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The information provided below is used for determining the basic and diluted earnings per share values for the
year ending December 31, 2016 of UBC Co.

1. The company is authorized to issue 8.000,000 $10 par value ordinary shares. As of December 31,
2015, 2,000,000 shares had been issued and were outstanding.

2. The per share market prices of the ordinary shares on selected dates were as follows.

Price
Da_te_ (per share)

7/1/2015 20.00
1/172016 21.00
4/1/2016 25.00
7/1/2016 11.00
8/1/2016 10.50
11/1/2016 9.00
12/31/206 10.00

A total of 700,000 shares of an authorized 1,200,000 shares of convertible preference shares have been

I

issued on July 1, 2015. Each share had a par value of $25 and a cumulative dividend of $3 per share.
The shares are convertible into ordinary shares at the rate of one convertible preference share for one
ordinary share. The rate of conversion is to be automatically adjusted for share splits and share
dividends. Dividends are paid quarterly on September 30, December 31, March 31, and June 30.
UBC Co. is subjected to a 40% income tax rate.

5. The after-tax net income for the year ended December 31, 2016, was $11,550,000.

The following specific activities took place during 2016:

1. January 1—A 5% ordinary share dividend was issued. The dividend had been declared on December 1,
2015, to all shareholders of record on December 29, 2015.

2. April 1—A total 0 400,000 shares of the $3 convertible preference shares were converted into ordinary
shares. The company issued new ordinary shares and retired the preference shares. This was the only
conversion of the preference shares during 2016.

3. July 1—A 2-for-1 split of the ordinary shares became effective on this date. The board of directors had
authorized the split on June 1.

August 1—A total of 300,000 ordinary shares were issued to acquire a factory building.

5. November 1—A total of 24,000 ordinary shares were purchased on the open market at $9 per share.

These shares were to be held as treasury shares and were still in the treasury as of December 31, 2016.

6. Ordinary share cash dividends—Cash dividends to ordinary shareholders were declared and paid as |
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follows:

April 15—%$0.30 per share; October 15—$0.20 per share.
7. Preference share cash dividends—Cash dividends to preference shareholders were declared and paid as

scheduled.
Required:

(a) Determine the number of shares used to compute basic earnings per share for the year ended December
31,2016. (9%)

(b) Determine the number of shares used to compute diluted earnings per share for the year ended December
31,2016. (84")

(c) Compute the adjusted net income 1o be used as the numerator in the basic earnings per share calculation
for the year ended December 31, 2016. (84)

%= (25%)
On November 3, 2015, Sprint Co. invested $200,000 in 4,000 ordinary shares of Kegal Co. Sprint classified this
investment as non-trading equity. Sprint Co. is considering making a more significant investment in Kegal Co.

at some point in the future but has decided to wait and see how the shares do over the next several quarters.

To hedge against potential declines in the value of Kegal shares during this period, Sprint also purchased a put
option on the Kegal shares. Sprint paid an option premium of $600 for the put option, which gives Sprint the
option to sell 4,000 Kegal shares at a strikc price of $50 per share. The option expires on July 31, 2016. The

following data are available with respect to the values of the Kegal shares and the put option.

Billeaot Time Value
Date Kegal's Shares of Put Option
12/31/2015 $50 $375
3/31/2016 45 175
6/30/2016 43 40

Required:

(a) Prepare the journal entries for Sprint Co. for the following dates. (16%")
(1) November 3. 2015—Investment in Kegal shares and the put option on Kegal shares.
(2) June 30, 2016—Sprint prepares financial statements.
(3) July 1, 2016—Sprint settles the put option and sells the Kegal shares for $43 per share.
(b) Indicate the amount(s) reported on the statement of financial position and income statement related to
the Kegal investment and the put option on December 31,2015. (5%)
(c) Indicate the amount(s) reported on the statement of financial position and income statement related to

the Kegal investment and the put option on June 30, 2016. (4%°)
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20X1 4K 5 20X2 /5 A RAE B B E2Z A 4T

A %  BRE
20X1 & A AR 1A $1,100.000 $1,700,000
20X2 &N SAB 1A $1,180,000 | $1,950,000
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