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Question 1 (34.5 marks-1.5 marks per question; 60 minutes) 
Select the Best Answer

	1.
	Generally accepted accounting principles

	A)
	are fundamental truths or axioms that can be derived from laws of nature.

	B)
	derive their authority from legal court proceedings.

	C)
	derive their credibility and authority from general recognition and acceptance by the accounting profession.

	D)
	have been specified in detail in the CICA conceptual framework.


	2.
	A local business man owns several different companies. His accountant prepares separate annual financial statements for each of these businesses. This is an application of which of the following principles:

	A)
	Full disclosure

	B)
	Periodicity

	C)
	Economic entity

	D)
	Matching


	3.
	Some events are not recorded in the accounting information system because

	A)
	the amounts are not material.

	B)
	the service has not been provided yet although the cash has been received.

	C)
	the problems measuring them are too complex.

	D)
	all of these.


	4.
	If the inventory account at the end of the year is understated, the effect will be to

	A)
	overstate the gross profit on sales.

	B)
	understate the net purchases.

	C)
	overstate the cost of goods sold.

	D)
	overstate the goods available for sale.


	5.
	The occurrence which most likely would have no effect on 2011 net income (assuming that all amounts involved are material) is the

	A)
	sale in 2011 of an office building contributed by a stockholder in 1987.

	B)
	collection in 2011 of a receivable from a customer whose account was written off in 2010 by a charge to the allowance account.

	C)
	settlement based on litigation in 2011 of previously unrecognized damages from a serious accident which occurred in 2008.

	D)
	worthlessness determined in 2011 of stock purchased on a speculative basis in 2007.


	6.
	Which of the following is a required disclosure in the income statement when reporting a change in accounting principle?

	A)
	A per share amount for the cumulative effect of the change.

	B)
	The cumulative effect on prior years net of tax.

	C)
	The cumulative effect should be disclosed immediately after discontinued operations.

	D)
	None of these.


Use the following to answer questions 7-8:

Poole Company paid or collected during 2010 the following items:

	
	Insurance premiums paid
	$  12,400

	
	Interest collected
	25,900

	
	Salaries paid
	125,200


The following balances have been excerpted from Poole's balance sheets:

	
	
	December 31, 2010
	December 31, 2009

	
	Prepaid insurance
	$  1,200
	$  1,500

	
	Interest receivable
	3,700
	2,900

	
	Salaries payable
	12,300
	10,600


	7.
	The insurance expense on the income statement for 2010 was

	A)
	$9,700.

	B)
	$12,100.

	C)
	$12,700.

	D)
	$15,100.


	8.
	The salary expense on the income statement for 2010 was

	A)
	$102,300.

	B)
	$123,500.

	C)
	$126,900.

	D)
	$148,100.


Use the following to answer questions 9-10:

The financial statements of Bahr, Inc. for 2010 and 2011 contained the following errors:

	
	2010
	2011

	Ending inventory
	$5,000 overstated
	$8,000 understated

	 Insurance expense
	2,400 understated
	1,300 overstated


	9.
	Assuming that none of the errors was detected or corrected, by what amount will 2010 income before taxes be overstated or understated?

	A)
	$2,600 understated

	B)
	$2,600 overstated

	C)
	$7,400 overstated

	D)
	$7,400 understated


	10.
	Assuming that none of the errors was detected or corrected, by what amount will 2011 income before taxes be overstated or understated?

	A)
	$14,300 understated

	B)
	$11,900 understated

	C)
	$6,700 understated

	D)
	$6,700 overstated


	11.
	Monetary assets are defined as assets that are convertible to

	A)
	known amounts of cash.

	B)
	cash within one operating cycle.

	C)
	cash within twelve months.

	D)
	cash within three months


	12.
	The shareholders' equity section is usually divided into what four parts?

	A)
	Preferred stock, common stock, treasury stock, contributed surplus

	B)
	Preferred stock, common stock, retained earnings, other comprehensive income

	C)
	Capital shares, contributed surplus, retained earnings, accumulated other comprehensive income

	D)
	Capital stock, appropriated retained earnings, unappropriated retained earnings, contributed surplus


	13.
	A cash flow statement that is prepared under the indirect method adds and subtracts certain items to the base number. How would decreases in unearned revenues be shown? They would be shown as

	A)
	a deduction from net income

	B)
	an addition to net income

	C)
	a deduction from sales

	D)
	an addition to sales


	14.
	On January 1, 2010, Kapp Co. leased a building to Duerr Corp. for a ten-year term at an annual rental of $80,000. At inception of the lease, Kapp received $320,000 covering the first two years' rent of $160,000 and a security deposit of $160,000. This deposit will not be returned to Duerr upon expiration of the lease but will be applied to payment of rent for the last two years of the lease. What portion of the $320,000 should be shown as a current and long-term liability in Kapp's December 31, 2010 balance sheet?

Current Liability
Long-term Liability


	A)
	$0

$320,000



	B)
	$80,000

$160,000



	C)
	$160,000

$160,000



	D)
	$160,000

$80,000




	15.
	Which of the following is not considered to be a change in accounting policy?

	A)
	Changing from weighted average to FIFO for valuing inventories.

	B)
	Initial adoption of a new accounting standard.

	C)
	Reclassifying items on the financial statements of prior periods to make the statements more comparable.

	D)
	Changing from the cost basis to the fair value model for measuring investments.


	16.
	Accounting for a retrospective change requires

	A)
	reissuing all prior financial statements affected by the change.

	B)
	adjusting the ending balance of retained earnings for the current year.

	C)
	reporting the “catch-up” adjustment on the current income statement.

	D)
	adjusting the opening balance of each affected component of equity for the current year.


	17.
	The service life of a building that has been depreciated for 30 years of an originally estimated 50-year life (no residual value) has been revised to an estimated remaining life of 10 years.  Based on this information, the accountant should

	A)
	continue to depreciate the building over the original 50-year life.

	B)
	depreciate the remaining book value over the remaining life of the asset.

	C)
	adjust accumulated depreciation to its appropriate balance through net income, based on a 40-year life, and then depreciate the adjusted book value as though the estimated life had always been 40 years.

	D)
	adjust accumulated depreciation to its appropriate balance through retained earnings, based on a 40-year life, and then depreciate the adjusted book value as though the estimated life had always been 40 years.


	18.
	On Victor Ltd's statement of cash flows (indirect method) for calendar 2012, cash flows from operating activities were reported at $77,000. The statement included the following items:  depreciation on plant assets of $30,000; impairment of goodwill of $5,000; and cash dividends paid of $36,000. 

Based only on the information given above, Victor's net income for 2012 was

	A)
	$  6,000.

	B)
	$42,000.

	C)
	$77,000.

	D)
	$78,000.


	19.
	During 2012, Hugo Corporation, which uses the allowance method of accounting for doubtful accounts, recorded bad debts expense of $10,000. As well, the corporation  wrote off uncollectible accounts receivable of $4,000. As a result of these transactions, their cash flows from operating activities would be calculated (indirect method) by adjusting net income with a

	A)
	$10,000 increase.

	B)
	$4,000 increase.

	C)
	$6,000 increase.

	D)
	$6,000 decrease.


	20.
	Valjean Corp sold some of its plant assets during calendar 2012 for $21,000 cash.  The original cost of the assets was $150,000, and the accumulated depreciation to the date of sale was $140,000.  This transaction should be shown on Valjean's 2012 statement of cash flows (indirect method) as a(n)

	A)
	deduction from net income of $11,000 and a $10,000 cash inflow from financing activities.

	B)
	addition to net income of $11,000 and a $21,000 cash inflow from investing activities.

	C)
	deduction from net income of $11,000 and a $21,000 cash inflow from investing activities.

	D)
	addition to net income of $21,000.


21. 
On January 2, 2010, Beaver Corp. purchased machinery for $135,000. The entire cost was incorrectly recorded as an expense. The machinery has a nine-year life and a $9,000 residual value. Beaver uses straight line depreciation for all its tangible assets. The error was not discovered until May 1, 2012, and the appropriate corrections were made. Ignore income tax considerations. The income statement for the year ended December 31, 2012 should show the cumulative effect of this error of

	A)
	$121,000.

	B)
	$107,000.

	C)
	$  93,000.

	D)
	$   0.


	22.
	Compared to the accrual basis of accounting, the cash basis of accounting overstates income by the net increase during the accounting period of the

Accounts

Accrued

Receivable

Expenses Payable



	A)
	No

No



	B)
	No

Yes



	C)
	Yes

No



	D)
	Yes

Yes


	23.
	Which of the following items will not appear in the retained earnings statement?

	A)
	Net loss

	B)
	Correction of an error

	C)
	Change in accounting estimates

	D)
	Stock dividends


 Question 2 (36 marks; 65 minutes) 
Taal Volcano Tours Inc. (“TVT Inc.”) has just completed its second year of operations. Business has been great. In fact, things have been so busy that Nene, the all-around administrative staff, has fallen somewhat behind in the accounting. She has confessed that since she is really not a numbers type person, this has not been a priority. She generally rather spends time arranging for the bookings and interacting with the actual customers.

Since the company is thinking of partnering with some foreign tour companies, it wishes to present its financial information in accordance with IFRS. You, a junior accountant with Rizal Partners have just been asked by Jose, the chief partner to go through the information he has gathered from Nene and suggest what needs to be done to “clean up things”.

Nene has given the following income statements for the years ended October 31, 2011 and 2012. The 2012 numbers are not final, but Nene thinks, “They should be pretty close based on last year’s review.”

The 2011 numbers are as signed off by Bubog Consultants Inc. Nene said that she was quite flattered, since they did not make a single change to the numbers she gave. In fact, she was very happy with both their price and speed of service. Their motto, as they advertise on TV is “Numbers as you want them, no questions asked.”

	
	      2012
	  2011

	Sales
	$800,000
	$600,000

	Fuel expense
	150,000
	100,000

	Salaries
	300,000
	250,000

	Rent
	25,000
	25,000

	Loss on decline in value of marketable securities
	15,000
	10,000

	Depreciation and amortization
	Nil
	98,000

	Other expenses
	60,000
	50,000

	Net income
	250,000
	67,000

	Retained earnings, beginning of year
	57,000
	Nil

	Dividends paid
	(50,000)
	(10,000)

	Retained earnings, end of year
	$257,000
	57,000


In addition, you have learned the following:

· The company has not yet filed any tax returns. In 2011, this was not an issue, since it was the first year of operations, and TVT Inc. was benefitting from a current tax holiday that applies to all companies in the tourism industry. In 2012, the company would normally face a 25% tax rate. Nene has not recorded anything, since she feels the government is corrupt and “They really do not deserve a single peso from this business.”

· At the beginning of its first year of operations, TVT Inc. bought two jeepneys to use as tour buses and two motor boats to reach the volcano in the middle of the lake for a total cost of $98,000. Although they were used, these jeepneys and boats still have a useful life of twelve years and residual value of $2,000 each. Nene admitted that since she does not understand how depreciation calculations are made, she simply expensed both the jeepneys and the motor boats. At the same time, TVT Inc. also purchased a lodge in Tagaytay for the tour participants to stay for $250,000. While Nene understands that the useful life would normally be 25 years, she said, “Since the land prices in Tagaytay simply keep going up with all that foreign money coming in, it just does not make sense to amortize this place.”

· TVT Inc. issued 1,000 shares on the date of incorporation for $10 each, 500 to Mr. Marcos, the owner-manager, and 500 to his brother in Los Angeles. Although a $20 dividend was declared in 2011 on each share and a $100 dividend was declared on each share in 2012, Nene only recorded Mr. Marcos’ dividends, since she could not track down his brother in Los Angeles. “It is impossible to send him the cheque since he is constantly gallivanting somewhere!” 

· The fuel expense is for the total amount of fuel purchased for the jeepneys and for the motor boats. Although $10,000 worth of fuel was not used in 2011, Nene did not record anything in the books at year-end, “Since we were going to use the fuel in 2012 anyway.” As at October 31, 2012, there was $5,000 worth of fuel in the tank by the lake.

· The rent expense is for an office opened in Manila near Luneta Park just before the end of October 2011. The idea was to be right there where the tourists are when they stroll through Intramuros. Rumour had it that the owner of the building wanted to be paid the full year in advance because he was having cash flow problems. According to gossip, he had a gambling addiction and had lost badly in some cockfighting bets. This year again, he seemed to have lost a few bets, as he demanded the full $25,000 in rent before the renewal of the lease on November 1st.

· Sales represent the cash that has been received from customers. Nene says that she does not get this whole accrual business. While some tours are given without cash having yet been received, this only happens in the case when the tours are given to customers of other travel agencies that have negotiated agreements with TVT Inc. More commonly, individual customers will pay for tours in advance. In 2011, $100,000 had been received for tours relating to the following year, while in 2012 the amount was $150,000.

· In reviewing the accounts receivable, TVT Inc. determined in 2012 that 5% was an appropriate percentage to apply to the $100,000 receivable to record doubtful accounts. In 2011, when the company had started it used a 10% rate for the $80,000 in receivable, “Since that was the best information we had”. In both years the bad debts expense was recorded as part of the other expenses.

· The marketable securities actually lost twice as much in value both 2011 and 2012, but Nene was afraid to record the full loss, since she did not want Mr. Marcos to know that she was really not that good at investing the money. “He can be quite the dictator, sometimes,” she quipped.

· Also not recorded in 2011 was a lawsuit against the TVT Inc. Apparently a tourist had fallen into the volcano and the family sued the company. Although it was clear very quickly that they would settle for $50,000, Nene was instructed not to put such a thing on the books, as it would scare away other tourists.

Required

1. Assume the books are still open for the year ended October 31, 2012. Prepare the journal entries required to correct the company’s books for the relevant items noted above.  If the item does not require correction, briefly state why. (13.5 marks)
2. Prepare a comparative Statement of Comprehensive Income for the Years ended October 31, 2011 and 2012 in proper format, in accordance with IFRS.  (8.75 marks)
3. Prepare a Statement of Shareholder’s Equity for the two year period from November 1, 2010 to October 31, 2012, in proper format, in accordance with IFRS. (6.25 marks)
4. Choose 5 different conceptual framework qualitative characteristics and/or foundational principles and provide an example from above where the concepts were violated. Also briefly discuss (one or two sentences per concept) how your corrections rectify the problem. (7.5 marks)
Question 3 (18 marks; 35 minutes) 

AliExpress (AE) sells retail merchandise in Canada. The company was created last year. AE is owned and operated by the Alibaba Corporation, and Wang Ouli (王歐力), the company president, has decided to expand into the American marketplace. In order to do this, bank financing will be necessary.

Ouli’s daughter Ping (平), who is studying accounting in university, has taken care of the bookkeeping for the company. Financial statements had only been prepared for tax purposes in the past. For the year ended December 31, 2011, Ping prepared the following statement showing cash inflows and cash outflows:

	Sources of cash:
	

	From sale of inventory
	$700,000 

	From shareholder loan
	$300,000 

	From sale of investments
	$200,000 

	From loan secured by vehicle
	$100,000 

	From interest income
	$20,000 

	       Total sources of cash
	$1,320,000 

	
	 

	Uses of cash:
	 

	For inventory purchases
	$500,000 

	Operating expenses, including depreciation of $140,000
	$320,000 

	For capital expenditures
	$200,000 

	For purchase of securities, classified as available-for-sale
	$110,000 

	For purchase of vehicle
	$100,000 

	For interest on debt
	$60,000 

	       Total uses of cash
	$1,290,000 

	Net increase in cash
	$30,000 


Ping showed the statement to Ouli and she was confident they would obtain the bank loan, due to their profitable operations as well as the fact that cash had increased over the year, which shows that it had been a good year. Ouli was not convinced, however, and decided to have a CA look at the statement.

Required
Adopt the role of the accountant and redraft the statement, if necessary, in good form for the bank. Discuss the company’s financial position. Consider PE GAAP to be a constraint.
Question 4 (11.5 marks; 20 minutes) 

Part I

Hatcher Limited was started on January 1, 2011 and follows PE GAAP. For the first year, the chief accountant prepared the financial statements and a local accountant completed the necessary review of these statements. However, for the year ended December 31, 2012, an external auditor was appointed. 

1)
Hatcher used the completed contract method for revenue recognition in 2011, but now believes that the percentage of completion method would be better. Income under the completed contract method for 2011 was $3,800,000 and for 2012 it was $3,600,000. Under the percentage of completion method, the incomes would have been $5,800,000 (2011) and $3,400,000 (2012).
2)
The accounts receivable on December 31, 2011 included a $30,000 account which was not provided for but subsequently was written off during 2012 as the customer went bankrupt after the issuance of the financial statements. Hatcher would like to adjust 2011 for this oversight as it sees this as an error.
3)
Hatcher has a machine that cost $500,000 and has been depreciated over an estimated useful life of 10 years. Upon reviewing the manufacturer's reports in 2012, management now firmly believes the machine will last a total of 15 years from date of purchase. They would like to change last year's depreciation charge based on this analysis. Depreciation expense of $50,000 has been recorded for 2012.
4)
The accountant last year failed to apply the lower of cost or net realizable value to ending inventory. Upon review, the inventory balance for last year should have been reduced by $250,000. The closing inventory allowance for this year-end should be $370,000. No entry has been made for this.
5) In 2012 the company began accounting for bad debts using the allowance method and estimated $30,000 of credit sales to be uncollectible. In 2011 the company used the direct writeoff method since they only allowed sales on credit in exceptional circumstances to customers with great credit. Using the allowance method in 2011 would have resulted in bad debt expense of $500.
6) Hatcher has investments recorded at fair value through other comprehensive income. At December 31, 2011 fair value was miscalculated so that the investments were overstated $200,000.
Required (7.5marks): For each situation above
a. Explain the recommended treatment in 2012 in terms of whether they are errors, changes in accounting     

    policy, changes in estimate, or none of those;

b. Indicate whether your proposed treatment requires retrospective or prospective application;

c. Indicate the amount of the 2011 retained earnings adjustment.  Ignore tax effects.  
Part II

On October 21, 2012 Hatcher decided to sell Opal, a reporting segment of its operations.  There is a formal plan to dispose of this segment and the sale qualifies for discontinued operations treatment. Loss from the Opal segment from January 1 to October 21, 2012 was $3,000,000 and from October 21 to December 31, 2012 the operating loss for this segment is $1,100,000. At December 31, 2012, the estimated loss on the sale of Opal’s net assets is $700,000.  December 31 is the year end for Hatcher. Hatcher’s income from continuing operations totaled $10,387,000 and its tax rate is 40%.

Required: Show how the Ruby operation would be presented on the 2012 income statement and discuss how it would be reflected on the balance sheet. (4 marks)
