&5t CH14 REA&®E Practice Exam —
Long-Term Liabilities

Subject # 8 : Financial Accounting (IFRS) | Chapter Efi: CH14 |
Time B¥FR : 60 min | Total #4 : 100

Name 4 Student ID 25§ Date HEA

Marks g4 : Q1 12-Q218-Q316-Q412-Q516-Q6 14-Q7 12
Calculator 51&# : basic calculator allowed 7o #F—#&stE 1 Rules #R81 :
Show journal entries with account titles and amounts; show interest

computations. Round to the nearest dollar.

Q1. Issue at par + interest (KEEEET+{HE) [12 marks - ~7 min]
On Jan 1, Delta issues $600,000 of 6% bonds at par; interest is paid
semiannually (Jun 30 / Dec 31).

Required: Journalize the issue and the first semiannual interest payment.

2R Hints
1. At par: Cash = par; credit Bonds Payable.

2. Cash interest = par x contract rate x 6/12.




Q2. Discount, straight-line amortization (IF{E%1T, EiR#E#E) [18
marks - ~12 min]

On Jan 1, Orion issues $200,000 of 8% bonds, 5-year life, interest

semiannually, for $185,000 (market rate > contract rate).

Required: (a) Compute the discount and the semiannual straight-line

amortization. (b) Journalize the issue and the first interest payment.

2~ Hints
1. Discount = par - issue price.
2. Periods = 5 x 2 = 10; amortization per period = discount + periods.

3. Interest expense = cash interest + discount amortized; Cr. Discount on

Bonds Payable.

Q3. Premium amortization (i2{E##8) [16 marks - ~10 min]

On Jan 1, Polaris issues $100,000 of 10% bonds, 5-year, semiannual interest,
for $108,100 (contract rate > market rate).

Required: (a) Compute the premium and semiannual straight-line amortization.
(b) Journalize the first interest payment.

2R Hints
1. Premium = issue price — par.
2. Periods = 10; amortization = premium =+ periods.

3. Premium amortization reduces interest expense; Dr. Premium on Bonds

Payable.



Q4. Bond price as a percentage (LLE#L#EHRE) [12 marks - ~7
min]
(@) A $50,000 bond issue is quoted at 97.5. Compute the proceeds. Discount

or premium? (b) A $30,000 bond issue is quoted at 102. Compute the

proceeds. Discount or premium?

2R Hints
1. Proceeds = quote% x par.

2. Below 100 — discount (contract < market); above 100 — premium.

Q5. Early retirement (ZIHig18EE) [16 marks - ~10 min]

Sirius has bonds with par $100,000 and a carrying value of $96,200
(unamortized discount $3,800). It calls and retires them at $98,000 cash.

Required: Compute the gain or loss and journalize the retirement.



2R Hints
1. Gain/loss = carrying value — cash paid.
2. Remove Bonds Payable at par and the unamortized discount.

3. Cash < carrying value here — check whether it is a gain or a loss.

Q6. Installment note (L HAEZRZEH#R) [14 marks - ~8 min]

On Jan 1, Comet signs a $60,000, 8% installment note repaid in 3 equal annual
payments of $23,281.

Required: Journalize the first annual payment (split into interest and principal).

2R Hints
1. Interest portion = beginning balance x rate.
2. Principal portion = payment — interest portion.

3. Dr. Interest Expense, Dr. Notes Payable (principal), Cr. Cash.




Q7. Debt-to-equity ratio (&f&###tt) [12 marks - ~6 min]

Total liabilities are $450,000; total equity is $300,000.

Required: Compute the debt-to-equity ratio and interpret it in one sentence.

2R~ Hints
1. Debt-to-equity = total liabilities + total equity.

2. Higher ratio — more reliance on creditor financing, higher risk.




