





 Categories
 Top Downloads









Login
Register
Upload











Search












	
Categories

	
Top Downloads

	
	
Login

	
Register







Search











	
Home

	intermediate financial accounting 10th canadian edition volume 2 Chapter 15 solutions

 intermediate financial accounting 10th canadian edition volume 2 Chapter 15 solutions


July 9, 2017 | Author: Nawaz Hussain | Category: Retained Earnings, Dividend, Preferred Stock, Stocks, Equity (Finance) 


 DOWNLOAD PDF - 566KB



 Share
 Embed
 Donate



 Report this link







Short Description

intermediate financial accounting 10th canadian edition volume 2 Chapter 15 solutions...



Description


Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



CHAPTER 15 SHAREHOLDERS’ EQUITY ASSIGNMENT CLASSIFICATION TABLE Topics



Brief Exercises



Exercises



Problems



1. The corporate form; share capital; and profit distributions.



1, 2, 3



1, 2



2. Issuance of shares; reacquisition transactions; stock splits; dividend distributions.



3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16



1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16



1, 2, 3, 4, 5, 6, 7, 9, 10, 11, 12, 13, 15



3. Presentation of shareholders’ equity.



17, 18



4, 12, 13, 14, 17



1, 2, 12, 13, 14, 15



4. Disclosure requirements.



15



5. Ratio analysis.



19



5, 12, 15, 18



7



6. Differences between IFRS and ASPE.



5, 7, 8, 18



16



14



*7. Par value and treasury shares.



20, 21, 22



17



8



*8. Financial reorganization.



23



19, 20



*This material is dealt with in an Appendix to the chapter.
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ASSIGNMENT CHARACTERISTICS TABLE Item



Description



E15-1



Recording the issuance of common and preferred shares. Subscribed shares. Share issuances and repurchase. Correcting entries for equity transactions. Preferred dividends. Preferred dividends. Participating preferred and stock dividend. Dividend entries. Stock split and stock dividend. Reverse stock split and convertible preferred. Entries for stock dividends and stock splits. Dividends and shareholders’ equity section. Entries for equity transactions, dividends and preparing a statement of shareholders’ equity. Entries for equity transactions, dividends, posting, preparing a statement of shareholders’ equity and shareholders’ equity section. Shareholders’ equity section. Equity items on the statement of financial position. Shareholders’ equity section. Comparison of alternative forms of financing. Financial reorganization. Financial reorganization.



E15-2 E15-3 E15-4 E15-5 E15-6 E15-7 E15-8 E15-9 E15-10 E15-11 E15-12 E15-13 E15-14 E15-15 E15-16 E15-17 E15-18 *E15-19 *E15-20 P15-1 P15-2 P15-3 P15-4 P15-5 P15-6 P15-7 P15-8 P15-9 P15-10 P15-11



Issuance, repurchase and prepare shareholders’ equity Analysis and classification of equity transactions. Various Issuances Various Issuances. Share repurchases. Subscriptions, repurchase and lump-sum issuance Issuance, repurchase & dividends. Subscriptions, repurchase and lump-sum issuance Preferred share dividends Preferred share dividends. Dividend entries and statement of financial position presentation.



Level of Time Difficulty (minutes) Simple



10-15



Moderate Simple Moderate Simple Moderate Moderate Simple Simple Moderate Simple Moderate Simple



15-20 10-15 15-20 20-25 10-15 20-30 10-15 10-15 10-15 10-12 30-35 15-20



Moderate



20-25



Moderate Moderate



20-30 15-20



Moderate Moderate Simple Moderate



20-25 20-25 10-15 15-20



Moderate



40-45



Complex



45-55



Simple Moderate Moderate Moderate



20-30 20-30 20-30 30-40



Moderate Moderate



25-30 25-35



Moderate Moderate Simple



15-20 20-25 20-25
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ASSIGNMENT CHARACTERISTICS TABLE (CONTINUED) P15-12 P15-13 P15-14 P15-15



Analysis and classification of equity transactions. Issuances, subscriptions and defaults, issuance costs, shares issued on account, preparing shareholders’ equity section. Share transactions, statement of changes in shareholders’ equity and equity section preparation. Dividend entries and statement of financial position presentation



Complex



40-45



Moderate



30-40



Moderate



40-45



Complex



35-45
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SOLUTIONS TO BRIEF EXERCISES BRIEF EXERCISE 15-1 Of the three primary forms of business organization—the proprietorship, the partnership, and the corporation—the most common form of business is the corporate form. The main advantage of incorporating is that a corporation is a separate legal entity, so the entity’s owners have greater legal protection against lawsuits. An additional important advantage is that incorporation involves the issue of shares, which gives access to capital markets for companies that choose to raise funds in this way. The transfer of ownership is made easy with the corporate structure, using the shares as units of ownership. Corporations may also receive more favourable tax treatment than other forms of business organizations. Finally, corporations have a continuous life, unlike a proprietorship or partnership. Since a corporation is a separate legal entity, its continuance as a going concern is not affected by the withdrawal, death, or incapacity of a shareholder, employee, or officer. Disadvantages of a corporation are increased government regulations and the fact that corporations are taxed as a separate legal entity, thus not allowing losses to be utilized by the shareholders.
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BRIEF EXERCISE 15-2 A dividend is a pro rata (equal) distribution of a portion of a corporation’s retained earnings to its shareholders. There are basically two classes of dividends: 1. Those that are a return on capital (a share of the earnings) 2. Those that are a return of capital, referred to as liquidating dividends. The various types of dividends, and a brief description, are: Cash Dividends — To pay a cash dividend, a corporation must have retained earnings, adequate cash, and dividends declared by the board of directors. While many companies pay a quarterly dividend, there are companies, called growth companies, which pay no dividends but reinvest earnings in the company so that it can use equity to finance its growth. Dividends in Kind —Instead of distributing cash, the corporation distributes some of its other assets, such as shares of other corporations, to its shareholders in proportion to their shareholdings. Property dividends or dividends in specie (Latin for "in kind") are those paid out in the form of assets from the issuing corporation or another corporation, such as a subsidiary corporation. They are relatively rare and most frequently are securities of other companies owned by the issuer, however they can take other forms, such as products and services.
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BRIEF EXERCISE 15-2 (CONTINUED) Stock Dividends — A stock dividend is a distribution of the corporation’s own shares to shareholders. A stock dividend is distributed in shares. A stock dividend results in a decrease in retained earnings and an increase in share capital. It does not decrease total shareholders’ equity or total assets. Stock dividends are generally issued: (a) by companies that do not have adequate cash to issue a cash dividend, (b) to increase the marketability of shares, and/or (c) to emphasize that a portion of shareholders’ equity has been permanently reinvested in the legal capital of the business and is unavailable for cash dividends. Liquidating Dividends — A liquidating dividend is a payment of a dividend to shareholders that exceeds the company's retained earnings. Once retained earnings is depleted, capital accounts such as contributed surplus is decreased to make up for the remaining dividend to be paid to shareholders. When a liquidating dividend occurs, it is considered to be a return of investment instead of a distribution of profits. Investors generally prefer cash dividends, and they are the most common in practice. Stock dividends are taxable to the shareholders while at the same time not distributing any cash. Consequently, the shareholder may need to sell the additional shares received to pay the income tax on the stock dividend. This is the main reason why stock dividends are not popular with shareholders. A cash dividend transfers the wealth inside the corporation to the shareholder in cash, allowing the shareholder to use the cash as desired.
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BRIEF EXERCISE 15-3 Series A: The shares would be reported as a liability since they are “mandatorily redeemable” i.e. there is an obligation for the company to pay cash at some point in the future. When the term expires, the company is obligated to buy back the shares from the holder. Series B: The shares have the characteristics of preferred shares since they have a stated dividend and they are cumulative. As well, voting rights are not included. The shares do not have the full risks and rewards of ownership that common shares have. Class A: The shares would be considered “in-substance” common shares since they are subordinated to Series A and B shares for dividend and asset distribution and they enjoy the risks and rewards of ownership by participating in the earnings and losses of the company. As well, the shares have voting rights. BRIEF EXERCISE 15-4 June 1 1 Dec.



Share Subscriptions Receivable......... 91,000 Common Shares Subscribed.......



91,000



Cash (45% X $91,000)...........................  40,950 Share Subscriptions Receivable..



40,950



1



Cash ($91,000 – $40,950)......................  50,050 Share Subscriptions Receivable.. 50,050



1



Common Shares Subscribed...............  91,000 Common Shares............................ 91,000
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BRIEF EXERCISE 15-5 (a) March 1



Cash....................................................... 12,500 Receivable from Employee.................. 12,500 Common Shares (1,000 X $25).....



25,000



(b)(1) When shares are issued on account, ASPE [CPA Canada Handbook, Part II – ASPE, Section 3251.10] specifically states that receivable for the uncollected amount should be reported as a reduction in shareholders’ equity unless there is no risk of a reduction in value of the shares. This is similar to the accounting for shares sold on a subscription basis. It is also similar to the U.S. approach, as the SEC requires companies to use this approach because the risk of collection on these types of transactions is often very high. (2)



IFRS is not definitive on the issue of presentation of the receivable for shares issued on account, but the conceptual framework would support presenting the receivables as a reduction of shareholders’ equity unless there is substantial evidence that the company is not at risk for declines in the value of the shares and there is reasonable assurance that the company will collect the amount in cash. As noted above, the receivable from employees should be segregated from trade accounts receivable if not treated as a reduction of shareholders’ equity.



BRIEF EXERCISE 15-6 Cash ($66,000 – $1,700)............................................. 64,300 Common Shares................................................. 64,300
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BRIEF EXERCISE 15-7 (a) Common Shares ($21 X 800)...................................  16,800 Retained Earnings ................................................... 28,000 Cash ($56 X 800).............................................  44,800 (b)



Under IFRS, no explicit guidance is given with respect to accounting for reacquisition of shares, although the accounting may end up the same as in part (a), using basic principles under IFRS.



BRIEF EXERCISE 15-8 (a) Common Shares ($8 X 600).................................... Contributed Surplus................................................ Retained Earnings................................................... Cash ($40 X 600)............................................ (b)



4,800 12,500 6,700 24,000



Under IFRS, no explicit guidance is given with respect to accounting for reacquisition of shares, although the accounting may end up the same as in part (a), using basic principles under IFRS.



BRIEF EXERCISE 15-9 Preferred Shares (200 X $75).................................. Common Shares.....................................



15,000 15,000



Solutions Manual 15-9 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



BRIEF EXERCISE 15-10 Aug. 1 Dividends........................................................................... 900,000 Dividends Payable................................................... 900,000 (1,500,000 x $.60 = $900,000) Aug. 15 No entry. Sep. 9



Dividends Payable............................................................ 900,000 Cash.......................................................................... 900,000



BRIEF EXERCISE 15-11 (a) The average issue price of the preferred shares is $25.00. ($62,500 ÷ 2,500) (b) The average issue price of the common shares is $100. ($400,000 ÷ 4,000) (c) Rate paid to preferred shareholders is 4% ($1 ÷ $25.00) The equivalent for common shares is 4% on $100 paid per share or $4 per share. BRIEF EXERCISE 15-12 Sep. 21



FV-NI Investments............................................................. 450,000 Investment Income or Loss.................................... 450,000 ($1,300,000 – $850,000) Dividends........................................................................... 1,300,000 Property Dividends Payable................................... 1,300,000



Oct. 8



No entry.



Oct. 23



Property Dividends Payable............................................ 1,300,000 FV-NI Investments .................................................. 1,300,000
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BRIEF EXERCISE 15-13 Apr. 20



Dividends........................................................................... 250,000 Common Shares*.............................................................. 150,000 Dividends Payable................................................... 400,000



June 1



Dividends Payable............................................................ 400,000 Cash.......................................................................... 400,000



*Any balance in contributed surplus, if related to the same class of shares, would be debited first, had there been a balance. BRIEF EXERCISE 15-14 Declaration Date: Dividends........................................................................... 810,000 Common Stock Dividends Distributable......................................................... (450,000 X 6% X $30 = $810,000) Distribution Date: Common Stock Dividends Distributable........................ 810,000 Common Shares......................................................



810,000



810,000



BRIEF EXERCISE 15-15 (a) (b) (c) (d)



740,000 (185,000 X 4) $5.00 ($20 X 1/4) $3,700,000 (740,000 X $5) No entry to the general ledger, but a formal record of the split is made in Directors’ Minutes, Shareholder Register and as necessary in corporate records to ensure both the split and the new number of shares are properly tracked and reported.
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BRIEF EXERCISE 15-16 (a)37,000 (185,000 ÷ 5) (b)$100.00 ($20 x 5) (c)$3,700,000 (37,000 X $100) (d)No entry to the general ledger, but a formal record of the split is made in Directors’ Minutes, Shareholder Register and as necessary in corporate records to ensure both the split and the new number of shares are properly tracked and reported. BRIEF EXERCISE 15-17 LU CORPORATION Shareholders’ Equity As at December 31, 2017



Share Capital Common shares............................................................ $  310,000 Common shares subscribed........................ $250,000 Less: share subscriptions receivable......... (80,000) 170,000 Total share capital..................................................... 480,000 Contributed surplus......................................................   320,000 Total paid-in capital....................................................... 800,000 Retained earnings.............................................................  1,340,000 Accumulated other comprehensive income..................   560,000 Total shareholders’ equity......................................... $2,700,000
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BRIEF EXERCISE 15-18 (a) THE SAWGRASS CORPORATION Statement of Changes in Shareholders' Equity Year Ended December 31, 2017



Share Capital Number of Legal Shares Capital Bal. Jan. 1, 2017 Issued common shares Repurchase of shares Declared dividends Comprehensive income: Net income Unrealized gain-OCI Bal. Dec. 31, 2017



32,000 2,000 (1,000)



$800,000 100,000 (25,000)



Accumulated Other



Other Contributed Capital Retained Earnings $145,000



$1,500,000



Total $40,000



(17,500) (70,000) 400,000



33,000



$875,000



$127,500



$1,830,000
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$2,485,000 100,000 (42,500) (70,000) 400,000 25,000 $2,897,500
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BRIEF EXERCISE 15-18 (CONTINUED) (b) THE SAWGRASS CORPORATION Statement of Financial Position (Partial) December 31, 2017



Share Capital Common shares unlimited shares authorized 33,000 shares issued............................................. Contributed surplus.................................................... Total paid-in capital.................................................. Retained earnings.......................................................... Accumulated other comprehensive income................ Total shareholders’ equity......................................



$  875,000   127,500 1,002,500  1,830,000   65,000 $2,897,500



(c) Other comprehensive income and accumulated other comprehensive income are not recorded under ASPE. Under ASPE, changes in retained earnings are usually presented in a statement of retained earnings, and details of changes in capital accounts are usually presented in the notes to financial statements.
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BRIEF EXERCISE 15-19 (1) Rate of return on common shareholders’ equity: Net income – preferred dividends Average common shareholders’ equity $720,000 – $24,000 2 $2,975,500 1



= 23.39%



1



Average common shareholders’ equity = [($3,881,000 $600,000) + ($3,270,000 – $600,000)]  2 = $2,975,500 2



Preferred dividends = 4% X $600,000 = $24,000



(2) Payout ratio: Cash dividends to common Net income – preferred dividends $124,000 – $24,000 $720,000 – $24,000



= 14.37%



(3) Price earnings ratio: Market price of common shares Earnings per share $97.46 $8.70 3



= 11.2 times



3



Earnings per share = (Net income – preferred dividends)  weighted-average number of common shares = ($720,000 – $24,000)  80,000 = $8.70
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BRIEF EXERCISE 15-19 (CONTINUED) (4) Book value per share: Common shareholders’ equity Number of outstanding common shares $3,281,000 4 80,000 4



= $41.01



Common shareholders’ equity = ($3,881,000 - $600,000) = $3,281,000



(5) Rate of return on total assets: Net income – preferred dividends Average total assets $720,000 – $24,000 ($5,136,000 + $4,525,000) / 2



= 14.41%



Since Khalid’s rate of return on shareholders’ equity exceeds the rate of return on assets, the company is trading on the equity, also known as “employing leverage” to the advantage of the company.



*BRIEF EXERCISE 15-20 (a) Cash................................................................... 79,000 Common Shares........................................ 79,000 (b) Cash................................................................... 79,000 Common Shares (2,000 X $11)................. 22,000 Contributed Surplus.................................. 57,000
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*BRIEF EXERCISE 15-21 Sept. 5



Treasury Shares (1,500 X $75)......................................... 112,500 Cash.......................................................................... 112,500



Nov. 20



Cash (1,000 X $80)............................................................ 80,000 Treasury Shares (1,000 X $75)................................ 75,000 Contributed Surplus................................................ 5,000



*BRIEF EXERCISE 15-22 Sept. 5



Treasury Shares (1,500 X $75)......................................... 112,500 Cash.......................................................................... 112,500



Nov. 20



Cash (1,000 X $55)............................................................ 55,000 Retained Earnings*........................................................... 20,000 Treasury Shares (1,000 X $75)................................ 75,000



*Any balance in contributed surplus, if related to the same class of shares, would be debited first.



*BRIEF EXERCISE 15-23 Deficit ................................................................................ 107,000 Buildings.................................................................. Common Shares............................................................... 289,000 Deficit ....................................................................... ($182,000 + $107,000)



107,000 289,000



Notes Payable................................................................... 1,800,000 Common Shares...................................................... 1,800,000
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SOLUTIONS TO EXERCISES EXERCISE 15-1 (10-15 minutes) Jan. 10 Mar.



1



April 1 May



1



Aug. 1 Sept. 1 Nov.



1



Cash (200,000 X $23)............... Common Shares................



4,600,000



Cash (17,000 X $119)............... Preferred Shares................



2,023,000



Land.......................................... Common Shares................



 60,000



Cash (20,000 X $18)................. Common Shares................



360,000



Legal Expense......................... Common Shares................



 19,000



Cash (32,500 X $16)................. Common Shares................



 520,000



Cash (1,500 X $125)................. Preferred Shares................



187,500



4,600,000 2,023,000  60,000  360,000  19,000  520,000 187,500
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EXERCISE 15-2 (15-20 minutes) (a) Original Subscription: Share Subscriptions Receivable.......................... 880,000   (40,000 shares X $22 each) Common Shares Subscribed........................ 880,000 Collection of Down Payments: Cash ($880,000 X .35)............................................ 308,000 Share Subscriptions Receivable.................. 308,000 Collection of Balance: Cash ($880,000 – $308,000).................................. 572,000 Share Subscriptions Receivable.................. 572,000 Issuance of Shares: Common Shares Subscribed............................... 880,000 Common Shares............................................ 880,000 (b) Under ASPE, whether the Share Subscriptions Receivable account should be presented as an asset or a contra equity account is a matter of professional judgement, although conceptually, it makes sense to record as a reduction of equity. Note that Section 3251.10 of the CPA Canada Handbook, Part II requires that share purchase loans receivables must be shown as contra equity unless the borrower is fully responsible for declines in value of the shares and there is reasonable assurance that the full amounts will be collected. In the United States, the SEC requires the Share Subscriptions Receivable account to be presented as a reduction of equity. Under IFRS, specific guidance in not given, but using first principles, the company would likely end up treating it the same as noted above.
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EXERCISE 15-2 (CONTINUED) (c)



If a subscriber is unable to pay all instalments and therefore defaults on the agreement, the possibilities include: (1) returning the amount already paid by the subscriber (possibly after deducting some expenses), (2) treating the amount paid as forfeited and therefore transferring it to the Contributed Surplus account, or (3) issuing fewer shares to the subscriber so that the number of shares issued is equivalent to what the subscription payments already received would have paid for fully. Note that in some jurisdictions, the limit to the liability of the subscriber in case of corporate failure is the subscription price, rather than the amount paid up at the time of the failure.
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EXERCISE 15-3 (10-15 minutes) (a) 1. Cash [(6,000 X $29) – $2,000].......................... 172,000 Common Shares.......................................  172,000 2.



Land .................................................................  130,000 Common Shares....................................... 130,000 Note: The appraised value of the land is used since IFRS 2 Share Based Payment assumes that the fair value of the items acquired can be measured in most cases (IFRS 2.10 and .13). In this case, the appraisal supplies evidence of the value. IFRS is a constraint since the company is a public company as noted by the fact that the shares trade on a national stock exchange.



3.



Common Shares (500 X $30)........................... 15,000 Contributed Surplus................................. 1,000 Cash (500 X $28)....................................... 14,000



(b) Share repurchases are recorded at the average issue price or carrying amount per share, or the average price at which the shares were issued for that class of shares. The original issue price of the individual shares being repurchased is not used. The original issue price of the individual shares repurchased would be considered in the total issue price for the class of shares but would be averaged with all other shares of the same class.
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EXERCISE 15-4 (15-20 minutes) May 12



The entry is correct.



May 10



Cash (8,000 x $50)................................... 400,000 Preferred Shares............................. 400,000



The transaction involves the issue of preferred shares rather than common shares. May 15



Common Shares (1,000 X $17).............. 17,000 Contributed Surplus....................... 2,000 Cash (1,000 X $15).......................... 15,000



The share account is debited for the average issue price per share in the account ($17 per share based on the May 12th transaction). The difference between the average issue price per share and the purchase price is credited to Contributed Surplus. May 31



Cash......................................................... Common Shares.............................



9,000 9,000



No gain can be recognized on the issuance of shares.
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EXERCISE 15-5 (20-25 minutes) (a) Preferred share is non-cumulative, non-participating ($7 x 3,000 = $21,000) (b) Preferred share is cumulative, nonparticipating ($21,000 x 3 = $63,000) (c) Preferred share is cumulative, participating Dividends in arrears Current dividend Pro rata share to common ($280,000 X 7%*) Balance dividend pro rata ($300,000  $580,000) X $12,400** ($280,000  $580,000) X $12,400 Carrying amount: Preferred: $100 X 3,000 Common: $40 X 7,000 Total carrying amount



Preferred



Common



Total



$21,000



$74,000



$95,000



$63,000



$32,000



$95,000



$69,414



$25,586



$95,000



$42,000 21,000



$42,000 21,000 $19,600



6,414



6,414 _______ $69,414



19,600



5,986 $25,586



5,986 $95,000



$300,000 $280,000 $580,000



* Dividend rate per share of $7 divided by $100 stated value for the preferred shares. ** $95,000 – $42,000 – $21,000 – $19,600 = $12,400
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EXERCISE 15-5 (CONTINUED) (d) Current year payout ratio under (a): Payout ratio =



Cash dividends to common __ Net income – Preferred dividends = ____$74,000____ $90,000 – $21,000



= 1.07 Current year payout ratio under (b): Payout ratio =



Cash dividends to common __ Net income – Preferred dividends = ____$32,000____ $90,000 – $63,000



= 1.19 Current year payout ratio under (c): Payout ratio =



Cash dividends to common __ Net income – Preferred dividends = ____$25,586____ $90,000 – $69,414



= 1.24
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If the preferred shares are cumulative and dividends in arrears are paid in the year, and/or if the preferred shares are participating, the company’s payout ratio may appear higher than it would have been if the preferred shares were not cumulative or participating. A potential investor may be interested in earning dividend income through ownership of the company’s common shares, and may require a high enough payout ratio to provide a good yield on the shares. The investor should consider that the company’s payout ratio may appear higher due to certain preferred share dividend features, and not necessarily due to excess distribution of profit to common shareholders. EXERCISE 15-6 (15-20 minutes)



(a)



One year in arrears* Current year** Participating (5.2414%***)



Preferred Common $ 37,500 37,500 $180,000 32,758 157,242 $107,758 $337,242



Total $ 37,500 217,500 255,000 190,000 $445,000



*25,000 X $1.50 = $37,500 **Pro rata share to common: $3,000,000 X 6%**** = $180,000  $445,000 - $255,000    $3,625,000  = 5.2414% *** 



5.2414% x 625,000 = 32,758 5.2424% x 3,000,000 = 157,242 ****Dividend rate per share for preferred shares is 6% calculated: [$1.50 ÷ ($625,000 ÷ 25,000 shares)] (b)



(c)



Current year



$37,500 $407,500



$445,000



$37,500 $180,000



$217,500
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Additional 4%** to common Participating (2.9655%*)



120,000 18,535 88,965 $56,035 $388,965



120,000 337,500 107,500 $445,000



 $445,000 - $337,500    $3,625,000   = 2.9655% *



2.9655% x 625,000 =18,535 2.9655% x 3,000,000 = 88,965 **Dividend rate on common shares Less: matching amount ($37,500 / $625,000) Additional rate to common shares



10% (6%) 4%



EXERCISE 15-7 (20-30 minutes) (a) Dividends in arrears (1) Current year dividend (2) Participating dividend (3) Total



Preferred Common Total $100,000 $100,000 50,000 $180,000 230,000 25,000 60,000 85,000 $175,000 $240,000 $415,000



(1) Dividends in arrears: 25,000 X $2 X 2 years = $100,000 (2) Current year dividend: Preferred: 25,000 X $2 = Common: Number of shares issued



$50,000 60,000 X $3 $ 180,000



(3) Participating dividend: Since the common shareholders will receive a $4 per share dividend, $1 per share is in excess of the $3 dividend per share participation threshold. Solutions Manual 15-26 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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Excess dividend Number of common shares outstanding Excess total dividend Common share capital Excess return Apply excess return to preferred shareholders’ capital Participating dividend to preferred Shareholders



$1 X 60,000 $60,000  $1,800,000 3.33% X $750,000 $25,000
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EXERCISE 15-7 (CONTINUED) (b)



Dividends........................................................................... 405,000 Common Stock Dividends Distributable.......................................................... 405,000 (60,000 X 15% X $45)



(c)



Common Shares............................................................... 315,000 Contributed Surplus......................................................... 150,000 Retained Earnings............................................................ 7,500 Cash (10,500 X $45)................................................. 472,500 ($1,800,000 / 60,000 X 10,500 = $315,000)
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EXERCISE 15-8 (10-15 minutes) (a)



Dividends........................................................................... 1,728,000 Common Stock Dividends Distributable.......................................................... 1,728,000 (600,000 shares X 6% X $48 = $1,728,000) Common Stock Dividends Distributable................................................................. 1,728,000 Common Shares...................................................... 1,728,000



(b)



(c)



No entry, memorandum note to indicate that shares outstanding are now 2,400,000 (600,000 X 4). January 8, 2018 FV-NI Investments............................................................. 5,000 Unrealized Gain or Loss............................................5,000 Dividends........................................................................... 165,000 Property Dividends Payable...................................... 165,000 January 28, 2018 Property Dividends Payable............................................ 165,000 FV-NI Investments...................................................... 165,000
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EXERCISE 15-9 (10-15 minutes) (a) 1. 2.



No entry—simply a memorandum indicating the number of shares has increased to 2 million. Dividends 143,000,000 Common Stock Dividends Distributable........................................................ 143,000,000 (1,000,000 shares X $143) Common Stock Dividends Distributable Common Shares



143,000,000 143,000,000



(b) Large stock dividends and splits serve the same function with regard to the securities markets. Both techniques allow the Board of Directors to increase the quantity of shares outstanding and channel share prices into the “popular trading range.” For accounting purposes, the 20%-25% rule reasonably views large stock dividends as substantive stock splits. It is necessary to capitalize the stated value with a stock dividend because the number of shares is increased and the stated value per share remains the same. Stock dividends are sometimes referred to as “capitalization of earnings”.
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EXERCISE 15-10 (10-15 minutes) (a)



The market price should change from $1 to around $10.



(b) The current shareholder will be grateful for the reverse stock split as it will ensure that the trading of the shares will remain intact and not be affected from delisting. Liquidity in trading is very important to shareholders. (c)



The reverse stock split will not affect the $4 dividend rate per share per year of the preferred shares outstanding. It will affect the conversion ratio as follows: Original conversion ratio was 1 for 5 New conversion ratio will be 1 for 0.50 (5 / 10)
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EXERCISE 15-11 (10-12 minutes) (a)



Dividends........................................................................... 2,360,000 Common Stock Dividends Distributable.......................................................... 2,360,000 (400,000 X 10% X $59) Common Stock Dividends Distributable.................................................................. 2,360,000 Common Shares...................................................... 2,360,000



(b)



Dividends (400,000 X $59)................................................ 23,600,000 Common Stock Dividends Distributable.......................................................... 23,600,000 Common Stock Dividends Distributable.................................................................. 23,600,000 Common Shares...................................................... 23,600,000



(c)



No entry. The number of shares outstanding increases to 800,000.
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EXERCISE 15-12 (45-50 minutes) (a)



1.



Dividends Payable (Preferred - 2,000 X $8).................................................. 16,000 Dividends Payable (Common - 25,000 X $3)................................................ 75,000 Cash.......................................................................... 91,000



2.



Common Shares............................................................... 88,800 Contributed Surplus......................................................... 40,700 Cash (3,700 X $35)................................................... 129,500 ($600,000 / 25,000 X 3,700 = $88,800)



3.



Cash (1,000 X $105).......................................................... 105,000 Preferred Shares...................................................... 105,000



4.



*Dividends......................................................................... 95,850 Common Stock Dividends Distributable....................................................... 95,850 [(25,000 – 3,700) X 10% = 2,130 X $45]



5.



Common Stock Dividends Distributable............................................................... 95,850 Common Shares...................................................... 95,850



6.



Dividends........................................................................... 70,860 Dividends Payable (Preferred: 3,000 X $8).......................................... 24,000 Dividends Payable [(Common: 25,000 – 3,700 + 2,130) X $2] 46,860 *Contra account to Retained Earnings closed at year-end.



Solutions Manual 15-33 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



EXERCISE 15-12 (CONTINUED) (b) Falkon Corp. Statement of Changes in Shareholders' Equity For the year ended December 31, 2017



Balance, January 1 Net income Other comprehensive income Comprehensive income Repurchase of common shares Issuance of preferred shares Issuance of common shares through stock dividend Cash dividend: – preferred – common Balance, December 31



Preferred shares Number of sh. Paid-in $200,00 2,000 0



1,000



Common Shares Number of sh. Paid-in 25,000



$600,000



(3,700)



(88,800)



2,130



95,850



Contrib. Surplus $55,000



Retained Earnings



$250,000 $75,000 450,000 5,000



(40,700)



105,000 (95,850) (24,000) (46,860)



3,000



$305,00 0



23,430



$607,050
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$14,300



Acc. Other Compr. Income



$533,290



Total $1,180,00 0 450,000 5,000 455,000 (129,500) 105,000 (24,000) (46,860)



$80,000 $1,539,640
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EXERCISE 15-12 (CONTINUED) (c)



Falkon Corp. Shareholders’ Equity—December 31, 2017 Share capital Preferred shares, $8, (10,000 shares authorized, 3,000 shares issued) $ 305,000 Common shares, unlimited authorized, 23,430 shares issued 607,050 Total share capital 912,050 Contributed surplus 14,300 Total paid-in capital 926,350 Retained earnings 533,290 Accumulated other comprehensive income 80,000 Total shareholders’ equity $1,539,640 Calculations: [refer to part (b)] Preferred shares: $200,000 + $105,000 = $305,000 Common shares: $600,000 – $88,800 + $95,850 = $607,050 Contributed surplus: $55,000 – $40,700 = $14,300 Retained earnings: $250,000 – $95,850 – $70,860 + $450,000 = $533,290 AOCI: $75,000 + ($455,000 – $450,000) = $80,000
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EXERCISE 15-12 (CONTINUED) (d) Rate of return on common shareholders’ equity for 2017: Net income – preferred dividends Average common shareholders’ equity $450,000 – $24,000 $1,107,320 1



= 38.47%



1



Average common shareholders’ equity = [($1,180,000 - $200,000) + ($1,539,640 – $305,000)]  2 = $1,107,320 Rate of return on total assets for 2017: Net income – preferred dividends Average total assets $450,000 – $24,000 ($2,140,000 + $2,616,000) / 2



= 17.91%



Since Falkon’s rate of return on shareholders’ equity exceeds the rate of return on assets, the company is trading on the equity, also known as “employing leverage” to the advantage of the company. A common shareholder would generally favour a company that is trading on the equity, because the company is using borrowed money at preferably fixed interest rates (or issuing preferred shares with constant dividend rates) and earning a higher rate of return on the money used.
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EXERCISE 15-13 (15-20 minutes) (a) Jan. 15



Cash (10,000 X $6)............................................................ 60,000 Common Shares...................................................... 60,000



Feb. 12



Cash (2,000 X $60)............................................................ 120,000 Preferred Shares...................................................... 120,000



Sept. 2



Land ................................................................................... 25,000 Common Shares...................................................... 25,000



Oct. 31



Dividends........................................................................... 4,000 Cash (2,000 X $2)..................................................... 4,000



Nov. 1



Dividends........................................................................... 60,000 Cash (40,000 X $1.50).............................................. 60,000



Nov. 15



Preferred Shares (500 X $60)........................................... 30,000 Retained Earnings............................................................ 1,000 Cash (500 X $62)...................................................... 31,000
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EXERCISE 15-13 (CONTINUED) (b) Miss M’s Dance Studios Ltd. Statement of Changes in Shareholders’ Equity Year ending December 31, 2017



Balance, January 1, 2017 Shares issued for cash Shares issued for land Dividends, common shares Dividends, preferred shares Shares purchased and retired Net Income Balance, December 31, 2017 (c) Dec. 31 Dec. 31



Number Number of of Common Common Preferred Preferred shares Shares Shares Shares 25,000 $100,000 – – 10,000 60,000 2,000 $120,000 5,000 25,000



_ 40,000



_ _ $185,000



(500) _ 1,500



Income Summary.............................................................. 232,000 Retained Earnings................................................... Retained Earnings............................................................ 64,000 Dividends................................................................. ($4,000 + $60,000 = $64,000)
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(30,000) _ $90,000



Retained Earnings $365,000 (60,000) (4,000) (1,000) 232,000 $532,000



Total Shareholders’ Equity $465,000 $180,000 25,000 (60,000) (4,000) (31,000) 232,000 $807,000



232,000 64,000
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EXERCISE 15-14 (45-50 minutes) (a) Transaction entries for 2017: Jan.



2



Cash (100,000 X $100).................... 10,000,000 Preferred Shares..................... 10,000,000



Mar.



5



Dividends (100,000 X $5 X 3/12).... Dividends Payable ..................



125,000



Dividends Payable......................... Cash.........................................



125,000



Cash (130,000 X $11)...................... Common Shares......................



1,430,000



Dividends (100,000 X $5 X 3/12).... Dividends Payable ..................



125,000



Dividends Payable......................... Cash.........................................



125,000



Dividends (100,000 X $5 X 3/12).... Dividends Payable ..................



125,000



Dividends Payable......................... Cash.........................................



125,000



Dividends (100,000 X $5 X 3/12).... Dividends Payable ..................



125,000



April 1 18 June 5 July



1



Sept. 5 Oct. Dec.



1 5



125,000 125,000 1,430,000 125,000 125,000 125,000 125,000 125,000



Note: The December 5, 2017 dividend will be paid on January 1, 2018 and will reduce both Cash and the Dividends Payable liability by $125,000 on that date. The following closing entries would also be made: Dec. 31 Dec. 31



Income Summary.............................................................. 374,000 Retained Earnings.................................................... 374,000 Retained Earnings............................................................ 500,000 Dividends................................................................. 500,000
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EXERCISE 15-14 (CONTINUED) (b) Preferred Shares Jan. 1 – Jan. 2 10,000,000 Dec. 31 10,000,000 Retained Earnings Jan. 1



1,323,000



Dec. 31 500,000



Common Shares Jan. 1 5,600,000 Apr. 18 1,430,000 Dec. 31 7,030,000 Accumulated Other Comprehensive Income Jan. 1 142,000 Dec. 31 142,000



Dec. 31 374,000 Dec. 31 1,197,000



Mar. 5 Jun. 5 Sep. 5 Dec. 5



Dividends 125,000 125,000 125,000 125,000 Dec. 31 Dec. 31



500,000 0
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EXERCISE 15-14 (CONTINUED) (c) COPELAND LTD. Statement of Changes in Shareholders' Equity Year Ended December 31, 2017 Preferred Shares Number of Share Shares Capital Balance Jan, 1, 2017 Issued preferred shares 100,000 Issued common shares Declared dividends Net income Balance Dec. 31, 2017 100,000



Accum. Other



Common Shares Number of Shares 800,000



Share Capital



Retained Earnings



$5,600,000 $1,323,000



Total $142,000



$7,065,000



$142,000



10,000,000 1,430,000 (500,000) 374,000 $18,369,000



$10,000,000



$10,000,000



130,000



1,430,000



930,000



(500,000) 374,000 $7,030,000 $1,197,000



Solutions Manual 15-41 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



EXERCISE 15-14 (CONTINUED) (d) COPELAND LTD. Statement of Financial Position (Partial) December 31, 2017 Shareholders’ equity Share capital $5 Preferred shares, non-cumulative, unlimited number authorized, 100,000 shares issued............................... Common shares, unlimited number authorized, 930,000 shares issued........... Total share capital.................................. Retained earnings............................................... Accumulated other comprehensive income...... Total shareholders’ equity............................



$ 10,000,000 7,030,000 17,030,000 1,197,000 142,000 $18,369,000



(e) COPELAND LTD. Cash Flow Statement (Partial) Year Ended December 31, 2017 Financing activities Proceeds from issue of preferred shares.......... Proceeds from issue of common shares........... Payment of preferred dividends*........................ Cash provided by financing activities.......................



$10,000,000 1,430,000 (375,000) $11,055,000



* Dividends declared on December 5th will be paid on January 1, 2018 and will appear on the statement of cash flows in that year (the year paid).
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*EXERCISE 15-15 (20-30 minutes) (a) RADFORD CORPORATION Partial Statement of Financial Position As of December 31, 2017 Shareholders’ equity: Share capital: Preferred shares, $100 par value,   6% cumulative and nonparticipating,   authorized 300,000 shares, issued   and outstanding 10,000 shares $1,000,000 Common shares, $11 par value,   authorized 1,000,000 shares, issued   and outstanding 290,000 shares $3,190,000**** Common shares subscribed, 10,500 shares  115,500 Total common shares issued and to be issued    3,305,500 Total share capital 4,305,500 Contributed surplus 817,500 * Total paid-in capital  5,123,000 Retained earnings 150,000*** Total paid-in capital and retained earnings  5,273,000 Less: Share subscriptions receivable 117,600** Total shareholders’ equity $5,155,400 ***Common share balance calculations: Issued 300,000 x $11 Retired 10,000 x $11 Subscribed 10,500 x $11



= $ 3,300,000 = (110,000) $ 3,190,000 = 115,500



Solutions Manual 15-43 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



*EXERCISE 15-15 (CONTINUED) (a) (continued) *Contributed surplus balance is composed of the following: From issue of preferred shares: $1,475,000 – (10,000 shares X $100 par value) = $475,000 From sale of common shares: $3,600,000 – (300,000 shares X $11 par value) = 300,000 From sale of common share subscription: ($16 per share – $11 par value) X 10,500 shares 52,500 From repurchase and retirement of common shares: $300,000 X (10,000 / 300,000) (10,000 ) $817,500 **$16 X 10,500 X (1 – 30%) *** Retained earnings balance $180,000 Less repurchase and retirement of common shares: Purchase price $150,000 Less: par value of common shares ($10,000 X $11) ( 110,000 ) Less: pro-rata portion of contributed surplus ( 10,000 ) ( 30,000 ) Adjusted balance of retained earnings $150,000
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*EXERCISE 15-15 (CONTINUED) (b)



RADFORD CORPORATION Partial Statement of Financial Position As of December 31, 2017



Shareholders’ equity: Share capital: Preferred shares, 6% cumulative and    nonparticipating, 300,000 shares    authorized, 10,000 shares issued $1,475,000 Common shares, 1,000,000 shares    authorized, 290,000 shares issued $3,480,000** Common shares subscribed, 10,500 shares  168,000 Total common shares issued and to be issued    3,648,000 Total share capital  5,123,000 **Common shares (3,600,000/300,000) = $12 stated value Issued 300,000 shares $3,600,000 Retired10,000 x $12 (120,000) $3,480,000 Subscribed 10,500 x $16 $168,000 Retained earnings   150,000 * Total paid-in capital and retained earnings  5,273,000 Less: Share subscriptions receivable   117,600** Total shareholders’ equity $5,155,400 ** $168,000 x 70% * Retained earnings balance $180,000 Less: repurchase of common shares: Purchase price $150,000 Less stated value of common shares ($10,000 X $12) ( 120,000 ) ( 30,000 ) Adjusted balance of retained earnings $150,000
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*EXERCISE 15-15 (CONTINUED) (c)



The Share Subscriptions Receivable account can be shown as a contra-equity account in shareholders’ equity or as a receivable in the asset section of the statement of financial position. Both presentations are acceptable under IFRS and ASPE although the contra-equity presentation reflects “paid-in” capital more accurately and is required in some jurisdictions. The contra-equity presentation would produce a lower book value and a higher rate of return on shareholders’ equity by reducing the shareholders’ equity in the formula.
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EXERCISE 15-16 (15-20 minutes) (a) Shareholders’ Item Assets Liabilities Equity 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13.



NE NE NE D D NE I NE D NE NE D NE



I = increase



D I NE NE D I NE I D NE NE NE NE



I D NE D NE D I D NE NE NE D I/D



Share Capital



Cont. Surplus



Retained Earnings



I NE NE NE NE NE NE NE NE I NE D I/D



NE NE NE NE NE NE NE NE NE NE NE I NE



NE D NE D NE D NE D I D NE NE NE



Acc. Other Comprehensive Income NE NE NE NE NE NE I NE D NE NE NE NE



; NE = no effect ; D = decrease I/D = increase and decrease
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EXERCISE 15-16 (CONTINUED) (b)



If the company was a private entity following ASPE, then the only items that would be handled differently are item #7 and #9, the investment accounted for using FV-OCI. Under ASPE, the investment would have to be accounted for using fair value through net income (since ASPE does not have an FV-OCI option and the shares trade in an active market).



*EXERCISE 15-17 (15-20 minutes) Brubacher Limited Shareholders’ Equity December 31, 2017 Share Capital: Preferred shares, $5 cumulative, $50 preference in liquidation; authorized 60,000 shares, issued and outstanding 10,000 shares $ 500,000 Common shares, authorized 600,000 shares, issued 200,000 shares, and outstanding 190,000 shares 200,000 Total share capital 700,000 Contributed surplus—common 1,460,000 Total paid-in capital 2,160,000 Retained earnings 201,000 Accumulated other comprehensive income 100,000 Total paid-in capital and retained earnings 2,461,000 Less: Treasury shares, 10,000 common shares 170,000 Total shareholders’ equity $2,291,000
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EXERCISE 15-18 (20-25 minutes) (a) Bennington Corp. is the more profitable in terms of return on total assets. This may be shown as follows: Bennington Corp.



$840,000 $4,200,000



= 20%



Kao Corp.



$756,000 $4,200,000



= 18%



It should be noted that these returns are based on net income related to total assets, where the ending amount of total assets is considered representative. If the rate of return on total assets uses net income before interest but after tax in the numerator, the rates of return on total assets are as shown below: $840,000 $4,200,000



Bennington Corp. Kao Corp.



= 20%



$756,000 + $120,000 – $36,000* $840,000 = $4,200,000 $4,200,000 = 20%



*Tax on $120,000 x 30% = $36,000 (b) Kao Corp. is the more profitable in terms of return on shareholders’ equity. This may be shown as follows: Kao Corp.



$756,000 $2,700,000



= 28%



Bennington Corp.



$840,000 $3,600,000



= 23.33%
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EXERCISE 15-18 (CONTINUED) (b) (continued) Note to instructor: To explain why the difference in rate of return on assets and rate of return on shareholders’ equity occurs, the following schedule might be provided to the student.



Fund Supplies Current liabilities Long-term debt Common shares Retained earnings



Kao Corp. Rate of Return Accruing to Funds on Funds at Cost of Common Supplied 20%* Funds Shares $ 300,000 $ 60,000 $ 0 $ 60,000 1,200,000 240,000 84,000 ** 156,000 2,000,000 400,000 0 400,000 700,000 140,000 0 140,000 $4,200,000 $840,000 $84,000 $756,000



*Determined in part (a), 20% **The cost of funds is the interest of $120,000 (1,200,000 X 10%). This interest cost must be reduced by the tax savings of $36,000 (30%) related to the interest. The schedule indicates that the income earned on the total assets (before interest cost) was $840,000. The interest cost (net of tax) of this income was $84,000, which indicates a net return to the common equity of $756,000.



Solutions Manual 15-52 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



EXERCISE 15-18 (CONTINUED) (c) The Kao Corp. earned a net income per share of $7.56 ($756,000  100,000) while the Bennington Corp. had net income per share of $5.79 ($840,000  145,000). The Kao Corp. has borrowed a substantial portion of its capital at a cost of 10% and has used these assets to earn a return in excess of 10%. The excess was financed by borrowed capital and represents additional income for the shareholders and has resulted in the higher net income per share. Due to the debt financing, Kao has less shareholder contributed capital outstanding. (d) Yes, from the point of view of income it is advantageous for the shareholders of Kao Corp. to have long-term debt outstanding. The assets obtained from incurrence of this debt are earning a higher return than their cost to Kao Corp. which is evidence of leverage, yet may lead to increased risk in the case of an economic downturn. (e) Price earnings ratio. Kao Corp. Bennington Corp.



$101 $7.56 $63.50 $5.79



= 13.3 times earnings. = 11.0 times earnings.



(f) Book value per share. Kao Corp.



$2,000,000 + $700,000 = $27.00 100,000



Bennington Corp.



$2,900,000 + $700,000 = $24.83 145,000
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*EXERCISE 15-19 (10-15 minutes) Common Shares............................................................... 190,000 Deficit ........................................................................ 190,000 (To record the elimination of the deficit against share capital) Buildings........................................................................... 135,600 Notes Payable................................................................... 260,000 Common Shares........................................................ 395,600 (To record write-up of plant assets to fair value and record the negotiated change in control)



*EXERCISE 15-20 (15-20 minutes) Retained Earnings............................................................ 450,000 Inventory.................................................................. Buildings.................................................................. [$330,000 = $1,700,000 – ($1,290,000 – $80,000)]



120,000 330,000



Common Shares............................................................... 850,000 Contributed Surplus......................................................... 220,000 Retained Earnings................................................... 1,070,000 ($450,000 + $620,000) The balance in Retained Earnings for the year following the reorganization should include only Net Income – dividends = 190,000 – 30,000 = 160,000.
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TIME AND PURPOSE OF PROBLEMS Problem 15-1 



(Time 40-45 minutes)



Purpose—to provide the student with an understanding of the necessary entries to properly account for a corporation’s share transactions. The problem involves such concepts as noncash share exchanges, sale of preferred and common shares, and the reacquisition of both preferred and common shares. The student is required to prepare the respective journal entries and the shareholders’ equity section of the statement of financial position so as to reflect these transactions. The student must also discuss the distinction between paid-in capital and retained earnings and how discuss the different types of preferred shares repurchase features.



Problem 15-2 



(Time 45-55 minutes)



Purpose—to provide the student a comprehensive problem involving all facets of the shareholders’ equity section. The student must prepare the shareholders’ equity section of the statement of financial position, analyzing and classifying different transactions to come up with proper accounts and amounts. Journal entries for the transactions are also required.



Problem 15-3 



(Time 20-30 minutes)



Purpose—to provide the student with an understanding of the necessary entries to properly account for a corporation’s share transactions. This problem involves such events as lump-sum sales of shares, and a noncash share exchange.



Problem 15-4 



(Time 20-30 minutes)



Purpose—to provide the student with an understanding of various entries relating to share issuances and dividend declaration to two classes of shares. This problem involves non-monetary, lump-sum and subscription issuances.



Problem 15-5 



(Time 20-30 minutes)



Purpose—to provide the student with an understanding of the proper entries to reflect the reacquisition, and issuance of a corporation’s shares. The student is required to prepare the journal entries to reflect these transactions.
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TIME AND PURPOSE OF PROBLEMS (CONTINUED) Problem 15-6  minutes)



(Time 30-40



Purpose—to provide the student with an opportunity to record five different journal entries. The entries involve a share subscription, collection of the receivable, and default on certain of these receivables. In addition, a repurchase of shares and a lump-sum issuance must be recorded.



Problem 15-7 



(Time 25-30 minutes)



Purpose—to provide the student with an opportunity to record a nonmonetary share issuance, a share repurchase and a cash dividend payment. The calculation of the cash dividend is challenging due to cumulative, participating preferred shares.



*Problem 15-8  (Time 25-35 minutes) Purpose—to provide the student with an opportunity to analyze a set of transactions affecting shareholders’ equity and prepare the company’s shareholders’ equity section. Transactions include issuance of par value shares to buy equipment, lump-sum sale, collection of subscribed shares, and a reacquisition of shares.



Problem 15-9 



(Time 15-20 minutes)



Purpose—to provide the student with an understanding of the proper accounting for the declaration and payment of cash dividends on both preferred and common shares. This problem also involves a dividend arrearage on preferred shares, which will be satisfied by the issuance of common shares. The student is required to prepare the necessary journal entries for the dividend declaration and payment, assuming that they occur simultaneously.



Problem 15-10  (Time 20-25 minutes) Purpose—to provide the student with an understanding of the effect which certain preferred share provisions, such as cumulative and fully participating, have on dividend distributions to common and preferred shareholders. The student is required to allocate the dividends to each type of share under two different assumptions: (1) the preferred share does possess these two aforementioned provisions, and (2) the preferred share does not. Solutions Manual 15-56 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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TIME AND PURPOSE OF PROBLEMS (CONTINUED) Problem 15-11  (Time 20-25 minutes) Purpose—to provide the student with an understanding of the accounting effects related to the cash, property, stock dividends and stock splits. The student is required to analyze their effect on total assets, common shares, contributed surplus, retained earnings, and total shareholders’ equity.



Problem 15-12  (Time 40-45 minutes) Purpose—to provide the student with an understanding of the respective entries for a series of transactions involving equity accounts, such as the declaration of property dividends and stock dividends and the donation of land. The student is required to prepare the proper journal entries to reflect these transactions and to prepare a shareholders’ equity section to reflect the entries during the period.



Problem 15-13  (Time 30-40 minutes) Purpose—to provide the student with an understanding of the proper accounting for the issuance of shares, issuance costs, shares sold on a subscription basis, and defaulted subscriptions. The student is required to prepare both the necessary journal entries to record the equity transactions and prepare the shareholders’ equity section of the statement of financial position.



Problem 15-14  (Time 40-45 minutes) Purpose—to provide the student with an opportunity to prepare a statement of changes in shareholders’ equity and the shareholders’ equity section of the statement of financial position, to reflect the changes from five different transactions involving share issuances, reacquisitions, stock splits, and dividend declarations. Throughout the problem the student needs to keep track of the number of shares outstanding.



Problem 15-15  (Time 35-45 minutes) Purpose—to provide the student with an understanding of the proper accounting for the declaration and payment of both a cash and stock dividend. The student is required to prepare both the necessary journal entries to record the cash and stock dividends and the shareholders’ equity section of the balance sheet. The Solutions Manual 15-57 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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student is also required to prepare the statement of changes in shareholders’ equity.



SOLUTIONS TO PROBLEMS PROBLEM 15-1 (a)



-1(no entry necessary) -2Land.............................................................. 210,000 Common Shares...................................  210,000 -3Cash (15,200 shares X $110)....................... 1,672,000 Preferred Shares................................... 1,672,000 -4Preferred Shares ($110 X 3,000 shares)......  330,000 Cash ($100 X 3,000 shares).................  300,000 Contributed Surplus...............................   30,000 -5Dividends Payable........................................ Cash...................................................... -6Common Shares........................................... Retained Earnings........................................ Cash (500 x $49)................................... ($210,000 ÷ 10,000 = $21.00 per share; $21.00 X 500 shares = $10,500)



 85,000 85,000



 10,500  14,000



 24,500



-7Cash (2,000 shares X $99)........................... 198,000 Preferred Shares................................... 198,000
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PROBLEM 15-1 (CONTINUED) (b) Shareholders’ equity: Share capital Preferred shares, 150,000 shares    authorized 14,200 shares issued   Common shares, unlimited   authorized; 9,500 shares issued   Total share capital Contributed surplus



$1,540,000   199,500 1,739,500 30,000



Total paid-in capital   1,769,500 Retained earnings Total shareholders’ equity



 1,018,000 $2,787,500



Schedule of Capital Amounts Transaction  2  3  4  6  7 Totals



Preferred Shares



Contr. Surplus Preferred



Common Shares



Number of Shares Preferred Common



Retained Earnings



$210,000 $1,672,000 (330,000) 198,000 _



_



$30,000     _ __ $30,000



  (10,500)



10,000



$(14,000



)



15,200 (3,000)   2,000



_ _$199,500 1,032,000 $1,018,000



(500)



9,500 14,200



$1,540,000
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PROBLEM 15-3 (CONTINUED) (c)



The distinction between contributed (paid-in) capital and retained earnings is important from legal, tax and economic points of view. Legally, dividends can be declared only out of retained earnings. Economically, management, shareholders and others look to earnings for the continued existence and growth of the corporation, whereas paid-in capital represents amounts contributed to the corporation by shareholders over its life.



(d) Although a corporation always has the right to repurchase outstanding shares “on the market” at the prevailing market price, preferred shares that are callable/redeemable can be repurchased by the corporation at specified future dates and specified prices, frequently by a random draw for a partial call. These prices may or may not be the same as the prevailing market price. This would affect the amount of cash paid for the shares and the timing of the repurchase. A corporation might want to reduce the amount paid out as dividends to the preferred shareholders and would invoke the right to call the preferred shares. The corporation is in control of the timing of the cash outflows required by the repurchase. (e) Retractable preferred shares are repurchased by the corporation at the option of the shareholder, usually (but not always) at the prevailing market price. This feature would affect the timing of the repurchase. Since the shareholder can trigger the repurchase, several repurchase transactions could potentially take place during the fiscal period, or the share indenture may specify only particular dates. This feature gives flexibility to the shareholders, who have control over the timing of the repurchase.
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PROBLEM 15-2 (a) Oregano Inc. Balance Sheet (Partial – Shareholders’ Equity section) June 30, 2017 Share Capital: Preferred shares, $2.00, cumulative and non-participating, 100,000 shares authorized, 50,000 shares issued $2,200,000 Common shares, unlimited number authorized, 116,000 shares issued Common shares subscribed, 8,000 shares Total share capital



$3,918,340 2 368,000



381,6601 6,868,000 (368,000) $6,500,000



Retained earnings Total share capital and retained earnings Less: Share subscriptions receivable Total shareholders’ equity 1



Retained earnings, June 30, 2016 Add: Net Income Deduct: Excess of cost of reacquired shares over assigned value Preferred dividend Stock dividend, common shares



4,286,340 6,486,340



$ 690,000 40,000 $12,340 50,000 286,000



348,340 $ 381,660
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PROBLEM 15-2 (CONTINUED) (a) (continued) 2



Common share transactions: Date Shares Price 07/01/14 95,000 $31.0 0 07/24/14 5,000 –



Common shares $2,945,000 220,000 a



03/01/15



10,000



42.00



420,000



10/01/16



2,000



46.00



92,000 b



Subtotal 11/30/16



112,000 (2,000) 32.83



3,677,000 65,660 c



Subtotal 01/31/17 06/20/17 Total



110,000 5,500d 500 116,000



52.00



3,611,340 286,000 21,000 $3,918,340



a. The 5,000 shares exchanged for a plot of land are recorded at $220,000 of shares (use the current fair value of the land on July 24 to value the share issuance). b. The remaining subscriptions for 8,000 shares resulted in $368,000 of common shares subscribed. c. $3,677,000 / 112,000 = $32.83 per share. Retained Earnings is also debited for $12,340, since there is no contributed surplus, the difference between the repurchase price of $39 per share less the average stated price of $32.83 per share. d. 5% stock dividend on outstanding shares 110,000 x 5% = 5,500 at market value $52 = 286,000. (b) Solutions Manual 15-62 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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October 1, 2016 Cash....................................................................... 92,000 Share Subscriptions Receivable.............................  368,000 Common Shares Subscribed..........................    368,000 Common Shares............................................. 92,000 PROBLEM 15-2 (CONTINUED) (b) (continued) November 30, 2016 Common Shares........................................................  65,660 $3,677,000 / 112,000 = $32.83 per share x 2,000 Retained Earnings..................................................... 12,340 Cash (2,000 X $39)............................................  78,000 December 15, 2016 Dividends...................................................................336,000    Common Stock Dividends Distributable............. 286,000 Dividends Payable ............................................ 50,000 January 15, 2017 Dividends Payable ....................................................  50,000 Cash...................................................................  50,000 January 31, 2017 Common Stock Dividends Distributable....................286,000    Common Shares................................................ 286,000 June 20, 2017 Cash.......................................................................... 21,000    Common Shares................................................



21,000



(c) A stock dividend is currently disadvantageous for common shareholders since they will have to pay taxes on the value of the stock dividend without the receipt of cash to settle the tax liability. The total book value of the shareholders’ holdings does not Solutions Manual 15-63 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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increase to compensate for this tax burden. The shareholders of Oregano Inc. may be willing to accept a stock dividend in the current year if the company is committed to continuing its payment of $0.30 per share as cash dividends in the future. In this case, the stock dividend would result in higher cash dividends for common shareholders because each shareholder would hold additional shares. PROBLEM 15-3 -1Machinery.................................................................. 74,500 Common Shares................................................  74,500 (Although the value of the shares is $75,600 (4,200 X $18), the machinery cannot be recorded at a cost higher than its fair value.) -2Dividends...................................................................342,000    Dividends Payable............................................. 342,000 Dividend to preferred: $6 X 40,000 shares = Dividend to common: $6 X 17,000 shares =



$240,000 $102,000 $342,000



-3Cash..........................................................................125,000 Preferred Shares................................................  93,385 Common Shares................................................  31,615 Fair value of common (2,500 X $13) = Fair value of preferred (1,200 X $80) = Aggregate



$ 32,500   96,000 $128,500



Using the relative fair value method (since the fair values of both shares are available):



$32,500 Allocated to common: $128,500 X $125,000 =



$ 31,615
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X $125,000 =



  93,385 $125,000
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PROBLEM 15-3 (CONTINUED) -4Furniture and Fixtures...............................................  36,000 Preferred Shares................................................ 5,200 Common Shares (2,200 X $14)......................... 30,800 Using the residual value method: Fair value of furniture Less: Fair value of common shares Total value assigned to preferred shares



$36,000 30,800 $ 5,200



The company must use the residual value method to allocate the lump-sum issue since only the value of the common shares is known. The value of the preferred shares is not directly known and therefore the residual value is assigned.
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PROBLEM 15-4 (a) January 1, 2017 No entry. January 10, 2017 Land.......................................................................  450,000 Common Shares............................................. 450,000 March 10, 2017 Cash.......................................................................  400,000 Preferred Shares (4,000 X $100)....................  400,000 April 15, 2017 Automobiles............................................................ Common Shares (110 X $55).........................



6,050 6,050



August 20, 2017 Cash....................................................................... 60,000 Share Subscriptions Receivable............................. 540,000 Common Shares Subscribed.......................... 600,000 (40 X 250 shares X $60) October 11, 2017 Cash....................................................................... 230,000    Common Shares............................................. 168,861 Preferred Shares............................................ 61,139 (3,000 X $58) + (600 X $105) = $237,000; Common: $174,000* / $237,000 X $230,000 = $168,861; Preferred: $63,000** / $237,000 X $230,000 = $61,139 *(3,000X $58 = $174,000) **(600 X $105 = $63,000) December 31, 2017 Dividends .................................................................. 26,000    Dividends Payable *........................................... Dividends Payable ............................................ * (4,000 + 600) X $4.00 = $18,400 for preferred shares



18,400 7,600
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PROBLEM 15-4 (CONTINUED) (b)



This transaction is a non-monetary exchange with a sharebased payment. IFRS 2 Share-based Payment indicates that the fair value of the asset acquired should be used to measure its acquisition cost, and it presumes that this value can be determined except in rare cases. If the asset’s fair value cannot be determined reliably, then its fair value and cost are determined by using the fair value of the shares given in exchange. In this example, the company uses the fair value of the shares given in exchange since only the fair value of the common shares is known. The asking price for the used car does not represent the car’s fair value because the asking price for the used car does not necessarily represent the exchange value of the vehicle between two arm’s length parties. Valuing the used car using the fair value of the shares given in exchange (which are publicly and actively traded) maintains the representational faithfulness and neutrality of the financial statements. Alternatively, the fair value of the used car may be determinable by direct comparison with a similar used car that was recently sold.
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PROBLEM 15-5 (a) Common Shares ($30 X 430)............................ 12,900 Contributed Surplus........................................... 3,440 Cash ($38 X 430)....................................... 16,340 (b) Common Shares ($30 X 200)............................ Contributed Surplus........................................... Cash ($44 X 200).......................................



6,000 2,800 8,800



(c) Cash (3,200 X $41)............................................ 131,200 Common Shares........................................ 131,200 (d) Cash (1,500 X $47)............................................  70,500 Common Shares........................................  70,500 (e) Common Shares (1,000 X $34.644*).................  34,644 Contributed Surplus........................................... 1,760** Retained Earnings ............................................ 13,596 ($50,000 – $34,644 – $1,760) Cash (1,000 X $50).................................... 50,000



a. b.



Common Shares Bal. $270,000 12,900 6,000 c. 131,200 d. 70,500   $452,800



Number of Common Shares Bal. ($270,000 / $30)  9,000 a.   (430) b. (200) c. 3,200 d. 1,500 Bal. 13,070



*Average cost = ($452,800 / 13,070 shares) = $34.644



a. b.



**Contributed Surplus Bal. $8,000 3,440 2,800 $1,760
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PROBLEM 15-6 (a) 1. Cash (12,000 X $10).......................................... 120,000 Share Subscriptions Receivable........................ 192,000 Common Shares Subscribed (12,000 X $26)........................................... 312,000 2.



Cash (10,000 X $16).......................................... 160,000 Share Subscriptions Receivable................ 160,000



3.



Common Shares Subscribed (2,000 X $26)......  52,000 Share Subscriptions Receivable................  32,000 Cash (2,000 X $10)....................................  20,000 Common Shares Subscribed............................. 260,000 Common Shares (10,000 X $26)................ 260,000



4.



Common Shares (22,000 X $4.82*)................... 106,040 Contributed Surplus........................................... 310,000 Retained Earnings............................................. 221,960 Cash (22,000 X $29).................................. 638,000 *($270,000 + $260,000) ÷ (100,000 + 10,000) = $4.82 per share



5.



Cash................................................................... 300,000 Common Shares (3,000 X $31).................. 93,000 Preferred Shares*...................................... 207,000 *Total received Assigned to common shares   (3,000 X $31) Assigned to preferred



$300,000  (93,000)  $207,000



The company must use the residual value method to allocate the lump-sum issue since only the value of the common shares is known. Since the value of the preferred shares is not known, the residual value is assigned. Solutions Manual 15-71 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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PROBLEM 15-6 (CONTINUED) (b) The journal entries for transactions 2 to 4 are as follows: 2.



No change.



3.



Common Shares Subscribed (2,000 X $26)......  52,000 Share Subscriptions Receivable................  32,000 Contributed Surplus (2,000 X $10).............  20,000 Common Shares Subscribed............................. 260,000 Common Shares (10,000 X $26)................ 260,000



4.



Common Shares (22,000 X $4.82*)................... 106,040 Contributed Surplus........................................... 310,000 Contributed Surplus**…………………………. 4,000 Retained Earnings............................................. 217,960 Cash (22,000 X $29).................................. 638,000 *($270,000 + $260,000) ÷ (100,000 + 10,000) = $4.82 per share ** Because this part of the Contributed Surplus came from a different type of transaction, ASPE requires that it be reduced on a pro rata basis: 22,000/110,000 X $20,000 = $4,000



(c)



Using the market value or fair value of the common shares of a private company introduces measurement uncertainty, because a liquid market for the shares is not available to provide evidence of fair value. Stellar may have determined the fair value of its common shares based on a quoted price of the common shares of a similar size public company operating in the same industry with the same number of shares outstanding (adjusted to include Stellar’s own data), based on a discounted cash flow analysis of the company’s expected future cash flows (using as many objectively determined market inputs as



Solutions Manual 15-72 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



possible), or based on a calculation of the fair value of the company’s net tangible assets.
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PROBLEM 15-7 (a) -1Equipment..............................................................  100,000 Common Shares (10,000 X $10).................... 100,000 -2Common Shares (10,000 X $12.00*)..................... 120,000 Retained Earnings**............................................... 5,000    Cash (10,000 X $12.50).................................. 125,000 *($500,000 + $100,000) / (40,000 + 10,000) = $12.00 per share ** The contributed surplus balance in the December 2016 shareholders’ equity arose from preferred share repurchases and is not available for common share repurchases. -3Preferred – arrears $8 X 1,000 Preferred – current $8 X 1,000 Common – 8%3 X $480,000 2 Pro-rata ($80,000 – $38,400) Total 1. 2. 3. 4. 5.



Preferred 8,000 8,000 8,667 $24,667



Common



5



38,400 41,600 4 $80,000 1



$2 per share X (40,000 + 10,000 – 10,000) = $80,000 $500,000 + $100,000 – $120,000 = $480,000 $8,000 / $100,000 = 8% (Pfd. base %) $80,000 – $38,400 = $41,600 Common excess % = $41,600/$480,000 = 8.6667% Preferred participation, therefore = 8.6667% X $100,000 = $8,667



Dividends................................................................... 24,667 Dividends................................................................... 80,000 Cash...................................................................  104,667 Solutions Manual 15-74 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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PROBLEM 15-7 (CONTINUED) (b) Payout ratio for 2017: Payout ratio =



Cash dividends to common __ Net income – Preferred dividends = ____$80,000____ $65,000 – $24,667



= 198% Payout ratio for 2017 if the preferred share dividend was paid in 2016: Payout ratio =



Cash dividends to common __ Net income – Preferred dividends = ____$80,000____ $ 65,000 – $16,667



= 166% If the preferred shares are cumulative and dividends in arrears are paid in the year, the company’s payout ratio may appear higher than it would have been if there were no dividends in arrears paid in the year. A potential investor may be interested in earning dividend income through ownership of the company’s common shares, and may require a high enough payout ratio to provide a good yield on the shares. The investor should consider that the company’s payout ratio may appear higher due to payment of dividends in arrears in the year, and not necessarily due to excess distribution of profit to common shareholders.
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*PROBLEM 15-8 LAURENTIAN MILLS LTD. Shareholders’ Equity December 31, 2017



Preferred shares, 8%, $100 par value,   10,000 shares authorized, 6,100 issued 610,000 Common shares, $2 par value,   200,000 shares authorized, 90,100 issued Contributed surplus* Total paid-in capital Retained earnings Total shareholders’ equity



$     180,200    967,039  1,757,239  1,023,461 $2,780,700



* $24,500 + $942,539 = $967,039



6.



Preferred Shares Bal. $400,000 2. 10,000  3. 200,000   $ 610,000



Contributed Surplus – Pref. Bal. $20,000 2. 500 3. 4,000 $ 24,500



Common Shares Bal. $160,000 1. 200 2. 2,000 5. 20,000 2,000 $ 180,200



Contributed Surplus – Com. Bal. $940,000 1. 1,000 2. 12,000 953,000 6. 10,461 $942,539



Common Shares – Subscribed Bal. $20,000



Retained Earnings Bal. $780,000



Solutions Manual 15-76 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



5.



20,000



$0 *PROBLEM 15-8 (CONTINUED)
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6.



2,539



7.



246,000 $ 1,023,461



Share Subscriptions Receivable Bal. $40,000 4. 40,000 $0 1. Common shares = $2 par value X 100 shares = $200 Cont. surplus – common = ($12 – $2 par value) X 100 = $1,000 2. Common shares = $2 par value X 1,000 shares = $2,000 Cont. surplus – common = ($14 – $2 par value) X 1,000 shares = $12,000 Preferred shares = $100 par value X 100 shares = $10,000 Cont. surplus – preferred = ($24,500 – $2,000 – $12,000 – $10,000) = $500 3. Preferred shares = $100 par value X 2,000 shares = $200,000 Cont. surplus – preferred = ($102 – $100 par value) X 2,000 shares = $4,000 6. Common shares = $2 par value X 1,000 shares = $2,000 Cont. surplus – common on a pro rata basis: $953,000/91,100 shares = $10.461 per share For 1,000 shares = 1,000 X $10.461 = $10,461 Debit to Retained Earnings: ($15 X 1,000 shares) – $2,000 – $10,461 = $2,539. Number of Common Shares Bal. 80,000 1. 100 2. 1,000 5. 10,000 91,100 6. (1,000) 90,100 shares



Number of Preferred Shares Bal. 4,000 2. 100 3. 2,000 6,100 shares
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PROBLEM 15-9 (a)



For Preferred in arrears:



Dividends............................................................................ 50,000 Common Shares........................................................



50,000*



*25,000  10 = 2,500 common shares issued as dividend 2,500 X $20 market value = $50,000 For $2 Preferred current: Dividends............................................................................ 50,000 Cash.......................................................................... *($2 X 25,000 shares) For $0.70 per share Common: Dividends............................................................................ 211,750 Cash..........................................................................



50,000*



211,750*



Since all preferred dividends must be paid before the common dividend, outstanding common shares include— As of Dec. 1, 2017 Preferred distribution—1 common for every 10 preferred shares Common dividend Amount of common cash dividend (b)



300,000 shares 2,500 Shares 302,500 Shares X 0.70 per share $211,750



Preferred in arrears ($2 X 25,000 shares) Current preferred ($2 X 25,000 shares) Common dividend ($0.70 X 300,000) Total cash dividend



$ 50,000 50,000 210,000 $310,000



**Beginning Retained Earnings balance Net income as estimated Available to pay dividends



$327,000 56,000 $383,000
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PROBLEM 15-9 (CONTINUED) (b) (continued) Total dividends would be $310,000, which is adequately covered by the cash balance. The retained earnings balance, after adding the 2017 net income (estimated at $56,000), is also sufficient to cover the dividends. To determine the legality of dividends, various tests of corporate solvency have been used over the years. Under the Canada Business Corporations Act (CBCA), dividends may not be declared or paid if there are reasonable grounds for believing that (1) the corporation is, or would be after the dividend, unable to pay its liabilities as they become due; or (2) the realizable value of the corporation’s assets would, as a result of the dividend, be less than the total of its liabilities and stated or legal capital for all classes of shares. There is no evidence in this case that these considerations would be violated.
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PROBLEM 15-10 Assumptions



Year 2014 2015 2016 2016



Paid-out $8,000 $24,000 $60,000 $126,000



(a) Preferred, noncumulative and nonparticipating Preferred Common $1.60 -0$2.00 $ .47a $2.00 $1.67b $2.00 $3.87c



(b) Preferred, cumulative and fully participating Preferred Common $ 1.60 -0d $ 2.40 $ .40e $ 2.57 f $1.57 f $ 5.39g $3.29g



For 2014: $8,000 ÷ 5,000 shares = $1.60 a



$.47 =



$24,000 – $10,000* 30,000



*($10,000 = $2 X 5,000) $1.67 =



$60,000 – $10,000 30,000



$3.87 =



$126,000 – $10,000 30,000



b



c



d



$2.40 =



e



$.40 =



$2 + $0.40 (for 2014) $24,000 – $12,000** 30,000



**($12,000 = $2.40 X 5,000)
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PROBLEM 15-10 (CONTINUED) f



Total $60,000 (10,000)



Total amount to be distributed Preferred dividend ($2 X 5,000) Available for common and participation Ratable dividend to common (6.67%** X $550,000) Available for participation Preferred .019* X $150,000 5,000 Common .019* X $550,000 30,000 Totals *(.019 =



(36,667) 13,333



$1.22 0.57 .35 $2.57



$ 1.57



$10,000 ) $150,000 Per Share Preferred Common



**(6.67%=



g



Total



*(.113 =



$ 2.00



50,000



$13,333 ) $150,000 + $550,000



Total amount to be Distributed Preferred dividend ($2 X 5,000) Available for common and participation Ratable dividend to common (6.67% X $550,000) Available for participation Preferred .113* X $150,000 5,000 Common .113* X $550,000 30,000 Totals



Per Share Preferred Common



$126,000 (10,000)



$ 2.00



116,000 (36,667) 79,333



$ 1.22 3.39 2.07 $5.39



$3.29



$79,333 ) $150,000 + $550,000
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PROBLEM 15-11 (a) Transactions: 1.



Guoping Limited declares and pays a $.50 per share cash dividend. (1) Total assets—decrease $5,000 (10,000 x $.50) (2) Common shares—no effect (3) Retained earnings—decrease $5,000 (4) Total shareholders’ equity—decrease $5,000



2.



Guoping declares and issues a 10% stock dividend when the market price of the share is $12. (1) Total assets—no effect (2) Common shares—increase $12,000 (10,000 X 10%) X $12 (3) Retained earnings—decrease $12,000 ($12 X 1,000) (4) Total shareholders’ equity—no effect



3.



Guoping declares and issues a 40% stock dividend when the market price of the share is $17 per share. (1) Total assets—no effect (2) Common shares—increase $68,000 (10,000 X 40%) X $17 (3) Retained earnings—decrease $68,000 (4) Total shareholders’ equity—no effect



4.



Guoping declares and distributes a property dividend (1) Total assets—increase of $10,000 and decrease of $40,000, (net $30,000) (refer to Note and journal entries) (2) Common shares—no effect (3) Retained earnings—decrease $30,000 (4) Total shareholders’ equity—decrease $30,000
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PROBLEM 15-11 (CONTINUED) (a) (continued) Note: The journal entries made for the above transaction are: FV-NI Investments...................................... 10,000 ................................................................... ................................................................... ................................................................... Unrealized Gain or Loss ..................... 10,000 [To record increase in value of securities to be issued 60,000/10,000 = $6 per share recorded value. 5,000* x ($8 - $6)] *10,000 common shares / 2 = 5,000 shares of Geneva. Unrealized holding gain of $2 recognized to record 5,000 Geneva shares at FV upon declaration of property dividend. Dividends.................................................... 40,000 .................................................................... .................................................................... .................................................................... FV-NI Investments............................... 40,000 (To record declaration and distribution of property dividend) 5,000 x $8 5.



Guoping declares a 3-for-1 stock split (1) Total assets—no effect (2) Common shares—no effect (3) Retained earnings—no effect (4) Total shareholders’ equity—no effect



(b) Cash or property dividends involve a transfer of assets to shareholders. Stock dividends cause a portion of retained earnings to be “capitalized” and transferred to paid-in capital. No assets are distributed to the shareholders. Stock dividends cause an increase to contributed capital with no corresponding increase in the assets or decrease in the liabilities of the Solutions Manual 15-83 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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corporation. With both types of dividends, retained earnings are decreased.
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PROBLEM 15-12 (a)1. April 1: FV-OCI Investments .......................................................... 23,280 Unrealized Gain or Loss - OCI................................... 23,280 (5,000* shares X $16) $80,000 Less: carrying amount 56,720** $23,280 *50,000 shares  10 = 5,000 shares **([$68,400 + $22,350]  8,000 shares) X 5,000 shares Dividends............................................................................ 80,000 Property Dividends Payable......................................



80,000



Note: This transaction is a partial distribution and the entry represents revaluation of only the 5,000 shares distributed of the total of 8,000 on hand. In addition, a portion of the Accumulated Other Comprehensive Income will be reclassified to account for the portion of the fair value increase that has been realized through the dividend. Unrealized Gain or Loss - OCI............................................ 37,250 Gain on Sale of Investments..................................... (5,000* shares X $16) $80,000 Less: cost of 5,000 shares 42,750** $37,250 **($68,400  8,000 shares) X 5,000 shares] April 21: Property Dividends Payable................................................ 80,000 FV-OCI Investments ................................................. 2. July 1: Dividends............................................................................ 60,000 Common Stock Dividends Distributable.................... (50,000 X 5% = 2,500 shares @ $24 = $60,000)



37,250



80,000



60,000
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PROBLEM 15-12 (CONTINUED) (a) 2. (continued) July 22: Common Stock Dividends Distributable.............................. 60,000 Common Shares........................................................



60,000



3. Land ................................................................................... 42,000 Contributed Surplus – Donated Land........................



42,000



(b) Vos Limited Shareholders’ Equity December 31, 2017 Share Capital: Preferred shares, $6 dividend, 2,000 shares authorized, 2,000 shares Issued Common shares, unlimited number authorized, 52,5001 shares issued Total share capital Contributed surplus 2 Total paid-in capital Retained earnings 3 Accumulated other comprehensive income Total shareholders’ equity 1



2 3 4



$520,000



4



560,000 1,080,000 145,000 1,225,000 788,000 29,850 $2,042,850



Number of common shares = 50,000 + 2,500 = 52,500 Common shares account = $500,000 + $60,000 = $560,000 $103,000 + $42,000 = $145,000 $774,000 + $154,000 – $80,000 – $60,000 = $788,000 8,000 shares – 5,000 shares distributed = 3,000 shares remaining Fair value = 3,000 shares X $18.50 $55,500 Cost = ($68,400 / 8,000) X 3,000 (25,650 ) $29,850
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PROBLEM 15-12 (CONTINUED) (c)



The changes in fair value of the Waterloo Corp. shares after dividend declaration are ignored for accounting purposes. The legal liability is fixed at the time the dividend is declared and is recorded at this point based on the fair value on that date. Most shares (including common and preferred shares) may be considered equity instruments, although some preferred shares with debt-like features may be classified as financial liabilities. In this case, since the property being distributed consists of shares of another company (an equity instrument) the liability is not considered to be a financial liability. Property dividends that involve non-financial assets such as property, plant, and equipment would also not be considered financial liabilities.
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PROBLEM 15-13 (a) Jan. 1



No entry. Memo only.



Jan. 15



Share Subscriptions Receivable (30,000 X $50 X 90%)........................................................ 1,350,000 Cash (30,000 X $50 X 10%)............................................... 150,000 Common Shares Subscribed..................................... 1,500,000



Feb. 20



Cash (70,000 X $50 X 10%)............................................... 350,000 Share Subscriptions Receivable (70,000 X $50 X 90%)........................................................ 3,150,000 Common Shares Subscribed..................................... 3,500,000



Mar. 3



Cash ................................................................................... 2,470,000 Common Shares (50,000 X $52 X 95%)............................................... 2,470,000



May 10



Common Shares................................................................. 17,000 Cash ($15,000 + $2,000)...........................................17,000



Sep. 23



Cash ................................................................................... 200,000 Common Shares (2,000 x $52).................................. 104,000 Preferred Shares ($200,000 – $104,000)..............................................96,000



Nov. 28



Receivable from Employee................................................. 26,000 Common Shares (500 X $52)....................................26,000
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PROBLEM 15-13 (CONTINUED) (a) (continued) Dec. 31



Cash*.................................................................................. 2,250,000 Share Subscriptions Receivable................................................................. 2,250,000 (10,000 x 5 x $50) x .90



Dec. 31



Common Shares Subscribed (5 X 10,000 X $50).............................................................. 2,500,000 Common Shares........................................................ 2,500,000



Dec. 31



Common Shares Subscribed (2 X 10,000 X $50).............................................................. 1,000,000 Share Subscriptions Receivable (2 X 10,000 X $50 X 90%)......................................... 900,000 Contributed Surplus – Common Shares........................................................ 100,000



Dec. 31



Dividends............................................................................ 200,000 Dividends Payable (preferred)................................... 3,000 Dividends Payable (common) 197,000



(b)



Dividend declared ÷ number of shares issued = dividend per share. ( $200,000 – ($1,000 x $3)) ÷ 102,500 = $1.92



Date Value Mar. 3 $2,470,000 May 10 (17,000) Sept. 23



Number of shares 50,000



2,000
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104,000 500 50,000 102,500



$5,083,000



PROBLEM 15-13 (CONTINUED) (c) Perfect Ponds Inc. Shareholders’ Equity December 31, 2017 Share Capital: Preferred shares, $3 cumulative, 50,000 authorized, 1,000 issued........................... Common shares, unlimited number authorized, 102,500 issued................................... Common shares subscribed.................................... Less: Share subscriptions receivable....................... Less: Due from employee for issued shares............ Total share capital................................................... Contributed surplus.......................................................... Total paid-in capital.......................................................... Retained earnings............................................................ Total shareholders’ equity............................................ (d)



$



96,000



5,083,000* 1,500,000 (1,350,000) (26,000) 5,303,000 100,000 5,403,000 600,000 $6,003,000



The Nov. 28 transaction is presented in the shareholders’ equity section of the statement of financial position as an increase in common shares issued and a deduction from share capital (for the amount due from the employee for the issued shares). According to the conceptual framework, equity is a residual interest in the net assets of an entity. The common shares issued represent issued equity, and should be shown as an increase in common shares issued. The receivable from the employee represents an amount that may be collected within one year, however the risk of collection related to this type of receivable is often high, and there may not be reasonable
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assurance that the company will collect the amount in cash. ASPE specifically supports reporting the receivable as a reduction of equity.



PROBLEM 15-13 (CONTINUED) (d) (continued) Note: IFRS is not definitive on this issue but the conceptual framework would also support reporting the receivable as a reduction of equity unless there is substantial evidence that the company is not at risk for declines in the value of the shares and there is reasonable assurance that the company will collect the amount in cash. PROBLEM 15-14 (a) SECORD LIMITED Statement of Changes in Shareholders' Equity Year Ended December 31, 2017 Preferred Shares Number of Share Shares Capital Balance January 1, 2017



300,000



$3,000,000



Issued preferred shares Issued common shares 2-for-1 stock split Reacquired common shares Declared dividends – preferred Declared dividends – common Net income



25,000



625,000



Common Shares Number of Share Shares Capital 1,000,000



$25,000,000



50,000 1,050,000 (30,000)



1,000,000



Contrib. Surplus – Preferred $200,000



Contrib. Surplus – Common



Retaine Earning



$2,000,000



$5,500



(371,400)
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Balance December 31, 2017



325,000



$3,625,000
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2,070,000



$25,628,600



$200,000



$1,921,400
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PROBLEM 15-14 (CONTINUED) (a) (continued) SECORD LIMITED Shareholders’ Equity December 31, 2017



Share Capital Preferred shares, $6 dividend, 1,000,000 shares authorized    325,000 shares issued and outstanding $ 3,625,000 Common shares, unlimited shares authorized 2,070,000 shares issued and outstanding  25,628,600 Total share capital  29,253,600 Contributed Surplus   1,921,400 Total paid-in capital Retained earnings Accumulated other comprehensive income Total shareholders’ equity Preferred Shares Bal. $ 3,000,000 1. 625,000   $ 3,625,000



4.



Common Shares Bal. $25,000,000 2. 1,000,000 371,400 $25,628,600



31,375,000 4,615,000    200,000 $36,190,000



Number of Pref. Shares Bal.   300,000 1.   25,000 325,000 Number of Common Shares Bal.   1,000,000 2.   50,000 Bal. 1,050,000 3. X 2 Bal. 2,100,000 4. (30,000) Bal. 2,070,000



Solutions Manual 15-93 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



PROBLEM 15-14 (CONTINUED) (a) (continued) Contributed Surplus —Common Bal. $2,000,000 5. 78,600 $1,921,400



Retained Earnings Bal. $5,500,000 8. 1,950,000 6. 2,100,000 9. 1,035,000 $4,615,000



Contributed Surplus —Pref. Bal. $200,000 $200,000



Acc. Other Comp. Income Bal. $250,000 7. 50,000 $200,000



 1.  2.  3.  4.



Jan. Feb. June July



 5.  6.  7.



July 1 Dec. 31 Dec. 31



 8. 9.



Dec. 31 Dec. 31



1 1 1 1



25,000 X $25 50,000 X $20 stock split: 1,050,000 shares X 2 30,000 X ($26,000,000 ÷ 2,100,000 sh.) = 30,000 X $12.38 (rounded) = $371,400 30,000 X ($15 – $12.38) = $78,600 Net income Other comprehensive income (loss) = $2,050,000 – $2,100,000 = ($50,000) 325,000 X $6 = $1,950,000 2,070,000 X $0.50 = $1,035,000



(b) Common Shares (30,000 x $12.38).............. 371,400 Contributed Surplus...................................... 78,600 Cash (30,000 x $15)..............................  450,000 (c) There would be no effect on total shareholders’ equity. Common Shares (30,000 x $24.76*)............. 742,800 Contributed Surplus............................... 292,800 Cash (30,000 x $15)..............................  450,000 *($26,000,000 ÷ 1,050,000 sh.) = $24.76 rounded
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PROBLEM 15-14 (CONTINUED) (d)



Other comprehensive income and accumulated other comprehensive income are not recorded under ASPE. Under ASPE, changes in retained earnings are presented in a statement of retained earnings, and changes in capital accounts are presented in the notes to financial statements.
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PROBLEM 15-15 (a)



Dividends............................................................................ 140,000 Cash.......................................................................... 140,000 (Cash dividend of $0.70 per share on 200,000 shares)



(b)



Dividends............................................................................ 380,000 Common Shares........................................................ 380,000 (Stock dividend of 5%, 10,000 shares, at $38 per share)



(c)



SHAREHOLDERS’ EQUITY Paid-in capital: Common shares Issued 210,000 shares Contributed surplus Total paid-in capital Retained earnings Accumulated other comprehensive income



$ 2,380,000* 4,300,000 6,680,000 23,680,000 1,250,000 ** $31,610,000



Total shareholders’ equity *200,000 x $10 + 380,000 = 2,380,000 **3,350,000 – 3,200,000 = 150,000 + 1,100,000 = 1,250,000 Continuity Schedule of Retained Earnings For the Year Ended December 31, 2017 Balance, January 1, 2017 Net income for 2017 Deduct dividends on common shares: Cash dividend Stock dividend (see note) Balance December 31, 2017



$21,000,000 3,200,000 24,200,000 $140,000 380,000



520,000 $23,680,000



Note: The 5% stock dividend (10,000 shares) was declared and distributed to shareholders of record at the close of business on December 31, 2017. For the purposes of the dividend, the shares were assigned a price of $38 per share based on the fair value of the shares at the dividend declaration date. Solutions Manual 15-96 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.



Kieso, Weygandt, Warfield, Young, Wiecek, McConomy



Intermediate Accounting, Eleventh Canadian Edition



PROBLEM 15-15 (CONTINUED) (d) Gateway Corporation Statement of Changes in Shareholders' Equity For the year ended December 31, 2017



Balance, January 1 Net income Other comprehensive income Comprehensive income Issuance of common shares through stock dividend Cash dividend Balance, December 31



Common Shares Number of shares Share Capital 200,000 $ 2,000,000



Contributed Surplus $ 4,300,000



Retained Earnings $ 21,000,000 3,200,000



Accumulated Other Comprehensive Income $ 1,100,000 150,000



10,000



380,000



210,000



$ 2,380,000



$ 4,300,000



(380,000) (140,000) $ 23,680,000
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Total $ 28,400,000 3,200,000 150,000 3,350,000 0 (140,000) $ 31,610,000
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CASE Note: See the Case Primer on the Student website, as well as the Summary of the Case Primer in the front of the text. Note that the first few chapters in volume 1 lay the foundation for financial reporting decision making. CA 15-1 NADIR INTERNATIONAL INC. Overview - The company profits are suffering due to increased overseas competition and a general downturn in the North American economy; –—therefore the potential exists to try to make its financial statements look better to counter this. - The company is looking to raise funding—an additional bias to make the company look better. - The company has attempted to raise capital but has been declined due to the value of its assets—thus the pressure to increase net book value of fixed assets as these higher values reflect current values and are more relevant for users. - GAAP is a constraint given that the company is looking to raise funds. Specifically, as a private company, there is no legal requirement to follow GAAP however, the banks and shareholders may want GAAP statements to ensure information is relevant and reliable. As a private company, they may choose to follow ASPE or IFRS. Since they are thinking of going public, it might be wise to follow IFRS to reduce the costs or switching accounting policies in future. - Given the fact that they are raising funds, the auditor may want to ensure that the statements are transparent.
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CA 15-1 NADIR INTERNATIONAL INC. (CONTINUED) Analysis and recommendations Issue: Valuation of the company assets. Revalue assets Leave as is - Under IFRS, the entity may - Historical costs are more use the revaluation method reliable. to revalue their assets. - Plans to buy new - This would be more equipment in any case reflective of reality as the (assuming they can get assets would be valued to funding) and so new fair value. Rising real estate equipment will reflect more prices are not currently current cost. reflected in the statements. - More costly from a record - The bankers need this keeping perspective to use information so more the revaluation method. relevant. - Other. - Other. Recommendation: In this case, even though the costs of revaluing the assets are higher, it may make more sense to use the revaluation method in order to provide more meaningful information to the bankers.
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INTEGRATED CASES IC 15-1 SANDOLIN INCORPORATED Note: These issues should be ranked in order of importance—case does not give sufficient quantitative information to do this, but instructors may wish to discuss this in class. Revenues appear to be a key number, and therefore, issues that affect revenues may be more important. Overview - A global company with publicly traded shares—therefore IFRS constraint. - It has recently undergone a restructuring—therefore now may be a good time to ensure assets are not overvalued since the markets expect write- offs in a restructuring situation. - Currently it has a high credit rating and share price due to increasing revenues and recent restructuring—it would not want to jeopardize this. - Credit rating agencies will be looking to the company to reassess/substantiate their recent rating. - Investors and shareholders will be looking to the company to assess value. - Government will look to the financial statements to assess whether toll road revenues are excessive. - Overall, the management must be careful to present a fair representation of the value of the company (high value) without appearing to be charging excessive revenues for toll roads. Revenues appear to be a key number.
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IC 15-1 SANDOLIN INCORPORATED (CONTINUED) Analysis and recommendations Issue: Restructuring charges Present separately on I/S - The markets are taking the restructuring as a positive factor and should therefore show separately to give more information. - These items are non-recurring and should be segregated so that users may assess normalized earnings. Issue: Toll road revenue restrictions issue/Asset impairment/Disclosure Recognize asset impairment Do nothing - If the company’s ability to raise - The company’s lawyers believe tolls is restricted by the that the company has a government, the asset value contractual right to raise changes. This change in revenues and are willing to condition signals a potential contest this. impairment which must be - Disclosure of the issue in the measured. financial statements may not - Full recognition of this potential be necessary if the information impairment may affect share is available through the press price and credit ratings. or if the company feels that the - Other. government claim is unsubstantiated. - Reporting this problem will imply that future revenue streams are impaired and thus this may affect share prices and credit ratings. - Other.
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IC 15-1 SANDOLIN INCORPORATED (CONTINUED) Recommendation: Leave the assets as is and do not disclose on the basis that the lawyers feel that the company is on solid ground. Issue: Round trip trades Show gross revenues Show net - Accounts for 40% of the - As traders, economic increased revenues. substance is that they are - If shown net – would earning commissions on the potentially affect credit trades – similar to a real rating and share prices. estate agent. - Their business is buying - They never take possession and selling energy contracts of the goods traded and – may take legal title of the therefore appear to be goods traded (? – must acting as agents. establish this with company - Other. lawyers). - Other. Recommendation: Difficult to justify treating these as sales unless legal title is taken to the energy traded. The company must show that they have the risks and rewards of ownership of the energy.
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IC 15-1 SANDOLIN INCORPORATED (CONTINUED) Issue: How to account for the purchase of the engineering business Record note as an asset - The value of the transaction should be determined at the transaction date. - Currently, the note represents a benefit to the company that the company has access to. - As the situation changes, then this would be reassessed. - If the note is no longer repayable, the value might be added to the cost of the investment since it really represents additional consideration paid for the business. - Makes the company look better. - Other.



Record note as share reduction or not at all - Alternatively, this represents a contingency – the vendor shareholders will owe SI an additional amount if the engineering firm does not exceed expectations. - Recognize the contingency if likely and measurable – this is difficult to measure at this point since future profits are unknown. Therefore, since the shares are already issued and currently have fair value, should record the note. Given the tie in to the acquisition – may consider recording the note as a contra account to the common shares (share purchase receivable). The excess payment in shares over the FV of the engineering company is similar to a contingent advance on future profits, so a deduction from the share capital would represent the substance of the transaction. - Other.



Recommendation: Record as an asset since it has future benefit at this point in time. Solutions Manual 15-103 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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IC 15-2 WIND AND SOLAR Overview - New company experiencing cash flow difficulties. Bank has refused to advance more funds and there is a debt covenant that focuses on debt to equity ratio. Therefore, this will be a sensitive ratio. - Two shareholders are bound by a share agreement which has a buyout clause. One shareholder wants to be bought out. The amount of the payout is a function of net income – therefore a sensitive number as well. - The engineers are being paid with shares and may cash these in during 2017. The amount of payout will be based on a valuation of the company which will be based on 2016 and 2017 net income. - Bank will likely want to monitor the debt to equity ratio and financial condition so will want GAAP. In addition – plans to go public so may want to follow IFRS. Following IFRS now will save transition costs later. - As auditor – given the above – will want to be more conservative.
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IC 15-2 WIND AND SOLAR (CONTINUED) Analysis and recommendations Issue: Windy development contract Capitalize interest cost Expense interest cost - As a new company, WSI - WSI does not know must decide whether to whether they will be able capitalize interest on the to recover the full cost of financing during construction of the construction of the windmills from future windmills.. operations, so the interest - The interest is definitely a should not be added to the cost incurred during asset cost. construction—a cost that - As WSI has received wouldn’t be incurred during funding up front from WD, this period if the windmills interest income from were acquired from investing any surplus another party. funds could go through net - Capitalizing would affect income, offset by the cost net income, making it of the funds to WSI, higher than it otherwise netting the effect of the would be, and also cost out to some extent. increase assets, retained - Interest is the cost of earnings and equity. borrowed money. WSI has - This, however, would borrowed money, increase the buy-out therefore, the financing payment to Winston as cost should be recognized well as to the engineers. in the period incurred. - IFRS requires - Other. capitalization (choice under ASPE). - It does not seem equitable to reduce net income by the interest cost as no revenue has been generated against which the expense could be deducted. - Other. Solutions Manual 15-105 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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IC 15-2 WIND AND SOLAR Recommendation: Capitalize interest as there have been no revenues generated yet, and it is a directly attributable and legitimate cost of construction. Issue: Windmill ownership - WD windmills Recognize as assets Do not - WD financed the development - WD is paying WSI to build and of the windmills which are operate these windmills on owned and will be operated by behalf of WD. WSI. - Costs should be recognized as - WSI will derive future benefits cost of sales when revenues through the operation of the recognized. windmills and they control - Will decrease NI and therefore access to the windmills – decrease buyout and cash-out therefore assets of WSI. amounts. - Other. - Other Recommendation: Treat as assets to be consistent with the treatment of the funds as financing. Issue: Engineers Recognize salary expense Do not - Engineers are working and - Engineers are really just being compensated by buying into the company WSI. Therefore, should but instead of paying cash, expense salaries. are paying with services. - Will lower NI and - This is a nonmonetary therefore, the amount of transaction but it is too the shareholder buyout difficult to measure the and the eventual payout value of the shares at this should the engineers cash point. out. - Should be able to measure by looking at the fair value Solutions Manual 15-106 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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of the salaries. IC 15-2 WIND AND SOLAR (CONTINUED) Recommendation: Treat as salary expense since providing service. Issue: Government contract Recognize as unearned Recognize $ as government grant revenue to offset cost of construction/other - Performance obligation to - In substance this is a deliver electricity. Have government grant to offset the not satisfied obligation cost of building windmills. until it delivers electricity - Should be booked as a or 2016/2017 period ends. reduction of the cost of the - Treating $ as unearned windmills. revenues – may - Will affect future net income. negatively affect - Part financing which is debt/equity ratio and repayable in electricity? The cause debt to become company has an obligation to due. deliver electricity. Or – multiple element arrangement – part revenue and part government grant – how to split/bifurcate – could use residual method since do not really know fair values of both respective parts (value of providing the electricity is known). Recommendation: More conservative to delay recognition of revenues until service provided. May treat part as government grant (if electricity provided falls short of minimum amount) and credit to cost of windmill.
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RESEARCH AND ANALYSIS RA 15-1



BOMBARDIER INC.



(a) The following charts present Bombardier’s two classes of authorized shares at December 31, 2014. (b) Preferred Shares Name # of # of shares shares issued and Votes Rights to dividends authorize outstanding per d (in (in millions) share If declared… millions) Series 12.000 9.693 None Monthly, at a variable rate to a 2* maximum as defined Series 12.000 2.307 None Until July 2017, fixed at a rate of 3* 3.134% or $0.7835 /share per year, payable quarterly, after which a new fixed rate is determined with a floor set on the rate. Series 9.400 9.400 None A fixed dividend of 6.25% or 4* $1.5625/share per year, payable quarterly. *All series of preferred shares are cumulative and redeemable at stated rates. Series 2 and 3 are convertible under various conditions into other series of preferred; while Series 4 preferred are convertible under specific conditions into Class B subordinate voting shares of the company, or into an additional Series of preferred shares that may be issued in the future. Common Shares Class A, 1,892.000 multiple voting1 Class B, subordinat e voting2



1,892.000



314.273



1,425.395



10 After payment of the priority dividend on the Class B shares, then equally on a per share basis between A and B shares, payable quarterly 1 In priority to holders of Class A shares, a non-cumulative dividend of $0.0015625/share per year, payable quarterly. After this, dividends declared are shared equally per share between the A and B Class
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shares.



RA 15-1



BOMBARDIER INC. (CONTINUED)



(b) (continued)



Common Shares (continued) 1



Convertible at holder’s option, to one Class B subordinate voting share Convertible at holder’s option into one Class A share, if acceptable to the company’s controlling shareholder (the Bombardier family), or if controlling shareholder’s holdings fall below 50% of all outstanding Class A multiple voting shares, 2



(c) Bombardier Inc. began as a Bombardier- a family owned business that prospered and grew, eventually going public. In order to keep control within the family but be able to access large amounts of public funds to help it grow, a dual share structure was set up whereby the family ensured it had control by owning the majority of shares that gave them voting control, i.e., the Class A shares with 10 votes per share held. As can be seen above, the Class A shareholders have 3,142,730 votes while the Class B common, with four times the number of common shares held, have only 1,425,395 votes. There are still large public companies trading on the Toronto Stock Exchange that have a dual class share structure, but its use has been on the decline as corporate governance issues and shareholder rights (such as one share – one vote) have become increasingly important. There is a need for various classes of shares, such as preferred and common, and between those that pay a fixed dividend and a variable rate dividend in order to most efficiently raise capital by providing financial products to a variety of investors with different risk preferences and cash flow needs. However, modern corporate governance practices do not support dual class shares where the voting rights put control and decision-making in the hands of a small group whose interests do not necessarily align with those of the remaining shareholders.
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BOMBARDIER INC. (CONTINUED)



(c) (continued) Calculation of book value per Class A and B common share, December 31 (in US dollars): Shareholders’ equity of Bombardier Inc.’s equity holders Deduct preferred entitlement Net common entitlement Total number of Class A and B shares Book value per share Closing share price (average of Class A and B share price which are almost identical)



2014 $ 42 million



2013 $2,426 million



(347 million) ($305 million)



(347 million) $2,079 million



1,740 million ($0.18)



1,739 million $1.20



$4.14



$4.605



The market price per share is considerably higher than the book value per share because the book value is based on past events and the application of fairly conservative accounting standards. The market price per share is based on what the expectations are for the company’s future and the cash flows expected from future operations. [For use in part (f) below, the January 1, 2013 common equity was $1,211 – $347 = $864.]
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BOMBARDIER INC. (CONTINUED)



(d) The information about the types of common share transactions, representing the number of shares of each class, is found in Note 27 to the financial statements:



Issued and fully paid, January 1, 2013 Less held in trust for the PSU equity-settled share-based payment plan Class A shares converted to Class B during 2013 New Class B shares issued during 2013 Shares held in trust distributed Number of shares, end of 2013 Class A shares converted to Class B during 2014 New Class B shares issued during 2014 Number of shares issued and fully paid, December 31, 2014 Less held in trust for the PSU equity-settled share-based payment plan



Class A shares 314,537,162



Class B shares 1,440,364,381



(6,700)



(24,542,027) 1,415,822,354 6,700 3,125,337 5,805,119



314,530,462



1,424,759,510



(257,207)



257,207 378,501



314,273,255



1,444,132,126



(18,736,908) 1,425,395,218



In general, the number of Class A shares has been reduced over the 2-year period through conversion to Class B shares. The net number of Class B shares has increased over the same period due in part to the conversion of Class A shares to Class B on a share-per-share basis and by the issue of new Class B shares in each year. In addition, Class B shares held in trust under employee equity-settled payment plans have been distributed to the employees, increasing the net number outstanding.
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BOMBARDIER INC. (CONTINUED)



(e) During 2014, the company declared dividends amounting to US$27 million on



the preferred Series of shares and US$160 million on the Class A and B common shares. On a per share basis in Cdn. $, this amounted to: Series 2 preferred Series 3 preferred Series 4 preferred Class A common Class B common



$0.75 per share $0.78 per share $1.56 per share $0.10 per share $0.10 per share



The company paid dividends, according to the statement of cash flow, of US$182 million, $22 million of which related to the preferred shares. (f)



Net income (loss) attributable to shareholders of Bombardier Inc. Less preferred dividends Income (loss) attributable to common Common equity – opening - see (c) above Common equity – closing – see (c) above Average common shareholders’ equity Return on common shareholders’ equity Total dividends paid to common Payout ratio Market share price Earnings per share—basic Price earnings ratio



December 31, 2014 US$ (1,260) M



December 31, 2013 US$ 564 M



(27) M (1,287) M 2,079 M (305) M 887 M (145.1%) 160 M n/a



(23) M 541 M 864 M 2,079 M 1,471.5 M 36.8% 173 M 173/541 = 32.0% $4.605 $0.31 14.9 times



$4.14 ($0.74) n/a



2014 was not a good year for Bombardier with the common shareholders earning negative returns on the remaining capital invested attributed to them. The large loss was attributed primarily to US$1,357 million impairment charges (see Note 8) on pausing the company’s Learjet 85 program. Previously 2013 appeared somewhat better, but much of the 2013 increase in the common equity was attributable to unrealized gains recognized in OCI. In 2014, not only was there a loss realized from operations, there were also significant unrealized losses in OCI, therefore reducing the common equity. The ratios indicate there have been problems for the residual equity holders in the current year, reflecting what actually happened. Solutions Manual 15-112 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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BOMBARDIER INC. (CONTINUED)



Bombardier’s strategy for managing its capital is to maintain high liquidity, and to have an optimal capital structure that will allow cost reduction, an increased ability to take advantage of strategic opportunities that arise, all so that it can be regarded globally as an investment grade company. More specifically, Bombardier aims for (1) a ratio of adjusted earnings before special items, interest and taxes (EBIT) to adjusted interest of more than 5.0, and (2) adjusted debt to adjusted EBITDA of less than 2.5. As well as being guided by the metrics indicated above, Bombardier management closely monitors its net retirement benefit liability, particularly its effect on future cash flows. In managing its capital structure, the company may issue new debt or retire existing debt, reduce its pension fund liability, issue new or retire existing shares, and adjust dividend payments. It also monitors closely the bank covenants in place in support of its credit facilities to ensure the financial commitments are met. While the notes to the financial statements do not specifically define what the company means by “capital,” it appears it uses the term to refer to its capital structure in general. Between this and the metrics and strategies indicated, “capital” relates to the mix of debt and equity financing its resources and operations.
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BANK OF MONTREAL AND ROYAL BANK OF



(a) and (b) Year-end Balance of common shares ($ millions) Number of common shares outstanding Average carrying amount Closing market price on October 31, 2015 (as listed on TSX) Stock exchanges where common shares traded



Stock Exchange where preferred shares are traded (b) Authorized share capital: Preferred shares, in series Common shares



Bank of Montreal (BMO) OCT 31, 2015



Royal Bank of Canada (RBC) OCT 31, 2015



$15,553 M



$14,573 M



642,583,341



1,443,423,000



$24.20



$10.10



$76.04



$74.77



Toronto Stock Exchange (TSX), New York Stock Exchange (NYSE)



Toronto Stock Exchange (TSX), New York Stock Exchange (NYSE), Swiss Exchange (SIX) TSX



TSX



Unlimited number



Unlimited number, but limited in total dollar value issued



Unlimited number



Unlimited number



(c) Both companies present summarized total shareholders’ equity information on the balance sheet by setting out two components of the bank’s equity: (i) the parent company bank’s shareholders’ interests in the net assets of the corporation, and (ii) the equity interests of the minority shareholders in subsidiary companies controlled by the bank.
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MONTREAL



AND



ROYAL



BANK



(c) (continued) The part (i) subtotal is broken down into share capital (with RBC indicating separate balances for its preferred shares, common shares and treasury shares held), retained earnings, and other components of equity (with BMO indicating separate components of contributed surplus and accumulated other comprehensive income). The part (ii) subtotal – the entitlement of equity interests held by non-parent company shareholders in the net assets of the consolidated entity is added to the part (i) subtotal to arrive at the total equity amount for the consolidated entity. Both banks also provide a statement of changes in equity, also broken down into two subtotals which add up to report the change in total equity. The subtotals are the primary changes in equity attributable to (i) the bank’s shareholders and (ii) the non-controlling interests in subsidiary companies controlled by the bank. BMO’s statement of changes covering the past three years is presented in a report format with separate explanation of the changes in each of the components of shareholders’ equity shown on the balance sheet. RBC presents its statement of changes in equity in a “landscape” table format covering the same three-year period. The comparative presentation of their statements of income and of comprehensive income, and statement of cash flows are also for three years, although both banks provide a comparative balance sheet for two years only. The three-year statement of changes in equity provides a succinct story of how the equity has increased over this period of time, and which components are primarily responsible for the changes.
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(d) Dollar amounts in millions and numbers of shares in thousands.



Beg. balance – common shares Issued during year



Bank of Montreal 2015 2014 2013 # of # of # of Amount shares Amoun shares Amount shares $ t $ $ 12,357 649,050 12,003 644,130 11,957 650,730



Issued under shareholder dividend reinvestment and share purchase plan



58



690



223



2,787



130



2,069



Issued under stock option plan



51



843



131



2,133



116



2,068



Repurchased for cancellation



(153)



(8,000)



0



0



(200)



(10,737)



12,313



642,583



12,357



649,050



12,003



644,130



Ending balance – common shares



Beg. balance – common shares issued Issued under stock option plan Purchased for cancellation



Royal Bank of Canada 2015 2014 $ # of $ # of shares Amount shares Amount 14,511 1,442,233 14,377 1,441,056



2013 $ Amount 14,323



# of Shares* NP 1,445,303



62



1,190



150



2,723



121



NP 2,528



0



0



(16)



(1,546)



(67)



NP (6,775)
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14,573



1,443,423
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14,511



1,442,233



14,377



NP 1,441,056



*found in 2014 financial statements
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(d) (continued) Over the past three years, both banks have had small numbers of common shares issued. These have been issued primarily under the companies’ dividend re-investment plans whereby shareholders can opt to have their dividends paid in additional common shares instead of in cash. The other reason was to issue shares under their stock option plans. Most recently, the Bank of Montreal repurchased and cancelled 8 million of its common shares at an average cost of $77.25 per share under its normal course issuer bid that provides the authority for such repurchases. The Royal Bank has purchased for cancellation only a small number of its shares over the past three years. (f)



(See (e) presented below) The rate of return on common shareholders’ equity for each company for 2015 is presented below. (Note that the numbers used relate to the shareholders of the bank and the net income to bank shareholders.) Royal Bank’s return on common shareholders’ equity is significantly higher than that of Bank of Montreal.



Net income (1) millions of C$ Less: Preferred dividends (2) Net income available to common shareholders (3) = (1) (2) Total common shareholders' equity, beginning (4) Less: Preferred shares (5) Common shareholders' equity, beginning (6) = (4) - (5) Total shareholders' equity, ending (7) Less: Preferred shares (8) Common shareholders' equity, ending (9) = (7) - (8) Average Common shareholders' equity (10) = [(6) + (9)] /(2) Return on common shareholders' equity (11) = (3) / (10)



BMO 4,370 (117) 4,253



RBC 9,925 (191) 9,734



34,313 (3,040) 31,273 39,422 (3,240) 36,182 33,727.5



52,690 (4,075) 48,615 62,146 (5,100) 57,046 52,830.5



12.61%



18.42%
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OF



Intermediate Accounting, Eleventh Canadian Edition



MONTREAL



AND



ROYAL



BANK



(e) The amount of cash dividends declared per share and the total amount by



which dividends affected shareholders’ equity are presented below for each company. Cash dividends declared in fiscal 2015 Preferred cash dividend per share - class B series 14 Preferred cash dividend per share - class B series 15 Preferred cash dividend per share - class B series 16 Preferred cash dividend per share - class B series 17 Preferred cash dividend per share - class B series 25 Preferred cash dividend per share - class B series 27 Preferred cash dividend per share - class B series 29 Preferred cash dividend per share - class B series 31 Preferred cash dividend per share - class B series 33 Preferred cash dividend per share - class B series 35 Preferred cash dividend per share - class B series 36 Preferred cash dividend per share - series W Preferred cash dividend per share - series AA Preferred cash dividend per share - series AB Preferred cash dividend per share - series AC Preferred cash dividend per share - series AD Preferred cash dividend per share - series AE Preferred cash dividend per share - series AF Preferred cash dividend per share - series AG Preferred cash dividend per share - series BH Preferred cash dividend per share - series BI Preferred cash dividend per share – series BJ Preferred cash dividend per share – series AJ Preferred cash dividend per share - series AL Preferred cash dividend per share - series AZ Preferred cash dividend per share - series BB Preferred cash dividend per share - series BD Preferred cash dividend per share - series BF



Bank of Montreal 1.31



Royal Bank of Canada



1.45 0.85 0.60 0.98 1.00 0.98 0.95 0.45 0.41 1.23 1.11 1.18 1.15 1.13 1.13 1.11 1.13 0.58 0.42 0.88 1.07 1.00 0.98 0.73 0.63
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0.67



Preferred cash dividend per share - series AK



Common cash dividend per share Total impact on shareholders’ equity (in millions of dollars)



$3.24 $(2,202)



$3.08 $(4,6 34)



RA 15-3 CANADIAN TIRE CORPORATION LIMITED (a) As of January 3, 2015 Canadian Tire had the following: Common shares authorized, 3,423,366; issued, 3,423,366. All 100% of the authorized common shares are issued. Class A Non-voting shares authorized, 100,000,000; issued, 74,023,208. The number of shares issued represents approximately 74% of the authorized Class A shares. (b) The Class A Non-voting shares have a stated fixed annual dividend of $.01 per share which is cumulative, and this dividend is a preferential dividend. After this preferential dividend is paid up-to-date (current and any arrears) and the common have received a dividend at the same rate for the current year, the Class A shares participate equally and fully in dividends with common shares over and above this stated dividend rate. Although they do not vote, the Class A shareholders may attend most meetings and they are entitled to vote separately as a class to elect a specified number of directors. These features, which allow some voting privileges and the opportunity to share in earnings above a stated amount, make these preferred shares appear more like common shares than traditional preferred shares. This “residual equity” class description is further emphasized on dissolution where the common and non-voting class share equally per share in company assets available for distribution. On the other hand, the cumulative nature of the nonvoting class for a specified minimum dividend and the restricted opportunity for them to vote on matters of general concern to the corporation indicate restrictions not usually associated with common shareholdings. (Note also that the common shares can be converted at any time into Class A Non-voting shares on a share per share basis.) (c) The excess of the amount paid on re-acquisition over the average “cost” or carrying amount of the shares re-acquired, is charged first to contributed surplus and then any remaining amount to retained earnings. The journal entry made was (in millions of dollars): Retained earnings.............................................. 266.3 Share capital (Class A shares) .......................... 24.3* Cash.......................................................... 290.6 *This is the average “cost” or carrying amount of the shares when reacquired. Solutions Manual 15-119 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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Note 3 indicates that there was a change in accounting policy in the current year to the policy as stated above the journal entry. Although there was a balance in Contributed Surplus of $2.4 million at the beginning of the current year, this must have been related to other types of transactions as the full excess payment was fully recognized in retained earnings in the current year.



RA 15-3 CANADIAN TIRE CORPORATION LIMITED (CONTINUED) (d) The average carrying amount of the Class A shares at the beginning of the 2014 was $9.31 ($712.7 million / 76,560,851 shares). At the end of the 2014 fiscal year, the average carrying amount was $9.39 ($695.3 million/74,023,208 shares). The shares were repurchased at $111.77 ($290.6 million / 2,600,000 shares). The market price of the shares as of January 3, 2015 (at closing January 2, 2015) was $122.22, which is much higher than the average carrying amount per share at the beginning and at end of the year. It appears that the shares must have been issued many years ago when the market process were much lower and/or the shares have been subject to stock splits. (e) Note 4 indicates that the company has three general objectives in managing its capital:  ensuring sufficient liquidity to support its financial obligations and carry out its operating and strategic plans;  maintaining healthy liquidity reserves and access to capital; and  minimizing the after-tax cost of capital while taking into consideration current and future industry, market and economic risks and conditions. In addition, it has two objectives related to its Bank’s capitalization:  to provide sufficient capital to maintain the confidence of investors and depositors, and  to meet capitalization levels required by regulators and in comparison with its peers. The company includes the following items in the definition of its capital under management:  total debt – made up of deposits, short-term borrowings, long-term debt including the current portion, and long-term deposits  redeemable financial instruments  share capital  contributed surplus  retained earnings Solutions Manual 15-120 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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RA 15-3 CANADIAN TIRE CORPORATION LIMITED (CONTINUED) (e) (continued) Management monitors its capital in the following ways:  monitoring of key capital structure ratios: various debt-tocapitalization ratios, debt-to-earnings ratios,  ensuring the company’s ability to service its debt and other fixed obligations by the tracking of fixed-charge coverage ratios  monitoring key financial covenants included in existing debt agreements on an ongoing basis  monitoring its capital against guidelines set out by the Superintendent of Financial Institutions of Canada (banking – the Canadian Tire Bank – makes up part of its operations With the objective of maintaining its investment-grade rating from two credit rating agencies, the company uses ratios approximating those used by the agencies and other market participants, and monitors their performance against targeted ranges.
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RA 15-4 THE TORONTO-DOMINION BANK (a)



The Toronto-Dominion Bank (TD) probably issued the very large stock dividend to reduce its price per share on the stock exchanges in order to make the shares more accessible to a wider range of investors. While initially described as a stock dividend, the company itself refers to it thereafter as a stock split. This is because the transaction, in substance, is equivalent to a 2-for-1 stock split, and it appears that the rationale for issuing it was to reduce the share price.



(b)



This share transaction would have had no dollar effect on total shareholders’ equity or on the total book value of the common shares’ contributed capital reported because no additional net assets were generated by the transaction. The number of issued and outstanding common shares would have doubled because one additional common share was given to the holder of each existing common share outstanding. Because total book value was unaffected and the number of shares outstanding doubled, the new book value per share must have decreased by fifty percent. This change is made retrospectively for the 2013 data as seen below:



Number of common shares outstanding, October 31, 2013 Amount for common shares ($) EPS – basic



2013 as adjusted in 2014 for stock dividend



2013 as originally filed



1,838.9 million



919.4 million



$19,316 million



$19,316 million



$3.46



$6.93
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RA 15-4 THE TORONTO-DOMINION BANK (CONTINUED) (c) The December 5, 2013 News Release indicates that the aggregate cash dividends would not be affected by the stock dividend, so that the dividend declared per share would be 50% of the former amount. However, the January 2014 dividend also included a 1% increase in the per share amount, consistent with regular dividend increases in the past. The market value per common share would be expected to immediately drop to half of the pre-split amount. The following information about its market price per share was found in TD’s Annual Information Form filed in early December each year: High for the month Low for the month October 2013 $96.71 $90.78 October 2014 $55.74 $50.11 October 2015 $55.38 $51.15 As expected, the price was immediately reduced by half as soon as the additional shares were paid on January 31, 2014. The market price increased somewhat after that date in line with the prospects for the Bank.
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RA 15-5 BROOKFIELD ASSET MANAGEMENT INC. (a) Brookfield identifies only three items in the shareholders’ equity section of its consolidated balance sheet:  Preferred equity  Non-controlling interests, and  Common equity This is a different presentation than the one used by most corporate entities. Usually, they identify the contributed capital for common and preferred share issued, any contributed surplus, retained earnings and accumulated other comprehensive income. If there are any minority shareholders of subsidiary companies that have an interest in the company’s consolidated net assets reported, this amount is also indicated in the equity portion of the statement. Brookfield uses significantly more headings in its consolidated statement of changes in equity:  Common share capital  Contributed surplus  Retained earnings  Ownership changes  Revaluation surplus  Currency translation Other reserves Common equity (sub-total) Preferred equity Non-controlling interests Equity (total) (b) The type of ownership structure and the nature of transactions/events determine the types of accounts that affect the equity section. Given that common shares and retained earnings are usually reported in the shareholders’ equity section of the balance sheet, and that revenues and expenses are reported on the income statement, it may be sufficient to require only a statement of changes in retained earnings when the share transactions of companies are not numerous or complex, such as is the case with most private enterprises. However, as the complexity and the number of components included in equity increase such as indicated above for Brookfield Asset Management, a statement of changes in all components of equity is far more useful than just a statement of retained earnings. Having all the changes reported on one statement avoids confusion for the reader and time spent searching all the separate notes to provide the necessary details. In addition, transactions that affect several equity component Solutions Manual 15-124 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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accounts (such as a repurchase of shares that could change share capital, contributed surplus and retained earnings) can be set out more clearly.



RA 15-5 BROOKFIELD (CONTINUED) (b) (continued) The items that would be commonly found in the equity of a private enterprise are: common share capital, preferred share capital/equity, retained earnings, and perhaps contributed surplus. The categories of equity items included in Brookfield Asset Management’s common equity but which are unlikely to be found in the equity of a private enterprise are the following, along with an explanation of how they originated: Ownership changes: When the percentage of shares of subsidiary companies owned by Brookfield Asset Management changes, gains and losses are recognized that are not permitted to flow to net income. Brookfield sets these out in a separate component of equity. Under ASPE, there is no recognition of other comprehensive income (OCI) or of accumulated other comprehensive income (AOCI). Brookfield’s AOCI accounts relate to revaluation surplus, currency translation, and other reserves. The revaluation surplus amounts arise from the application of the revaluation method of accounting for property, plant and equipment items. Any net write-ups to higher fair values are be recognized in AOCI in this account, rather than through net income. Losses can be recognized outside of income only to the extent there is a balance in the revaluation surplus account. The currency translation amounts in OCI refer to unrealized foreign currency translation adjustments. The other reserves portion of AOCI refers to a number of different sources, including gains and losses on financial instruments classified as available-for-sale securities (see Chapter 9), unrealized gains and losses on cash flow hedges (see Chapter 16), unrealized actuarial gains and losses on pension plans (see Chapter 19), and the accumulated other comprehensive income associated with investments accounted for using the equity method of accounting (see Chapter 9). Where appropriate, all of these are reported net of associated income tax.
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RA 15-5 BROOKFIELD (CONTINUED) (c) Brookfield Asset Management’s capital management note indicates that the capital of the company consists of the total of its common and preferred equity; that is, it excludes the non-controlling interests associated with its less-than-100% owned subsidiaries, which are significant. While debt is not included in its definition of “capital,” one of the company’s objectives in managing its equity capital is to provide its shareholders with an appropriate amount of leverage in order to increase returns to them. This means that Brookfield’s corporate debt and subsidiary obligations guaranteed by the company are very much on Brookfield’s radar in assessing its financial leverage. The company manages its capital and leverage principally by monitoring its debt-to-total capitalization ratios on an unconsolidated basis. Another key objective is to ensure its capital base is sufficient to retain the company’s investment grade ratings. The company is also required to, and does, meet covenants associated with its corporate debt, and the subsidiary entities must meet various capital requirements associated with their regulatory and contractual obligations. These are met as well. Brookfield also indicates that the consolidated capitalization of the entity includes all of the debt obligations and capital – attributable to both the parent company and the non-controlling shareholders of subsidiaries – of the consolidated group. Brookfield Asset Management, as the name suggests, operates as an asset management company with much of its operations being carried out through major subsidiary companies. The capital management note indicates that the capital of these companies is managed at the entity level by subsidiary-level management, again with the objective of maintaining investment-grade ratings.
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RA 15-6 IMPACT OF DIFFERENT LEGAL SYSTEMS ON INTERNATIONAL GAAP Sample Solution Comparable, transparent, and reliable financial information is fundamental for the success of capital market operations. The rapid growth in the number, reach, and size of multinational corporations, foreign direct investments, cross-border purchases and sales of securities, as well as the number of foreign securities listings on the stock exchanges increase the need for comparable standards of financial reporting. However, because of various social and economic structures, different legal systems, and diverse cultures among countries, the accounting standards and practices in different countries vary widely. While the international accounting standards benefit investors and analysts, multinational corporations, stock exchanges, and other developing countries, some people have raised concerns that different legal systems around the world have made uniform accounting standards difficult to achieve for their ownership interests. However, International Accounting Standards take a “principles-based” approach rather than a “rules-based” approach and very clearly have the goal of reporting on economic resources, claims to those resources and changes in an entity’s net resources. Principles-based standards are expected to allow similar financial statement elements and transactions to be accounted for similarly, even in different countries, and enable accountants and auditors to judge more professionally whether what is recognized and measured reflects economic realities. IFRS incorporates standards for countries that experience rapid price changes and different economic conditions. In addition, the disclosure of specific information required by law in various countries can be accommodated within the notes or in information cross-referenced to the financial statements. There are few accounting requirements in IFRS that cover the accounting for share capital of entities. Most of the relevant information relates to disclosure of the terms and conditions of various categories of ownership interests. This can be accomplished regardless of the entity’s legal environment so that financial statement users can understand their rights and limitations.
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GOLDCORP INC.



(a) According to Note 1 to its consolidated financial statements, Goldcorp Inc.is a gold producer that operates, explores, develops and acquires precious metal properties in various countries in North, Central, and South America. The major precious metals it deals in are gold, silver, copper, lead and zinc. (b)



The statement of changes in equity set out the following components of the company’s total equity of $17,175 at December 31, 2014 (in US$ million): Common shares - $16,941. These no par value shares represent the proceeds received for the only type of ownership interest of the company. Stock options and restricted share units - $320. This represents the original fair value of stock options and restricted share units granted as part of the compensation paid (primarily to company administrators) that are still outstanding at December 31, 2014. Accumulated other comprehensive loss—Investment revaluation reserve - $(3). This represents the year-end balance of the accumulated fair value adjustments to investments classified as available for sale (accounted for at fair value through other comprehensive income). Accumulated other comprehensive income—Other - $(2). While not specifically indicated, this may represent the year-end balance of accumulated remeasurement losses on the company’s defined benefit pension plans. This assumption is based on a remeasurement transaction in the year ended December 31, 2013. Deficit - $(296). This balance represents negative retained earnings; that is, there have been more net losses and dividends paid than net incomes generated over the life of the company. Non-controlling interest - $215. In its financial statements, Goldcorp has consolidated 100% of all the assets and liabilities of the companies it controls, even if it does not own 100% of their shares. The non-controlling interest represents the equity interests of the minority/non-controlling shareholders of those subsidiary companies in the net assets reported on Goldcorp’s consolidated balance sheet.
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GOLDCORP INC. (CONTINUED)



(c) The following table reconciles the beginning and ending balances of each of the equity accounts reported: (in US$ million)



Common shares: increased by issue of new shares due to exercise of stock options and restricted share units issued and vested Stock options and restricted share units: reduced due to common shares issued; increased by the issue of stock options and restricted share units issued AOCI - investment revaluation reserve: reduced by OCI adjustments to the fair value of the available-for-sale investments in 2014 AOCI – Other: no change Deficit: retained earnings Jan. 1 reduced by the net loss for the year, and further reduced by the dividends declared in 2014 Non-controlling interest: increased by the non-controlling interest in subsidiary net income Total



January 1, 2014 $16,895



Transactions $46



December 31, 2014 $16,941



$296



$(42)



$320



$66



$3



$(2) $2,353



$(6)



$(3)



$(2,161)



$(2) $(296)



$(488) $213



$2



$215



$19,758



$(2,583)



$17,175



(d) Yes, Goldcorp declared dividends during 2014 of US$0.60 per share for a total of US $488 million. According to the statement of cash flows, this was also the amount paid in cash during the year. Although the company had a significant loss in the year and ended the period in a deficit position, it was able to pay the dividend because of the relatively healthy cash flow from operations. When the US$2,999 million impairment losses and US$753 million depreciation and amortization expenses, along with other adjustments indicated, are backed out of the US$2,168 million net loss reported, Goldcorp reported positive US$982 million of cash flow from operations. Solutions Manual 15-129 Chapter 15 Copyright © 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is strictly prohibited.
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GOLDCORP INC. (CONTINUED)



(e) Until August 1, 2015, Goldcorp’s dividend was based on a rate of US$0.60 per share or US$0.05 per month. Effective August 1, 2015, the dividend rate was reduced to US$0.02 per month for an annual rate of US$0.24 per share. Note 26 indicates that Goldcorp manages its capital to maintain the company’s financial flexibility, so that it can operate on a continuing basis while being able to continue its regular exploration and development programs as well as the expansion of these activities. In order to do this, it adjusts its policies when current metal prices change (such as the significant decline in the price of gold in 2015) and funds are needed for investment purposes. Therefore, market prices of its primary metal products and the requirements for investment activities would be the two key variables that management and the Board of Directors would consider in setting its dividend policy. Reducing the cash outflow to shareholders for dividends is one way to help ensure there is sufficient capital available to meet its primary objectives.
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RA 15-8 ROGERS SUGAR INC. (a) The following components make up the shareholders’ equity of Rogers Sugar Inc., and the explanations describe how each has changed over the two-year period ending October 3, 2015: Common shares: The number and dollar amount of the common shares increased (by 30,000 shares and $113,000) in fiscal 2015 because new shares were issued when share options were exercised. In both years, the number of shares and the value assigned to them were reduced as the company purchased shares from shareholders and cancelled them (30,100 shares and $43,000 in fiscal 2015, and 85,400 shares and $121,000 in fiscal 2014). Contributed surplus: Contributed surplus was increased by the amount of share-based compensation attributed to each reporting period ($24,000 in fiscal 2015 and $13,000 the previous year). This account was reduced as $5,000 was transferred to the common shares account on the exercise of share options in fiscal 2015. Equity portion of convertible debentures: The company reports convertible debentures in its non-current liabilities on the statement of financial position. When convertible debentures are originally issued, some portion of their issue price is attributed to the conversion feature, and this portion is considered an item of equity. Rogers Sugar reports this as a component of its shareholders’ equity. There has been no change in its balance for the past two fiscal periods because there have been no conversions of these debentures, nor re-payment of them. Deficit: A deficit is negative retained earnings, so the company must have experienced net losses and paid dividends in excess of net incomes over the years. The deficit balance increased in both years as dividends of $33,856 and $33,858 were declared in 2015 and 2014, respectively, and because shares repurchased and cancelled cost the company more than the carrying amount of the common shares on its books ($79,000 more in fiscal 2015 and $251,000 more in fiscal 2014). It is unusual that the excess over carrying amount of the shares was charged entirely against retained earnings/deficit when there is a balance in contributed surplus. One reason for this could be that the contributed surplus was accumulated from other types of transactions and does not include any “surplus” from “gains” on repurchases and cancellations on shares in the past (see Note 21 that indicates that the contributed surplus arises from issuing share-based compensation).
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RA 15-8 ROGERS SUGAR INC. (CONTINUED) (a) Deficit (continued) However, IFRS does not dictate how the excess should be accounted for; it is ASPE that sets out the order in which the accounts should be charged. On the positive side, Rogers Sugar reported net earnings and other comprehensive income in each of the two years, with both types reported to reduce the deficit ($23,823,000 in fiscal 2015 and $29,424,000 in fiscal 2014). It is unusual to report other comprehensive income (OCI) in retained earnings/deficit instead of as a separate component of equity. The company might have made this decision because the item attracting the OCI (actuarial gains and losses on its defined benefit plan) is not required to be reclassified to net earnings over time, and tend to fluctuate with gains in one period and losses in another. Year ended Oct. 3 2015



Sept. 27 2014



Account titles Common Shares Retained Earnings Cash Repurchase and cancellation common shares. Common Shares Retained Earnings Cash Repurchase and cancellation common shares.



Debit $



Credit $



43,000 79,000 122,000 of



30,000 121,000 251,000 372,000



of



85,400



(b) As described in Note 21 of the financial statements, Rogers Sugar Inc.’s management sets out the following objectives in regards to capital management.  To ensure there is proper capital investment in the manufacturing infrastructure in order to provide stability and competitiveness of the operations. This is achieved through annual investments in capital expenditures ranging between $7.0 and $10.0 million, and, on average, annual maintenance expenditures of $25.0 million.  To achieve stability in its dividend payments to shareholders. This is achieved by maintaining sufficient cash reserves and raising dividends to shareholders only after carefully assessing various factors of the Company in order to ensure sustainability of the dividends.
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RA 15-8 ROGERS SUGAR INC. (CONTINUED) (b) (continued)  To maintain appropriate debt levels, including appropriate lines of credit to eliminate any financial constraints on the use of capital. The Company maintains an appropriate revolving line of credit for use in financing its normal operations during the year. It also monitors key ratios required in their debt covenants to ensure compliance with them.  When cash is available, to use it to repurchase shares or convertible debentures when the market values at which they are traded are below what the Board of Directors considers their fair value. (c)



Rogers Sugar declared a quarterly dividend of $0.09 per share, for an annual dividend of $0.36 per share in its year ended October 3, 2015, the same as in the previous year. The total dividends declared were $33,856,000 for the year ended October 3, 2015. This is the same as the dividends paid in the year according to the statement of cash flows. With earnings per share in fiscal 2015 of $0.26 per share and cash dividends of $0.36 per share, the pay-out ratio for the year ended October 3, 2015 is $0.36/$0.26 or 138.5%. For the year ended September 27, 2014, earnings per share were $0.31. This makes the pay-out ratio for that year $0.36/$0.31 or 116.1%. The statement of cash flows throws light on how the company can pay out 138.5% and 116.1% of earnings as dividends to shareholders. Because a significant dollar value of its expenses relate to depreciation (and therefore do not require an outflow of cash), and because they drew down on inventory balances that had been built up in prior years, the operating cash flows in the 2015 year exceeded its net income ($55,485 vs. $24,033) by a significant amount. In the 2014 fiscal period, this does not hold true to the same extent ($31,965 vs. $29,229), but the company was able to draw down on its cash balances at the first of that year in order to have enough to make its cash dividend payments.
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CUMULATIVE COVERAGE AND TASK-BASED SIMULATION: CHAPTERS 13-15 Cinefilm Response Sheet Part A - Movie Points Instructions Determine the appropriate journal entries and impact on the financial statements of the loyalty program under both the Revenue Approach and Expense Approach. Note that the revenue approach is the only option under IFRS. The expense approach is adopted in this question for illustration purposes only. Complete the tables below. a) Record the year-end journal entry to recognize the loyalty program under both the revenue and expense approach. Revenue Approach Expense Approach Revenue 171,600 Advertising Expense 51,480 Unearned Revenue 171,600 Liabilities 51,480 Total MP Issued: 345,548 MP Redeemed: (176,064) 25,152x7 MP Outstanding: 169,484 MP Not Redeemed: (49,364) 345,548/7 MP to be Redeemed: 120,120 Movies to be Awarded: 17,160 (120,120/7) Movie Revenue: $171,160 (17,160x$10) Movie Cost: 51,480 (17,160x$3)



b) Place only ONE “X” in “each row” in assessing whether the revenue or expense approach will have the most negative impact on the metric identified for 2018. Revenue Expense Both Undeterminable Approach Approach approaches have the same impact EPS X Warranty X Expense Based on the nature of the loyalty program and the entries used above, neither approach
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X
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affects Warranty Expense.



X
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CUMULATIVE COVERAGE AND TASK-BASED SIMULATION (CONTINUED) Part B – Bond De-Recognition Instructions Prepare the amortization table and journal entry for the de-recognition of the bond, and assess the impact on the financial statements’ key metrics. Complete the tables below. a) Complete the amortization table below up to December 31, 2018. Beginning Cash Interest Value Interest Expense Amortization



Ending Value



31-Dec-15



957,876



50,000



57,4723



7,473



965,349



31-Dec-16



965,349



50,000



57,921



7,921



973,270



31-Dec-17



973,270



50,000



58,396



8,396



981,666



b) Record the journal entry to reflect the de-recognition of the bond. Bonds Payable 981,666 Cash Gain on Redemption of Bond



c)



950,000 31,666



Determine the impact of the bond reacquisition journal entry on the financial statement key metrics. Use the following words to describe the impact for each metric: positive, negative, no impact, not determinable. EPS Revenue Debt/Equity ROA



Reacquisition of Bond



Positive



No impact



Positive



Positive
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CUMULATIVE COVERAGE AND TASK-BASED SIMULATION (CONTINUED) Part C – Share Reacquisition Instructions Prepare the journal entry for the reacquisition of common shares. Complete the tables below. a) Prepare the journal entry to record the reacquisition of the common shares. Common Shares Contributed Surplus Retained Earnings Cash



5,040,000 ($24 x 210,000) 545,000 7,015,000 12,600,000 ($60 x 210,000)



Note: Contributed surplus is debited first, with the remaining debit going to retained earnings. b) Determine the impact of the share reacquisition journal entry on the financial statement key metrics. Use the following words to describe the impact for each metric: positive, negative, no impact, not determinable. EPS Revenue Debt/Equity ROA Reacquisition of Common Shares



Positive



No impact



Negative



Positive



Part D – Dividend Payment Instructions Calculate the dividend per share (DPS) for the common shareholders. Prepare your calculations below. Total dividend Preferred shares dividend Common shares dividend



$714,500 250,000 464,500



Shares O/S



9,290,000 -



DPS



$



9,500,000 210,000 9,290,000



Originally O/S Reacquisition Shares O/S



0.05
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