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MASTERING YOUR EXAM PREPARATION: A DEEP DIVE INTO INTERMEDIATE
ACCOUNTING 2 EXAM QUESTIONS AND ANSWERS

For accounting students and professionals alike, the transition from introductory principles to the
complex world of Intermediate Accounting 2 often feels like a significant leap. This course is widely
considered one of the most challenging in the accounting curriculum, primarily because it deals with
intricate financial reporting topics that require both conceptual understanding and meticulous
application. Whether you are preparing for a midterm, a final, or a professional certification, knowing
how to approach Intermediate Accounting 2 exam questions and answers is the key to
success. This article is designed to guide you through the core subject matter, offering insights into
typical exam structures, common pitfalls, and effective strategies for tackling even the most difficult
problems. We will explore not just the "what" but the "why" behind the answers, ensuring you build
a robust foundation for future study and professional practice.

WHY INTERMEDIATE ACCOUNTING 2 IS A CRITICAL HURDLE

Before diving into specific questions, it is important to understand why this course commands such
respect. Intermediate Accounting 1 typically covers the balance sheet, income statement, and the
accounting cycle in depth. Intermediate Accounting 2, however, pushes further into the complexities
of liabilities, equity, and special reporting issues. Topics such as bonds payable, leases, deferred
taxes, pensions, and earnings per share are not only conceptually dense but also require precise
calculations. When you search for Intermediate Accounting 2 exam questions and answers,
you are looking for resources that bridge the gap between theory and application. The best study
materials will help you see how these disparate topics connect to form a complete picture of
financial reporting.

The Challenge of Application-Based
Questions

Many students find that the multiple-choice questions in Intermediate Accounting 2 are deceptively
simple at first glance. However, they often require a multi-step thought process. For example, a
question about bond issuance might ask for the journal entry, but it might also test your ability to
calculate the bond price using present value tables or the effective interest method. Similarly,
questions on leases under the current accounting standards (ASC 842 or IFRS 16) require you to
determine whether a lease is operating or finance (or Type A vs. Type B) and then calculate the
right-of-use asset and lease liability. Understanding the logic behind each answer is far more
important than memorizing a formula. That is why a curated collection of Intermediate
Accounting 2 exam questions and answers can be an invaluable tool for active recall and
deeper learning.

CORE TOPICS COVERED IN INTERMEDIATE ACCOUNTING 2 EXAMS

To help you focus your study efforts, let’s break down the most frequently tested topics. These areas
consistently appear on exams, and mastering them will give you a strong advantage.

1. Bonds Payable and Long-Term Debt

Bonds payable is a staple topic. You will need to understand how to account for bond issuance at
par, at a discount, and at a premium. The effective interest method is the standard for amortizing
bond discounts and premiums under GAAP. A typical exam question might ask you to calculate the
interest expense for a specific period or to prepare the journal entry for the first interest payment.

e Sample Question: On January 1, 2024, XYZ Corp issues $500,000 of 5-year, 8% bonds for
$461,000. Interest is paid annually on December 31. The market rate at issuance was 10%.
What is the carrying value of the bonds at the end of the first year?

e Answer Explanation: First, calculate the annual interest payment: $500,000 * 8% =
$40,000. The effective interest expense for the first year is $461,000 * 10% = $46,100. The
discount amortization is $46,100 - $40,000 = $6,100. Therefore, the carrying value at year-
end is $461,000 + $6,100 = $467,100. This demonstrates how the bond discount decreases
over time as the carrying value approaches the face value.

2. Leases: The New Standard

Lease accounting underwent a fundamental overhaul with the introduction of ASC 842 and IFRS 16.
The most significant change was the requirement for lessees to recognize most leases on the
balance sheet. When practicing Intermediate Accounting 2 exam questions and answers, pay
close attention to the classification criteria for lessees and lessors.

e Sample Question: A company enters into a 5-year lease for equipment with annual
payments of $10,000 at the beginning of each year. The incremental borrowing rate is 6%,
and the fair value of the equipment is $45,000. There is no purchase option, and the lease
does not transfer ownership. How should this lease be classified, and what is the initial lease
liability?

e Answer Explanation: Since the lease term is for a major part of the economic life (5 years
relative to an expected life of, say, 7 years) and the present value of the payments is likely
close to the fair value, this is likely a finance lease for the lessee. The initial lease liability is
the present value of the 5 payments of $10,000 at 6%, but note that payments are at the
beginning of the period. Using an annuity due factor, the present value is $10,000 * (PVAD
due, 5 periods, 6%). If the factor is approximately 4.465, the liability is $44,650. The right-of-
use asset is also recorded at this amount, adjusted for any initial direct costs.

3. Deferred Income Taxes

Deferred tax accounting is often a stumbling block for students because it requires understanding
the difference between book income (financial reporting) and taxable income (tax reporting).

Temporary differences arise when revenue or expense is recognized in different periods for book
and tax purposes. A common question will ask you to calculate the deferred tax liability or asset at
the end of the year.

e Sample Question: At the end of Year 1, a company has a book-tax difference related to
warranty expense. For book purposes, the company accrued $50,000 in warranty expense. For
tax purposes, warranties are only deductible when paid, and no payments were made in Year
1. The tax rate is 30%. What is the journal entry to record deferred taxes?

e Answer Explanation: This is a temporary difference that will reverse in future years when
the warranties are paid. Since the tax deduction will be taken in the future, the company has a
deferred tax asset. The journal entry is: Debit Deferred Tax Asset $15,000 ($50,000 * 30%),
Credit Income Tax Benefit (or Expense) $15,000. This recognizes the future tax benefit in the
current period.

4. Pensions and Postretirement Benefits

Pension accounting is complex, involving components like service cost, interest cost, expected
return on plan assets, and prior service cost. While the details can be daunting, exam questions
often focus on calculating the components of pension expense for the year or reconciling the funded
status of the plan. When reviewing Intermediate Accounting 2 exam questions and answers,
focus on understanding the formula for pension expense: Service Cost + Interest Cost - Expected
Return on Plan Assets + Amortization of Prior Service Cost +/- Amortization of Actuarial
Gains/Losses.

5. Shareholders' Equity and Earnings Per
Share (EPS)

This section covers stock issuance, treasury stock, dividends, stock splits, and the calculation of
basic and diluted EPS. Basic EPS is straightforward: (Net Income - Preferred Dividends) / Weighted
Average Common Shares Outstanding. Diluted EPS is more challenging because it requires
considering the potential dilution from stock options, convertible bonds, and convertible preferred
stock. The treasury stock method is used for options, and the if-converted method is used for
convertible securities.

e Sample Question: A company has net income of $1,000,000 and 500,000 common shares
outstanding all year. They also have 100,000 stock options outstanding with an exercise price
of $10. The average market price for the year is $20. What is diluted EPS?

e Answer Explanation: First, calculate basic EPS: $1,000,000 / 500,000 = $2.00. For diluted
EPS, use the treasury stock method. The options would raise $1,000,000 (100,000 shares *
$10). At the average market price of $20, this would repurchase 50,000 shares ($1,000,000 /
$20). The incremental shares are 100,000 - 50,000 = 50,000. Diluted EPS = $1,000,000 /
(500,000 + 50,000) = $1.82. Note that diluted EPS is always lower than or equal to basic EPS.

HOW TO EFFECTIVELY USE PRACTICE QUESTIONS

Simply reading through Intermediate Accounting 2 exam questions and answers is not
enough. To truly benefit, you must engage in active learning. Start by trying to solve the question on
your own before looking at the answer. Cover the solution and work through the problem step by
step. If you get stuck, identify the specific concept that is confusing you and review your textbook or
notes. After you understand the answer, try to explain it in your own words as if you were teaching it
to a classmate. This technique, known as the Feynman method, is highly effective for cementing
your understanding.

Common Mistakes to Avoid

When practicing, be aware of these common errors:

1. Ignoring present value calculations: Many topics, including bonds and leases, rely on
present value. Make sure you are comfortable using present value tables or a financial
calculator.

2. Confusing financial and tax accounting: Deferred tax questions trip up many students.
Always distinguish between book (GAAP) and tax treatment.

3. Misclassifying leases: Pay careful attention to the five classification criteria. A single
oversight can lead to an entirely wrong answer.

4. Forgetting weighted average shares: For EPS, remember to weight shares for the portion
of the year they were outstanding, including stock dividends and splits.

BUILDING A STUDY STRATEGY FOR SUCCESS

A strong study strategy goes beyond simply reviewing Intermediate Accounting 2 exam
questions and answers. It involves a systematic approach:

e Start Early: This is not a subject you can cram for. Give yourself at least a few weeks to
absorb the material.

e Focus on Concepts, Not Memorization: Understand the underlying principles. For
example, the effective interest method is based on the concept that interest expense reflects
the market rate at issuance, not the coupon rate.

e Practice Under Timed Conditions: Simulate exam conditions to improve your speed and
accuracy. This will also help reduce test anxiety.

* Review Mistakes Thoroughly: Every mistake is a learning opportunity. Analyze why you got
a question wrong and reinforce the correct approach.

e Form a Study Group: Discussing complex topics with peers can provide new perspectives
and clarify difficult concepts.

LEVERAGING TECHNOLOGY AND RESOURCES

In addition to your textbook and course materials, there are many online resources available. Look
for video lectures, interactive problem sets, and forums where you can ask questions. When you
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search for Intermediate Accounting 2 exam questions and answers, be selective. Focus on
resources that provide detailed explanations, not just answer keys. Some websites offer step-by-
step video solutions that can be incredibly helpful for visual learners. Also, consider using flashcards
for key terms and formulas, but always ensure you can apply them in a problem context.

THE IMPORTANCE OF JOURNAL ENTRIES

One thing that sets Intermediate Accounting 2 apart is the heavy reliance on journal entries. Many

exam questions will ask you to prepare or interpret journal entries. For example, recording a finance
lease involves debiting the right-of-use asset and crediting the lease liability. Recording interest
expense on a bond involves debiting interest expense and crediting cash and discount on bonds
payable. If you can master the journal entries for each major topic, you will find that the more
complex calculation questions become significantly easier. When reviewing Intermediate
Accounting 2 exam questions and answers, always look for the underlying journal entry logic.
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