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PART 1
Cuestion 1 (12 points)

In each case 1 through 12, select the assumption, principle, or constraint that has been viglated.

Use the table on the first page to indicate the following letter code for your selections.

a. Bxpense recognition principle |{&/Monetary unit assumption 4 Materiality
b. Revenue recognition principle” | f. Going concern assumption = | j. Cost-benefit relationship
.. Full disclosure principle v g Periodicity assumption k. Industry practice
<‘ d/Measurement principle’ h. Economic entity assumption 1. Conservatism

1. Helen Cho, a sole proprietor, pays for her danghter’s preschoal, out-of-business funds. h

é&, 2. To make the balance sheet ook better, Alfredo co. added several thousand dollars to the
Iquipment account that she believed was undervalued. 4 J\

3. Compuiers costing less than $1,000 are immediately expensed even though their useful life is
three years. o

/gﬂ/ 4. The auditers of Dietrich Co. found an error of $50 in its financial statements and decide to &
- restate their financial statements; Dietrich has sa‘ss revenue of $15 Inﬂhon '

+ 5. To appropristely account for the pension lé b]hty, Orange Co. insialls an abnermally
- _expensive system to track employees, their hesth, and their pens ien status. Orange argues that
this system 18 necessary to comply with accounting gmdehnes. 9

4. Inventory 18 reported at market value when cost is lower. ﬁ |

8 Inpr epalahon of its fmancml statements, Ettredge Inc. omitted mforma‘tlon about its method
of acconnting for accounts receivable. ¢ L AisCAOSWW

9. To make its profits look better, Shanghai Automotive bocked sales before its cars were
khipped. b fey-

10. Jose Martinez reports all of its assets and liabilities at liquidation value, even though the
company does not expect to go out of business in the foreseeable future.

11. Hawail Tropical Inc. reborts its agricultural crops of pineapples, mango & cactus at cost. @

12, Biacksmith factery calculated depreciation on factory machines in the amount of $200,000.
Blacksmith argues that since net income is expected. to be lower in the current fiscal year, it
should just charge it as.an expense nest year. & -
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The following information pertains to Pinar for Dairy Food Co., B calench; year sole
roprietorship, which maintains its books on the cash basis of accounting. Pinat’s net “cash
receipts over cash disbursements was $50,000 during the fiscal year ended December 31, 2012.

Pinar has developed plans to expand into the wholesale dairy food market and is in the process of
negotiating a bank loan fo finance the expansion. The bank is requesting from Pinar the financial
staternents for the year ended December 31, 2012 prepared on the accrual basis of accounting.
During the course of a review engagement, Ramez, Pinar’s accountant, obtained the following

additional information. a0 1

s
Unpaid ;nvmwgﬁ-\:g. milk purchases totaled ‘H &“O andmg;g_lo{) at Duembel 3]3§2012 and
“Docember 31, 2011, respggiively. ... e e Pref )
s Accrued expenses at December 31, 2011 and 2012 were as follows: Fnfurapee
-~ B@»&J . ‘
Accrued Expenses Year 2011 Year 2812 ~End o
Utilities $1,900 ' $1,200 =
Income taxes 1,400 2,000 4 Sv o
Rent : 1.00G 3.000
Total - $4.300 $6,200 n Bl
P T 4 o + ey~ el
~\{;,5 »  Ananalysis of the prepaid fire Insurance expense revealed a decrease in the amount of $1,500. J P‘”?j‘d -
* URQ@sSY,  an analyzis of the unearned sales revenue 'L\fﬁ‘a](‘ﬂ an increase in the amount of $2,500. @%SE Cil';cm}
VoS Amounts due from customers folaled $4006 snd 36000, 21 Decomber 31, 2012 and December 31, Enadz
201}, vespectively. AR o6 Gl = Lwos ~ Bex
= All long-lived assets are&w.’g Iy Besy = deom iy €m{
o Oy

Required
Use the following schedule to convert Pinar’s net cash receipts over cash disbursements lor the year
ended December 31, 2012 to net income on 4n accrual basis.
Pinar Co.
Conversion of Income Statement Data
From Cash Basis (o Accrual Basis

For the year ended December 31, 2012
B Cash Basis Adjnstments Accrual Basis
. Add Deduct
Net Cash (Receipis> Disbursements) 1 $50,000
\WOMae in bgayng! vy E/"Z Soe
%\hp{,hg feetonyd Recelvable P N L“k goos
| Enging  Adounis Receiide D)
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Duestion 3 (11 noints) Pect
When the accounts of Golden Olive Co. were examined, the adjusting dafa listed below were
uncovered on December 31, 2013 the end of an annual fiscal period.
¢ Apprcadu
1. Porchase of packafrmg materials for $5000 durmg the year was recorded in the Packaging
Material account. A physical coynt :evealed that on December 31, packaging matemalq of
$2,900 ate on hand, ~ enSUmY = Tiee Toresr €. Woe .
2. Interest of $1000 was earned 0 . gt Freble foe
vy 3. OnAugust 1, Rental Revintie Was credited for $30,000, representing revenue from a sub-
; o, rental for a 1’) month period beginning on that date. BIXS  \TSee Resn 'R"‘;\e e
3%%1» 4. The_pienair ance expenss account shows a debit of $4b 000, re Jresentmg the cost of ' o
{é SeeF a 3-year fire insurance policy dated April 1 of the current year, °‘5°° L S = se / 1 2So
o 5. On March 1, [Iﬁ@ﬁ:ﬁmﬁﬁnﬁ%as credited for $30.000, 18p1’€56ﬁtﬁ3g services ¢ Pl

% S C\,\ro be pufomled within 2-year period beyinning on that date. An analysis reveals that
$12,500 of these services was earned dur g ihe current year. SN R 30 sou

U e Rev-

Required

Use the following table below to:

g{ a) Prepare the adjusting entry for each item.

- b) Prepare the reversing entry for each item where appropriate.

;l%tém Adiusting Eﬁ;lj; Reversing Entry (if A[DreDy iate)
i. @acm‘ﬂ’\‘" eyl Ex &S e
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{yuestion 4 (14 noints)

Herbawi Co. is in the process of preparing its Financial Statements for December 31, 2013

The items listed below represent various transactions that occurred during 2013,

¥
The following two responses are reguired for each item:

L]
siatements, assuming astjinterest ratelof 30%.
e Select from the list below the financial maiemem category in which the gain, loss, or

adjustment should be presented.

Compute the amount of gain, loss, or adjustment to be reported in the year—end financial

+

Iipancial Statement Categories o

A | Income from continuing operations

B* | Extraordinary item <

C> | Prior period adjusiment to beginning retained eamnings <

DY 1 Other comprehensive income ®

[8

Change in accounting principles to beginning retained earnings &

Fb | Discontinued operations  «

Ve

-y e Y a—
o]
~

| G¥ | Change in estimate " v :
Item Ameint Catepory
f. During the year, Herbawi received $1,500,000 from its
insurance company o cover losses suffered during « | 296 seo
hurricane. This was the firstherricane ever to strike in area. i %
The hurricane destroyed a warchouse with a carrying amount / \ I
e i} :
of $640,000, containing equipment with a carrying afmumd ; //
$370,000 and mvemorv with a carrying amount of $785,00 L .
and a fair value of §o0 000 Compute the amount of gain or !
loss from lgc hmrn,ane and select the proper category.
(R |
. ) . . . - - . 9@["(\ o d .‘S{}OTQ f
2. During the year Herbawi discontinued its ri:.nufacturing to oo -
mattress segment, the segment had revenues of &300,000 and | . ;
expenses. of $800,000; the from the dxspomz of the - (S,—,,.,\{;pzr::;m "
i -
manufacturing mattress ségment was $200,000 pre-tax. / -
CompL_Me the amolunt of gain or ioss from ti'le results of Yoas fron s Covrniedy Lo
operafions and disposal of the manufaciuring matiress Ol HekS =
segment and select the proper category. j}» ?0 Gt |
: ! / / i

L
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3. Herbawi had an unrealized holding gain on available-for-,
sale securities for 2013 of $80,000 pre-tax.

Amount

C-/ﬁé/ooo

L

Category

D

4. Herbawi decided to change from the Straight-line method
of depreciation to the Dounble-declining-balance depreciation
meihod in December 2013. Data related to 1}118 change 18
presented below.

(id Method New ‘Method

Depreciation in 2013 $40,000 $70,000

Accumulated Dep. as A .
of 1/1/2013 Wﬁwfso,eoo 190,000 @5a
190,000

Compute the amount of the change and select the proper

category.
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5. In January 2013, Herbawi determined that the 12-vear
estimated useful life of a machine purchased for $48,000 in
January 2008 should be extended by 3 years. The. machine is

being depreciated psing the straight-line method and has no..

sujvige vale. Compute the amount of denreciation expense
ihat should be repotted in the financial statesients for the
year ended December 31, 2013 and select the proper
category.

6. During 2013, Herbawi experienced a mat ain in the
amount of $200,000 from the repurchase of a hrge bond
issue that has been ouistanding for 3 years. Herbawi
regularly repurchases bonds of this nature.

Q@o ese

7. During 2013, Herbawi sold the (ooly land % owns for
$800,000. The land was acquired 10 yzar I:; the amount
of $100,000 for future expansion, but shortly t.ereafter; the
company abandoned all plans for expansion and decided to

hold the land for future sale. Compute the gain or loss on the
sale of land and select the proper category.

e o5t
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PART 2

Multiple Choice Questions (10 points)

1. Which of the following is an implication of the going concern assumption?

a. The historical cost principle is credibie.
b. Depreciation and amortization policie; are _]Ubtlflablfi and appropriate.*
¢. The current-noncurrent classification ; fassets and liabilities is justifiable and signify-
o~ cant.
All of these.

2. How should Pinar Co. report its decision to change from a cash-basis of accounting to accrual-
basis of accounting?

As a change In accounting principle, requiring the cumulative effect of the change
(net of tax) {o reported in the income statement.
h. Prospectively, with no amounts refsl‘ated and no comulative adjustment.y
¢.  Asan extraordinary item (net of tax).
@ 3As a prior-period adjustment (net of tax) by adjusting the heginning balance of
“ retained earnings.

Use the following iufm‘mation for questions 3 - 2.

" - & W
At December 31, 2013, Smokzot Corporation had the following stock fgeo X leo = v
1. 5% cumulative preferred stock, $100 nar, D{}() shares outstandiug $100,000
2. Common stock, $10 par, 100,000 shares outstanding 1,000,000
ﬁ)urmg 2013, Sinokrot did not issue G any additional common stock. The following also qceurred
during 2013, qber-beck
fra1l it PP SN ’ : oo ?80@(-
» Income from continving operaiions (pre :Xes) $130,000
e Loss on operations of discontinued soft crink component (pre taxes) 70,000 WLew?
s loss on disposal of seft drink component (nire taxes) S20,000 VPO
<% Extraordinary gain on an expropriation of property (pre taxes) 50,000 3o *°
o Preferred dividends declarad , 500050
+ Common dividends declared 28080 Tgeo
e Liffective fax rate 40%

3. Compute Sinokrot's 2013 earnings per share from income from continuing operations.
T Beo~ Seeo

a. $1.30 — L Ca

b. $1.25 ' loo voo > Ceoo

c. $0.78 g—?’ Geo
/“'—. - ™

4y $0.73 . coe
(/ - ) . ..l- zccx-vo

;
|
|
1
i



4. Compute Sinckrot's 2013 per share loss from operations of discontinued soft drink component,

a) $(0.42) a (2goed
c. $(0.70)
. $(0.65)

n

. Compute Sinokrot's 2013 per share loss from disposal of discontinued soft drink component.

a. $(0.20)

b, $(0.15)
@7 $(0.12)
d. $0.07)

[

. Compute Sinokrot's 2013 earnings per share fiom ircome before exiraordinary items.
a. $0.24
(5) $0.19
c. $0.30
d. 3040

7. Compuie Sinokrot's 2013 earnings per share from gain of extraordinary item.

4. $0.45
b 3056
<y $0.30
d. $0.25

el

. Compute Sinokrot's 2013 earnings per share {rym net income.

a. $0.59
b. $0.34
c. $0.54
(42 $0.49

9. What is the total amount of income tax expense for the year 2013?

4. $52,000.
) $35,000.
¢ c. $44,000.
d. $68,000.




10. Por the year ended December 31, 2013, Rayyan Inc. reported the following:

Net income . $ 100,000 =\
Preferred dividends deciared 5,000
Common dividends declared . 20,000
Unrealized holding loss on available-for-sale securities 3,000 =i>
Retained earnings 88,000
Commion stock ' 60,000
Accumulated other comprehensive ihcome, T 2\es
beginning balance 15,000
Ingome tax rate _ 30%
v What would Rayhan report as its ending balance of Accumuiated Other Comprehensive

Income? . Aces Clow

o $12,900 ' loss 2o

b, $12,000
c. $17,100
d. $18,000

[Xs B



