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ADM 2342 
Mid Term Exam No. 2 

Intermediate Financial Accounting 1 
2018 Spring/Summer Semester 

Solutions 
 
 
NAME:  ___________________________            STUDENT #:  _________________ 
 
 

1. This examination comprises 3 questions over 17 pages.  Page 15 is an extra page for 
rough work and any additional supporting calculations.  The last two pages (pages 16 
and 17) 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 75 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 Inventory 

 
/27 

 
2 Receivables 

 
/23 

 
3 Revenue Recognition 

 
/25 

 
TOTAL  

 
/75 
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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 (27 marks) 
 
This question consists of four (4) parts.  Answer ALL parts. Each part is independent. 
 
Part One: (6 marks) 
 
Connect has been selling cellular phones for the last five years. Its best-selling model is the E-
PHONE. The following information pertains to transactions affecting the E-PHONE inventory 
for the month of August 2017:  
 

 Units Unit cost 
Opening inventory – Aug 1 4,000 $50 
Purchase 1 – Aug 8 2,400 40 
Sale 1 – Aug 10 (1,800)  
Purchase 2 – Aug 22 4,400 53 
Sale 2 – Aug 29 (4,200)  
   

 
Required: 
 
(a)  If Connect uses the weighted-average method under a periodic inventory system, what 

would be the cost of goods sold for August 2017? (3 marks) 
 
(b) If Connect uses the weighted-average method under a perpetual inventory system, what 

would be the cost of the ending inventory on August 31, 2017? (3 marks) 
 
Answer: 
 
(a) 

WAC per unit = CGA / units available for sale = $529,200 / 10,800 = $49.00 
Ending inventory = 4,800 units X $49.00/unit = $235,200 
CGS = CGA – EI = $529,200  ̶  235,200 = $294,000 

 
(b) 
 
 

 Units x Unit Cost = Total Cost 
    
Opening inventory 4,000 $50 $200,000 
Purchase #1 2,400 $40 96,000 
Balance 6,400 $46.25 $296,000 
    
Cost of sale #1 (1,800) $46.25 (83,250) 
Purchase #2 4,400 $53 232,200 
Balance 9,000 $49.55 $444,950 
    
Cost of sale #2 4,200 $49.55 (208,110) 
Ending inventory 4,800 $49.55        $237,840 
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Question No. 1 (27 marks) (continued) 
 
Part Two: (10 marks) 
 
Jefferson Farms is an IFRS-compliant company with a June 30 year-end. The company is in the 
business of raising and selling chickens.  On May 1, 2017, the company purchased 500 new 
hatchlings for cash at a total cost of $5,000.  During the months of May and June, the company 
paid $700 each month to feed, nurture and grow the baby chicks.  The company follows the 
policy of capitalizing costs to raise its chickens. 
 
On June 30, the company estimated the fair value of the chickens to be $9,000 and that 
transportation costs to deliver the chickens to the company’s customers would average $2.90 per 
chicken. 
 
On October 31, all of the chickens had matured and 250 of them had been shipped to one of its 
key customers at a selling price of $25 per chicken.  Transportation costs were $2.90 per 
chicken, as expected. 
 
Required: 
 
(a)  Prepare the journal entries required to record inventory activity relating to the chickens 

for May and for June. (3 marks) 
 
(b)  Prepare any required year-end adjusting entry required on June 30. (3 marks) 
 
(c)   Prepare any journal entries, if required, on October 31. (4 marks) 
 
 
Answer: 
 
(a)     May 1 
 Biological Assets ..............................................................  5,000 
  Cash .........................................................................   5,000  
  
 During May 
 Biological Assets ..............................................................  700 
  Cash  ....................................................................   700 
 
     During June 
 Biological Assets ..............................................................  700 
  Cash .........................................................................   700  
 
(b)     June 30 
 Biological Assets ..............................................................  1,150 
  Unrealized Gain or Loss ..........................................   1,150 

 
Cost of hatchlings $5,000 
Costs of feed to nurture and grow ($700 x 2) 1,400 
Total costs incurred to date  6,400 
 
Current fair value 9,000 
Less transportation costs (500 x $2.90)     1,450 
Fair value less costs to sell  $7,550 

      Year End Adjustment:  $7,550 – $6,400 = $1,150 
 
 
(c)     October 31 
 Cash (250 x $25) .............................................................  6,250 
  Sales Revenue ...........................................................    6,250  
  
 Cost of Goods Sold (250 / 500 x $7,550) .........................  3,775  
  Inventory ...................................................................    3,775 
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Question No. 1 (27 marks) (continued) 
 
Part Three: (6 marks) 
 
Humphrey Retailers has a selection of five products.  The following information relates to these 
products: 

 No. of Units Unit Cost Selling Price 
    
Product A 200 $    40 $   80 
    
Product B 100 150 $120 
    
Product C 300 60 $100 
    
Product D 200 100 $100 
    
Product E 300 65 $70 

 
The company estimates that selling costs will be 10% of the selling price, primarily for sales 
commissions.  The company uses a perpetual inventory system and applies the lower of cost and 
net realizable value rule on an item-by-item approach under the indirect/allowance method. 
 
Required: 
 
Compute the amount of the total inventory write-down, if any, and prepare any necessary journal 
entry.  
 
Answer: 
 

Product # Units 
Cost per 

unit 
Selling 
price 

Selling 
costs 

(10% of 
price) 

Net 
realizable 

value 
(price – 
selling 
cost) 

Write-
down per 

unit 
required 
(cost – 

NRV) or 0 

Total 
write-

down for 
product 

A 200 $ 40 $ 80 $8 $  72 $  0 $        0 
B 100 150 120 $12 108 42 4,200 
C 300 60 100 $10 90 0 0 
D 200 100 100 $10 90 10 2,000 
E 300 65 70 $7 63 2       600 
Total       $6,800 

 
 Loss in Inventory due to Decline in NRV (or CGS) 6,800  
       Allowance to Reduce Inventory to NRV   6,800 
 
 
Part Four: (5 marks) 
 
East Bay Pharmaceuticals Limited uses the gross profit method to estimate inventory for its 
monthly reports.  For the month of May, the following data were available: 
 
 Sales Returns $35,000 
 Purchase discounts 45,500 
 Freight-In 12,500 
 Accounts Payable (all relating to inventory) 400,000 
 Purchases 710,000 
 Sales 997,000 
 Inventory (beginning of month) 210,000 
 
Easy Bay has a standard mark-up on cost of 25%. 
 
Required: 
 
Use the gross profit method to calculate the company’s ending inventory on May 31. 
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Question No. 1 (27 marks) (continued) 
 
Answer: 
 
The gross profit as a percent of sales must first be calculated: 
 

 25% = 20% of sales.  100% + 25% 
 

Inventory, May 1 (at cost)  $210,000 
Purchases (gross) (at cost)    710,000 
Purchase discounts  (45,500) 
Freight-in      12,500 
 Goods available (at cost)  887,000 
Sales (at selling price) $997,000  
Sales returns (at selling price) (35,000)  
Net sales (at selling price) 962,000  
Less gross profit (20% of $962,000) 192,400  

Estimated cost of goods sold     769,600 
 Estimated inventory, May 31 (at cost) $  117,400 

  
   
Question No. 2 (23 marks) 
 
This question consists of two (2) parts.  Answer BOTH parts. Each part is independent. 
 
Part One: (10 marks) 
 
Bobbo Ltd. provides for doubtful accounts based on 6% of credit sales. The following data are 
available for 2018. 
 
Credit sales made during 2018 $3,550,000 
Credit balance in the Allowance for Doubtful Accounts – Jan 1, 2018 59,000 
Collection of accounts during 2018 that had been written off in prior years 3,500 
Customer accounts written off as uncollectable during 2018 37,000 
 
Required: 
 
(a) Calculate how much the balance should be in the Allowance for Doubtful Accounts on 

December 31, 2018.  (4 marks) 
 

(b) Provide the journal entry to record the customer accounts that were written off as 
uncollectible during 2018. (2 mark) 
 

(c) Explain the purpose of a “trade discount” and how a trade discount is normally reflected 
in the accounts when a sale is made. (4 marks) 

 
Answer: 
  (a) 

 ADA 
Opening balance in ADA  59,000 
Write-offs 37,000  
Recoveries of amounts previously written off  3,500 
Bade debts expense (6% x $3,550,000)  213,000 
Closing balance in ADA  238,500 

 
 
(b) Allowance for Doubtful Accounts 37,000  
  Accounts Receivable  37,000 
 

(c) A trade discount is used to avoid frequent price changes in catalogues, or to quote 
different prices for different quantities purchased, or to hide the true invoice price from 
competitors. The normal practice is to deduct the trade discount from the product’s list 
price and recognize the net amount as a debit to A/R and a credit to sales revenue. 
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Question No. 2 (23 marks) (continued) 
 
Part Two: (13 marks) 
 
Sun Corporation is a land broker whose main business is to buy and re-sell tracts of land.  Sun 
Corporation has a December 31 year-end. 
 
On December 31, 2017, Sun sold a tract of land to Chung Corporation at an agreed upon price of 
$59,803.95. In return, Sun accepted $27,000 cash as a down payment and agreed to receive the 
balance in three equal annual installments of $12,500 due each December 31.  The land was 
purchased six months ago by Sun at a cost of $50,000.   An interest rate of 7% is considered 
appropriate for this type of transaction. 
 
Required: (Show supporting calculations) 
 
(a)  Prepare the journal entry (or journal entries) required on Sun Corporation’s books to 

reflect the December 31, 2017 transaction. (5 marks) 
 
(b) How much is the total interest revenue that Sun Corporation would record over the term 

of the note? (2 marks) 
 
(c)   What is the carrying value of the note on December 31, 2019 and on December 31, 2020? 

(4 marks) 
 
(d) How much is the gross profit that Sun Corporation would record on December 31, 2017? 

(2 marks) 
 
Answer: 
 
    PV of note receivable = PV of $12,500 annuity 
    @ 7% for 3 years ($12,500 x 2.624316) 

 
$32,803.95 

 
 

Amortization Schedule - Note Receivable 

Date  Debit, Notes Receivable / 
Credit, Interest Income  

Cash 
Instalment 
Received 

 
Carrying 

Value of Note 
Receivable 

12/31/17  —  —  $32,803.95 
12/31/18  $2,296.28 2       $12,500    22,600.231 
12/31/19  1,582.02  12,500       11,682.25 
12/31/20                  817.76  12,500  — 

 
1 $6,142.85 = $32,803.95 x 7% 
2 $22,600.23 = $32,803.95 + $2,296.28 – $12,500.00 
 
 
(a) December 31, 2017 
 Cash  27,000.00  
 Notes Receivable 32,803.95  
  Sales Revenue 3  59,803.95 
 
 Cost of Goods Sold 50,000  
  Inventory 3  50,000 
 

 
 
 3  To record sales revenue based upon the present value of the note plus the  
immediate cash payment received: 
     PV of $12,500 annuity 
    @ 7% for 3 years ($12,500 x 2.624316) 

 
$32,803.95 

 

     Cash down payment received   27,000.00  
     Capitalized value of services $59,803.95  
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Question No. 2 (23 marks) (continued) 
 
(b) Total interest revenue over the term of the note = $2,296.28 + $1,582.02 + $817.76 = 

$4,696.06. 
 
(c)  Carrying value of note on December 31, 2019 = $11,682.25. 
 Carrying value of note on December 31, 2020 = $0. 
 
(d)  Gross profit recorded on December 31, 2017 = $59,803.95 ‒ $50,000 = $9,803.95. 
 
 
 
Question No. 3 (25 marks) 
 
This question consists of two (2) parts.  Answer BOTH parts. Each part is independent. 
 
Part One: (10 marks) 
 
Mitchum Company signs a contract to sell light rail transit vehicles to the city of Kitchener, 
Ontario for $25 million.  Mitchum follows the new IFRS standard for revenue recognition. 
 
Required: 
 
Using the information given in the example above, illustrate the five steps that Mitchum 
Company must follow under the new IFRS revenue recognition standard. 
 
Answer: 
 
1. A contract is an agreement between two parties that creates enforceable rights or 

obligations. In this case, Mitchum Company has signed a contract to deliver LRT vehicles to 
the city of Kitchener. 

 
2. Mitchum Company has only one performance obligation: to deliver LRT vehicles to the city 

of Kitchener. 
 
3. The transaction price is the amount of consideration that a company expects to receive from 

a customer in exchange for transferring a good or service. In this case, the transaction price 
is $25 million which Mitchum expects to receive from the city of Kitchener. 

 
4. In this case, Mitchum has only one performance obligation, to deliver LRT vehicles to the 

city of Kitchener. 
 
5. Mitchum can recognize revenue of $25 million for the sale of LRT vehicle when it satisfies 

its performance obligation – the delivery of the LRT vehicles to the city of Kitchener. 
 
 
Part Two: (15 marks) 
 
Hunter Corporation is a public company with a December 31 year-end.  On April 1, 2018, 
Hunter signs a contract with a local customer to sell four units of its product for a total contract 
price of $27,500. The stand-alone selling price of each unit and the cost of each unit are $5,250 
and $4,000, respectively. Under the contract, Hunter is to also provide installation that has a 
stand-alone value of $1,500 per unit installed.  In addition, the contract also includes a $1,600 
maintenance plan for all four units for five years after installation. Hunter follows the residual 
approach to allocate the transaction price. 
 
On the date the contract is signed, Hunter receives a 25% down payment.  On July 1, 2018, the 
units are delivered and installed at which time the balance of the contract is paid by the customer. 
 
Required: 
 
Prepare all the necessary journal entries on the books of Hunter Corporation for 2018 including 
any required adjusting entries on December 31, 2018. Indicate a date for each journal entry. 
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Question No. 3 (continued) (25 marks) 
 
Answer: 
 
This revenue arrangement has 3 different performance obligations:  (i) the sale of four units, (ii) 
installation for each unit, and (iii) the maintenance plan covering all four units. 

 
The total revenue of $27,500 is allocated to the three performance obligations based as follows: 

 
Units (4 x $5,250) $21,000 
Installation (4 x $1,500) 6,000 
Maintenance plan   1,600 
  Total estimated fair value $28,600 

 
The allocation of the transaction price is as follows. 

 
Units                         $20,192   ($21,000 / $28,600) x $27,500 
Installation                    5,769  ($6,000 / $28,600)  x $27,500 
Maintenance plan         1,539   ($1,600 / $28,600)  x $27,500 
   Total Revenue        $27,500 

 
Hunter makes the following journal entries for 2018:  

 
April 1, 2018: 
 
Cash (25% x $27,500)...............................................................  6,875 
Accounts Receivable ($27,500 – $6,875) ..................................  20,625             
 Unearned Revenue - Installation ....................................   5,769 
 Unearned Revenue - Maintenance Plans ........................   1,539  
 Unearned Revenue - Units ..............................................   20,192  

(To record agreement to sell and install four units and a maintenance plan covering all 
four units) 
 
Note:  A Contract Liability Account could be used instead of unearned revenue. 

  
 
July 1, 2018: 
 
Cash (75% x $27,500)...............................................................  20,625 
 Accounts Receivable .......................................................   20,625 
 
Unearned Revenue - Installation ..............................................  5,769 
Unearned Revenue - Units ........................................................  20,192  
 Service Revenue - Installation ........................................   5,769 
 Sales Revenue - Units......................................................   20,192  
 
Cost of Goods Sold....................................................................  16,000  
 Inventory (4 x $4,000) .....................................................   16,000 
  
 
December 31, 2018: 
 
Unearned Revenue - Maintenance Plans ..................................  154 
 Service Revenue - Maintenance Plans  
  ($1,539 x 6/60) ......................................................   154 
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Present Value Financial Tables  
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