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HE#79

In April 30, 20X4, Deer Corp. approved a plan to dispose of a component of its business. For the period
January 1 through April 30, 20X4, the component had revenues of $500,000 and expenses of $800,000.
The assets of the component were sold on October 15, 20X4 at a loss. In its income statement for the
year ended December 31, 20X4, how should Deer report the component's operations from January 1 to
April 30, 20X4?

e A $500,000 and $800,000 should be included with revenues and expenses, respectively, as part of
continuing operations.

e B. $300,000 should be reported as an extraordinary loss.

e C. $300,000 should be reported as part of the loss on disposal of a component and included as part of
continuing operations.

e D. $300,000 should be reported as a loss from operations of a component and included in loss from
discontinued operations.

HE: D

HE:

Choice "d" is correct. Once the decision has been made to dispose of a component of a business and that
component meets the criteria to be classified as held for sale, the operating results of the component for
the period reported on, and any gain or loss from the disposal, should be reported separately from
continuing operations, net of tax. In this question, the component was classified as held for sale and was
sold in the same year.

Thus, in 20X4, the results of operations, the $300,000 ($500,000-$800,000) loss, are reported as a loss
from discontinued operations. The loss on disposal would be reported as part of that loss from
discontinued operations also.

Choice "a" is incorrect. The results of operations prior to the decision date, and also after the decision
date, are reported separately from the results of continuing operations as a part of discontinued
operations. Choice "b" is incorrect. The results of operations prior to the decision date, and also after the
decision date, are reported separately from the results of continuing operations as a loss from operations
of'a component and included in loss from discontinued operations.

Choice '"¢"is incorrect. The results of discontinued operations are not reported as an extraordinary item.

EE #80

On August 31, 1992, Harvey Co. decided to change from the FIFO periodic inventory system to the
weighted average periodic inventory system. Harvey is on a calendar year basis. The cumulative effect of
the change is determined:

A. As of January 1, 1992.

B. As of August 31, 1992.

C. During the eight months ending August 31, 1992, by a weighted average of the purchases.
D. During 1992 by a weighted average of the purchases.

HE. A

MY

Choice "a"is correct, as of January 1, 1992, the beginning of the year. Rule: 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, assuming comparative financial statements are not presented. If comparative statements are
presented, then beginning retained earnings of the earliest year presented is adjusted for the cumulative
effect of the change. We are assuming, based on the answer options given, that Harvey is not presenting
comparative financial statements. Choice "b" is incorrect. The cumullative effect of the change is not
determined as of the date the decision is made. Choices "c" and "d" are incorrect. The cumulative effect of
the change is not determined by a weighted average.

EE #81
According to the FASB conceptual framework, an entity's revenue may result from:



A. Anincrease in a liability from incidental transactions.
B. An increase in an asset from incidental transactions.
C. A decrease in an asset from primary operations.

D. A decrease in a liability from primary operations.

HE: D

Y.

Rule: Revenues are inflows or other enhancements of assets and/or settlements (decreases) in liabilities
resulting from the entity's ongoing major operations, not from "incidental" operations. Choice "d" is correct.
An entity's revenue may result from a decrease in a liability from primary operations.

EE #82

In open market transactions, Gold Corp. simultaneously sold its long-term investment in Iron Corp. bonds
and purchased its own outstanding bonds. The broker remitted the net cash from the two transactions.
Gold's gain on the purchase of its own bonds exceeded its loss on the sale of the Iron bonds. Assume the
transaction to purchase its own outstanding bonds is unusual in nature and has occurred infrequently.

Gold should report the:

e A Net effect of the two transactions as an extraordinary gain.

B. Effect of'its own bond transaction gain in income before extraordinary items, and report the Iron bond
transaction as an extraordinary loss.

C. Effect of its own bond transaction as an extraordinary gain, and report the Iron bond transaction loss in
income before extraordinary itemns.

D. Net effect of the two transactions in income before extraordinary items.

e C

MH.

Choice "d" is correct, these are two separate transactions because Gold Corp. (1) sold Iron Corp. bonds
(an nvestment) for a loss, and, (2) bought back its own (Gold) Corp. bonds (a debt) for a gain. This is not
a "refinancing” (where one would sell new bond debt to buy back old bond debt outstanding).

The gain from the purchase of its own bonds is an "extraordinary gain" because it is both unusual in
nature and mfrequently occurring (per APB Opinion No. 30 and SFAS No. 145). The Iron Corp.
transaction is a loss in "income before extraordinary itemns."

Choices "a" and "b" are incorrect. The two transactions are separate and cannot be netted.

Choice '"¢"is incorrect. Just the opposite. The sale of the investment is a loss in "income before
extraordinary iterss," while the purchase of its bond debt is an "extraordinary gan" according to the
provisions of APB Opinion No. 30.

A2 #83

Wilson Corp. experienced a $50,000 decline in the market value of its inventory in the first quarter of its
fiscal year. Wilson had expected this decline to reverse in the third quarter, and in fact, the third quarter
recovery exceeded the previous decline by $10,000. Wilson's inventory did not experience any other
declines in market value during the fiscal year. What amounts of loss and/or gain should Wilson report in
its interim financial statements for the first and third quarters?

A. Option A
B. Option B
C. Option D
D. Option C

HE:. A

Y.
Choice "a" is correct. Temporary market declines in mventory need not be recognized at interim when a
turn-around can reasonably be expected to occur before the end of the fiscal year.
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