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I ﬁm A @#ﬂt FASH and IASH concepiunl framework project nrlpuh_ﬂnd the desired fusdamental

and enhancing qualilstive characteristics of accounting information.  Several constrainls impeds
achieving ihese desired charscteristics,  Answer cach of the following quesiions related 1o these
characteristics and constraints. Use the follewing leiter code for your selectiong,

| A Expense recognition principle | H. Monetary unit assumption 0. Relevance
B. Timelinsss 1, Meutrality P. Economibc entily asswmption
. Relishility 1 J. Measurement principle 0. Induslry practice
1}, Periodicity assumption K. Feedbock valuo R, Comparahility
|E. Consistency L. Copservalism 5. Full disclosure principle |
. Materiality M, Verifiability T, Representational faithlulness
. Revenue recopnilion principle N, Cost-henefin relationship ). Going concern assumplion

? 1. Josel Masson is the sole owner of Masson's Appliances, Josel borrowed $100,000 1o buy a new
home (o be used as his personal residence.  This liability was not recorded in the records of
Masson's Appliances.

n : 1. Hewlen-Packard Corporation depreciates muchinery and equipthent over theie useful lives in o
.-w EyaELMULIC A nneT

-.5‘ 1. Croshy Company liss land on s balinee shest al €| 20,000, ls original purchose price, even
though the Tard has a current Fair value of SO0, 000k

customers pay Honcywell $05% of the sales price in ndvance.

Q 4 Honeywell Corporation  tecord revenoe anly afier products have been shipped, even though

U 5. Liguidation valucs are mol potmally reparied in [nancinl Matements even though many —
companics do go out of business.
&, 1M Corportion, a multibillion dullar company, purchased some tsols i a cost of 10 Even >
F thaugh the mols will he used for a number of years, the company recorded the purchise ns an
EAPERSc.

7, Ace Appliance Company is invalved in-a large guin (his yenr becnse of the posaibility that i
may_gain o pending patent infringetment Lawsuil, The possibility of gain is considerod prihable by
its afiarneys. The sult was not disclosed in thi st recent financinl siatements.

L

#. Hawall Tropical Inc. reports its agricoliural crops of pinespples, mango & cactus al Talr market
wvalue,

=
€'
]
4. David is the human rescurce monager of Kinglee Cao. pﬁuﬂ the idea 10 install nn ohpomally
N w system U track employees, their health, and (heir pensian stitus. Dravidl argues thal this
“System is necessary 1o appropriately accous for the pension lishility complying with accounting
guidelines, but Kingles 's CFO refised the idea,

10, In preparation of its financial stiemenis, Solthyte Co. provided information about it ACCOUNTINgE
methods used.
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Question 2 (11 points)

following cash flows were recorded:

Cash collected from patiznts
Cash paid for:

—Salaries 180,000
— Supplies 25,000
J,rR.BI'Il‘._ 12.{m

Insurunce 3, 000
= Miscellaneous 20,000
Met operating cash flow

expenses, and accrued liabilities:

e

Arab Dental Center “ADC” provides dental services and maintains its books on a cash basis.
However the company recently borrowed $100,000 from a Palesting bank and the bank requires
ADC to provide annual financial statements prepared on an accrual basis. During 2013, the

H320,000

243,000
STLO00

You are able to determine the following information sboul sccounts receivable, prepaid

Aceounts January 1, 2013 | December 31, 2013
A | Accounts receivable $32,000 £27,000 -5op®
- Prepnid insurance L 2,004 IO
_a | Supplies 1,000 1,500
Accrued linbilies
™ | (for miscellaneous expenses) 2,400 3,400

Additional information

e The bank loan was dated September 30, 2013, with principal and interest at 6% due in

Qne year,

o Depreciation on the x-ray ‘machine is $10,000 for the year.

_—+ Estimated bad debt on dental services provided on credit to patients is $4,000 for the

year.

_—= Amortization on patent is 52,000 for the year.

Required

Prepare an accrual basis inceme statement for the year ended December 31, 2013, {Ignore

meome [axes).
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Answer each pari of this question independently:

#) The following represent adjusting eniries prepared for the Bent Tree Company al
December 31, 2012 {end of the accounting period). The company his the policy of using
reversing eniries when appropriate. For cach adjusting entry below, indicate if it would
he appropriate o reverse it at the beginning of 2013. Your answer should be "yes" or
"no" for each adjusting eniry:

Adjusting Entries YesNo

Dr. Deferred Advertising EXPense ....uwieeci 4,500
I Cr. Advertising Expense .. 4,500 /Vé (=

Dr. Interesi Receivable. e Ho0 \
2, Cr. Inferest REVENUE —.....ouvsemsiissin 690 Yo JUe A

Em Ay = P

Rl T T T e— h
3 Cr. Rental REVEUE....vvvrorrsrrrommrrmemssssinnrssneses SO0 _,.TU 0

Dir. InSUANCe BXpeiBe........ioisimiererissmmcisiasinsn 1,600 ,
4. T8 o o T R LT S———— P b ﬂ.» O

t) On December 31, 2013, Yacht Management Co, prepared an adjusting entry for $6,700 of
earned but unrecorded management fees carned. On January 16 2014, Ace received
$15,500 of management fees which included fees carned in 2013. Assuming the company
uses reversing entries, prepare the reversing eniry (if applicable) and the January Lb,
2014 subsequent entry.

Reversing Entry "if applicable” Subsequent Entry
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For each of the items (independent situations) listed below:

1. Identify the approprinte reporting treatment from the irregular item list below ( consider each
event to be material);

a. As an extraordinary item.

. As an unusual gain or loss,

¢, As a correction of errors.

d. As a change in accounting principle.
e, As a discontinued aperation,

I. As a change in accounting estimate.

2. Indicate whether each situation would be included in the income statement  in
continuing operations (CO) or below continuing operations (RC), or if it would appear as
an adjustment to retained earnings [EE.}

3. Determine the amounnt for each of the following situations, assume tax rate of 40%,

The following evenls voewrred during 2013 for vanous audit cllents of Price Water House Coopers
SPWC™ firm. Consider esch event 1o be independent and the effect of each event to be materinl

I. A cosmetics company named Beauty Care decided 1o discontinue the manufacture of a line ol
women’s lipstick. Other cosmetic lines will be contineed.  Cash in the amount of $740000 was
received on the discontinged of the lipstick product line, while the book value of the assels reluted o the
lipstick product Tine was $660,000, The operations af the discontinued line cannot be distinguished from
the rest of the cosmetics business,

2. In January 2011, Studio Manar purchased a digital camera which had a 7 year estimated useful
life and a salvage value of $1,000 for $8,000. The digital camera has been depreciated using the
straight-line method. During 2013, and due to new technology that would secelerate the
obsolescence of digital cameras, Studio Manar decided 1o decrease the useful life of the digital
camera by 2 years,

3. During 2013, Shitani Co. applied improved collection procedures that helped to collect credil
sales which were in the amount of $700,000, Due 1o the improved collection procedures, Shitani
changed the percentage of credit sales used to determine bad debt expense from 3% to 1%.

4. 3, On January 1, 2012, Rawaj Co. purchased a machine for $50,000 with a 4 years useful life
and $5,000 salvage value. The machine was depreciated using the Straight-line method. On June
30, 2013, Rawaj discovered that depreciation on the machine for 2012 had been calculated using
30% rate.

5. Jaber gas and oil station company received § 1000,(00 from ils insurance company 10 cover
lasses suffered during voleano. This was the first voleano ever to strike in Jaber’s arca.  The
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Eor each of the items (independent situations) listed below;

1. ldentify the appropriate reporting treatment from the irmegular item Tist below ( consider each
event to be material):

a1, As an extraordinary item.

Ir. As an unusunl gain or loss.

¢. As s correction of errors.

d. As a change in accounting principle,
e. As a discontinued operation,

[, Asachange in necounting estimate.

2. Indicate whether each situation would be included in the income statement in
continuing operations (CO) or below continuing operations (BC), or if it would nppear as
an adjustment bo retained earnings @I_tf_]_.

3. Determine the amount for each of the following situations, assume tax rate of 40 %,

The following evenls oceurred during 2013 for various-audit clients of Price Water House Coopers
“PWC™ firm. Consider each event to be independent and the effect of each event 1o be material

I. A cosmetics company named Beauty Care decided o discontinue the mamifacture of a line of
women's lipstick, Other cosmetic lines will be continued.  Cash in the amount of  $740,000  was
received on the discontinued of the lipstick product line, while the book value of the assets reluted 1o the
lipstick product line wias $660,0(0, The operations of the discontinued line camat be distinguished from
the st of the cosmetics business.

2 In January 2011, Studio Manar purchased o digital camera which had o 7 year estimated useful
life and a salvage value of $1,000 for $8,000. The digital camera has been depreciated using the
straight-line method. During 2013, and due to new technology that would accelerate the
ahsolescence of digital cameras, Stedio Manar decided 1o decrease the useful life of the digital
camera by 1 years,

1. During 2013, Shitani Co. applied improved collection procedures that helped 1o collect credit
sales which were in the amount of $700,000, Due fo the improved collection procedures, Sbitani
changed the percentage of credil sales used to determine bad debt expense from 3% o 1%.

4. 3, On January 1, 2002, Rawaj Co, purchased & machine for 550,000 with a 4 years useful life
and §5,000 salvage value. The machine was depreciated using the Straight-line method. On JTune
30, 2013, Rawaj discovered that depreciation on the machine for 2012 had been calculated using
30 rate,

5. Juber gas and oil station company received $ 1000,000 from ils insurance campany 1o cover
losses suffered during volcano. This was the first volcano ever to strike in Juber's area.  The
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volcuno destroyed n warchouse with o carrying amount S200,0008, gas and oil mine with
carrying amount of  $700,000, containing inventory with 4 carrying amount of 3350,000 and a
fir vatlue of 5500,000.

6. The Palvest Holding Company has several operating  divisions . During the year
management decided to sell one of its divisions that qualifies as a separale component . For the
year, the division reported revenues of§ 800,000, snd cxpenses of $670,000. On December 31,
2013 | the end of the company's fiscal year , the division had not been sold.

7. During January 2013, Wassel Co, decided 1o change from the straight-line method of
depreciation to the dovble-declining-balance depreciation method. Data related to this change is
presented below,

SLM DDE
Depreciation in 2013 == F40,000 70,000
Accumulated Dep. ns of 1/1/2013 120,000 ——— 190,000
o s

Use the formal shown below to answer requitement 1, 2 and 3. Place the answer codes in the
shaded boxes next to each item. In addition, determing the amount.

Sitmation | Treatmeni (a-f) Financial Statermnent Presentalion At
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