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Mastering Your Intermediate Accounting Exam 1
Solutions

intermediate accounting exam 1 solutions are crucial
for students aiming to solidify their understanding of
core accounting principles. This comprehensive guide
delves into the common challenges faced on Exam 1,
offering detailed explanations and strategic
approaches to tackling complex problems. We will
explore key topics typically covered, such as the
accounting cycle, financial statement preparation, and
the conceptual framework underpinning financial
reporting. By dissecting representative solution
methodologies, students can enhance their analytical
skills and build confidence for their upcoming
assessments. This article serves as an invaluable
resource for navigating the intricacies of intermediate
accounting, providing clarity on challenging concepts
and offering practical advice for exam success.
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Understanding the Accounting Cycle and Its
Stages

The accounting cycle forms the bedrock of financial
accounting, encompassing a series of steps that a
company follows to record, classify, and summarize its
financial transactions. A thorough grasp of each stage
is paramount for accurately preparing financial
statements and solving problems encountered in
intermediate accounting exams. Exam 1 often tests
the understanding of the entire cycle, from initial
transaction identification to the closing entries.

Transaction Analysis and Journalizing

The first critical step involves analyzing each business
transaction to identify its impact on the accounting
equation: Assets = Liabilities + Equity. This analysis
dictates which accounts will be debited and credited.
For instance, if a company purchases inventory on
credit, inventory (an asset) increases, and accounts
payable (a liability) also increases. Correctly



identifying these dual effects is essential for accurate
recording. Journalizing then involves entering these
transactions into the general journal in chronological
order, using the double-entry bookkeeping system.

Posting to the General Ledger

Following journalizing, the next step is posting to the
general ledger. This process involves transferring the
debits and credits from the journal entries to their
respective accounts in the general ledger. The general
ledger provides a running balance for each account,
offering a summarized view of financial activity. Errors
in posting can lead to significant discrepancies in
financial reports, making meticulous attention to
detail vital. Understanding how to post individual
entries correctly is a common exam requirement.

Preparing the Unadjusted Trial Balance

Once all transactions for a period have been
journalized and posted, an unadjusted trial balance is
prepared. This statement lists all the accounts from
the general ledger and their balances at a specific
point in time. The fundamental principle of double-
entry bookkeeping dictates that the total of all debit
balances must equal the total of all credit balances. If
the trial balance does not balance, it indicates an error
has occurred, prompting a need for investigation and
correction.



Adjusting Entries

Adjusting entries are crucial for ensuring that
revenues and expenses are recognized in the correct
accounting period, adhering to the accrual basis of
accounting and the matching principle. These entries
are typically made at the end of an accounting period
to record revenues that have been earned but not yet
recorded, and expenses that have been incurred but
not yet recorded. Common examples include
depreciation, accrued expenses, accrued revenues,
deferred expenses (prepaid expenses), and deferred
revenues (unearned revenues). Mastering the
preparation and posting of these adjustments is a
significant component of intermediate accounting
exam 1 solutions.

Preparing the Adjusted Trial Balance and Financial
Statements

After adjusting entries are posted, an adjusted trial
balance is prepared to confirm that debits still equal
credits. This adjusted trial balance then serves as the
basis for preparing the primary financial statements:
the income statement, the statement of retained
earnings, and the balance sheet. The income
statement reports revenues and expenses to arrive at
net income or loss. The statement of retained earnings
details the changes in retained earnings. The balance
sheet presents the company's assets, liabilities, and
equity at a specific point in time. Understanding the
flow of information from the adjusted trial balance to



each of these statements is a core competency tested
on Exam 1.

Closing Entries and the Post-Closing Trial Balance

At the end of an accounting year, closing entries are
made to zero out the balances of temporary accounts
(revenues, expenses, and dividends) and transfer their
net effect to the permanent equity account, retained
earnings. This prepares the temporary accounts for
the next accounting period. Following closing entries,
a post-closing trial balance is prepared, which should
include only the permanent (balance sheet) accounts.
This ensures that the accounting cycle has been
completed correctly and that the financial statements
for the next period will begin with accurate balances.

Key Principles of Financial Statement
Preparation

Accurate and consistent financial statement
preparation is a cornerstone of intermediate
accounting. Exam 1 frequently assesses a student's
ability to construct these statements from given data,
demonstrating an understanding of the underlying
principles and their practical application. The
statements provide a standardized snapshot of a
company's financial performance and position.



The Income Statement

The income statement, also known as the profit and
loss statement, reports a company's financial
performance over a specific period, typically a quarter
or a year. It begins with revenues, followed by the cost
of goods sold (if applicable), leading to gross profit.
Operating expenses are then deducted, followed by
other revenues and expenses, and finally, income tax
expense, to arrive at net income or net loss. The multi-
step income statement format is often emphasized,
requiring the calculation of income from operations
and income before income taxes.

The Statement of Retained Earnings

This statement reconciles the beginning and ending
balances of retained earnings for a period. It starts
with the beginning balance of retained earnings, adds
net income (or subtracts net loss) for the period, and
subtracts any dividends declared or paid. Changes in
accounting principles or prior period adjustments may
also be reflected. Understanding the flow of net
income from the income statement to the statement of
retained earnings is critical.

The Balance Sheet

The balance sheet, or statement of financial position,
presents a company's assets, liabilities, and equity at



a specific point in time. Assets are typically listed in
order of liquidity, followed by liabilities in order of
maturity, and then equity. The fundamental
accounting equation, Assets = Liabilities + Equity,
must always hold true on the balance sheet. Detailed
classification of assets into current and non-current,
and liabilities into current and non-current, is a
common requirement for demonstrating a
comprehensive understanding.

The Statement of Cash Flows

While sometimes deferred to later exams, basic
understanding of the statement of cash flows might be
tested. This statement categorizes cash inflows and
outflows into three main activities: operating,
investing, and financing. It provides insights into how
a company generates and uses cash, which is crucial
for assessing its liquidity, solvency, and financial
flexibility. Understanding the indirect method of
preparing the operating activities section, which starts
with net income and adjusts for non-cash items and
changes in working capital accounts, is often a focus.

Navigating the Conceptual Framework for
Financial Reporting

The conceptual framework for financial reporting
provides the underlying principles and concepts that
guide the development of accounting standards and



the preparation of financial statements. A solid
understanding of this framework is essential for
interpreting accounting treatments and making
informed judgments, which are frequently tested in
intermediate accounting exams.

Objectives of General Purpose Financial Reporting

The primary objective of general-purpose financial
reporting is to provide financial information that is
useful to existing and potential investors, lenders, and
other creditors in making decisions about providing
resources to the entity. This usefulness is achieved
through the provision of information about the entity's
financial position, financial performance, and cash
flows.

Qualitative Characteristics of Useful Financial
Information

The conceptual framework identifies fundamental and
enhancing qualitative characteristics. Fundamental
characteristics are relevance and faithful
representation. Relevant information is capable of
making a difference in decision making, while faithful
representation means the information is complete,
neutral, and free from error. Enhancing characteristics
include comparability, verifiability, timeliness, and
understandability, which help to increase the utility of
financial information.



Elements of Financial Statements

The framework defines the elements of financial
statements, such as assets, liabilities, equity, income,
and expenses. Understanding these definitions is
crucial for correctly classifying transactions and
account balances. For example, an asset is a resource
controlled by the entity as a result of past events and
from which future economic benefits are expected to
flow to the entity.

Recognition and Measurement Concepts

The framework also addresses when and how
elements should be recognized and measured.
Recognition is the process of incorporating into the
financial statements an item that meets the definition
of an element and satisfies the criteria for recognition.
Measurement involves assigning monetary amounts to
the elements. Different measurement bases exist,
such as historical cost, fair value, and net realizable
value, and understanding when each is appropriate is
key.

Common Pitfalls and Strategies for Intermediate
Accounting Exam 1

Many students encounter similar challenges when
preparing for and taking Intermediate Accounting



Exam 1. Identifying these common pitfalls and
developing effective strategies can significantly
improve performance and reduce exam anxiety. This
section outlines frequent mistakes and provides
actionable advice.

Time Management during the Exam

One of the most significant challenges is effectively
managing time across multiple problem types. Many
exam questions require detailed calculations and
explanations. It's crucial to allocate time to each
question based on its point value and complexity. If a
problem is proving too difficult, it's often better to
move on and return to it later if time permits, rather
than getting bogged down and missing easier
questions.

Understanding the "Why" Behind Calculations

Simply memorizing formulas is insufficient for success.
Exam questions often require students to apply
principles in novel situations. A deep understanding of
the underlying accounting theory and the reasoning
behind each calculation allows for more flexible and
accurate problem-solving. For example, understanding
why depreciation is an expense and how it impacts net
income and asset values is more valuable than just
knowing the depreciation formula.



Attention to Detail in Journal Entries and
Reconciliations

Minor errors in journal entries, such as incorrect debit
or credit placement, wrong account titles, or
miscalculation of amounts, can have cascading effects
on subsequent steps in the accounting cycle. Similarly,
errors in account reconciliations can lead to incorrect
financial statement figures. Meticulous attention to
detail, double-checking work, and using a systematic
approach are essential to avoid these costly mistakes.

Interpreting Prompt Wording Carefully

Exam questions are often worded precisely to test
specific knowledge. Misinterpreting a phrase or
instruction can lead to an incorrect solution. Students
should read each question thoroughly, highlighting
keywords and paying close attention to the specific
requirements of the question (e.g., "prepare a multi-
step income statement," "calculate ending inventory
using FIFO," "explain the impact on retained
earnings").

Strategies for Success

- Practice, practice, practice: Work through as many
practice problems as possible from textbooks,
online resources, and past exams.



- Focus on understanding concepts: Don't just
memorize; strive to understand the underlying
accounting principles.

- Review and correct mistakes: When you make an
error, understand why you made it and how to
correct it.

- Simulate exam conditions: Practice timed exams to
improve time management and build endurance.

- Seek clarification: Don't hesitate to ask your
instructor or teaching assistant for clarification on
concepts or problems you find difficult.

Leveraging Practice Problems for Exam 1
Success

Practice problems are the lifeblood of mastering
intermediate accounting. They are not merely
exercises but opportunities to engage with accounting
concepts, develop problem-solving skills, and identify
areas needing further attention. A strategic approach
to practicing can dramatically improve your
preparedness for Exam 1.

Active Recall and Application

When working through practice problems, actively try



to recall the relevant accounting principles and
procedures without immediately referring to notes or
solutions. Attempt to solve the problem independently
first. This active recall process strengthens memory
and understanding. Once you've made an honest
attempt, then compare your work to the provided
solutions, focusing on understanding any
discrepancies.

Deconstructing Problem Solutions

Do not just skim the provided solutions. Take the time
to deconstruct them step by step. Understand the
reasoning behind each calculation, journal entry, or
classification. If a solution uses a particular journal
entry, ask yourself why that entry is necessary and
what it achieves. If a specific account is debited or
credited, ensure you understand the accounting basis
for that decision.

Identifying Recurring Themes and Patterns

As you work through a variety of problems, you will
begin to notice recurring themes and patterns in the
types of transactions, adjustments, and financial
statement presentations tested. For instance,
inventory valuation methods (FIFO, LIFO, weighted-
average) and depreciation methods (straight-line,
accelerated) are frequently recurring topics.
Recognizing these patterns allows you to focus your



study efforts more efficiently.

Simulating Exam Conditions

To truly prepare for the pressure of an exam, simulate
exam conditions during your practice sessions. Set a
timer for the duration of the exam and work through a
set of problems without interruptions. This helps you
gauge how much time you realistically have for each
question and builds your ability to perform under
timed constraints. It also helps you identify which
types of problems you tend to spend too much time
on.

Interpreting and Applying Accounting Standards

Intermediate accounting is heavily reliant on
understanding and applying accounting standards,
such as Generally Accepted Accounting Principles
(GAAP) in the United States. Exam 1 often tests the
ability to interpret these standards and apply them to
specific business scenarios. Mastery of this skill is
crucial for accurate financial reporting and
comprehensive exam solutions.

The Role of FASB and IASB

In the U.S., the Financial Accounting Standards Board



(FASB) sets accounting standards. Internationally, the
International Accounting Standards Board (IASB) sets
International Financial Reporting Standards (IFRS).
While this course likely focuses on U.S. GAAP,
understanding the existence and purpose of these
standard-setting bodies provides context. Exam
questions might refer to specific Accounting Standards
Codification (ASC) topics or principles derived from
these standards.

Revenue Recognition Principle

A fundamental principle tested is revenue recognition.
Under GAAP, revenue is recognized when a
performance obligation is satisfied, meaning control of
the promised goods or services is transferred to the
customer. This often involves analyzing contracts,
identifying distinct performance obligations, and
determining the transaction price. Understanding the
five-step model for revenue recognition is essential for
correctly accounting for sales transactions.

Expense Recognition (Matching Principle)

The matching principle dictates that expenses should
be recognized in the same period as the revenues they
help generate. This is why adjusting entries for
accruals and deferrals are so critical. For example, the
cost of inventory sold (Cost of Goods Sold) is
recognized in the same period as the revenue from



selling that inventory. Depreciation expense matches
the use of an asset over its useful life with the
revenue generated during those periods.

Inventory Costing Methods

Students must be adept at applying different
inventory costing methods, including FIFO (First-In,
First-Out), LIFO (Last-In, First-Out), and weighted-
average. Each method results in different cost of
goods sold and ending inventory values, particularly in
periods of changing prices. Exam questions will often
require calculating these values under a specified
method or comparing the results of different methods.

Property, Plant, and Equipment (PP&E)

Accounting for PP&E involves initial recognition at
cost, subsequent measurement (including
depreciation), and eventual disposal. Understanding
what costs are capitalized, how depreciation is
calculated using various methods (straight-line,
declining balance, units-of-production), and the
accounting for gains or losses on disposal are common
topics. Impairment of assets might also be introduced.

FAQ



Q: What are the most common topics covered on an
Intermediate Accounting Exam 1?

A: Intermediate Accounting Exam 1 typically covers
the accounting cycle in depth, including transaction
analysis, journalizing, posting, trial balances,
adjusting entries, and closing entries. It also heavily
emphasizes the preparation of basic financial
statements (income statement, statement of retained
earnings, balance sheet) and foundational concepts
from the conceptual framework, such as qualitative
characteristics and elements of financial statements.
Inventory costing methods and basic property, plant,
and equipment accounting are also frequent subjects.

Q: How can | effectively prepare for the journal entry
section of Intermediate Accounting Exam 1?

A: To effectively prepare for journal entry sections,
focus on understanding the nature of each account
(asset, liability, equity, revenue, expense) and the
rules of debits and credits. Practice analyzing
transactions to identify the accounts affected and the
direction of the change. Work through numerous
examples of common transactions and adjusting
entries, ensuring you understand the rationale behind
each debit and credit. Consistent practice and
meticulous attention to detail are key to mastering
journal entries.

Q: What is the significance of adjusting entries in the
context of an Intermediate Accounting Exam 1



solution?

A: Adjusting entries are crucial because they ensure
that revenues and expenses are recognized in the
correct accounting period, adhering to the accrual
basis of accounting and the matching principle. Errors
in adjusting entries directly lead to misstated financial
statements. Exam questions often test your ability to
identify situations requiring adjustments (e.g.,
accruals, deferrals, depreciation) and to prepare the
correct adjusting journal entries and their subsequent
impact on the trial balance and financial statements.

Q: How do | approach problems involving inventory
valuation methods like FIFO and LIFO on Exam 1?

A: To approach inventory valuation problems, you
must first understand the fundamental assumption of
each method: FIFO assumes the first units purchased
are the first ones sold, while LIFO assumes the last
units purchased are the first ones sold. For each
problem, carefully track the purchases and sales
chronologically. When using FIFO, the cost of the most
recently purchased items remains in ending inventory.
With LIFO, the cost of the earliest purchased items
remains in ending inventory. For weighted-average,
calculate a weighted-average cost per unit after each
purchase or periodically and apply it to units sold and
remaining. Always double-check your calculations for
accuracy.

Q: What is the conceptual framework, and why is it



important for Intermediate Accounting Exam 1?

A: The conceptual framework provides the underlying
principles and concepts that guide the development of
accounting standards and the preparation of financial
statements. It defines the objectives of financial
reporting, the qualitative characteristics of useful
information (like relevance and faithful
representation), and the elements of financial
statements (assets, liabilities, equity, etc.).
Understanding the conceptual framework is important
for Exam 1 because it helps you interpret accounting
rules, make judgments in complex situations, and
understand the 'why' behind accounting treatments,
which is often tested.

Q: If my trial balance doesn't balance, what are the
first steps | should take to find the error?

A: If your trial balance doesn't balance, the first steps
involve a systematic review. First, recheck the
addition of both the debit and credit columns. If the
difference between the two totals is small and an even
number, check for a transposition error (e.g., $120
recorded as $102) or a slide error (e.g., $120 recorded
as $1200). Next, verify that each journal entry has
been posted to the correct ledger accounts with the
correct amounts and that the debits and credits are
balanced in the journal. Finally, review all adjusting
entries and ensure they have been correctly posted
and balanced.



Q: How can | improve my understanding of
depreciation calculations for the exam?

A: To improve your understanding of depreciation
calculations, focus on the core components: cost of
the asset, its estimated useful life, and its estimated
salvage value. Master the formulas for the straight-
line method (Cost - Salvage Value) / Useful Life. Then,
learn the accelerated methods like the double-
declining balance method (2 Straight-Line Rate Book
Value) and units-of-production ( (Cost - Salvage Value)
/ Total Estimated Production Units Produced ). Practice
applying these methods to various asset scenarios and
pay attention to how depreciation expense impacts
both the income statement and the balance sheet (via
accumulated depreciation).
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