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SUMMARYNOTES

CLASSIFICATION AND APPROACHES (&8t LDZER)

[0 Changes in an accounting estimate (£33} Lo BiE Y DZEH)
0 Changes in an accounting principle (& ZHLE T EDZEE)
[ Changes in the reporting entity (233145 BAr DZEH)

O Error correction (GRBDELE)

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

L EOEERNB I b4 1%. RV OZEH T Prospective application  (fF3RIZi7= - TRLE) |
SEHLEFEOEEIL, EE RO M Z HEFFT 25 72912, retrospective application (i 4% 12 o
TUHBH#HREFR LIET) &72%, Error correction (FAZDIEIE) 1% Restatement approach G4
W TIEDEL) &

Accounting change approaches:

[ Prospective application (fF3RiZ4>7= > THLER)

O Retrospective application (cumulative effect) GEFEIZH# > CTIEV B L) R EEE4 Statement
of retained eamings (FIaERIR&FHEE) ICFidk L TEET 5,

O Restatement approach GEFEIZ# > TIEV E L)

. 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:

0 Change in useful life (i fA4EEDZE )

[0 Change in salvage value (F7Ffi%ED 25 H)

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 A D4 F D X 512, change in accounting principle & changes in accounting estimate 73 —{£&
Lo THY, KBIT25Z EMNTERVE XX, changes in accounting estimate & LT, prospective
(e d5:i e g W = I 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.
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Under IFRS, when an entity applies an accounting principle retroactively or makes a retrospective
restatement of items in the financial statements, the entity must (at a minimum) present three balance
sheets (end of current period, end of prior period, and beginning of prior period) and two of each of the
other financial statements (current period and prior period). The cumulative effect adjustment would be
shown as an adjustment of the beginning retained earnings on the balance sheet for the beginning of the
prior period. U.S. GAAP does not have a three balance sheet requirement.

DEHUEL RO E RN Th 6, RIS % Statement of retained earnings (FIZSFIAR & FHE
) CEHET S, BRBICIZEI B O retained earnings Z1EET 578, HBIWEEROLEEIL. —F&L)
OB DO E D retained earnings Z1E1E3 5, I FR S Tlid, HIE 1 FEOLBIEREZART S Z L NHE
RENTWDDOT, BENFRBORRELT>T2HBEE. AFEEOHE O retained earnings 2ME1E S
5T LB,

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.
MEVEPE DT FEE2 L 1 FO (ALEHIE) ICEE LA, BISM9IC prospective (ZLEE
FHUE LV, Retrospective application 73, & ER#ETHD Z L #FA LT 5,

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.

ALER S DT D X 51, change in accounting principle & changes in accounting estimate
N—RE72oTRBY, KT 25Z ENTERE XX, changes in accounting estimate & L C,
prospective (ZALBEF LT LV,

IV. 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. The concept of a change in accounting
entity is not discussed in IFRS.

KFHRERNAEE I NIZGE. Ui b ZORFRERMTEH L T\ b0 & LT, REEOME
R AT NTER LE S 2T UT7e 5700,
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V. 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 occured in a year presented, the error is corrected

in those prior financial statements.

Under IFRS, when it is impracticable to determine the cumulative effect of an error, the entity is required
to restate information prospectively from the earliest date that is practicable. U.S. GAAP does not have
an impracticality exemption for error corrections.

PRBOEEITREITH - TIT O (Restatement), Restatement &9 SEEEHi->TWDEMN, {ToTWDHZ
L3 Retrospective application & [F#TH 5, 1 FR S TiL, BFEEO BB T2 DMK
WA AT, ATRERHPH TR L WV A D prospective (CALFLZFTALIE X WV E W BIAHER H B,

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
4] N iU 4R
Changes in accounting principle WA PE 2> CTYEY B L (retrospective application)
Changes in accounting estimate PRIz - TR QREE A VB L)
Changes in reporting entity WA - CYED B L (retrospective application)
Error correction WAEPE 2> TEY B L (restatement)
1-5
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VI. SUMMARY OF ACCOUNTING CHANGES AND NECESSARY TREATMENTS

Accounting Changes

Example(s)

Income Statement

Statement of
Retained Earnings

From one GAAP/IFRS
principle to another
GAAP/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
statements

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

O Restate all financial
statements presented

Neither a change in
principle nor a change in
estimate

O

Change from cost method
to equity method

O 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"

O Restate all financial
statements presented

Correction of errors

O

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"

O Restate all financial
statements presented that
are affected

Changes in estimate

Depreciation method
Useful life of depreciable
asset

Residual value

Bad debt %

Loss accruals

O Prospective application,
account for in the current
statement "above the line"

O No cumulative effect

© 2013 DeVry/Becker Educational Development Corp. All rights reserved.
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MULTIPLE-CHOICEQUESTION S(1-8)

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:

$0

$800,000
$240,000
$560,000

PwbdpE
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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.

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.

PwibhpE
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8.

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 IFRS and is on a calendar year basis.

The cumulative effect of the change is shown as an adjustment to beginning retained earnings on the
balance sheet for:

August 31 of the current year.
December 31 of the current year.
January 1 of the current year.
January 1 of the prior year.

PObdPE
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MULTIPLE-CHOICEQUESTION S(1-8)

1.

Choice 3is 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 1is 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.
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5.

Choice 1is 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.

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 1is 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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8.

Choice 4 is correct.

Under IFRS, when an entity records a change in accounting principle, the entity must (at a minimum)
present three balance sheets (end of current period, end of prior period, and beginning of prior period) and
two of each other financial statement (current period and prior period). The cumulative effect adjustment is
shown as an adjustment to beginning retained earnings on the balance sheet for the beginning of the prior
period, which would be January 1 of the prior year.

Choice 1 is incorrect. The cumulative effect of the change is not reported as an adjustment to beginning
retained earnings as of the date the decision is made.

Choice 2 is incorrect. The cumulative effect of the change is not reported as an adjustment to beginning
retained earnings at the end of the period in which the decision is made.

Choice 3 is incorrect. Under IFRS, when an entity records a change in accounting principle, the entity must
(at a minimum) present three balance sheets (end of current period, end of prior period, and beginning of
prior period) and two of each other financial statement (current period and prior period). The cumulative
effect adjustment would be shown as an adjustment to beginning retained earnings on the balance sheet for
the beginning of the prior period, which would be January 1 of the prior year, not January 1 of the current
year.
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TASK-BASEDSIMULATION

TASK-BASEDSIMULATION 1: Accounting Treatments

Accounting Treat. IAuthoritative Liﬁerature' Help |

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%.

1-14
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TASK-BASED SIMULATION 1: Accounting Treatments

1 Accounting Treat. Immml H‘bl

Year 20 1 A 1 A, Riggs Corporation (357 L WVEHEEE 28 L=, Year 2I28W\C, REERIIHECHEM S
Tl lbic, BMEORFHHEL LY, BLVWRF A#ERA L2 MFEEOMY Z3TIELY L7, Riggs
ITU. S.GAAPZHH L THEY | HEMBHERITBERL TR,

PLFOFEBIZ OV T, “Classification” & E»NIFNOEMSEORALEZL TN Y v 7 L, #EEINTZD 2 0D
BB OB ARIR LRSS, £2, FESIOSETRD b D R REFILIZOWT “Treatment” & E2 7=
DA EDENEZZT A7) v L, #2tENTZU 2 MBI LS, FHTE 20T Tom Y T4,

- Retrospective Application [3&FH 7 # DA FIZ L HEECIRY FTIEIC L 2 W E%E%E Year 20 MH5ER CREMEE
e LTHTRT 5,

- Retroactive Restatement approach (372 ¥ & 5 W IEFHLEEOZE TN Year 2LLETO MBI ET 25513 Year 2
OHE OFREFIREEEIET 5,

Transaction Classification | Treatment

1. Riggs 133 REAET BFIEOEMEZHE L T D, ZORMNEKNOS
FHIGEREEDN DA TREEAN LUV B2 BN D ZENREE LU,

2. BUERIR OREEMESORE R, Riggs 1T LARTISHEIZ 7z > TR EE < v
7o RS F204R IS DT o TRUERI S p ~ & LIRE LT,

3. Riggs 2 HIE LT 20T 5 M 0 B RFEAT & TIRFE SN TV 5,
BER OMRHEEAIHES T, Riggs X ERAEE HOFEZE LR O 3 %0
H 1%~ L,

4. Riggs IXFH B A OF B2 FIFO 2 D FHRICER L7z,

5. Riggs 1T BIZOWTIRAWY — B R ZK 2 MR5E L T\ 5, BIE L7=H—
EZIEAEIT D 0 T A 7=, Year 2i2 Riggs 132415 — B 2%
OB IEEZ B ST RN ORAEFERHFRUTELE L,

6. Year 22, Riggs 1ZKD Z L &ZRE L7z, Year LUISdhbh, £DO2%%
ML UCE L LMk E, Year 101 A 1 H36 Year 301 A 1 H ¥
TOHEDTH -T2,

7. Riggs (XHEDH A% L0 ERICKBS & 5720, 47 ¢ ARBROM
HJ 5 R D & R~ L 25 LT,

8. Riggs X Year 2IC 2B & R RICFEEHIE LR T 7=, BEIZONTOREH
FHMOFHIBEI L T US.GAAP % L7z, Riggs (Z1% 2 AV E CTHEBFHE
X 22N> 7=,

9. &ML EDNEIC LV, Riggs ITHMKFEIZH T2 FH5 4 &0 EIC
RSN TWEAS— T =% 2% 0 1 WICEE LT,
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G
[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
| [eme] | [one]
R P
[Solution —ioi ]
1. Changein 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.

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.

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.

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).

1-17
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Transaction (NF) Classification Treatment
1 DEHAEL L (RFHFE) OBEFICEY T Changes in Retrospective
B accounting principle application
" Ny Changes in Prospective
7R =5
2 RS Y OERISHIT 5. accounting estimate application
" Ny Changes in Prospective
7R =5
3 RS Y OERISHIT 5. accounting estimate application
4 DEHLBET A (REHFE) OB RICEYS T Changes in Retrospective
Do accounting principle application
5 Cash basis 7% accrual basis ~DZ ¥ %, Correction of an Restatement
error correction & 725, error approach
Prepaid expense & XX L = A% BEE
6 IZBWT, XHFFIZ—fFLTEMALL T Correction of an Restatement
LT liTKROE, BET LDT, error error approach
correction £ 72 %,
7 Depreciation method OZE ¥ (X, RfEY OE Changes in Prospective
FIZHYT 5, accounting estimate application
#7 L < pension plan Z &}, pension (2R3
SR EMEREAT S Z Lo AR,
(58 TidZevy, £/, @EIC error b b i
8 STbiFTh2no T, BiZ T2 5iE | Neitheran « » - - a?;iiiigf
HLTWL ] EWnWHrEFoZ Lichkhd, &
- T, treatment & L Ci%, prospective &3
BioZkicid,
—2gl Changes in Prospective
IR 292
) RS Y ORRICHIT 2. accounting estimate application
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TASK-BASED SIMULATION 2: FIFO

LIFO | Authoritative 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.

Xv £ L

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

CEIRED
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

| [ | [omm]
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TASK-BASED SIMULATION 2: FIFO

LIFO | Authoritative Literature | Help |

Year 20 1 A 1 BT, Riggs 1ZREIERIZOWTEHENS FIFO (ZeASeH) IBRICEFLE L,
ZNENOTHED S & TRFE SRR FMmIELL T o@E Y T,

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

BL: B20o¥fI& 0L ZXT A7V v L, BIEENIZU A RO LER LR X, B3OE/IZHEY)
TR BREE AT L7 &0,

Xovr | |

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

CEIRED
[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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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

£, inventory O HiliF+H 1AL LT, average method 725 FIFO [ZZEH LTV 5 DT, accounting
principle DAEFIZFEZY T 5, Lo T, *fiin& LTIL, retrospective application & 725,

&Iz, dollar amount of transaction &\ ) BHOBHRAN D2V I Wb LW, Z ik,
cumulative effect D%EZ 5> METH 25, Z 2T, accounting principle DEF (X, FDOEEOHFIT/TH
NeBEZLDT, Year LKETOEFHOEELEZEZNITEIV, Lo T, Year 11V & aiDREHEN
$6,000, Year 1D A$3, 00072 DT, Bt DEHITL9,000&£ 725, 2RI, HHEITIZ. cumulative
effect 1 net of tax TRH B8, AR TIL tax rate 2/R S TWRNTZD, $9, 000 TIFET 5 Z L1T b,
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TASK-BASED SIMULATION 3: Straight-line Depreciation

Straight-line Dep. I Authoritative Liltramml Help l

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.

Xovr |

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

GBI
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

| [ | [omm]
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TASK-BASED SIMULATION 3: Straight-line Depreciation

Straightine Dep. | Authoritative Literature | Help |

Year 10 1 B2, & HMEZFEIMASFLE S 4. FRIFMS 72 L OB 2§40, 000 TIEA L7z, Z OFMITE
FIE A VB ER S 7=, Year 20D12A31H . # OAZEITH OB EHI A 25% DR THE EN T
WHZ EERLLT,

BL: B20¥fI& DA EZXT AU v L, BIEENTZY A RDLEBR LA IV, B3O®/IZITHE
Y7 &k N L0,

Xv £ L |

A B

1. Classification of transaction

2. Accounting treatment for transaction

3. Dollar amount of transaction

GBI
[Selectitem [Selectitem N

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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R AR
Sotion ol

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, IELIE54E (20%) DEZ A, #Ho T4 (25%) THEL TV LB L
T7=d T, AKX error correction ORJETH V| treatment (X, restatement 725, Z DX 57 error
correction (22T %, accounting principle MZE8 LAk, BIEICEELLEEZX D720, KM TIE
Year 10 depreciation D IE LWEAE - T BHO A HET IR LW Lz b,

o 7-%H ¢ $40, 000X 25% =§10, 000

ELUVEE @ $40, 000X 20% =$8, 000
L7=723->C, prior period adjustment |£$2, 000 & 72 %, 7235, EEIZIL, prior period adjustment (% net of
tax TR D03, AR Tid tax rate B3R I TWRN 2D, §2, 000 TRE T H Z LT 5,
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TASK-BASED SIMULATION 4: Research

2 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.

FASBASCi il |- | |- | |

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

? Lterature | Hoip |

IEntev Search Here

Search | Search Within I Advanced Search

FASB Literature

Previous Match Next [Match Previous Result Next Result

documents

OR

Uniform CPA Examination Authoritative Literature

To access Authoritative Literature:

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

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
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TASK-BASED SIMULATION 4: Research

2 Research | Authoritative Literature | Help |

PEFRIEEMNOLEFIZLE O LI IND D2 ZOMWNICKE L THA X v A E iRt 28 /0 460 %
PRLIR S,

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

FASBASCi il |- | |- | |

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

? Lterature | Hoip |

IEntev Search Here Search | Search Within I Advanced Search

Previous Match Next [Match Previous Result Next Result

FASB Literature

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
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Accounting Standards Codification® {A>&

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 Internet 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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