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1. (20%) The Concepiual Framework identifies the gualitative characteristics that make accounting

information useful, These characteristics are as follows.

a. 1 Timeliness d. | Understandability § g. | Comparability 1. Verifiability
4. | Relevance &, | Materiality h. | Faithful representation | k. | Free from eror
o | Confirmatory value | £ | Predictive value | 1 | Neutrality . | Completeness

[ Requirements ] (each, 2%) Idemify by sumber (alphabet) the appropriate qualitative characteristic(s) o
be used given the information provided below.
(1 All payraents less than NTS50 are expensed as incurred.
(2) Requires a high degree of consensus among individuals on a given measuremert.
(3} Neutrality is 2 key ingredient of this fundamental quality of accounting information.
{4} Predictive value is an ingredient of this fmdamental guality of information.
(5) Ignores the economic consequences of a standard or rule,
(6) Mama Company switches from FIFO to average-cost and then back to FIFO over a 2-year period.
(73 Quality of information that confirms users' earlier expectations.
(8) The company employs the same inventory valuation methed from period to period.
{9y Two fundamental qualities that make accounting information useful for decision-making purposes.

(1®)Issnance of interim reports is an example of what enhancing ingredient?

2. {32%) Eatly in 2015, Dad Corporation engaged King Inc. to design and comstruct a complete
modernization of Dad’s manufachwring facility. Construction was begun on June 1, 2015 and was
compieted on December 31, 2015, Dad made the following payments to King inc. during 2015:

Daie ___Pavment

June 1, 2015 $3,600,000
August 31, 2013 5,400,000
December 31, 2015 4 500,000

in order to help finance the construction, Dad issued the following daring 2015:
2. $3,000,000 of 10-year, 9% bonds payable, issued at par on May 31, 2015, with interest payable
annuvally on May 31. ‘
b, 1,000,000 shares of no-par ordinary shares, issued at 310 per share on October 1, 20135,
In addition to the 9% bonds payable, the only debt outstanding during 2015 was a §750,600, 12%
note payable dated Januvary 1, 2011 and due Janvary 1, 2021, with interest payable amnually on
January 1,
[ Requirements § ( eack, 4% )
(1} Compute the amounts of each of the following (show computations):
(1-1) Weighied-average accumutated expenditures qualifying for capitalization of interest cost.
(1.2} Avoidable interest incurred during 2015.
{1-3) Total amount of interest cost to be capitalized during 2015.
(i-4) The book value of Dad’s manufactaring facility on December 31, 2015,
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(2) Dad elects to value this class of facility using revaluation accounting. This faciiity is being
. depreciated on a straighi-line basis over its 6-year useful life (2016 to 2021). There is no residual
value at the end of the é-year period, The appraised valve of the facility approximares the carrying
amount at December 31, 2015, 2016 and 2018, On December 31, 2017, the fair value of the facility
is determined to be $9,500,000.
{2-1} Prepare the journal entries for 2016 related io the facility.
{2-2) Prepare the joumal entries for 2017 related to the facility,
{2-3) Determine the amount of depreciation expense that Dad will record on the equipment in 2018,
{2-4) I the fair value of the facility is determined 1o be $3,950,000 on December 31, 2019, prepare the
Journal eniries for 2019 related to the facility.

3. (32%) The Master Company provides various products and services for ifts customers, including
specialiy machines, construction contracts and franchises agreements.
[ Requivements | (Ii03, 9%; 4, 5%) Respond to the requirements related to the following
independent revenue arrangements for The Master’s products and services.

(1) Onkaly 1, 2015, The Master Company entered into a contract to deliver one of its specialty machines
to Pooh Construction Co. The contract requires Poch to pay the contract price of $198,560 iv
advance on July 15, 2015. Pooh pays The Master on July 15, 2015, and The Master delivers the
machine (with cost of $162,600) on July 31, 2015. Prepare the joumnal entry on July 1, July 15 and
Faly 31, 2015, for The Master.

(Z) On February 1, 2013, The Master Company agreed io construct a building at a contract price of
$1,160,000. The Master estimated total consiruction costs would be $800,000 and the project would
be finished in 2017, Information relating to the costs and billings for this contract is as follows:

2015 2016 2017
Total costs incurred to date 300,000 328,000 920,000
Estimated costs to complete 500,000 352,000 0
Customer billings to date 440,000 860,600 1,120,600
Collections to date 400,000 700,000 1,100,000

Fill in the correct amounts on the following schedule. For percentage-of-completion accounting and
for cost-recovery accounting, show the gross profit that should be recorded for 2015, 2016, and 2017.

Percentage-of-Completion " Gross Profit Cost-Recovery Gross Profit
2013 2015 i
2016 2016
2017 20617

(3) OnJunel, 2015, Larisa Inc. signed an agreement (covering 3 years) to operate as a franchisee of The
Master Company for an initial franchise fee of $140,000. Upon the signing of the agreement, a
payment of $56,000 is due. Thereafter, three annual payments of $28,000 are required. The credit
rating of the franchisee is such that it would have to pay interest at 10% o borrow money. The
franchise commences operation on August 1, 2015. Prepare the journal entries in 2015 for The
Master under the assumptions that the total franchise fee includes training services (with a value of
$4,800} for the period leading up to the franchise opening and for 2 months following opening. (Hint:
Round to the nearest dotlar; PYF-OAM=3, i=10%)=2.48685)
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{4} The Master’s auditor mentioned a new standard about revenue recognifion. I’y IFRS 15 {Revemue
from Coniracts with Customers) which was issued in May 2014 and applies to an annuzal reporting
period beginning on or afier I January 2017. The new standard specifies how and when an IFRS
reporter will recognize revenue as well as requiring such emtities to provide users of financial
staternents with more informative, relevant disclosures. The standard provides a single, principles
based five-step model to be applied to all contracts with customers. Please briefly describe the
five-step model,

{16%) Listed below are various items on the financial statements of Chiling Corporstion for 2016

(1} At the end of 2016, an internal avdit revealed that the corporation’s allowanes for doubtful accounis
was too large and should be reduced to 3% When the internal audit was made int last vear, the
aliowance seemed appropriate.

(Z) In 2016, the company changed its method of depreciating plant assets from  the
suni-of-the-years’-digits method fo the straight-line method.

(3} The accountant found that depreciation on 2 machine, acquired in 2013, was overstated because the
useful life had been underestimated. The overstatement had been made in order o show lower net
income in 2014 and 2015.

{(4) The physical inventory count on December 31, 2015, improperly excluded merchandise costing
$32,600 that had been temporarily stored in a public warehouse. The Company uses a periodic
mventory system and the books have not been closed for 2016.

(5) The company switched from an average-cost to a FIFQ inventory valnation method dusing the
current yeat

(6) In the current year, the company decides to change from expensing certain costs 1o capitalizing these
costs, because a new IFRS standard that became effective.

(7} During 2016, & long-term bond with a carrving value of $4,600,000 was retired at a cost of
$5,100,000.

{3) The Company issued $300,000 of 10% bonds on fanuary 1, 2016. The bonds are due January §, 2020,
with interest payable each January 1. The bonds are issued at face value. In the year end, the
company incurred interest expense of $30,000.

{Requiremenis J feach 2% ) Indicate how it would be the best description for these items by using the

following code letiers:

a. ; Change in estimate

Prior period adjustment (not due to change in principle)

b
c. | Retrospective type accounting change with note disclosure
d. | None of the above




