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ADM 2342 

Mid Term Exam No. 1 

Intermediate Financial Accounting 1 

2018 Spring/Summer Semester 

Solutions 
 
 

NAME:  ___________________________            STUDENT #:  _________________ 

 

 

1. This examination comprises 5 questions over 15 pages.  Page 13 is an extra page for 

rough work and any additional supporting calculations.  The last two pages (pages 14 

and 15) contain present value tables. Answer all questions directly in this booklet.  

The booklet is not to be removed from the examination room.  You may separate the 

pages but ensure that you put them back together and 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 in order to get part marks. 

 

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

2 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. Students may use either pen or pencil in writing this exam.  However, if a student 

elects to use pencil, after the exam has been marked and returned to the student, the 

exam cannot be re-submitted for review. 

 

6. Language dictionaries (non-electronic) are allowed if the invigilator permits them. 

They must be shown to the invigilator before the start of the exam. 

 

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

during the exam. 

 

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

 
  

Question 
 
 

 
Marks 

 
1 

Accounting Information Systems &  

Reporting Financial Performance 

 
/22 

 
2 Discontinued Operations 

 
/8 

 
3 Cash Flow Statement 

 
/20 

 
4 Canadian Conceptual Framework 

 
/12 

 
5 Revenue Recognition 

 
/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 (22 marks) 

 

Biscayne Company, a public company with a December 31 year-end, reported the following 

items in its unadjusted trial balance as at December 31, 2017.  The accounts in the trial balance 

are listed in alphabetical order. It is a partial trial balance because it does not include all 

accounts.  All accounts listed have normal debit and credit balances. 

 

Administration Expense $235,700 

Accounts Payable 76,800 

Accounts Receivable 99,800 

Allowance For Doubtful Accounts (credit) 2,000 

Cash Dividends Declared 31,000 

Delivery Expense 26,900 

Gain On Sale Of Automobile 1,400 

Insurance Expense 38,400 

Interest Expense 27,100 

Loan Receivable, 8% 75,000 

Merchandise Inventory, January 1 89,400 

Note Payable, 6% 500,000 

Purchases 560,300 

Salaries & Employee Benefits Expense 120,900 

Sales Returns & Allowances 42,100 

Sales Revenues 1,876,000 

Selling Expenses 34,000 

Supplies Expenses 45,900 

Supplies Inventory 600 

Retained Earnings, January 1 568,300 

Unearned Revenue 32,000 

Utilities Expenses 65,400 

  

Other information: 

(a)  The income tax rate is 30%.  However, no tax has yet been recorded. 

(b) Ending balance of merchandise inventory on December 31, 2017 is $76,500.  The ending 

balance of the supplies inventory is $1,200. 

(c)  Insurance expense represents a payment made on May 1, 2017 under a 24-month policy 

that was debited to insurance expense. 

(d) Customers owe $53,000 for goods delivered on December 31, 2017.  This amount has not 

yet been recorded by Biscayne. 

(e)  All sales are on account except those that represent unearned revenues. 

(f)  The unearned revenue represents customer deposits that were received by Biscayne 

during the year.  Of this amount, 60% is still unearned at the end of the year. 

(g)  Bad debts expense is to be recognized at 1% of total sales revenues earned during the 

year. 

(h)  Interest on the note payable is paid annually and was last paid and recorded on October 

31, 2017. 

(i)  The company owes $3,200 in utilities expenses. 

(j)  Interest on the loan receivable has not been recorded all year. 

 

Required: (Narrative explanations are not required). 

 

(a) Prepare journal entries to reflect the required adjustments.    (12 marks) 

 

(b)  Prepare a Statement of Comprehensive Income in single-step format for Biscayne 

Company for the year ended December 31, 2017. (10 marks)  
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Question No. 1 (continued) (22 marks) 
 

Answer: 

 

Part (a): 

 

(a) Inventory .................................................................................. 76,500 

 Cost of goods sold ................................................................... 573,200 

  Purchases .........................................................................  560,300 

  Inventory  .........................................................................  89,400 

 

(b) Supplies inventory ($1,200 - $600) ......................................... 600 

  Supplies expense  .............................................................  600 

 

(c) Prepaid insurance ($38,400 x 16/24) ...................................... 25,600 

  Insurance expense ............................................................  25,600 

 

(d) Accounts receivable ................................................................. 53,000 

  Sales Revenue...................................................................  53,000 

 

(e) Unearned revenue ($32,000 x .4) ............................................ 12,800 

  Sales Revenue...................................................................  12,800 

 

(f) Bad debt expense ($1,876,000 + $53,000 + 12,800) x 1% ..... 19,418 

  Allowance for doubtful accounts .....................................  19,418 

 

(g) Interest expense ($500,000 x 6% x 2/12) ................................ 5,000 

  Interest payable ................................................................  5,000 

 

(h) Utilities expense ...................................................................... 3,200 

  Accrued accounts payable ...............................................  3,200 

 

(i) Interest receivable ($75,000 x 8%) ......................................... 6,000 

  Interest revenue ................................................................  6,000 

 

(j) Income tax expense (NI x 30% = $738,182 x 30%) ................ 221,455 

  Income tax payable ..........................................................  221,455 

   NI = $738,182 (see requirement 2) x 30% 

 

 

Part (b):      Biscayne Company 

Statement of Comprehensive Income 

For Year Ended December 31, 2017 

 

Sales revenue ($1,876,000 + $53,000 + $12,800) .......................  $1,941,800 

Less: Sales returns and allowances ................................................ (42,100) 

.........................................................................................................     $1,899,700 

Gain on sale of auto ........................................................................        1,400 

Interest revenue ...............................................................................      6,000 

 Total revenue ............................................................................  1,907,100 

Expenses: 

 Cost of goods sold ..................................................................... $573,200 

 Administration expenses ........................................................... 235,700 

 Delivery expense  ...................................................................... 26,900 

 Insurance expense ($38,400 - $25,600) .................................... 12,800 

 Salaries and benefits expense ................................................... 120,900 

 Selling expenses ........................................................................ 34,000 

 Supplies expense ($45,900 - $600) ........................................... 45,300 

 Utilities expense ($65,400 + $3,200) ........................................ 68,600 

 Bad debts ................................................................................... 19,418 

 Interest expense ($27,100 + $5,000) ........................................     32,100 1,168,918 

Income before income tax ...............................................................  738,182 

Income tax expense .........................................................................    221,455 

Net Income (Comprehensive Income) .............................................  $ 516,727 
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Question No. 2 (8 marks) 

 

The Mactaquac Corporation is a public company that operates several stores throughout the 

province of New Brunswick (Saint John, Fredericton, and Moncton).  At a meeting of the Board 

of Directors on August 15, 2016, management decided to restructure the company and 

subsequently made the decision to close down its Fredericton store. The company’s income tax 

rate is 30%. In preparing its financial statements for the period ending December 31, 2016, the 

following information was made available (all amounts are pre-tax): 

 

1. The Fredericton operation incurred a loss of $188,400 for the year ended December 31, 

2016. This included $109,400 for the period from January 1 to August 15, 2016. 

2. On December 31, 2016, the net assets of the Fredericton store had an estimated fair 

value of $5,000,000 and a carrying value of $5,200,000.  Disposal costs, not included in 

these figures, were estimated to be $200,000. 

3. Management expects the Fredericton store to lose an additional $350,000 before it is 

sold.  The income tax rate  

  

Required: 
 

(a) Assume the Fredericton store qualifies for reporting as a discontinued operation.  

Calculate the amount to be reported in the discontinued operations section of 

Mactaquac’s 2016 Statement of Comprehensive Income. (4 marks) 

 

(b) On February 24, 2017, the Fredericton store was sold for $6,200,000 million. The store 

lost an additional $175,000 before it was sold and actual disposal costs were $325,000 in 

total. Calculate the amount to be reported in the discontinued operations section of 

Mactaquac’s 2017 Statement of Comprehensive Income. (4 marks) 

 

Note:    It is not necessary to prepare the Statement of Comprehensive Income.  Both parts of 

this question simply ask you to calculate the amount that would be reported in the 

discontinued operations section of the Statement of Comprehensive Income. 

 

Answer: 

 

(a) 

    For the year ended December 31 2016 

 

Loss from operations of discontinued operations  $(188,400) 

Reduction in carrying value of net assets to estimated fair value (200,000) 

($5,200,000 – 5,000,000) 

Estimated cost to sell (200,000) 

Estimated total pre-tax loss amount (588,400) 

Income tax recovery (at 30%) 176,520 

Loss on discontinued operations to be reported, net of income tax $(411,880) 

 

 

(b)  

   For the year ended December 31, 2017 

 

Selling Price $6,200,000 

Less: Fair market value of net assets  (5,000,000) 

Less: Additional costs to sell ($325,000 – 200,000) (125,000) 

Less; Additional loss from operations of discontinued operations (175,000) 

Estimated total pre-tax amount 900,000 

Applicable income tax @ 30%                                                             (270,000) 

Gain on discontinued operations to be reported, net of income tax         $630,000 
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Question No. 3 (20 marks) 
 

The comparative Statement of Financial Position for the Valleyfield Corporation is presented 

below (shown in a condensed format): 

 

Valleyfield Corporation 

Statement of Financial Position 

As at December 31, 2017 and 2018 

 

 2018 2017 

Assets   

   Cash $   600,000 $   400,000 

   Accounts Receivable 1,100,000 1,300,000 

   Inventory 400,000 600,000 

   Investment – at fair value through profit/loss 200,000           _____ 

   Investment – bonds held at amortized cost 100,000           _____ 

   Property, Plant & Equipment 4,200,000 3,400,000 

   Accumulated Depreciation     (2,000,000)   (1,500,000) 

Total $4,600,000 $4,200,000 

   

Liabilities & Shareholders’ Equity   

   Accounts Payable $   100,000 $   150,000 

   Bank Loans Payable 2,700,000 2,400,000 

   Bonds Payable 413,860 416,849 

   Preferred Shares 300,000          ______ 

   Common Shares 300,000 400,000 

   Retained Earnings    786,140 833,153 

Total $4,600,000 $4,200,000 

   

 

Additional information for 2018 is presented below: 

 

(a) Common shares were redeemed during the year at their book value. 

 

(b) The face value of the bonds payable is $400,000. The bonds pay a coupon rate of 7% per 

annum. The effective interest rate of interest is 6% per annum. 

 

(c) The net income earned for the year was $100,000. 

 

(d)  During the year, there was a common stock dividend issued valued at $20,000.  Cash 

dividends were also paid. 

 

(e)  Interest expense and income tax expense for the year were $100,000 and $50,000, 

respectively. 

 

(f)  During the year, Valleyfield engaged in three transactions which affected the PP & E 

account.  In the first transaction, Valleyfield borrowed $500,000 from Brighthouse 

Banking and used the funds to purchase PP & E.  In the second transaction, Valleyfield 

borrowed $250,000 from Cummings Financial Services and used the proceeds to 

purchase additional PP & E.  In the third transaction, Valleyfield purchased for cash more 

PP &E. 

 

(g) During the year Valleyfield sold old equipment with a net book value of $150,000 

(original cost, $200,000) for $180,000 cash. 

 

(h) During the year, Valleyfield managed to pay back a part of its total borrowings. 

 

(i) Valleyfield follows the policy of reporting cash flows from interest as an operating 

activity and cash flows from dividend payments as a financing activity. 

 

(j) The at fair value through profit/loss investment is considered to be a cash equivalent. 
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Question No. 3 (continued) (20 marks) 
 

Required: 

 

Prepare a properly formatted Cash Flow Statement for Valleyfield Corporation for the year 

ending December 31, 2018 using the indirect method.  Show any necessary disclosures. 

 

Answer: 

 

Valleyfield Corporation 

Cash Flow Statement 

For The Year Ending December 31, 2018 

 

Cash flow from operating activities Explanation   

Net income  $100,000      

Adjustments for:    

  Depreciation expense 1 550,000  

  Amortization of bond premium 2 (2,989)  

  Gain on sale of equipment 4 (30,000)  

  617,011  

  Decrease in accounts receivable  200,000  

  Decrease in accounts payable  (50,000)  

  Decrease in inventory  200,000  

Net cash from operating activities   967,011 

    

Cash flow from investing activities    

Sale of PPE assets 4 180,000  

Purchases of PPE assets  5 (1,000,000)  

Purchase of bond investment held at amortized cost   (100,000)  

Cash used in investing activities   (920,000) 

    

Cash flow from financing activities    

Bank loans (from Brighthouse and Cummings)  750,000  

Bank loan repayment  6 (450,000)  

Issued preferred shares  300,000  

Cash dividends paid  3     (127,011)  

Redemption of common shares       7 (120,000)  

Cash from financing activities   352,989 

Net increase in cash   400,000 

Cash, January 1, 2014     400,000 

Cash, December 31, 2014 (including CCE) 8  $800,000 

 

Mandatory disclosures: 

 Income taxes paid $50,000 

 Interest paid  $102,989 

 Valleyfield borrowed $250,000 and used the proceeds to acquire additional PP&E 

 A stock dividend valued at $20,000 was issued during the period. 

 

1. It is instructive to use a T-account to help determine the depreciation expense during the year: 

 Accumulated Depreciation 

Opening balance  1,500,000 

AD on sale of equipment - from below 50,000  

Solve for depreciation expense  550,000 

Closing balance  2,000,000 

 

 

Cost (given) $200,000 

Solve for accumulated depreciation 50,000 

Bet book value (given) $150,000 

 

2. $100,000 interest expense + $2,989 decrease in the premium on bonds payable ($416,849 – 

$413,860) = $102,989 interest paid. 
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Question No. 3 (continued) (20 marks) 
 

3. Using a T-account 

 Retained earnings 

Opening balance  833,151 

Net income  100,000 

Stock dividend   20,000  

Solve for cash dividends 127,011  

Closing balance  786,140 

 

4. $150,000 net book value + $30,000 gain on sale = $180,000 sales price. 

 

5. Using a T-account: 

 Property, Plant, & Equipment 

Opening balance 3,400,000  

Cost of equipment sold  200,000 

PP & E (from Brighthouse)    500,000  

PP & E (From Cummings)    250,000  

Other PP & E (for cash)    250,000  

Closing balance 4,200,000  

 

6. Using a T-account: 

 

 

7. Using a T-account: 

 Common shares 

Opening balance  400,000 

Stock dividend  20,000 

Solve for redemption 120,000  

Closing balance  300,000 

 

8. The closing cash balance includes cash and cash equivalents. The at fair value through profit 

or loss investment is a cash equivalent.  Therefore, the closing cash balance is $600,000 + 

$200,000 = $800,000. 

 

 

Question No. 4 (12 marks) 

 

Answer ALL THREE parts to this question. 

 

PART ONE: (6 marks) 

 

Required: 

 

One of the fundamental qualitative characteristics of accounting information is representational 

faithfulness. Identify and describe the three characteristics that information must have in order to 

provide a faithful representation of economic reality. 

 

Answer: 

 

In order to achieve faithful representation, information must be complete, neutral and free from 

material error. Neutral information is free of bias and does not intentionally favour one set of 

stakeholders over another. Completeness means that all the information that is needed to 

faithfully represent economic reality must be included, and nothing important is omitted. The 

statements should be, as far as possible, free from material error. However, this does not mean 

that there is necessarily 100% accuracy at all times. This is basically impossible given the fact 

that accounting estimates are frequently necessary. 

 Bank loans 

Opening balance  2,400,000 

Loan from Brighthouse  250,000 

Loan from Cummings  500,000 

Solve for repayment 450,000  

Closing balance  2,700,000 
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Question No. 4 (continued) (12 marks) 

 

PART TWO: (3 marks) 

 

Required: 

 

The president of Connor Company, Cynthia Connor, feels that it is not necessary to classify 

assets and liabilities as current and non-current because she expects the company to operate only 

for another 10 years.  What accounting assumption or principle is involved? Explain whether it is 

being followed correctly or has been violated. 

 

Answer: 

 

The assumption involved in this situation is called the going concern assumption.  The going 

concern assumption has been violated. The elements on the statement of financial position 

should have been classified between current and non-current. 

 

 

PART THREE: (3 marks) 

 

Required: 

 

The annual depreciation expense on a building owned by Halton Company was $60,000.  

Because the building was increasing in value during the year, the controller decided not to record 

any depreciation expense for the current year.  Comment on the appropriateness of the 

controller’s decision and any impact his decision would have on the company’s financial 

statements, applying the Canadian conceptual framework.  

 

Answer: 

 

Depreciation is an allocation of cost, not an attempt to value assets. As a consequence, even if 

the value of the building is increasing, the remaining costs related to this building should be 

matched with revenues on the income statement. As such, making no entry violates the matching 

principle.  This error will affect the assets and shareholders’ equity of the company. By failing to 

record depreciation expense in the year, assets and ending shareholders’ equity (retained 

earnings) are both overstated. 
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Question No. 5 (18 marks) 
 

Kameka Construction Company contracted to build an office building for $3,200,000.  

Construction began in September 2016 and was scheduled to be completed by May 2018.  

Kameka is a private company and has elected to follow ASPE.  The company’s year-end is 

December 31.  Data related to the contract are summarized below: 

 

 2016 2017 2018 

    

Costs incurred during the year $  540,000 $1,800,000 $   760,000 

Estimated additional costs to complete 2,460,000 780,000 0 

Billings during the year 450,000 1,300,000 1,450,000 

Cash collections during the year 400,000 1,100,000 1,640,000 

 

The company has decided to the cost-to-cost method for measuring progress toward completion 

and is considering how its financial statements would look if it used the percentage of 

completion method versus the completed contract method. 

 

Required: 

 

(a)  Prepare Kameka’s Statement of Financial Position and Income Statement for each year of 

the contract assuming it follows the percentage of completion method. 

 

(a)  Prepare Kameka’s Statement of Financial Position and Income Statement for each year of 

the contract assuming it follows the completed contract method. 

 

Answer: 

 

(a) 

Kameka Construction Limited 

Statement of Financial Position 

 

 2016 2017 2018 

Current Assets 

 Accounts Receivable ................................... $  50,000 $250,000 60,000 

 

 Contruction-in-progress (CIP) ................... $576,000 $2,400,000 0 

 Billings on contract ..................................... (450,000) (1,750,000) 0 

 CIP in excess of Billings on Contracts ....... $ 126,000 $650,000 0 

 

 

Kameka Construction Limited 

Income Statement 

 

 2016 2017 2018 

 

 Revenues from construction contract.......... $576,000 $1,824,000 $  800,000 

 Construction expenses ................................ 540,000 1,800,000 760,000 

 Gross margin on construction contract ...... $  36,000 $    24,000 $    40,000 

 
Costs incurred to date ..................................................  $  540,000 $2,340,000 $3,100,000 

Estimated additional costs to complete .......................  2,460,000 780,000           0 

Percentage complete ....................................................  18%
1
 75%

2
 100%

3 

 
1 

2016: (in thousands) ..............................................  540/(540 + 2,460) 

 
2 
2017: (in thousands) ..............................................   2,340/(2,340 + 780) 

 
3 
2018: (in thousands) ..............................................    3,100/3,100 

 

 

Note: The use of alternative terminology, such as “Contract Asset” and “Contract Liability” 

(instead of  Construction-in Process and Billings on Contract) is permissible as long as 

such use is consistent throughout the solution. 
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Question No. 5 (continued) (18 marks) 
 

(b) 

Kameka Construction Limited 

Statement of Financial Position 

 

 2016 2017 2018 

Assets 

 Accounts Receivable ................................... $  50,000 $250,000 60,000 

 

 Contruction-in-progress inventory ............. $540,000 $2,340,000 0 

 Billings on contract ..................................... (450,000) (1,750,000) 0 

 Net ............................................................... $ 90,000 $590,000 0 

 

 

Kameka Construction Limited 

Income Statement 

 

 2016 2017 2018 

 

 Revenue from contract ................................ $0 0 $3,200,000 

 Costs of construction................................... 0 0 3,100,000 

 Gross margin on construction contract ...... $0 $0 $   100,000 
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Present Value Financial Tables  
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