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QUESTION 1

On January 2, 1993, Quo, Inc. hired Reed to be its controller. During the year, Reed, working closely with 

Quo\\'s president and outside accountants, made changes in accounting policies, corrected several errors 

dating from 1992 and before, and instituted new accounting policies. 

Quo\\'s 1993 financial statements will be presented in comparative form with its 1992 financial statements. 

This question represents one of Quo\\'s transactions. List B represents the general accounting treatment 

required for these transactions. These treatments are: 

•

 Cumulative effect approach - Include the cumulative effect of the adjustment resulting from the accounting change or
error correction in the 1993 financial statements, and do not restate the 1992 financial statements. 

•

 Retroactive or retrospective restatement approach - Restate the 1992 financial statements and adjust 1992 beginning
retained earnings if the error or change affects a period prior to 1992. 

•

 Prospective approach - Report 1993 and future financial statements on the new basis but do not restate 1992 financial
statements. 

Item to Be Answered During 1993, Quo determined that an insurance premium paid and entirely expensed in 1992 was
for the period January 1, 1992, through January 1, 1994. 

List B (Select one) 

A. Cumulative effect approach. 

B. Retroactive or retrospective restatement approach. 

C. Prospective approach. 

Correct Answer: B 

Choice "B" is correct. If comparative FS are issued, restate prior year\\'s FS. If comparative FS are not issued, restate
prior year-end\\'s retained earnings account by "adjusting" (net of tax) the opening balance of the current retained
earnings statement. 

 

QUESTION 2

Brock Corp. reports operating expenses in two categories: (1) selling and (2) general and administrative. The adjusted
trial balance at December 31, 1989 included the following expense and loss accounts: One-half of the rented premises
is occupied by the sales department. Brock\\'s total selling expenses for 1989 are: 
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A. $480,000 

B. $400,000 

C. $370,000 

D. $360,000 

Correct Answer: A 

 

Note: Only one-half of rent for office space was used for sales office. Choice "a" is correct. $480,000. 

 

QUESTION 3

According to the FASB conceptual framework, comprehensive income includes which of the following? 

A. Option A 
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B. Option B 

C. Option C 

D. Option D 

Correct Answer: B 

Choice "b" is correct. Comprehensive income is the change in equity of a business during a period from transactions
and other events and circumstances from non-owner sources. It includes all changes in equity except those resulting
from investments by owners and distributions to owners. SFAC 6 para 70. 

 

QUESTION 4

Which of the following should be reported as a prior period adjustment? 

A. Option A 

B. Option B 

C. Option C 

D. Option D 

Correct Answer: B 

Choice "b" is correct. No - Yes Change in estimated lives of depreciable assets is a "change in estimate." They affect
only current and future periods (not "prior periods," not retained earnings). Change from unaccepted principle to
accepted principle is an example of an error of a prior period that should be reported as a "prior period adjustment." 

 

QUESTION 5

The effect of a material transaction that is infrequent in occurrence but not unusual in nature should be presented
separately as a component of income from continuing operations when the transaction results in 

a: 

A. 
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Option A 

B. 

Option B 

C. 

Option C 

D. 

Option D 

Correct Answer: A 

Choice "a" is correct, Yes - Yes. A material transaction that is "infrequent in occurrence" but not "unusual in nature"
should be presented separately as a component of "income from continuing operations" when the transaction results in
a gain or loss. 

 

QUESTION 6

FASB\\'s conceptual framework explains both financial and physical capital maintenance concepts. Which capital
maintenance concept is applied to currently reported net income, and which is applied to comprehensive income? 

A. Option A 

B. Option B 

C. Option C 

D. Option D 
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Correct Answer: C 

Choice "c" is correct. Financial capital - Financial capital. 

Financial capital maintenance is considered to be an element of both "currently reported net income" and 

"comprehensive income." This was a rare instance in which this type of information was asked on the 

exam. 

 

QUESTION 7

In 1992, hail damaged several of Toncan Co.\\'s vans. Hailstorms had frequently inflicted similar damage to Toncan\\'s
vans. Over the years, Toncan had saved money by not buying hail insurance and either paying for repairs, or selling
damaged vans and then replacing them. In 1992, the damaged vans were sold for less than their carrying amount. How
should the hail damage cost be reported in Toncan\\'s 1992 financial statements? 

A. The actual 1992 hail damage loss as an extraordinary loss, net of income taxes. 

B. The actual 1992 hail damage loss in continuing operations, with no separate disclosure. 

C. The expected average hail damage loss in continuing operations, with no separate disclosure. 

D. The expected average hail damage loss in continuing operations, with separate disclosure. 

Correct Answer: B 

Choice "b" is correct. Actual hail damage must be reported. Since the hailstorms are frequent, the damage 

is not considered an extraordinary gain/loss. Thus, the damages would be shown in continuing operations. 

No separate disclosure is necessary since hail damage is a common occurrence. 

Choice "a" is incorrect. Hailstorms are not unusual and infrequent so the loss could not be classified as 

extraordinary. APB 30 para. 20 Choice "c" is incorrect. Actual hail damage must be reported. Estimated 

hail damage may be probable but is not estimable; so it should not be included in income calculations. 

Choice "d" is incorrect. Estimated hail damage may be probable but is not estimable; so it should not be 

included in income calculations. 

 

QUESTION 8

Chester Corp. was a development stage enterprise from its inception on September 1, 1987 to December 31, 1988. The
following information was taken from Chester\\'s accounting records for the above period: 
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For the period September 1, 1987 to December 31, 1988, what amount should Chester report as net loss? 

A. $ 50,000 

B. $150,000 

C. $350,000 

D. $450,000 

Correct Answer: D 

Choice "d" is correct. $450,000 net loss for the period Sept. 1, 1987 to DeC. 31, 1988. 

Rule: "Development stage enterprises" present their FS in accordance with GAAP and make additional 

disclosures such as: cumulative net losses, cumulative deficit, cumulative sales and expenses. 

 

QUESTION 9

Under FASB Statement of Financial Accounting Concepts #5, which of the following items would cause earnings to
differ from comprehensive income for an enterprise in an industry not having specialized accounting principles? 

A. Unrealized loss on investments in noncurrent marketable equity securities available for sale. 

B. Unrealized loss on investments in current marketable equity securities held for trading. 

C. Loss on exchange of nonmonetary assets without commercial substance. 

D. Loss on exchange of nonmonetary assets with commercial substance. 

Correct Answer: A 

Choice "a" is correct. Unrealized loss on investments in marketable equity securities available for sale would cause
earnings to differ from comprehensive income for an enterprise in an industry not having specialized accounting
principles. Rule: FAC 5 defines "earnings" for a period to exclude certain cumulative accounting adjustments and other
non-owner changes in equity (such as changes in market value of marketable securities available for sale) that are
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included in comprehensive income for a period. 

 

QUESTION 10

A planned volume variance in the first quarter, which is expected to be absorbed by the end of the fiscal period,
ordinarily should be deferred at the end of the first quarter if it is: 

A. Option A 

B. Option B 

C. Option C 

D. Option D 

Correct Answer: D 

Choice "d" is correct. Yes - Yes. 

Rule: Volume variances that are planned or expected to be absorbed by the end of the year should be 

deferred at interim whether favorable or unfavorable. 

 

QUESTION 11

Rock Co.\\'s financial statements had the following balances at December 31: 

What amount should Rock report as comprehensive income for the year ended December 31? 

A. $400,000 

B. $420,000 

C. $520,000 

D. $570,000 
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Correct Answer: C 

Choice "c" is correct. Comprehensive Income includes all items included in "Net Income" plus "Other Comprehensive
Income" items. Since the $50,000 extraordinary gain is already included in Net Income, Comprehensive Income is: 

 

QUESTION 12

During 1994, Orca Corp. decided to change from the FIFO method of inventory valuation to the weightedaverage
method. Inventory balances under each method were as follows: 

Orca\\'s income tax rate is 30%. 

Orca should report the cumulative effect of this accounting change as a(n): 

A. Adjustment to beginning retained earnings. 

B. Component of income from continuing operations. 

C. Extraordinary item. 

D. Component of income after extraordinary items. 

Correct Answer: A 

Choice "a" is correct. The cumulative effect of a change in accounting principle is shown as an adjustment to beginning
retained earnings. Choice "b" is incorrect. The cumulative effect of a change in accounting principle is now presented as
a separate category on the retained earnings statement and is not a component of net income. Choice "c" is incorrect.
Extraordinary items are unusual and infrequent in nature. Extraordinary items have nothing to do with changes in
accounting principle. Choice "d" is incorrect. A change in accounting principle affects retained earnings, not the income
statement, under SFAS No. 154. 

 

QUESTION 13

Taft Corp. discloses supplemental industry segment information. The following information is available for 1992:
Additional 1992 expenses, not included above, are as follows: 
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Indirect operating expenses $7,200 General corporate expenses 4,800 

Segment C\\'s 1992 operating profit was: 

A. $5,000 

B. $3,200 

C. $2,600 

D. $2,000 

Correct Answer: A 

Choice "a" is correct. $5,000 operating profit for Segment C. 

Rule: Operating profit by segments is based on the measure of profit reported to the "Chief Operating 

Decision Maker." 

Interest expense, income taxes, and general corporate expenses are not allocated to the divisions solely 

for the purposes of segment disclosures; they may be allocated if that is how the segments report to the 

"Chief Operating Decision Maker." 

 

QUESTION 14

According to the FASB conceptual framework, which of the following situations violates the concept of reliability? 

A. Data on segments having the same expected risks and growth rates are reported to analysts estimating future
profits. 

B. Financial statements are issued nine months late. 

C. Management reports to stockholders regularly refer to new projects undertaken, but the financial statements never
report project results. 
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D. Financial statements include property with a carrying amount increased to management\\'s estimate of market value. 

Correct Answer: D 

Choice "d" is correct. Management\\'s estimate of market value lacks verifiability, which is a component of reliability.
SFAC 2 para. 89 Choice "a" is incorrect. Communicating data on segments to analysts does not violate the concept of
reliability. Choice "b" is incorrect. Issuing financial statements nine months late violates timeliness, which is a
component of relevance, not reliability. SFAC 2 para. 56 Choice "c" is incorrect. Neglecting to report results of new
projects violates full disclosure, not reliability. 

 

QUESTION 15

Tack, Inc. reported a retained earnings balance of $150,000 at December 31,1990. In June 1991, Tack discovered that
merchandise costing $40,000 had not been included in inventory in its 1990 financial statements. Tack has a 30% tax
rate. What amount should Tack report as adjusted beginning retained earnings in its statement of retained earnings at
December 31, 1991? 

A. $190,000 

B. $178,000 

C. $150,000 

D. $122,000 

Correct Answer: B  

Choice "b" is correct. $178,000. 
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