 

The following information was relevant to Frost Company’s 2008 earnings per share. 
1. Income before interests and taxes was $1,200,000 for 2008. 
2.Common stock: On May 1, 2008, a 20% stock dividend was declared and issued.  
3.Convertible bonds payable: On September 1, 2008, $600,000 bonds were converted. 
4.Convertible preferred stock: No preferred stock has been converted and no additional shares of 

preferred stock have been issued. No dividends have been paid. 
5.Compensatory share options: On January 2008, the company issued 40,000 shares stock options to its 

CEO. Each option can acquire common stock at a price of $25 per share. The service period is 3 
years. The unrecognized compensation cost (net of tax) related to these options is $5 per share at the 
end of 2008. Stock market prices on common stock averaged $40 per share during 2008, and the 2008 
ending stock market price was $48 per share.  

The corporate income tax rate is 30% for 2007 and 2008.   
Instructions： 
Compute the 2007 and 2008 comparative earnings per share that would be disclosed in the 2008 annual 
report. (Round to nearest cent.)  
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VI、(25%) 
For each of the unrelated transactions described below, answer the related question. 
1.During 2008, Garber Corporation, which uses the allowance method of accounting for doubtful 

accounts, recorded a provision for bad debt expense of $50,000 and in addition it wrote off, as 
uncollectible, accounts receivable of $60,000. As a result of these transactions, what amount of net 
income should be adjusted to calculate the net cash flows from operating activities (under indirect 
method)？(The answer should indicate increase or decease.) 

 
2.On January 1, 2007, Malone Co. issued $4,000,000 of serial bonds that pay 9% interest annually. Each 

December 31, $800,000 of the bonds due that beginning from 2008. The bonds were issued for 
$4,240,000. On January 1, 2009, Malone Co. redeemed at 98 the issue coming due on December 31, 
2011. What amount of gain or loss should be recorded on this early bond redemption? (Premium is 
amortized by bond outstanding method.) 

 
3. At December 31, 2007, the Newsday Company had a current deferred tax asset of $60,000, arising 

from cash for magazine subscriptions received and taxed in 2007 but that will be recognized as 
income for accounting purposes in 2008; a noncurrent deferred tax liability of $160,000 arising from 
excess of MACRS tax depreciation over straight-line accounting depreciation of plant assets; and a 
long-term deferred tax asset of $80,000, arising from contingency expenses for accounting purposes 
that will be tax deductible when paid (estimated to be in 2009). The 2008 pretax financial income and 
taxable income for Newsday are as follows: 

Pretax financial income $ 800,000 
Estimated bad debt expense 60,000 
Magazine subscriptions earned (cash received in 2007) (200,000)
Rent received in advance 100,000 
Excess of tax depreciation over accounting depreciation (200,000)
Taxable income $ 560,000
The income tax rate for all years is 30%. 

Determine the income tax expense of the Newsday Company for 2008. 
 

 4.The following information relates to Garden Company’s available-for-sale investment for 2008： 
Unrealized holding gains arising during the period  $70,000 
Realized gain on sale of available-for-sale securities 30,000 
Reclassification adjustment for gains included in net income 20,000 

What amount is in Garden’s 2008 other comprehensive income？ 
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5.Ricky Company purchased a machine on January 3, 2005 for $3,000,000. The machine was being 
depreciated on the straight-line method over an estimated useful life of 5 years, with no salvage value. 
At the beginning of 2008, the company paid $900,000 to overhaul the machine. As a result of this 
improvement, the company estimated that the useful life of the machine would be extended an 
additional 3 years (8 years total)；Meanwhile, the company changed the depreciation method to the 
sum-of-the-year’s-digits method. What was the carrying amount of the machine that showed on the 
December 31,2008 balance sheet for Ricky company？   

 
 
 
 

Appendix：Present Value of An Ordinary Annuity of 1 
Periods  6% 8%  9% 10% 11% 12%  15% 

2  1.83339 1.78326  1.75911 1.73554 1.71252 1.69005  1.62571
3  2.67301 2.57710  2.53130 2.48685 2.44371 2.40183  2.28323
4  3.46511 3.31213  3.23972 3.16986 3.10245 3.03735  2.85498
5  4.21236 3.99271  3.88965 3.79079 3.69590 3.60478  3.35216
6  4.91732 4.62288  4.48592 4.35526 4.23054 4.11141  3.78448
7  5.58238 5.20637  5.03295 4.86842 4.71220 4.56376  4.16042
8  6.20979 5.74664  5.53482 5.33493 5.14612 4.96764  4.48732
9  6.80169 6.24689  5.99525 5.75902 5.53705 5.32825  4.77158

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


