TAC

For the USCPA Exam

Financial Accounting & Reporting

zeomz AR







| CPA EXAM REVIEW

Financial

FINAL REVIEW

UPDATES AND ACADEMIC HELP
Click on Community and Support at www.becker.com/cpa

CUSTOMER SERVICE AND TECHNICAL SUPPORT
Call 1.877.CPA. EXAM (Outside the U.S. +1.630.472.2213) or click on Community and Support at
www.becker.com/cpa

This textbook contains information that was current at the time of printing. The eBook
and multimedia lectures in your course software will be updated on a regular basis
(through software updates) as the content that is tested on the CPA Exam evolves and as
we improve our materials. Note the version reference above and click on Community and
Support at www.becker.com/cpa for a list of available updates for this version

or to see if a newer version of this book is available for ordering.

|
BECKER

PROFESSIONAL EDUCATION®




BECKER PROFESSIONAL EDUCATION COURSE DEVELOPMENT TEAM

Timothy F. Gearty, CPA, MBA, JD .. ...t Editor in Chief, Financial/Regulation (Tax) National Editor
Angeline S. Brown, CPA,MAC. . ...t vinvnnnn Director, Product Management and Curriculum, U.S. Accounting
Valerie FUNK ANderson, CPA. . ... ittt e e e e e Manager, Accounting Curriculum
Stephen Bergens, CPA. . ...ttt et e e e Manager, Accounting Curriculum
Patrice W. JOhnson, CPA . . .. e e e e Manager, Accounting Curriculum
Tom Cox, CPA, CM A, . oo e e e e Financial (GASB & NFP) National Editor
SteVEN J. LeVIN, JD. .ttt e Regulation (Law) National Editor
John B. Pillatsch, MAS, CPA. . .. . e e e e e Sr. Director, Product Management
Pete CONSOIE. . ottt Director, Educational Technologies
Brian Cave. . oot Manager, Software Development
Dan COrTales. . vttt ettt e Manager, Curriculum Quality Assurance
James MCKimSOoN . ... e Manager, Software Quality Assurance
Danita De Jane . ..o Director, Course Development
ANSON MIYaSNIr0. . oottt Manager, Course Development
JONN Ot ot e e Manager, Visual Design
TIM MUNSON « ottt et e e e e e e e et e e e e e e e Team Lead, Course Development
LiNda FINeStONe. . .ottt ettt e e e e e Sr. Course Editor
[NV =T T 0 L@ =1 o - T Course Development
EriC VaSqUEeZ . . oot e Course Development

CONTRIBUTING EDITORS

Teresa C. Anderson, CPA, CMA, MPA Peter Olinto, JD, CPA

Katie Barnette, CPA Sandra Owen, CPA, MBA, JD

Jim DeSimpelare, CPA, MBA Michelle M. Pace, CPA

Melisa F. Galasso, CPA Jennifer J. Rivers, CPA

Holly Hawk, CPA, CGMA Josh Rosenberg, MBA, CPA, CFA, CFP

Julie D. McGinty, CPA Jonathan R. Rubin, CPA, MBA

Sandra McGuire, CPA, MBA Michael Rybak, CPA, CFA

Stephanie Morris, CPA, MAcc Denise M. Stefano, CPA, CGMA, MBA

Michelle Moshe, CPA, DiplFR Elizabeth Lester Walsh, CPA, CITP
Permissions

Material from Uniform CPA Examination Selected Questions and Unofficial Answers, 1989 - 2022 copyright © by
American Institute of Certified Public Accountants, Inc., is reprinted and/or adapted with permission.

Any knowing solicitation or disclosure of any questions or answers included on any CPA Examination is prohibited.

Copyright © 2022by DeVry/Becker Educational Development Corp. All rights reserved.

Printed in JAPAN.

No part of this work may be reproduced, translated, distributed, published or transmitted without the prior written
permission of the copyright owner. Request for permission or further information should be addressed to the
Permissions Department, DeVry/Becker Educational Development Corp.




LICENSE AGREEMENT

DO NOT OPEN AND/OR USE ANY OF THESE MATERIALS UNTIL YOU HAVE READ THIS AGREEMENT CAREFULLY. IF
YOU OPEN THE MATERIALS AND/OR USE ANY OF THE MATERIALS IN THIS PACKAGE, YOU ARE AGREEING AND
CONSENTING TO BE BOUND BY AND ARE BECOMING A PARTY TO THIS AGREEMENT.

The materials in this package are NOT for sale and are not being sold to you. You may NOT transfer these
materials to any other person or permit any other person to use these materials. You may only acquire a license
to use these materials and only upon the terms and conditions set forth in this license agreement. Read this
agreement carefully before opening and/or using these materials. Do not open and/or use these materials
unless you agree with all terms of this agreement.

NOTE: You may already be a party to this agreement if you registered for a Becker Professional Education CPA
Final Review program (the "Program") or placed an order for these materials on-line, or using a printed form that
included this license agreement. Please review the termination section regarding your rights to terminate this
license agreement and receive a refund of your payment.

Grant: Upon your acceptance of the terms of this agreement, in a manner set forth above, DeVry/Becker Educational
Development Corporation ("Becker") hereby grants to you a non-exclusive, revocable, non-transferable, non-
sublicensable, limited license to use (as defined below) the Printed Materials (as defined below) and any

Printed Materials to which you are granted access as a result of your license to use these Printed Materials and/or in
connection with the Program on the following terms:

You may:

e use the Printed Materials for the Program, for preparation for one or more parts of the CPA exam (the "Exam"),
and/or for your studies relating to the subject matter covered by the Program and/or the Exam;

¢ take electronic and/or handwritten notes during the Program; provided, however, that all notes taken by you
during the Program that relate to the subject matter of the Program are and shall remain Printed Materials
subject to the terms of this agreement.

You may not:
e use the Printed Materials for any purpose other than as expressly permitted above;
e make copies of all or any part of the Printed Materials;

¢ rent, lease, license, lend, or otherwise transfer or provide (by gift, sale, or otherwise) all or any part of the
Printed Materials to anyone;

e permit the use of all or any part of the Printed Materials by anyone other than you;
e create derivative works of the Printed Materials.

Printed Materials: Printed Materials means and includes any and all written materials included in this package and/
or otherwise provided to you and/or to which you are otherwise granted access by Becker (directly or indirectly) in
connection with your license of the accompanying materials and/or the Program, and shall include notes you take
(by hand, electronically, digitally, or otherwise) during the Program relating to the subject matter of the Program.
Printed Materials may include, but are not limited to, one or more textbooks for each of the financial, auditing,
regulation, and business subject matter areas of the Exam and/or flashcards.

Title: Becker is and will remain the owner of all title, ownership rights, intellectual property, and all other rights and
interests in and to the accompanying Printed Materials and all other Printed Materials that are subject to the terms
of this agreement. The Printed Materials are protected by the copyright laws of the United States and international
copyright laws and treaties.

Termination: This license shall terminate the earlier of: (i) ten (10) business days after notice to you of non-payment
of or default on any payment due Becker which has not been cured within such 10 day period; or (ii) immediately if
you fail to comply with any of the limitations described above; or (iii) with respect to each item subject to this license
that is a Printed Material, upon expiration of the eighteen (18) month period beginning upon your receipt of such
Printed Material. On termination of this license in its entirety, you must destroy all copies of the Printed Materials.
On termination of this license with respect to a particular Printed Material, you must destroy such Printed Material.



Your Limited Right to Terminate this License and Receive a Refund: You may terminate this license for the in-class,
online, and self-study Programs in accordance with Becker's refund policy as provided at
http://www.becker.com/accounting/cpaexamreview/policies-procedures/cpaExamReviewPolicy.cfm#Cancellations.

Exclusion of Warranties: YOU EXPRESSLY ASSUME ALL RISK FOR USE OF THE MATERIALS. YOU AGREE THAT THE
MATERIALS ARE PROVIDED TO YOU "AS IS" AND "AS AVAILABLE" AND THAT BECKER MAKES NO WARRANTIES,
EXPRESS OR IMPLIED, WITH RESPECT TO THE PRINTED MATERIALS, THEIR MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE AND NO WARRANTY OF NONINFRINGEMENT OF THIRD PARTIES' RIGHTS. THIS LIMITED
WARRANTY GIVES YOU SPECIFIC LEGAL RIGHTS. NO DEALER, AGENT OR EMPLOYEE OF BECKER IS AUTHORIZED
TO PROVIDE ANY SUCH WARRANTY TO YOU. BECAUSE SOME JURISDICTIONS DO NOT ALLOW THE EXCLUSION OF
IMPLIED WARRANTIES, THE ABOVE EXCLUSION OF IMPLIED WARRANTIES MAY NOT APPLY TO YOU.

Exclusion of Damages: UNDER NO CIRCUMSTANCES AND UNDER NO LEGAL THEORY, TORT, CONTRACT, OR
OTHERWISE, SHALL BECKER OR ITS DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS, BE LIABLE TO YOU OR ANY
OTHER PERSON FOR ANY CONSEQUENTIAL, INCIDENTAL, INDIRECT, PUNITIVE, EXEMPLARY OR SPECIAL DAMAGES
OF ANY CHARACTER, INCLUDING, WITHOUT LIMITATION, DAMAGES FOR LOSS OF GOODWILL, OR ANY AND ALL
OTHER DAMAGES OR LOSSES, OR FOR ANY DAMAGES IN EXCESS OF BECKER'S LIST PRICE FOR A LICENSE TO THE
PRINTED MATERIALS, EVEN IF BECKER SHALL HAVE BEEN INFORMED OF THE POSSIBILITY OF SUCH DAMAGES, OR
FOR ANY CLAIM BY ANY OTHER PARTY. Some states do not allow the limitation or exclusion of liability for incidental
or consequential damages, so the above limitation or exclusion may not apply to you.

Indemnification and Remedies: You agree to indemnify and hold Becker and its employees, representatives,
agents, attorneys, affiliates, directors, officers, members, managers and shareholders harmless from and against
any and all claims, demands, losses, damages, penalties, costs or expenses (including reasonable attorneys'

and expert witness' fees and costs) of any kind or nature, arising from or relating to any violation, breach or
nonfulfillment by you of any provision of this license. If you are obligated to provide indemnification pursuant to
this provision, Becker may, in its sole and absolute discretion, control the disposition of any indemnified action

at your sole cost and expense. Without limiting the foregoing, you may not settle, compromise, or in any other
manner dispose of any indemnified action without the consent of Becker. If you breach any material term of this
license, Becker shall be entitled to equitable relief by way of temporary and permanent injunction and such other
and further relief as any court with jurisdiction may deem just and proper.

Severability of Terms: If any term or provision of this license is held invalid or unenforceable by a court of
competent jurisdiction, such invalidity shall not affect the validity or operation of any other term or provision and
such invalid term or provision shall be deemed to be severed from the license. This license agreement may only be
modified by written agreement signed by both parties.

Governing Law: This license agreement shall be governed and construed according to the laws of the state of lllinois,
save for any choice of law provisions. Any legal action regarding this Agreement shall be brought only in the U.S.
District Court for the Northern District of Illinois, or another court of competent jurisdiction in DuPage County,
Illinois, and all parties hereto consent to jurisdiction and venue in DuPage County, Illinois.



FINANCIAL

final review topics

FINANCIAL 1

FINANCIAL 2

FINANCIAL 3

FINANCIAL 4

FINANCIAL 5

FINANCIAL 6

FINANCIAL 7

FINANCIAL 8

FINANCIAL 9

FINANCIAL10

Accounting Changes

Segment Reporting

Accounts Receivable

Marketable Securities

Bonds

Leases

Stockholders' Equity

Cash Flows

Governmental Accounting

Not-for-Profit



Notes



Becker CPA Review Financial

FINANCIAL TABLE OF CONTENTS

TOPIC 1: REVENUE RECOGNITION and ACCOUNTING CHANGE

1. Presentation order of the major components of an income and retained earnings Statement
....................................................................................................................................................... 1-3
2. CompPrehenSiVE INCOME .......oiiiiiiiiiiiies ettt e e e e e e s st ae e e e e sbsaeeaeeesnreeeaeeannnes 1-4
3. Revenue Recognition PrinCiPle ........... oo 1-4
4. Completed Contract Method ... .....oooiiiiiii e s 1-5
5. Percentage of Completion Method . .........ooiiiiiiii et 1-6
6. FranCRiSES ..o et 1-7
7. Classification and APPrOAChES  ..........t et te e e et e e e e et be e e e e enebeeeaaeaanes 1-7
8. Changes in Accounting EStMate ........ c.oeiiiiiiiiiiie e 1-7
9. Changes in Accounting PrinCiple ......... ..ot ee e 1-8
10. Changes in AcCoUuNtiNg ENLItY ....coocuiiis o e 1-9
11, EITOr COITECHONS ...ttt e ettt et st e et st e st e e e sbn e e e e nareen 1-9
12. Summary of Accounting Changes and Necessary Treatments
......................................................................................................................................................... 1-10
TOPIC 2: SEGMENT REPORTING
1. Notes to Financial Statements ... oo 2-3
2. SEC reporting reQUITEIMENTS .....ccciiiiiit ceieiiii e s et e e et e e e e e st e e e e s e ebe e e e e s ea e e eeeeassnsbeaaeeansranaeeeaanes 2-3
3. Fair Value MeasUrEmMENTS ........oooiiiiiis ottt ettt s e e as 2-4
4. SUDSEQUENT EVENES ..ot ettt e e s 2-5
TOPIC 3: ACCOUNTS RECEIVABLE
1. AccouNnts RECEIVADIE ........oiiiiiiiie e e 3-3
2. Perpetual and PeriodiC CONCEPLS .......uuiiiiiiiiiiiee ettt e e e et e e e e e sae e e e e s e snteeeeeeensaaeaaans 3-5
3. Inventory Valuation MethOdS ... .....oooiiiiiiiiiii e s 3-6
4. Inventory Costing MethOOS ........coois oo 3-6
5. DOllar-Value LIFO .......oo it ettt ettt st n et 3-8
6.  Gross Profit MEINOA ........ooiiiiiiiiit e 3-8
7. Conventional Retail MethOd ........... oo 3-8
8. Non-Monetary EXChange ..ot ettt e e e e e e e e e e e e aeee e e e e nannae 3-9
9. GENEIAl CONCEPLS  ...eiiiiiiiiie ittt ettt e ettt e er et e e b e e st et e et e e e b e e et e e e e e nenee s 3-10



Financial Becker CPA Review

10.
11.
12.
13.
14.
15.

REPOItiNG FIXEA ASSEIS . ..oiiiiiiiiiie ettt 3-10
Interest on Self-Constructed ASSEIS ... ....eiiiiiiiii s 3-10
[ =T o] Yo =Y i o] o N PSSP RPRRTRP 3-10
Impairment Of FIXEd ASSEES .....oii it e 3-12
INEANGIDIE ASSEES ...t e s 3-13
Research and DevelOpmMENt ........... oo e er e e e e aaaaaaaaeeeaean 3-13

TOPIC 4: TRADING SECURITIES

—_

© ® N o a &~ w D

Financial INStruMENt ..o e s 4-3
DEDE SECUMTIES ..o et e et s 4-4
Available-for —Sale SECUMLIES .. ...oooiiiiie e 4-5
Held-to-Maturity SECUNMLIES ......ccciit ceiieiie e e e e et e e s e e e e s st re e e e e enreees 4-5
Realized Gains @nd LOSSES .......coois toiiiiiiiii ittt 4-5
Summary of Marketable Security INVESIMENTS...........cooiiiiiiii e 4-5
COStMENOA .t ettt e 4-6
Lo 0T3[4 o o USSR 4-7
(7o) To] 1o F=1 1] o PO TP P PP ORPPPPPR 4-7

TOPIC 5: BONDS

=N

© ® N o o &~ w DN

BONdS TErMINOIOGY .oooiiiiiiiiiii i ettt e ettt et as 5-3
ISSUANCE OFf BONAS ... ettt e sa e e 5-3
Issuance of Bonds Between Interest Dates...........coo i 5-4
Amortization of Premiums and DiSCOUNTES ........c.uiiiiiiiiiiiii e 5-4
COoNVETtIDIE BONAS ...t ettt 5-6
Bonds with Detachable Warrants ... 5-7
Retirement Of BONAS .....couiiiiiiiii e e 5-7
Asset Retirement ObligationNS ...........cc. oo e 5-8
(0701011191 [=T (o1 T OO P PRSP PPPRN 5-8

TOPIC 6: LEASES

> w N

Accounting fOr INCOME TAXES ... cooccuiiiei ettt e e et e e e e e e e e e e eaaa e ee e s s enreeeeessesnneeeean 6-3
Operating Versus FINANCE LEASES ........ooociiiiiiiiiiie et 6-7
CalCUlatiNng LEASES  .....eiiiiiiiiies et 6-9
LESSEE ACCOUNTING  .oiiiiiiiiiiiiiiiiiiiiiiiiteiittt i eaebaaeberere teeeeeeeeaaaaassesssansaaasnsnssnessnssneeeeeaaaeaaaaaaeeseeeeans 6-9

© 2020 DeVry/Becker Educational Development Corp. All rights reserved.



Becker CPA Review Financial

5. Foreign CurrenCy ACCOUNTING ...oooiiiiit et e e ettt e e e e ettt e e e e e et e e e e e e e nnsbeeaeeanernneaaeaanes 6-10

TOPIC 7: STOCKHOLDER’S EQUITY

LS} CoTe3 (g o] [0 [T £ Lo 1011 Y2 PSR UPTRUPUP RPNt 7-3
2. TrEASUNY SEOCK  ..eiiiiiiiiii it ettt ettt e oottt e e e e oottt ea e e e et bee e e e e e e aeeeeeeaannseeeaeaannsbeeaeaeasrnneeaeannes 7-4
3. Dividends, Stock Dividends, and StOCK SPIItS ......coooiiiiiiiiiiiii e 7-5
I (Y = 1] =T B =T oo T PP PUPERTRTR 7-7

TOPIC 8:CASH FLOWS

1. Methods of PresSentation ...........oooiiiiiiii e 8-3
2. Operating Activities -Indirect Method ..........oo e 8-3
3. Operating Activities -Direct MEethod ..........coociiiiiiiiii e 8-4
4. INVESHING ACHVITIES ...ttt e e e ettt e e e e e e e ettt e e e e e e anneeneeaaeeeannes 8-4
5. FINANCING ACHVITIES  ..ooiiie ettt e e e e e st e e e e e e e e e e e e e e e e e e nnneneeas 8-4
6. Non-Cash Investing and Financing ACtiVIIES ..........oooiiiiiiiiii e 8-4
7. Cash EQUIVAIENTS ...ttt 8-5
8. Additional Supplemental DISCIOSUIES ..........ueiiiiiiiiiiieee et 8-5
9. Earnings Per Share ...t e e et a e e e e a e e e e aaeeas 8-8

TOPIC 9: GOVERNMENTAL ACCOUNTING
R ¥ [ To RS {0 (0 ORI 9-3
2. FUNA ACCOUNTING ettt e ettt et e st e e e bt e ettt e e nan e e e s an e e e eabe e e e nnneeesareeens 9-5

TOPIC 10: NOT-FOR-PROFIT ACCOUNTING

1. Required Financial Statements ........cooi i 10-3
2. Net Asset ClassifiCation . ..ot 10-3
3. Revenue and Support RECOGNITION  .....coiiiiiiii e 10-4
4. Pass-Through Contributions To Non-Profit Beneficiary .........cccooooiiiiiiiec 10-7
5. RECISSIfICAtION  ...oiiiiiit e e 10-8
6. Expense Classification and DiSPlay .........coooiiiiiiiiiie e 10-8
7. Accounting for Marketable SeCUrities ... 10-9
8. Statement Of Cash FIOWS .....c.ooiiiiiiiiii ettt et s 10-9
9. INAUSErY APPIICALIONS ..o et s 10-10



Financial Becker CPA Review

Financial Statements SAMPIES..........c..oi it 10-11

iv © 2020 DeVry/Becker Educational Development Corp. All rights reserved.



2024 Edition — Financial Final Review

FINANCIAL 1
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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,

1-5
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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

1-6
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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.

RERERMNAEE SN GE. Ui b ZORFHRERA TEEH L T\ b o & LT, BEEOME
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
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