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SUMMARYNOTES

PRESENTATION ORDER OF THE MAJOR COMPONENTS OF AN INCOME AND RETAINED
EARNINGS STATEMENT

Reported on Income Statement

A. Income (or Loss) from Continuing Operations (Report Gross; then Net of Tax)

Income from continuing operations includes operating activities (i.e., revenues, costs of goods sold,
selling expenses, and administrative expenses), non-operating activities (e.g., other revenues and
gains and other expenses and losses), and income taxes.

Income from Continuing Operations (ikFES3EF%E) 3R T 25 E 1200 - A & bICHRE TR
ERAR

B. Income (or Loss) from Discontinued Operations (Report "Net of Tax")

The (normal) loss from discontinued operations can consist of three "elements": (1) an impairment
loss, (2) income/loss from actual operations, and (3) a gain/loss on disposal. All of these amounts are
included in discounted operations in the period in which they occur.

Discontinued operations 754 U 2#KI2I1Z, RO 3 DD L DB H 5,

- Again / loss from actual operations (FEEDHEHEH & OFIE E 721X LK)
HEnostid s 2 LICEET 2,

« Impairment loss (JE#EE %)
Held for sale [Z/73 &b &, & ® component (28 £ 25 & FEIC OV TIL, depreciation <°
amortization %1743, impairment ®7 2 ~ %1795, -2F V. (a) book value (carrying amount,
carrying value) & . (b) fair value less costs to sell DWW F MRV T CHIE S v, (b) D FBNMET R
13, WHE DS L LT impairment loss 23385k &5 Z L1 b,
723, impairment loss 385k L7=%. fair value 388N L 723581213, @FICRFR L -BL 2B 2
ROHEIHTOHRR L AN LSRR ZRET D LB TE 5,

- Again / loss on disposal (B&H] - FEHENC X DI E 721348 K)
[/S~OFL#T, ZhboefEzAFH LT Net of taxes TT 9,

Reported on Statement of Retained Earnings

C. Change in Accounting Principle (Report "Net of Tax")

The cumulative effect of a change in accounting principle is presented net of tax. It is the cumulative
effect (calculated as of the beginning of the first period presented) of a change from one acceptable
method of accounting to another ("GAAP to GAAP" or "IFRS to IFRS") because the new method
presents the financial information more fairly than the old method.

Change in accounting principle (£#J78t0OEFE) 08T =54 @ cumulative effect (BRI E
) X, By (EBMEHER OGS ITRYIOH) O retained earnings &£ 1ET 2,

1-3
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COMPREHENSIVE INCOME

Comprehensive income includes all changes in equity during a period, except those resulting from
investments by owners and distributions to owners. Comprehensive income is net income plus other
comprehensive income.

Comprehensive Income (GlfEFIZE) & IFRE & OBEARIGI LA ORSI0FH S b4 Ul —HIFIZ B T
HEAROLEEEEE VU, Net income (2 Other comprehensive income (2 DMLOAFERIRE) 2Nz Tk
WHZLENTED,

Other comprehensive income includes: (& DfEAFEFIZEIZE TN D H D)
Unrealized gains and losses on available-for-sale securities (GEEIFIREZEA DAREH (IRA) FiE,/
#H5)
Foreign currency items (&5 FH9& ) &)

REVENUE RECOGNITION PRINCIPLE

The Five-Step Approach
Revenue is recognized when the good or service is transferred to the customer and the performance

obligation is satisfied. The amount of revenue to be recognized should reflect the expected consideration
that the entity is entitled to receive.

AR, BEICH £ 3R BORENMTONRITRE S R SN R T, BE~OM £ 21385 0%
L DM L REPMHER 215D L IAEN DS TR LS D,

The five-step approach should be implemented by an entity in order to properly recognize revenue. The
steps are as follows:
INZE DOFBFERIZIZ. LR Dbstep 77 e —F M35 fH S b,

Step 1: Identify the contract with the customer-a contract is an agreement between parties that
creates enforceable rights or obligations.

BE & ORI ZHNT D, BRI EIL, TIRFIFTREL MR & BB A4 E L SE I ERO L EEHOAE]
Thd

Step 2: Identify the separate performance obligations in the contract—a performance obligation is a
promise to transfer either a good or a service to a customer.

BN BT DBITEE ZHONT 2, BITEE L IX, MELITY— 222 250 EoRo Z &
ZWn o,

Step 3: Determine the transaction price—the transaction price is the amount of consideration that an
entity is entitled to receive in exchange for transferring goods and/or services to a customer.
BBt 2 ET 5, BeMiits L1, MR —ERE2@E~BEL, THETHRTZITRSZENT
XD HIAENDIHIOBETH D,

1-4
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Step 4: Allocate the transaction price to the separate performance obligations—if a contract contains
more than one performance obligation, the overall transaction price will need to be allocated to each
separate obligation.

JEAT B A~IE MRS 2Bl 2, RO TITEBORITEBE S FEL T L HEITIE, ZORITES
T L ICEK OGBSy DM EN B D, BRKIOIGMER OB/, BITERBICE EN M0
— B2 & BTl LT 5E D4&%E (stand-alone selling price) D% L Tiibh b,

Step 5: Recognize revenue when or as the entity satisfies each performance obligation—-revenue is
recognized when the performance obligation is satisfied either at a point in time or over time through
transferring the good/service to the customer.

JBATHRG 2 F e LT2RRIC (FiE3 R4 DIC 201 70) s E T 5,

BTG . —EDOHIICOIEVRAICTHRIND DD, HOWIT KR TREINDDOMNE, K
DBASEIHIZIE L2 T TR B 7wy,

JBITEED . —EOHEICHOI D IRLICHERENL GG, WA 2R/ T 27201213, EEEEZET
TRTER B, EHEORIEJFIEIZIL, output methods & input methods 723 %,

1. Output Methods
Output Methods Cix, BUEE CIZEF IR LI- 00— B2 OMIfE & 7% 0 O0H— B 2 OffifiE
EDWRICESNT, MESERET D, BAE, AFES LUIFI &L oM, REgE, 205
D<A IVA K—2)

2. Input Methods

Input Methods Ti, BITEBEOFRICAIT THRENINE TIZBALLEF 1O, BASNS L TE
INDRBEANREICKT HEIEICFEDNT, WRRERHET 5, WBlxid, BAELZ=X FOREDL vk
a2 M BEE, WE LGRS, e

IV. COMPLETED CONTRACT METHOD

Long-term construction contracts IZ-2V\C, JBITFE & F /¢ L7KFIZ (ata pointin time) IN4E 23
W5 Jiik% . completed-contract method (T EH5eplitiiE) LIEA TWD,

Construction in progress XXX
Cash / Accounts payable XXX
Accounts receivable XXX
Progress billings XXX

Loss NP EN=HE1E. oML ERFET 5,
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V. PERCENTAGE OF COMPLETION METHOD

Long-term construction contracts {22\ T, BITREZFTET 2I22N T (over time) IAE & 58785
% Jiik% . percentage-of-completion method (TEHFEFTHYE) LIFA TS,

TFETHETIE, YHIRE TICH EENDIREFIFORFELFFE L, oM@ bl itk
LRI~ A F A LT, U0 income statement I3+ EE N5 &2 RO 5,
Loss BTSN HE1E, oM E27BiT 5,

Construction in progress XXX
Cash / Accounts payable XXX

Accounts receivable XXX
Progress billings XXX

Construction in progress XXX
XXX

Current gross profit

Calculation of Current Gross Profit

Step #1 | Total Gross Profit Contract Price
(Total Estimated Cost)

Gross Profit

Step #2 | % Completed Cost to Date
Total Estimated Cost

Step #3 | Gross Profit Earned to Date Step #1 x Step #2

Step #4 | Current Gross Profit Gross Profit Earned to Date
(Gross Profit Previously Recognized)

Current Gross Profit
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© 2021 DeVry/Becker Educational Development Corp. All rights reserved.



2022 Edition — Financial Final Review

VI. FRANCHISES

The franchisor reports revenue from franchise fees when all material conditions of the sale have been
"substantially performed. " Substantial performance means that the initial services required of the
franchisor have been performed and there is no obligation to refund any payment received.

@ Initial franchise fees
Franchise ZIZH7-0 , BYOEET—EDOBEOIILNERDDZ ENH 5D, % initial
franchise fees & FE5,
Initial franchise fees 1%, HIHD Y — R DR FEHNIHET L2k T revenue & b, 0
72, 4 %% Bt- 72 55 Cld unearned franchise fees (deferred revenue) & L T IER D Z &
2725,

® Continuing franchise fees
EWIMIC b D b DI, P —ERAORMEHIIE U TR Ean s, RERICBW T, 728 21F
(2022457 AN B12H £ TOFE LD 2 %% 34420234 2 AICZITMD Z L/ >TWD ] E WV IFRE
THEESNDZ 08B0, Z 04, franchise fee D32 IFTHY F (2023422 A) I revenue %3t
ET 20 TiEa<, 202240 revenue TH D Z EIZHEE L2 U2 57220,

\'/

. CLASSIFICATION AND APPROACHES (£itLDZER)

O Changes in an accounting estimate (& Lo BAEY OZEH)

[0 Changes in an accounting principle (&L 7 DZEH)

O Changes in the reporting entity (£ &4 BiA7Z O ZE )

O Error correction (GEZEDEIE)

In accounting for accounting changes and error corrections, the objective is to maintain the validity of
comparative information.

23 EOEERB Z b BaiE. AiEY OZF (X Prospective application (fF3k1247- > TALEL) |
RAHMABRFIEOE L, R OFEE MR T 272912, retrospective application (G4 (2 >
TS EEIER LIET) &72%, Error correction (GREDIEIE) 1L Restatement approach  GE4EEE
WZill> TRV EL) .

Accounting change approaches:

O Prospective application (ffkiZio7= - THLER)

[0 Retrospective application (cumulative effect) GEAFEFEIZ# - CTIEV B L) REMZL%EE Statement
of retained eamings (FIZERIAEFEE) (L TEET 5,

O Restatement approach GEAEE 2> THEV EL L)

VIIl. CHANGES IN ACCOUNTING ESTIMATE (prospective approach)

Adjustments for changes in accounting estimate are made in the current and future accounting periods.
They do not affect previous periods. Examples include:

O Change in useful life  (ifif H4ELDZET)

[0 Change in salvage value (FRIFAIAEDZE W)

00 Change in the percentage of allowance (5144 D% ERDIEHE)
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When a change in accounting principle is inseparable from a change in accounting estimate, it should
be reported as a change in accounting estimate.

WA E R 7D ZE ¥ D X 512, change in accounting principle & changes in accounting estimate 73 —{&
LipoTHY, RKBIT5Z ENTEZRVE XX, changes in accounting estimate & LT, prospective
(B e = A

. CHANGES IN ACCOUNTING PRINCIPLE - Retrospective Application (cumulative effect)

General rule: Any change from one generally accepted accounting principle to another generally
accepted accounting principle is recognized by adjusting beginning retained earnings for the
cumulative effect of the change, net of tax. Prior period financial statements are restated (IDEA).

The cumulative effect of a change in accounting principle is computed as of the beginning of the
earliest year presented, regardless of the actual date of the change, by applying the new principle to
the item to be changed since inception. The difference between the two principles is the catch-up
amount for all prior affected periods. It includes direct effects and only those indirect effects that are
entered into the accounting records.

SEHMEFEOEE M TbNI-5E ., BENFE%EZ Statement of retained earnings (FIZERIA& 55
) (ZRHT 5, BARICITE O retained earnings ZETET 52, HEMBHEEOBEA L. —BHKY)
DO OHE O retained earnings Z1EET 5,

A. Exceptions to the General Rule (prospective application):
1. Impractical to Estimate

If it is considered impractical to accurately calculate this cumulative effect adjustment, then the
change is handled prospectively (like a change in estimate). An example of a change handled in
this manner is a change in inventory cost flow assumption to LIFO (U.S. GAAP only). Since a
cumulative effect adjustment to LIFO would require the reestablishment and recalculation of old
inventory layers, it is considered impractical to try and rebuild those old cost layers.
MEVEEEDOFTM T EEZ L 1 FO (BAEHE) ICEE LEHAIE, HISIC prospective (ZALEL
F UL Ky, Retrospective application 73, % ER#E#CTHH Z L 2B L 95,

2. Change in Depreciation Method

A change in the method of depreciation, amortization, or depletion is considered to be both a
change in method and a change in estimate. These changes should be accounted for as changes
in estimate and are handled prospectively. The new depreciation method should be used as of
the beginning of the year of change in estimate and should start with the current book value of the
underlying asset.

No adjustment should be made to Retained Earnings.

A G EOZEE O X 912, change in accounting principle & changes in accounting estimate
N—RKL7poTHEY, KBTI ENTEARVE &L, changes in accounting estimate & L T,
prospective (ZALBEF LT LV,
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X. CHANGES IN ACCOUNTING ENTITY (retrospective application)

Include changes in the companies that make up the consolidated or combined financial statements from
year to year. Hence, if 5-year comparative statements are presented, all these statements would be
restated as though all the companies were always combined.

REHRERMNBET SN GE. Ui b ZORFHRERMA TEH L Wb o & LT, BEEDOME
HRETNTERLE S Z2TER 57220,

Xl

ERROR CORRECTIONS (restatement approach)

Error corrections require retroactive restatement by adjusting the beginning balance of retained earnings,
net of tax, in the earliest year presented. If the error occurred in a year presented, the error is corrected
in those prior financial statements.

B OEEITREITH - TIT O (Restatement), Restatement &9 SHEE > TVDEH, fToTWNDH I
L IZ Retrospective application & A& TH 5,

Gracie Company
STATEMENT OF RETAINED EARNINGS (Partial)
For the Year Ended December 31, Year 1

Beginning balance (as previously reported) $28,000,000
Prior period adjustments:
Correction of error (net of tax $1,800,000) (2,700,000)
Cumulative effect of accounting change (net of tax $2,000,000) 3,000,000
Beginning balance (restated) $28,300,000
N B Ho
Changes in accounting principle WEERE I > CEVE L (retrospective application)
Changes in accounting estimate FERiChlo > TR GREEICH L 482 L)
Changes in reporting entity WAEFE 2> TEY E L (retrospective application)
Error correction WA > TIEV E L (restatement)
19
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Xll. SUMMARY OF ACCOUNTING CHANGES AND NECESSARY TREATMENTS

Accounting Changes

Example(s)

Income Statement

Statement of
Retained Earnings

From one GAAP/IFRS
principle to another
GAAPI/IFRS principle

O
O

Adopt a new standard
Change methods of
inventory costing — FIFO to
Average

Retrospective application,
compute cumulative effect
and report net of tax by
adjusting beginning retained
earnings of earliest year
presented

Changes in principle —
Exceptions (require
prospective treatment)

O

From any inventory
valuation method to LIFO
(U.S. GAAP only)
Change depreciation
methods — SL to SYD

O Prospective application,

the beginning inventory of
the year of change is the
first LIFO layer

O Apply new depreciation

method to remaining book
value as of the beginning
of the year

Changes in entity

O

Consolidation of a
subsidiary not previously
included in consolidated
FS

Report consolidated FS in
place of individual

O Retrospective
adjustments (plus or
minus) net of tax, against
the beginning balance of
the retained earnings
under the caption of "Prior

principle nor a change in
estimate

to equity method

statements Period Adjustments"
O Restate all financial
statements presented
Neither a change in 0 Change from cost method [0 Retroactive adjustments

(plus or minus) net of tax,
against the beginning
balance of the earliest
retained earnings
presented under the
caption of "Prior Period
Adjustments”

[J Restate all financial
statements presented

Correction of errors

From cash to accrual
Errors made in prior
statements

O Retroactive adjustments
(plus or minus) net of tax,
against the beginning
balance of the retained
earnings under the caption
of "Prior Period
Adjustments”

[J Restate all financial
statements presented that
are affected

Changes in estimate

ooo oo

Depreciation method
Useful life of depreciable
asset

Residual value

Bad debt %

Loss accruals

Prospective application,
account for in the current
statement "above the line"
No cumulative effect

1-10
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MULTIPLE-CHOICEQUESTION S(1-7)

1.

On January 1, Year 1, Schreiber Company purchased a $300,000 machine with a five-year useful life and
no salvage value. The machine was depreciated by an accelerated method for book and tax purposes. The
machine's carrying amount was $120,000 on December 31, Year 2. On January 1, Year 3, Schreiber
changed to the straight-line method for financial statement purposes. Schreiber's income tax rate is 40%.
Assuming that Schreiber can justify the change, in its Year 3 statement of retained earnings, what amount
should Schreiber report as the cumulative effect of this change?

1. $60,000
2. $36,000
3. $0

4. $24,000
2,

Gonzales Company purchased a machine on January 1, Year 1 for $600,000. On the date of acquisition,
the machine had an estimated useful life of six years with no salvage value. The machine was being
depreciated on a straight-line basis. On January 1, Year 4, Gonzales determined that the machine had an
estimated life of eight years from the date of acquisition. An accounting change was made in Year 4.
What is the amount of the depreciation expense that should be recorded for the year ended Year 4?

1. $75,000
2. $100,000
3. $60,000
4. $0

3.

On December 31, Year 10, Brown Company changed its inventory valuation method from the weighted
average method to FIFO for financial statement purposes. The change will result in an $800,000 decrease
in the beginning inventory at January 1, Year 10. The tax rate is 30%.

The cumulative effect of this accounting change for the year ended December 31, Year 10 in the statement
of retained earnings is:

1. $0

2. $800,000
3. $240,000
4. $560,000

4,
The proper accounting treatment to account for a change in inventory valuation from FIFO to LIFO under
U.S. GAAP is:

1. Prospective application.

2. Retrospective application.
3. Retroactive approach.

4. Ignored.

1-11
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5.

Lore Co. changed from the cash basis of accounting to the accrual basis of accounting during the current
year. The cumulative effect of this change should be reported in Lore's current year financial statements as
a:

1. Prior period adjustment resulting from the correction of an error.

2. Prior period adjustment resulting from the change in accounting principle.
3. Component of income before extraordinary item.

4. Component of income after extraordinary item.

6.

How should the effect of a change in the accounting estimate be accounted for?

1. By restating amounts reported in financial statements of prior periods.
2. By reporting pro forma amounts for prior periods.

3. As a prior period adjustment to beginning retained earnings.

4. In the period of change and future periods if the change affects both.
7.

On August 31 of the current year, Harvey Co. decided to change from the FIFO periodic inventory system to
the weighted average periodic inventory system. Harvey uses U.S. GAAP, is on a calendar year basis and
does not present comparative financial statements. The cumulative effect of the change is determined:

As of January 1 of the current year.

As of August 31 of the current year.

During the eight months ending August 31, by a weighted average of the purchases.
During the current year by a weighted average of the purchases.

o=
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NOTES
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MULTIPLE-CHOICEQUESTION S(1-7)

1.

Choice 3 is correct.

A change in accounting principle is normally recorded using retrospective adjustment where the cumulative
effect of the adjustment on prior years is reported in beginning retained earnings of the earliest year
presented, net of the related tax effect. There are exceptions, and this particular change in accounting
principle is one of the exceptions. Therefore, there is no cumulative effort reporting because such a change
in depreciation method is treated as a change in estimate and accounted for prospectively.

2,

Choice 3 is correct.

The accounting change is a change in accounting estimate, which is handled prospectively.

Before the change, depreciation was calculated on the straight-line basis using a life of 6 years. The
depreciable base was $600,000, so the accumulated depreciation for the 3 years before the change was
$300,000 ($600,000/6 x 3). Thus, the carrying amount at the date of the change was also $300,000.

A change in accounting estimate is handled prospectively. In this case, the remaining carrying amount of
$300,000 is depreciated over the new remaining life of 5 years (8 — 3). The new depreciation expense each
year is $60,000.

Note that the question is asking about depreciation expense. It just as easily could have been accumulated
depreciation or it could have been the net book value of the asset.

3.

Choice 4 is correct.

This particular change is from weighted average to FIFO. It is a change in accounting principle. Accounting
changes are reported on the statement of retained earnings net of tax. In this question, the cumulative effect
before taxes is $800,000. Net of tax, it is $560,000 ($800,000 x .70).

4,

Choice 1 is correct.

A change in accounting principle, if considered "impractical to accurately calculate the cumulative effect
adjustment,” is handled "Prospectively." A change from FIFO to LIFO (U.S. GAAP) would require the
establishment and recalculation of old inventory layers, which are considered impractical to rebuild. Hence,
the beginning inventory of the year of change is the first LIFO layer.

5.

Choice 1 is correct.

The cash basis for financial reporting is not a generally accepted basis of accounting (GAAP); therefore, it is
an error. Correction of an error from a prior period is reported as a prior period adjustment to retained
earnings. APB 20 para. 13 and 36

Choice 2 is incorrect. Cash basis reporting is not acceptable under accrual basis accounting principles.
Thus, the change from cash basis is not reported as a change in accounting principle.

Choice 3 is incorrect. Correction of prior period errors has no effect on the current year's income statement.
Choice 4 is incorrect. An error correction is recorded by restating retained earnings. Error corrections are
not reported on the income statement.
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6.

Choice 4 is correct.

A "change in accounting estimate" affects only the current and subsequent (future) periods, if the change
affects both. It does not affect prior periods or retained earnings.

Choice 1 is incorrect. Restating prior years' financial statements is required when comparative financial
statements are shown for prior period adjustments of corrections of errors, changes in entities, and changes
in accounting principle.

Choices 2 and 3 are incorrect. A change in accounting estimate does not affect prior periods.

7.

Choice 1 is correct.

As of January 1, the beginning of the year.

Rule: When comparative financial statements are not presented, the cumulative effect of a change in
accounting principle equals the difference between retained earnings at the beginning of period of the
change and what retained earnings would have been if the change was applied to all affected prior periods.
If comparative financial statements are presented, then the cumulative effect is calculated at the beginning
of the earliest period presented.

Choice 2 is incorrect. The cumulative effect of the change is not determined as of the date the decision is
made.

Choices 3 and 4 are incorrect. The cumulative effect of the change is not determined by a weighted average.
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TASK-BASEDSIMULATION

TASK-BASEDSIMULATION 1: Accounting Treatments

Accounting Treat. IAunritative Literalure] Help I

On January 1, Year 2, Riggs Corporation hired a new controller. During the year, the controller working with Riggs'
outside accountants and President, made changes to existing accounting policies, instituted new accounting policies,
and corrected several errors in prior year accounting. Riggs uses U.S. GAAP and does not present comparative
financial statements

For each of the transactions below, identify the classification of the transaction by double-clicking in the shaded cells
under "Classification" and selecting from the list provided. Also, identify the general accounting treatment required
for each transaction's classification by double-clicking in the shaded cells under "Treatment" and selecting from the
list provided. The available treatments are:

Retrospective application
Include the cumulative effect of the adjustment resulting from an accounting in the Year 2 financial statements as
an adjustment to beginning retained earnings.

Retroactive restatement approach
Adjust the Year 2 beginning retained earnings if the error or change affects a period prior to Year 2 .

Prospective application
Report Year 2 and future financial statements on a new basis, but do not adjust the beginning related earnings. .

Transaction Classification | Treatment

1. Riggs manufactures heavy equipment to customer specifications on a
contract basis. On the basis that it is preferable, accounting for these long-
term contracts was switched from the completed-contract method to the
percentage-of-completion method.

2. As aresult of a production breakthrough, Riggs determined that
manufacturing equipment previously depreciated over 15 years should be
depreciated over 20 years.

3. The equipment that Riggs manufactures is sold with a five-year warranty.
Because of a production breakthrough, Riggs reduced its computation of
warranty costs from 3% of sales to 1% of sales

4. Riggs changed from FIFO to average cost to account for its raw materials
and work in process inventories.

5. Riggs sells extended service contracts on its products. Because related
services are performed over several years, in Year 2 Riggs changed from
the cash method to the accrual method of recognizing income from these
service contracts.

6. During Year 2, Riggs determined that an insurance premium paid and
entirely expensed in Year 1 was for the period January 1, Year 1, through
January 1, Year 3

7. Riggs changed its method of depreciating office equipment from an
accelerated method to the straight-line method to more closely reflect costs
in later years.

8. Riggs instituted a pension plan for all employees in Year 2 and adopted
U.S. GAAP Standards relating to employer's accounting for pensions.
Riggs had not previously had a pension plan.

9. Based on improved collection procedures, Riggs changed the percentage
of credit sales used to determine the allowance for uncollectible accounts
from 2% to 1%.
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TASK-BASED SIMULATION 1: Accounting Treatments

Accounting Treat. ]Aulhoritative Literaturel Help I

Year 201 A 1 H. Riggs Corporation |37 L WiREER 28 H L7z, Year 2i28W\ T, REER ITHR PRI &G
Tl bl, BFORFHTHERLZD, HILOWRFFEERMA LD | @EEORY 23T ELY L, Riggs
IXU.S.G A APZEHALTEY, WEWHARIIBATRL TN,

LLFOFEBNZDW T, “Classification” & &= AT & 03’6/1/%#7‘11/7 Uo7 L, &tz X Fnb
BEIOSEERIR L2 XV, 2, FBEIONFETRD DD — RS FHUELIZ OV T “Treatment” & E) L7z
FIORMEDCALEZT A7) v 7 L, #R#ffk&/iz) X M D@R L S0, I[Jﬂ%f‘% DUERILLTFOEY TY,

- Retrospective Application [X&FH7# DA FIZ L B EECIRY 3T IEIC L 2B % Year 20 556K TR E
BELCHRT D,

- Retroactive Restatement approach (372 ¥ & 2 W I SFHLEEDOZE T )Y Year 2LLRTO I T 554513 Year 2
OHE OFRERISREEAEET D,

Transaction Classification | Treatment

1. Riggs ITZKIAET BETRO EMEZ RE L T D, ZORBINEN O
FHISEREEED DT RIEAN LIV B X bND Z ENREFE L,

2. BUERA ORBEAESROFE R, Riggs 1XLARTIGHEIZ b T » THIERA Sh
7o RGBT 204F 12 7 o TUIEEI S B~ & ERIE LT,

3. Riggs 7 HE L TV D00 5 M O SVBERFES & TIRGES TV D,

BLERAT OMRIERHES T, Riggs (X EREE FHOHE %5 L&D 3 %0
H1%~Eb L,

4. Riggs IEFEME &ML OFE % FIFO 2 HRTEEICEH LT,

5. Riggs (3HMICOWTIRIAWY —E R 2R L TWD, B L4 —
ERHUEICIZ 0 4T b 72, Year 212 Riggs 1X 2 5HH— B ALK
DU BHEYEZ B TR» O RAETR T RUCEH Lz,

6. Year 212, Riggs (IR D Z L ZPRGE LT, Year WIhbiv, £ DO2%H%
FRE LUTCE E L BEHE, Year 101 A 1 HvH Year 301 H 1 HE
TOH Oy TH-oT,

7. Riggs (I FEOEMAZ LV EMICKBSE D720, 47 ¢ A O Wi (E
NGB A NEED & ERRIE~EEE LT,
8. Riggs iX Year 2I2 2t B &2 XRICFEEHIE LR IT -, BRI OVWTOREH

HUOLFIH LT US.GAAP 24 L7=, Riggs I213 2 4LE T4 I
ML 2o 7,

9. BEBEUNFEDOHREIZLY . Riggs (THMRFEICRT % B 54 & OPEIC
FRENTWIZR— T =% 2% 5 1%ICEE LT,
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(BRI
Selectitem [Selectitem

Change in accounting principle Retrospective application
Change in accounting estimate Restatement approach
Correction of an error in Prospective application
previously presented financial
statements
Neither an accounting change
nor an error corrrection

(PR iR L)

[Solution ol )

1. Change in accounting principle | Retrospective application
Switching from the completed-contract method of accounting to the percentage of completion
method is a change in accounting principle.
In this case, the cumulative effect of a change in GAAP should be shown on the st atement of
retained earnings against beginning retained earnings net of tax.

2. Change in accounting estimate | Prospective application
A change in the lives of fixed assets is considered a change in estimate.
A change in accounting estimate affects only the prospective (current and subsequent) periods, not
prior periods or retained earnings. Simply implement the change and continue with the accounting
in future periods.

3. Change in accounting estimate | Prospective application
A change in the computation of warranty costs from 3% of sales to 1% of sales is a change in
accounting estimate.
A change in accounting estimate affects only the prospective (current and subsequent) periods, not
prior periods or retained earnings. Simply implement the change and continue with the accounting
in future periods.

4. Change in accounting principle | Retrospective application
A change in an inventory pricing method from FIFO to average cost is a change in accounting
principle.
In this case, the cumulative effect of a change in GAAP should be shown on the statement of
retained earnings against beginning retained earnings net of tax.

(continued)
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(continued)

5. Correction of an error in previously presented financial statements | Restatement approach
A change from the cash method to the accrual method is a correction of an error in previously
presented financial statements.

When comparative financial statements are not issued (as in this case), a correction of an error
requires restatement of the retained earnings from the prior period end by adjusting (net of tax) the
opening balance of the current retained earnings statement.

6. Correction of an error in previously presented financial statements | Restatement approach
The change of the ac counting practice of expensing insurance premiums when paid rather than
allocating them to the periods benefited is a correction of an error in previously presented financial
statements.

When comparative financial statements are not issued (as in this case), a correction of an error
requires restatement of the retained earnings from the prior period end by adjusting (net of tax) the
opening balance of the current retained earnings statement.

7. Change in accounting estimate | Prospective application
A change in the depreciation method from an accelerated method to the straight-line method for
the purpose of more fairly presenting the financial statements is a change in accounting method
and change in estimate, which shall be treated as a change in estimate.
The new depreciation method should be used as of the beginning of the year of change in estimate
and should start with the current book value of the underlying asset.

8. Neither an accounting change nor an error correction | Prospective application
Instituting a pension plan and adopting statements of accounting standards to account for it, is
neither and accounting change nor an accounting error.
When a company institutes a pension plan for the first time, it affects only the prospective (current
and subsequent) periods, not prior periods or retained earnings.

9. Change in Accounting Estimate | Prospective application
A change in the percentage of credit sales used to determine the allowance for uncollectible
accounts (bad debt) is a change in accounting estimate.
Changes in accounting estimate are recognized only in the current and future years under the
prospective approach (i.e., implement the new method and continue into future years).
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Transaction (RNF) Classification Treatment
1 DEHLE TR (REH ) OEEICEAT Changes in Retrospective
Do accounting principle application
NS Changes in Prospective
IR =42
2 RE® Y OERIEHIT 5. accounting estimate application
NS Changes in Prospective
IR =42
3 RE® Y OERIEHIT 5. accounting estimate application
4 DEHE S E (SEF#) OB TICHE YT Changes in Retrospective
b accounting principle application
5 Cash basis 7»% accrual basis ~DZEH 1%, Correction of an Restatement
error correction & 72 %, error approach
Prepaid expense &3 X& b Z A% RERE
5 IZBWT, XHRFIC—#E L THEMA{L LTV | Correction of an Restatement
HILlIZK S, BIET A DT, error error approach
correction & 72 %,
7 Depreciation method DAL, RFEH OE Changes in Prospective
HIZREYT D, accounting estimate application
#i L < pension plan % #%F. pension (29
SRR FEH T2 Z LR o TG AR,
(7568 TiE7RW, £72, @RI error 3D b i
8 STbIFTHRno T, BiZ Tz b | Neitheran « ¢ - ar[?psl?cea?[iglr?
LTS WS ETFDZ &b, &
-C, treatment & L Tl&, prospective &3
BT5Z kil d,
NS Changes in Prospective
IRE |73
v RE® Y OERIEHIT 5. accounting estimate application
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TASK-BASED SIMULATION 2: FIFO

LIFO 'Aulhoritative Literature | Help |

Effective January 1, Year 2, an entity changed from the average cost method to the FIFO method to
account for its finished goods inventory. Cost of goods sold under each method was as follows:

Years Average Cost FIFO
Prior to Year 1 $71,000 $77,000
Year 1 79,000 82,000

For cells B1 and B2, double -click in the shaded cells and select from the list provided. Enter the
appropriate amount in cell B3.

B v f L

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

(UL
[ Selectitem Selecttem
Change in accounting principle Retrospective application
Change in accounting estimate Restatement approach
Correction of an error in Prospective application

previously presented financial
statements

Neither an accounting change
nor an error corrrection
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TASK-BASED SIMULATION 2: FIFO

LIFO IAulhoritative Literatultl Help I

Year 200 1 4 1 BT, Riggs IZHEREIZOWTIEHENDS FIFO (Yo AJeH) JEICEF LE Lz,
FNENOTHFED S & THRFE SN RS EAIZLL F o@D T3,

Years Average Cost FIFO
Prior to Year 1 $71,000 $77,000
Year 1 79,000 82,000

B1: B20O¥fTE DAL EXT LI Y v 7 L, &7V X LRI L2 X, B3O/ 5EY)
IEFE AN L&,

xvr [ |

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

(UL
| Selecttem  Selectitem
Change in accounting principle Retrospective application
Change in accounting estimate Restatement approach
Correction of an error in Prospective application

previously presented financial
statements

Neither an accounting change
nor an error corrrection

| o |
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(FRE R

1. Change in accounting principle
A change in the cost method used to account for inventory is a change in accounting principle.

2. Retrospective application
A change in the cost method used to account for inventory is accounted for using a retrospective
application (cumulative effect).

3. $9,000
Years Average Cost FIFO Change
Prior to Year 1 $71,000 $77,000 $6,000
Year 1 79,000 82,000 3,000
$9.000

3. inventory OEfiFHE 7k E LT, average method 7>% FIFO (225 % LTV 5 DT, accounting
principle DAEEIZFEZ YT 5, Lo T, *fin& LTIL, retrospective application & 725,

&2, dollar amount of transaction & WO RO BEWRN LMD IZ< Wb LA WA, Z i,
cumulative effect D#EE M > METH D, Z Z T, accounting principle DZEE L, ZDEE ORI TH
N7eeEBEZDHDOT, Year 1RETORFHOEEBEE XTIV, KXo T, Year 1LV Laio RN
$6,000, Year 1DFEEHN$3, 000720 T, At OFEEHILS9,000& 705, 7235, B IZIX. cumulative
effect 11 net of tax TRD B2, ARITIE tax rate P/RENTWRWNWZ®D, $9, 000 THET S Z LT 5D,
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TASK-BASED SIMULATION 3: Straight-line Depreciation

ight-ine Dep. | Authoritative Li Help
| | |

In January of Year 1, an entity purchased a machine with a five-year life and no salvage value for
$40,000. The machine was depreciated using the straight-line method. On December 31, Year 2, the
entity discovered that depreciation on the machine had been calculated using a 25% rate.

For cells B1 and B2, double-click in the shaded cell and select from the list provided. Enter the
appropriate amount in cell B3.

¥ v fx L

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

(UL
[ Selectitem  Selectitem

Change in accounting principle Retrospective application
Change in accounting estimate Restatement approach
Correction of an error in Prospective application
previously presented financial
statements
Neither an accounting change
nor an error corrrection
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TASK-BASED SIMULATION 3: Straight-line Depreciation

ightdine Dep. | Authoritat

| Help |

Year 10 1 A2, & DEFEIXMHFEL 5 4, AN 72 L O % §40, 000 CTHEA L7z, Z OMBILE
FEVE 2 OIS R S iz, Year 20012H31H . £ O E TR OBALE I A 25% DR THEAE SH T
WHZ EERR L,

Bl B20OftE DL ZXT N7 U vl L, Btz X b @R LSV, B3O& VL
Ol ka8 AN L7 S0,

X v fx

L

A

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

SNy

Change in accounting principle Retrospective application

Change in accounting estimate Restatement approach

Correction of an error in Prospective application
previously presented financial
statements

Neither an accounting change
nor an error corrrection

| o |
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RS )
Solution o

1. Correction of an error in previously presented financial statements
The use of a 25% rate rather than the proper 20% rate (e.g., 100%/5 = 20%) is a correction of an
error.

2. Restatement approach
The incorrect recording of depreciation is corrected for all prior periods by adjusting the beginning
retained earnings net of tax of the period in which the error is discovered if no comparative
statements are issued (the restatement approach).

3. $2,000
The error was discovered in Year 2; therefore, the Year 2 depreciation expense will be calculated
using the proper 20% rate. The Year 1 depreciation expense (and net income) were determined
using the incorrect 25% rate. The difference (5% x $40,000 = $2,000) is a prior period correction.

Incorrect: Year 1 depreciation (25% x $40,000) = $10,000
Correct: Year 1 depreciation (20% x $40,000) = ($8,000)
Total = $2,000

Useful life (22T, IEL<SIE54E (20%) DEZ A, foT44E (25%) THEL TV VL
T T, ARIL error correction ORETH V| treatment %, restatement L7205, Z DX 57 error
correction (22U T %, accounting principle MZEH & [Fik, FIHICEELZEE X D720, KR TIX
Year 1% depreciation DIE LWV & 38 7= B0 M EZFHH-T T LV Lok b,

o 7-%E  $40, 000X 25% =§10, 000

TE L UVEE : $40, 000 X 20% =$8, 000
L7=723->C, prior period adjustment {£$2, 000+ 72 %, 7235, E#IZIX, prior period adjustment X net of
tax TR 273, AR Tl tax rate SR SN TWVRN =, $2, 000 TIRETH Z LIZR 5D,
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TASK-BASED SIMULATION 4: Research

1 Research | Authoritative Literature | Help |

answer this question.

How is a change in reporting entity accounted for? Find the proper citation that provides guidance to

Type the topic here. Correctly formatted
FASB ASC topics are 3 or 4 digits.

FASBASCF%I |- 1| |

Some examples of correctly formatted FASB ASC responses are
205-10-05-1, 323-740-S25-1, 260-10-60-1A, 260-10-55-99 and
115-60-35-128A

? Research  Authoritative Literature l Help |

Search | Search Within I Advanced Search

FASB Literature

Previous Match

Iext Match Preyvious Result Iiext Result

Uniform CPA Examination Authoritative Literature

To access Authoritative Literature:

Click on Table of Contents folders at left to locate and open appropriate

documents

OR

Perform a search for a particular topic by entering text in the text box
above. Use the buttons to the right and the links above the text box to
perform more detailed or advance searches.

[Solution =101

Source of answer for this question:
FASB ASC 250-10-45-21

Keyword: Change in Reporting Entity

1-30

© 2021 DeVry/Becker Educational Development Corp. All rights reserved.




2022 Edition — Financial Final Review

TASK-BASED SIMULATION 4: Research

1 Research | Authoritative Literature | Help |

BLAREW,

DEREEMNOLEFIZE DL I ITEENLE)? TV L THA ¥ v AR 2 M e 4%

Type the topic here. Correctly formatted
FASB ASC topics are 3 or 4 digits.

FASBASCF%I |- 1| |

Some examples of correctly formatted FASB ASC responses are
205-10-05-1, 323-740-S25-1, 260-10-60-1A, 260-10-55-99 and
115-60-35-128A

? Research  Authoritative Literature l Help |

Search | Search Within I Advanced Search

FASB Literature

Previous Match

Iext Match Previous Result Iiext Result

Uniform CPA Examination Authoritative Literature

To access Authoritative Literature:

Click on Table of Contents folders at left to locate and open appropriate

documents

OR

Perform a search for a particular topic by entering text in the text box
above. Use the buttons to the right and the links above the text box to
perform more detailed or advance searches.

Source of answer for this question:
FASB ASC 250-10-45-21

Keyword: Change in Reporting Entity
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Accounting Standards Codification® 4%

General Principles

105 — Generally Accepted Accounting Principles
Presentation

205 - Presentation of Financial Statements

210 — Balance Sheet

215 — Statement of Shareholder Equity

220 — Comprehensive Income

225 — Income Statement

230 — Statement of Cash Flows

235 — Notes to Financial Statements

250 — Accounting Changes and Error Corrections
260 — Earnings Per Share

270 — Interim Reporting

272 — Limited Liability Entities

274 — Personal Financial Statements

275 — Risks and Uncertainties

280 — Segment Reporting

Assets

305 — Cash and Cash Equivalents

310 — Receivables

320 — Investments — Debt and Equity Securities
323 — Investments — Equity Method and Joint Ventures
325 — Investments — Other

330 — Inventory

340 — Other Assets and Deferred Costs

350 — Intangibles — Goodwill and Other

360 — Property, Plant, and Equipment
Liabilities

405 — Liabilities

410 — Asset Retirement and Environmental Obligations
420 - Exit or Disposal Cost Obligations

430 — Deferred Revenue

440 — Commitments

450 — Contingencies

460 — Guarantees

470 — Debt

408 — Distinguishing Liabilities from Equity
Equity

505 — Equity

Revenue

605 — Revenue Recognition

Expenses

705 — Cost of Sales and Services
710 — Compensation — General

712 — Compensation — Nonretirement Postemployment

Benefits

715 — Compensation — Retirement Benefits
718 — Compensation — Stock Compensation
720 — Other Expenses

730 — Research and Development

740 — Income Taxes

Broad Transactions

805 — Business Combinations

808 — Collaborative Arrangements

810 — Consolidation

815 — Derivatives and Hedging

820 — Fair Value Measurements and Disclosures
825 — Financial Instruments

830 — Foreign Currency Matters

835 — Interest

840 — Leases

845 — Nonmonetary Transactions

850 — Related Party Disclosures

852 — Reorganizations

855 — Subsequent Events

860 — Transfers and Servicing

Industry

905 — Agriculture

908 — Airlines

910 — Contractors — Construction

912 — Contractors — Federal Government

915 — Development Stage Entities

920 — Entertainment — Broadcasters

922 — Entertainment — Cable Television

924 — Entertainment — Casinos

926 — Entertainment — Films

928 — Entertainment — Music

930 — Extractive Activities — Mining

932 — Extractive Activities — Oil and Gas

940 - Financial Services — Broker and Dealers
942 — Financial Services — Depository and Lending
944 — Financial Services — Insurance

946 — Financial Services — Investment Companies
948 — Financial Services — Mortgage Banking

950 — Financial Services — Title Plant

952 — Franchisors

954 — Health Care Entities

958 — Not-for-Profit Entities

960 — Plan Accounting — Defined Benefit Pension Plans
962 — Plan Accounting — Defined Contribution Pension
Plans

965 — Plan Accounting — Health and Welfare Benefit
Plans

970 — Real Estate — General

972 — Real Estate — Common Intemet Realty Associations
974 — Real Estate — Real Estate Investment Trusts
976 — Real Estate — Retail Land

978 — Real Estate — Time-Share Activities

980 — Regulated Operations

985 — Software

995 — U.S. Steamship Entities
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