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ADM 2342 

MID TERM EXAM 

Intermediate Financial Accounting 1 

Fall 2013 
 

SOLUTIONS 

 

 2½ hours 

Student Name: _________________________________ 

 

Student #: _____________________________________ 

 

Section:  ADM 2342A (Professor Robert Collier) 
 

Instructions: 
 

1. This examination comprises 5 questions over 16 pages. The last two pages (pages 15 

and 16) contain present value tables. Page 14 is a page for rough work.  Answer all 

questions directly in on this exam.  The exam is not to be removed from the 

examination room.  You may separate the pages but ensure that you put them back 

together and that you staple them before handing in. 

 

2. Limit your answer to the space provided.  Blank sheets for rough work and 

supporting calculations are given at the end of each question. You must show, where 

appropriate, supporting calculations. 

 

3. This exam is out of 80 marks and is 2½ hours long. You should budget approximately 

1.8 minutes per mark. 

 

4. Please do not ask the invigilator or the professor any questions, as they will not be 

answered.  State reasonable assumptions, if you feel they are necessary. 

 

5. Language dictionaries (non-electronic) are allowed if approved by the professor. 

 

6. The use of electronic communication devices such as cell phones is strictly prohibited 

during the exam. 

 

7. You must sign the Statement of Academic integrity on page 2 of this exam. 

   
 

Question 
 
 

 
Marks 

 
1 Income Statement 

 
/20 

 
2 Cash Flow Statement 

 
/16 

 
3 Financial Environment 

 
/10 

 
4 Revenue Recognition 

 
/16 

 
5 Receivables 

 
/18 

 
TOTAL 

 
 

 
/80 
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Statement of Academic Integrity 

The Telfer School of Management does not condone academic fraud, an act by a student 

that may result in a false academic evaluation of that student or of another student. Without 

limiting the generality of this definition, academic fraud occurs when a student commits 

any of the following offences: plagiarism or cheating of any kind, use of books, notes, 

mathematical tables, dictionaries or other study aid unless an explicit written note to the 

contrary appears on the exam, to have in his/her possession cameras, radios (radios with 

head sets), tape recorders, pagers, cell phones, or any other communication device which 

has not been previously authorized in writing.  

 

Statement to be signed by the student: 

I have read the text on academic integrity and I pledge not to have committed or attempted 

to commit academic fraud in this examination. 

 

Signed:______________________________________   

 

Note: an examination copy or booklet without that signed statement will not be graded and 

will receive a final exam grade of zero.  
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Question No. 1 (20 marks) 

 

The following pre-tax items were taken from the December 31, 2012 adjusted trial balance of 

Voegel Corporation, a public company which follows IFRS. Voegel’s accounting period ends 

December 31.  All accounts have normal balances. Assume a 20% tax rate on all items, where 

appropriate. 

 

 Sales revenue ......................................................................................................  $745,200 

 Unearned revenue  ..............................................................................................  40,000 

 Rent revenue  ......................................................................................................  2,400 

 Interest revenue  ..................................................................................................  900 

 Gain on sale of capital assets  .............................................................................  2,000 

 Distribution expenses  .........................................................................................  136,000 

 General and administrative expenses ..................................................................  110,000 

 Interest expense...................................................................................................  1,500 

 Depreciation expense  .........................................................................................  6,000 

 Prepaid expense ..................................................................................................  3,200 

 Loss from hurricane ............................................................................................  19,000 

 Loss on re-measurement of defined benefit pension plan ..................................  28,000 

 Loss on re-measurement of FV-OCI investments ..............................................  36,250 

 Correction for understatement of net income in prior period due to 

 error in recording depreciation expense..............................................................  44,000 

 Cost of goods sold ..............................................................................................  330,000 

 Operating loss of discontinued operations to disposal date ................................  38,000 

 Gain on sale of net assets of discontinued operations  .......................................  8,000 

 Average common shares issued and outstanding during the year  ..............  120,000 shares 

 Average preferred shares issued and outstanding during the year ...............  30,000 shares 

 

Voegel Corporation presents its expenses by function.  Dividends declared during the year were 

as follows:  (i) common shares: $24,000 in total; (ii) preferred shares: $0.75 per share 

 

 

Required: 

 

Prepare a properly formatted multiple-step Statement of Comprehensive Income for Voegel 

Corporation for the year ended December 31, 2012. 

 

Note: 

 

Use the next page of the exam (page 4) to present your formal Statement of 

Comprehensive Income. Use page 5 of the exam for any supporting calculations (rough 

work).  
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Question No. 1 (20 marks) (continued) 
 

Answer: 

Voegel Corporation 

Statement of Comprehensive Income (multiple-step) 

For the Year Ended 31 December 2013 

 

Sales revenue ........................................................................................  $745,200 

Cost of goods sold .................................................................................  330,000 

 Gross margin on sales ......................................................................  415,200 

Operating expenses: 

 Distribution expenses .......................................................................$136,000 

 General and administrative expenses ............................................... 110,000 

 Depreciation expense .......................................................................    6,000 252,000 

Income from operations (operating income) ........................................  163,200 

Other revenues and gains: 

 Rent revenue ....................................................................  $2,400 

 Interest revenue ...............................................................  900 

 Gain on sale of operational assets ..................................    2,000 5,300 

Other expenses and losses: 

 Interest expense .................................................................   1,500 

 Loss from hurricane............................................................19,000        20,500  15,200   

Income from continuing operations before income taxes .....................  148,000 

 Income tax expense (20%) ................................................................   29,600 

Income from continuing operations (i.e. before discontinued operations)  118,400 

Discontinued operations: 

Operating loss of discontinued operations to disposal date  

(net of tax savings of $7,600) ................................................................    30,400 

Gain on sale of net assets of discontinued operations  

(net of tax expense of $1,600) ...............................................................    6,400 24,000 

Net income ............................................................................................  $ 94,400 

 

Other Comprehensive Income: 

Loss on re-measurement of defined benefit pension plan 

 (net of tax savings of $5,600) ............................................................... 22,400 

Loss on re-measurement of FV-OCI investments 

 (net of tax savings of $7,250) ............................................................... 29,000 51,400 

Comprehensive Income .........................................................................  $ 43,000  

 

Earnings per share: 

Income from continuing operations ($118,400 – $22,500)/120,000 ......  $0.80 

Discontinued operations ($24,000/120,000) ..........................................  0.20 

Net income ($94,400 – $22,500)/120,000 ...............................................  $0.60 

 

 

Question No. 2 (16 marks) 
 

Mead Corporation is a public Company and follows IFRS. The differences between Mead’s 

Statement of Financial Position accounts at December 31, 2011 and 2012 are presented below: 

 
  Increase (decrease) 
 Assets 
 Cash $   120,000 

 Short-term investments (cash equivalents) 300,000 

 Accounts receivable 0 

 Inventory  80,000 

 Long-term investments (100,000) 

 Property, plant & equipment 700,000 

 Accumulated depreciation              0 

 Total $1,100,000 
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Question No. 2 (continued) (16 marks) 
 
 Liabilities and Shareholders’ Equity 
 Accounts payable and accrued liabilities  (5,000) 

 Dividend payable $   160,000 

 Bank overdraft (part of net cash position on SCF) 325,000 

 Long-term debt 110,000 

 Common shares, no par, an additional 10,000 shares  220,000 

 Retained earnings   290,000 

 Total $1,100,000 

 

Additional information for 2012: 

 

1. A building costing $600,000 and having a carrying amount of $350,000 was sold for 

$350,000. 

 

2. A long-term investment was sold for $135,000.  There were no other transactions 

affecting long-term investments. 

 

3. Equipment costing $110,000 was acquired through issuance of long-term debt. 

 

4. Common shares were issued for $22 per share. 

 

5. Net income was $790,000. 

 

6. Mead Corporation uses the indirect method to prepare the cash flow statement.  Mead 

follows the IFRS standard (IAS #7) in explaining non-cash transactions in its disclosure 

notes. 

 

Required: 

 

Prepare the Cash Flow Statement for Mead Corporation for the year ending December 31, 2012. 

 

Answer: 

Mead Corporation 

Statement of Cash Flow 

Year ended 31 December 2012 

 

Operating activities 

 Net income ...........................................................................  $790,000 

 Plus (less):  non-cash charges 

  Depreciation ..................................................................  250,000a 

  Gain on sale of investment .............................................  (     35,000)  

                                                                               1,005,000  

      Changes in working capital: 

  Inventory increase ..........................................................  (80,000) 

  Accounts payable and accrued liabilities decrease .......  (    5,000) $920,000 

 

Investing activities 

 Sale of building ....................................................................  350,000 

 Purchase of plant assets.......................................................  (1,190,000)b 

 Sale of long-term investments ..............................................  135,000 (705,000) 

  

Financing activities 

 Dividends paid .....................................................................  (340,000)c 

 Issuance of common shares .................................................  220,000 (120,000) 

Net increase in cash and cash equivalents ................................   $95,000d 

 

Disclosure Note: During 2012, equipment costing $110,000 was acquired through the 

 issuance of long-term debt.   
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Question No. 2 (continued) (16 marks) 
 

Computations: 

a Depreciation expense = $250,000 because accumulated depreciation did not change 

during the year and the building disposal caused accumulated depreciation to 

decrease $250,000. 

 

b Plant asset increase = $700,000 = plant asset purchases in 2012 + $110,000 

acquisition through debt - $600,000 cost of building sold 

 Plant asset purchases in 2012 = $1,190,000 

 

c Retained earnings increase = $290,000 = $790,000 earnings - Dividends declared 

 Dividends declared = $500,000;  Dividends payable increase = $160,000 

 Therefore, dividends paid = $340,000 ($500,000 - $160,000) 

 

d Change in cash  .......................................................  $120,000 dr 

 Change in short-term investments ...........................  300,000 dr 

 Change in bank overdraft .......................................  (325,000) cr 

            $95,000 dr 

 

Question No. 3 (10 marks) 
 

This question has three short parts and covers financial reporting and the Canadian financial 

environment. 

 

Required: (Each answer must be clear, concise and in a complete sentence.) 

 

(a) State the overall objective of financial reporting. (2 marks) 

 

(b) As part of the objective of general-purpose financial reporting, an “entity perspective” is 

adopted. What does the entity perspective mean and how does it differ from the 

“proprietary perspective”?  (4 marks) 

 

(c) Present two different reasons why providing financial information to users is 

challenging. (4 marks) 

 

Answer: 

 

1. The overall objective of financial reporting is to provide financial information to present 

and potential investors and lenders to assist them in making resource allocation 

decisions. 

 

2. The entity perspective views a legal entity as separate and distinct from its owners. 

Therefore, assets are viewed as assets of the entity and not of a specific creditor or 

shareholder. On the other hand, the proprietary perspective holds that no fundamental 

distinction is drawn between a legal entity and its owners. In other words, the entity does 

not exist separately from the shareholders for accounting purposes. Financial reporting 

under the proprietary perspective focuses only on the needs of the shareholders. It is the 

entity perspective that is adopted as the objective of general purpose financial reporting. 

 

3. First, users have very different knowledge levels. Some users have accounting 

designations or have worked in the finance industry for several years. Others have 

limited knowledge of how the information is gathered and reported.  

 

Second, users have very different needs. Some users are institutional investors who hold 

a large percentage of equity shareholdings and generally devote significant resources to 

managing their investment portfolios. Others are credit managers at banks or credit 

unions who deal mainly with small business or personal loans. Still others are labour 

negotiators whose knowledge of financial reporting is limited to periodic reviews of 

financial information for the purpose of negotiations. 
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Question No. 4 (16 marks) 

 

Ricardo Construction Company (RCC), a private company, contracted to build an apartment 

complex for $2,800,000.  Construction began in July 2013 and was scheduled to be completed in 

April 2015.  RCC follows ASPE and has a December 31 year end.  Data related to the contract 

are as follows (in thousands): 

 2013 2014 2015 

 

Costs incurred during the year $   400 $1,500 $  700 

Estimated additional costs to complete 2,200 400 -- 

Billings during year 350 1,450 1,000 

Cash collections during the year 325 1,300 1,100 

 

Required: 

 

(a) Compute the amount of annual gross profit or loss that should be recognized by the 

Ricardo Construction Company for each year assuming the percentage of completion 

method is used.  Round your calculations for percentage completion to two decimal 

places.  (6 marks) 

 

(b) Prepare a partial Statement of Financial Position for Ricardo Construction Company for 

December 31 of each year showing, under the current assets category, accounts 

receivable balances and inventory balances.  (8 marks) 

 

(c) Under the percentage of completion method, in the event of an unprofitable contract 

when should the entire loss be recognized?  How would you answer change, if any, if 

the completed contract method were used? (2 marks) 

 

Answer: (percentage completion rates rounded to two decimal places) 

 

(a) Under the percentage of completion method: 

 

 2013 2014 2015 

Computations: 

 Contract price .......................................... $2,800,000 $2,800,000 $2,800,000 

 Actual costs to date .................................. 400,000 1,900,000 2,600,000 

 Estimated costs to complete ..................... 2,200,000    400,000              nil 

  Total ...................................................... 2,600,000 2,300,000 2,600,000 

 Estimated total margin ............................. $   200,000 $   500,000 $   200,000 

 Percentage complete ................................ 15.38% 82.61% 100% 

 

Annual gross profit to be recognized: 

 2013: $2,800,000 – $2,600,000 x 15.38%  $ 30,760 

 2014: ($2,800,000 – $2,300,000) x 82.61% 

   – $30,760........................................  $382,290 

 2015: $2,800,000 – $2,600,000 – $30,760 

   – $382,290......................................   $ (213,050) 

 

 

(b) 

Ricardo Construction Company 

Statement of Financial Position 

December 31, 2013 

 

Current assets: 

 Accounts receivable ($350,000 – $325,000) ...................................   $   25,000 

 Inventories 

  Construction in process (400,000 + $30,760) ..........................   $430,760 

  Less:  Billings ($350,000) .........................................................    350,000 

  CIP (revenues) in excess of billings ..........................................   80,760 
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Question No. 4 (continued) (16 marks) 

 

Ricardo Construction Company 

Statement of Financial Position 

December 31, 2014 

 

Current assets: 

 Accounts receivable ($1,800,000 – $1,625,000) .............................   $   175,000 

 Inventories 

  Construction in process ($1,900,000 + 30,760 + $382,290) ...  $2,313,050 

  Less:  Billings ($350,000 + $1,450,000) ..................................    1,800,000 

  CIP (revenues) in excess of billings ..........................................   513,050 

 

 

Ricardo Construction Company 

Statement of Financial Position 

December 31, 2015 

 

Current assets: 

 Accounts receivable ($2,800,000 – $2,725,000) .............................   $   75,000 

 Inventories* 

  Construction in process ($2,600,000 +200,000)  .....................  $2,800,000 

  Less:  Billings ($350,000 + $1,450,000 + 1,000,000) .............    2,800,000 

  Revenues in excess of billings ...................................................   0 

 

*    Technically, there would be nothing reported under inventories because the  

  balance in the CIP account (costs incurred and recognized gross profit) exactly  

  equals the balance in the billings account.  Therefore, students’ answers are  

  correct IF there is nothing reported under inventories on the December 31, 2015  

  SFP. 

 

(c)   Under the POC method, in the event of an unprofitable contract, the entire loss should be 

recognized in the current period when the loss is forecast.  This also applies to the 

completed contract method, so the answer would not change. (2 marks) 

 

 

Question No. 5 (18 marks) 
 

Terrace Exteriors Limited provides landscaping services to residential customers in the Ottawa 

area.  Terrace has a December 31 year-end and follows IFRS.  The company had the following 

account balances on January 1, 2012: 

 

 Accounts receivable $     613,000 

 Allowance for Doubtful Accounts (credit balance)   14,500 

 

Transactions during 2012: 

 

 Sales on account $ 1,447,000 

 Collections on account 1,633,000 

 Accounts receivable written off as uncollectible 19,000 

 

Terrace Exteriors estimates its allowance for doubtful accounts at 2% of the December 31 

balance of accounts receivables. 

 

On May 1, 2013, Terrace Exteriors provided landscaping services to a new customer who had 

asked for an extension of the normal payment period to pay his account. Because this was a new 

customer, the company accepted a three-year, $12,500 zero-interest bearing note from the 

customer.  The implicit rate of interest is 9% and approximates the market rate for notes of 

equivalent duration and risk. Terrace uses the net method of recording notes receivables. 
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Question No. 5 (continued) (18 marks) 
 

Required: 

 

(a) Prepare the journal entry for the bad debts expense for 2012. (5 marks) 

 

(b) Prepare the December 31, 2012 Statement of Financial Position presentation for 

accounts receivable. (3 marks) 

 

(c) Prepare the journal entry to record the provision of landscaping services on May 1, 

2013. (4 marks) 

 

(d) Prepare any required journal entry for the notes receivable on December 31, 2013 and 

December 31, 2014. (4 marks) 

 

(e) What is the carrying value of the note receivable on the maturity date? (2 marks) 

 

Answer: 

 

(a) Bad debts expense journal entry: 

 

Bad debts expense .......................................................  12,660 

 Allowance for doubtful accounts .......................   12,660 

        ,       ,   ,         ,   ,          ,          ,       .       ,       ,        

     14,500 = $12,660 

 

(b) December 31, 2012 SFP presentation: 

 

 Accounts receivable $ 408,000 

 Allowance for Doubtful Accounts (credit balance)   (8,160) $399,840 

 

(c) Journal entry – May 1, 2013: 

 

PV  $12,500 due in 3 years at 9%  = $12,500 / (1.09)
3
 =$9,652.29 

 

Note receivable ...........................................................  9,652 

 Sales revenue .....................................................   9,652 

 

(d) Journal entries – December 31, 2013 and December 31, 2014 

 

   December 31, 2013 

Note receivable ($869 x 8/12) .....................................  579 

 Interest income (revenue) ..................................   579 

 

   December 31, 2014 

Note receivable [($869 x 4/12) + ($947 x 8/12)] .......  921* 

 Interest income (revenue)  .................................   921 

  

 * Alternatively:  $9,652 + $579 x .09 = $921 

  

  Date Cash Received 
Interest 

Income 

Discount 

Amortized 

Carrying Value 

of N/R 
     

01/05/13 

01/05/14 

01/05/15 

01/05/16 

— 

$0 

 0 

 0  

— 

$869 

 947 

 1,032  

– 

$869 

947 

1,032 

$9,652 

10,521 

11,468 

12,500 

 

(e) The carrying value of the note receivable on the maturity date (May 1, 2016) is $12,500 

as shown in the amortization schedule above. (2 marks) 
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Financial Tables  
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