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PREFACE

The objectives of this review text are to provide study outlines of Financial Accounting and Re-

. porting: Business Enterprises as it is tested on the Uniform CPA Examination, to provide CPA candi-
dates with recent examination questions organized by topic, and to explain the AICPA unofficial an-
swers to the questions included in this text.

This review manual is organized into 12 manageable study units (modules) to assist candidates in
organizing their study programs. The clear concise phraseology of the study outlines is supplemented
by brief examples and illustrations designed to help candidates quickly understand and retain the ma-
terial. The multiple choice questions and new other objective format questions in this book are an
effective means of studying the material tested on past exams; however, it is also necessary to develop
the solutions approach for solving CPA essay questions and problems efficiently. To assist candidates
in developing a solutions approach and to assist them in reviewing material tested, we have included a

 detailed solution guide for each accounting problem and outlines of the unofficial answers to the essay
questions published by the AICPA are provided. A significant feature of this book concerns the tables
summarizing the frequency and extent to which topical areas have been tested on each of the last nine
exams. Our classification of the coverage of these exams is based on the AICPA's Content Specifica-
tion Outlines for the Uniform Certified Public Accountant Examination. A Sample Examination is
included in Appendix A at the end of this book.

This book has been updated and revised to include new authoritative pronouncements through No-
vember 15, 1994. All of the multiple choice questions and other objective questions from the Novem-
ber 1994 examination have been added to the modules to which they pertain. The schedule below lists
the essay questions from the November 1994 exam which have been added to the problem material
appearing in CPA Examination Review, Volume II, Twenty-first Edition (June 1994).

Module Added to this
Module number manual :
Deferred Taxes (DETX) 27 594,FARE 5b

New questions illustrate the type and format of questions being used on the examination. Changes in
the Board of Examiners, their philosophy, and most important, the AICPA examination staff, result in
changing types and formats of questions.

The multiple choice questions are grouped into topical categories which correspond to the sequenc-
ing of the text material as it appears within each of the corresponding modules in this manual.

The author is indebted to the American Institute of Certified Public Accountants for permission to
reproduce and adapt examination materials from past certification examinations.

The author deeply appreciates the enthusiastic and dedicated attitude of the many CPA candidates
with whom the author has had the pleasure to work. As always, the author welcomes any comments
concerning materials contained in or omitted from this text. A form for this purpose is provided inside
the back cover.

Please read Chapter 1 carefully, especially "Attributes of Examination Success" and "Purpose and
Organization of This Review Textbook."

Good Luck on the Exam,

Patrick R. Delaney
November 15, 1994
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CHAPTER ONE
BEGINNING YOUR CPA REVIEW PROGRAM

General Comments on the Examination - 2
Purpose of the Examination - 2
Examination Content - 2
Schedule of Examinations - 3
State Boards of Accountancy - 4

Attributes of Examination Success - 6
Knowledge of Material - 6
Commitment to Exam Preparation - 6
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Grader Orientation - 7
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Reasons for Failure - 8
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To maximize the efficiency of your review program, begin by studying (not merely reading) this
chapter and the next three chapters of this volume. They have been carefully organized and written to
provide you with important information to assist you in successfully completing the Financial Ac-
counting and Reporting section of the CPA exam. Beyond providing a comprehensive outline to help
you organize the material tested on the Financial Accounting and Reporting section of the exam,
Chapter 1 will assist you in organizing a study program to prepare for the Financial Accounting and
Reporting portion. Self-discipline is essential.
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GENERAL COMMENTS ON THE EXAMINATION

Successful completion of the Uniform CPA Examination in Financial Accounting and Reporting is
an attainable goal. Keep this point foremost in your mind as you study the first four chapters in this
volume and develop your study plan.

Purpose of the Examination®
The CPA examination is designed to measure basic technical competence, including

1. Technical knowledge and application of such knowledge
2. Exercise of good judgment
3. Understanding of professional responsibilities

The CPA examination is one of many screening devices to assure the competence of those licensed
to perform the attest function and to render professional accounting services. Other screening devices
include educational requirements, ethics examinations, etc.

The examination appears to test the material covered in accounting programs of the better business
schools. It also appears to be based upon the body of knowledge essential for the practice of public
accounting and, perhaps specifically, the audit of a medium-sized client. Since the examination is
primarily a textbook or academic examination, you should plan on taking it as soon as possible after
completing your undergraduate accounting education.

Examination Content

Guidance concerning topical content of the Financial Accounting and Reporting part of the CPA
exam can be found in a document prepared by the Board of Examiners of the AICPA entitled Content
Specification Outlines for the Uniform Certified Public Accountant Examination. These are incorpo-
rated into Information for CPA Candidates.

The Board's objective in preparing this detailed listing of topics tested on the exam is to help "in
assuring the continuing validity and reliability of the Uniform CPA Examination." These outlines are
an excellent source of guidance concerning the areas and the emphasis to be given each area on future
exams.

We have included the content outlines for Financial Accounting and Reporting in Chapter 5. Ad-
ditionally, we have used the outlines as the basis for our frequency analysis of the last nine exams
(November 1990 - November 1994). These outlines/frequency analyses should be used as an indica-
tion of the topics' relative importance on past exams.

Beginning with the May 1994 exam, new accounting and auditing pronouncements are tested
six months after the pronouncement's effective date. If early application is permitted, a pro-
nouncement is tested six months after the issuance date; candidates are also responsible for the

* The following general comments are largely adapted from Information for CPA Candidates, published by the Ameri- -
can Institute of Certified Public Accountants. Information for CPA Candidates is usually sent to CPA candidates by
their State Board of Accountancy as they apply to sit for the CPA examination. If you will not be immediately applying
to your State Board of Accountancy to sit for the exam, you may wish to request a complimentary copy from your board
or the AICPA. (Write to AICPA, Examination Division, 201 Plaza III Center, Jersey City, NJ 07311-3881.)
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old pronouncement until it is superseded. The exam covers federal tax regulations in effect six
months before the date of the exam.

Schedule of Examinations
The two-day Uniform Certified Public Accountant Examination is given twice a year, usually on
the first consecutive Wednesday-Thursday in May and November. The subject and time schedules are

CPA EXAM SCHEDULE AND FORMAT

g FORMAT
SECTION TIME PERIOD MC OOAF FRE/P
Business Law and Professional Responsibilities Wed. 9:00 - Noon 50-60% 20-30% 20-30%
Auditing Wed. 1:30 - 6:00 50-60%  20-30%  20-30%

Accounting and Reporting (Taxation; Managerial; and Gov-  Thur. 8:30 - Noon 50-60% 40-50% --
ernmental and Not-for-Profit Organizations)
Financial Accounting and Reporting (Business Enterprises)  Thurs. 1:30 - 6:00 50-60% 20-30% 20-30%
TOTAL 15.5 hours
MC = Multiple Choice; OOAF = Other Objective Answer Formats; FRE/P = Free Response Essay/Problem

The exact number of multiple choice questions, other objective format questions, problems, and
essay questions that will appear on the exam is unknown. Therefore, it is very important that candi-
dates are aware of the suggested time limits for each question to avoid the possibility of running out of
time.

The AICPA began testing with other objective formats on the May 1992 examination. Note that
this is a change in form only. The exam continues to test the same concepts. The other objective
questions are included in this book in the modules to which they pertain. A listing of all question ma-
terial in this book can be found on the first page of Chapter 5.

You will receive one score for the Financial Accounting and Reporting examination. A score of
75 or greater is considered passing. Rules for partial credit on the examination vary from state to state
(see "State Boards of Accountancy" section).

The dates for future CPA examinations are

1995 May 3, 4 1996 May 8,9
November 1, 2 November 6, 7

Finally, candidates who receive credit for passing some sections of the Uniform CPA Examination
before May 1994 and sit for reexamination in May 1994 and thereafter will be required to pass new
sections of the examination. Also, candidates may be required to pass new sections of the examination
if conditional credit received before May 1994 expired after November 1993. The transfer of exami-
nation credit is shown below.
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Examination Sections Examination Sections
Before May 1994 Beginning in May 1994
Accounting Theory Financial Acoounting and Reporting --Business Enterprises
Accounting Practice Accounting and Reporting--Taxation, Managerial, and Gov-
ernmental and Not-for-Profit Organizations
Auditing Auditing
Business Law Business Law and Professional Responsibilities

Note that condition requirements vary by state; see the following section.

State Boards of Accountancy

The right to practice public accounting as a CPA is governed by individual state statutes. While
some rules regarding the practice of public accounting vary from state to state, all State Boards of Ac-
countancy use the Uniform CPA Examination and AICPA advisory grading service as one of the re-
quirements to practice public accounting. Every candidate should inquire of his/her State Board of
Accountancy to determine the requirements to sit for the exam, e.g., education, filing dates, references,
and fees. A frequent problem candidates encounter is failure to apply by the deadline. APPLY TO
SIT FOR THE EXAMINATION EARLY. ALSO, YOU SHOULD USE EXTREME CARE IN
FILLING OUT THE APPLICATION AND MAILING THE REQUIRED MATERIALS TO YOUR
STATE BOARD OF ACCOUNTANCY. If possible, have a friend review your completed application
before mailing with check, photo, etc. Too many candidates are turned down for sitting for a particu-
lar CPA examination simply because of minor technical details that were overlooked (checks not
signed, photos not enclosed, question not answered on application, etc.). BECAUSE OF THE VERY
HIGH VOLUME OF APPLICATIONS RECEIVED IN THE MORE POPULOUS STATES, THE
ADMINISTRATIVE STAFF DOES NOT HAVE TIME TO CALL OR WRITE TO CORRECT MI-
NOR DETAILS AND WILL SIMPLY REJECT YOUR APPLICATION. This can be extremely dis-
appointing particularly after spending many hours preparing to sit for a particular exam.

The various state boards, their addresses, and telephone numbers are listed on the following page.
Be sure to inquire to your state board for specific and current requirements.

It is possible for candidates to sit for the examination in another state as an out-of-state candidate.
Candidates desiring to do so should contact the State Board of Accountancy in their home state. Ad-
dresses of all 54 Boards of Accountancy appear on the next page.
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ATTRIBUTES OF EXAMINATION SUCCESS

Your primary objective in preparing for the Financial Accounting and Reporting part of the CPA
exam is to pass. Other objectives such as learning new and reviewing old material should be consid-
ered secondary. The six attributes of examination success discussed below are essential. You should
study the attributes and work toward achieving/developing each of them before taking the examina-

tion.

1. Knowledge of Material

Two points are relevant to "knowledge of material" as an attribute of examination success. First,
there is a distinct difference between being familiar with material and knowing the material. Fre-
quently we (you) confuse familiarity with knowledge. Can you remember when you just could not an-
swer an examination question or did poorly on an examination, but maintained to yourself or your
instructor that you knew the material? You probably were only familiar with the material. On the
CPA examination, familiarity is insufficient; you must know the material. For example, you may be
familiar with the concepts in accounting for leases (SFAS 13), but can you compute the present value
of an annuity due under a lease agreement and record entries for the lessee and lessor? Once again, a
major concern must be to know the material rather than just being familiar with it. Knowledgeable
discussion of the material is required on the CPA examination. Second, the Uniform Certified Public
Accountant Examination in Financial Accounting and Reporting tests a literally overwhelming amount
of material at a rigorous level. From an undergraduate point of view, the CPA examination in Finan-
cial Accounting and Reporting includes material from the following courses.

Intermediate Financial
Advanced Financial

Furthermore, as noted earlier, the CPA exam tests new material in all of these areas. In other words,
you are not only responsible for material in the above courses, but also for all new developments in
each of these areas.

This text contains outlines of accounting topics from FASB pronouncements, financial accounting
courses, etc. Return to the original material (e.g., FASBs, your accounting textbooks, etc.) when the
outlines less than reinforce material you already know.

2. Commitment to Exam Preparation

Your preparation for the CPA exam should begin at least three months prior to your scheduled
exam date. Over the course of your preparation, you will experience many peaks and valleys. There
will be days when you feel completely prepared and there will also be days when you feel totally
overwhelmed. This is not unusual and, in fact, should be expected.

The CPA exam is a very difficult and challenging exam. How many times in your college career
did you study months for an exam? Probably not too many. Therefore, candidates need to remain fo-
cused on the objective--succeeding on the CPA exam.

Develop a personal study program so that you are reviewing material daily. Of course, you should
schedule an occasional study break to help you relax, but don't schedule too many breaks. Candidates
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who dedicate themselves to studying for the exam have a much greater chance of only going through
this process once. On the other hand, a lack of focus and piecemeal preparation will only extend the
process over several exams.

3. Solutions Approach

The solutions approach is a systematic approach to solving the problems found on the CPA exami-
nation. Many candidates know the material fairly well when they sit for the CPA exam, but they do
not know how to take the examination. Candidates generally neither work nor answer problems effi-
ciently in terms of time or grades.

The solutions approach permits you to avoid drawing "blanks" on CPA exam problems; using the
solutions approach coupled with grader orientation (see below) allows you to pick up a sizable number
of points on questions testing material with which you are not familiar.

Chapter 3 outlines the solutions approach for problem/essay questions, multiple choice questions,
and other objective questions. Example problems are worked as well as explained.

4. Grader Orientation

Your score on each section of the exam is determined by the sum of points assigned to individual
questions. Thus, you must attempt to maximize your points on each individual question. The name of
the game is to satisfy the grader, as s/he is the one who awards you points. Your answer and the
grading guide (which conforms closely to the unofficial answer) are the basis for the assignment of
points.

This text helps you develop grader orientation by analyzing AICPA grading procedures and grad-
ing guides (this is explained further in Chapter 2). The author believes that the solutions approach and
grader orientation, properly developed, are worth at least 10 to 15 points on each section to most can-
didates.

5. Examination Strategy

Prior to sitting for the examination, it is important to develop an examination strategy, i.e., a pre-
liminary inventory of the questions, the order in which to work questions, etc.

Your ability to cope successfully with the 4 1/2 hours of examination in Financial Accounting and
Reporting can be improved by

a. Recognizing the importance and usefulness of an examination strategy

b. Using Chapter 4 "Taking the Examination" and previous examination experience to develop a
"personal strategy" for the exam

c. Testing your "personal strategy" on recent CPA questions under examination conditions (using
no reference material and with a time limit)

6. Examination Confidence

You need confidence to endure the physical and mental demands of 4 1/2 hours of problem solving
under tremendous pressure. Examination confidence results from proper preparation for the exam
which includes mastering the first five attributes of examination success. Examination confidence is
necessary to enable you to overcome the initial frustration with problems for which you may not be

specifically prepared.
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This study manual, properly used, should contribute to your examination confidence. The system-
atic outlines herein will provide you with a sense of organization so that as you sit for the examination

you will feel reasonably prepared (it is impossible to be completely prepared).

Reasons for Failure

The Uniform Certified Public Accountant Examination is a formidable hurdle in your accounting
career. Candidates, generally with a college degree and an accounting major, face about a 30% pass
rate nationally on each section of the exam. About 20% of all candidates (first-time and re-exam) sit-
ting for each examination successfully complete that examination. The cumulative pass rate on the
exam is about 70-75%; that is, nearly three-fourths of first-time candidates eventually pass the exam.
The rate is even higher for serious candidates (80%-90%) because a significant number of candidates
"drop out" after failing the exam the first time.

Attempt to identify and correct your weaknesses before you sit for the examination based on your
experience with undergraduate and previous CPA examinations. Also, analyze the contributing factors
to incomplete or incorrect solutions to CPA problems prepared during your study program. The more
common reasons for failure are

Failure to understand the requirements
Misunderstanding the text of the problem
Lack of knowledge of material tested
Inability to apply the solutions approach

Lack of an exam strategy, e.g., time budgeting
Sloppiness, computational errors, etc.

Failure to proofread and edit

B A o e

The above are not mutually exclusive categories. Some candidates get in such a hurry that they mis-
read the requirements and the problem text, fail to use a solutions approach, make computational er-
rors, and omit proofreading and editing.

PURPOSE AND ORGANIZATION OF THIS REVIEW TEXTBOOK
This book is designed to help you prepare adequately for the Financial Accounting and Reporting
examination. There is no easy approach to prepare for the successful completion of the CPA Exami-
nation; however, through the use of this manual, your approach will be systematic and logical.
The objective of this book is to provide study materials supportive to CPA candidates. While no
guarantees are made concerning the success of those using this text, this book promotes efficient

preparation by

1. Explaining how to "satisfy the grader" through analysis of examination grading and illustra-
tion of the solutions approach.

2. Defining areas tested previously through the use of the content specification outlines/
frequency analyses described earlier. Note that predictions of future exams are not made. You *
should prepare yourself for all possible topics rather than gambling on the appearance of cer-
tain questions.



CH1 PURPOSE AND ORGANIZATION OF THIS REVIEW TEXTBOOK 9

3. Organizing your study program by comprehensively outlining all of the subject matter tested
on the examination in 12 easy-to-use study modules. Each study module is a manageable task
which facilitates your exam preparation. Turn to the TABLE OF CONTENTS and peruse it to
get a feel for the organization of this book. .

4. Providing CPA candidates with recent examination problems organized by topic (e.g., con-
solidations, inventory, etc.)

5. Explaining the AICPA unofficial answers to the examination problems included in this text.
The AICPA publishes unofficial answers to all past CPA examinations; however, no explana-
tion is made of the approach that should have been applied to the examination problems to ob-
tain these unofficial answers. Relatedly, the AICPA unofficial answers to multiple choice and
other objective questions provide no justification and/or explanation.

A significant feature of this review text is the grouping of multiple choice questions into topical
categories. These categories correspond to the sequence of material as it appears within the text por-
tion of each module. In the answer explanations for the multiple choice questions in each module, we
have included headings which provide cross-references to the text material. For example, in Mod-
ule 24, Fixed Assets, a heading appears above the answers to those questions dealing with deprecia-
tion. This heading is identified by the letter "F." To find the topical coverage of depreciation in the
text, the candidate would refer to the table of contents for Financial Accounting and Reporting
(Chapter 5) and look under the module title (Fixed Assets) for the letter "F." At the right on the line
marked "F." would be the appropriate page number in Module 24 related to depreciation.

As you read the next few paragraphs which describe the contents of this book, flip through the
chapters to gain a general familiarity with the book's organization and contents.

Chapters 2, 3, and 4 are to help you "satisfy the grader."

Chapter 2 Examination Grading and Grader Orientation
Chapter 3  The Solutions Approach
Chapter 4 Taking the Examination

- Chapters 2, 3, and 4 contain material that should be kept in mind throughout your study program. Re-
fer back to them frequently. Reread them for a final time just before you sit for the exam.

Chapter 5, Financial Accounting and Reporting, outlines and discusses the coverage of the Finan-
cial Accounting and Reporting section of the CPA examination. It also contains the AICPA Content
Specification Outlines combined with the frequency analyses for all the Financial Accounting and Re-
porting topics tested in this part of the exam.

Chapter 5 (Financial Accounting and Reporting Modules) contains:

Outlines of the material tested on the Financial Accounting and Reporting part of the exam
Multiple choice questions

Other objective questions

Practice problems and/or essay questions

AICPA unofficial answers with the author's explanations for the multiple choice questions
AICPA unofficial answers with the author's explanations for the other objective questions

A A o 4 B o
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7. AICPA unofficial answers prefaced by the author's solution guides for the problems
8. AICPA unofficial answers prefaced by the author's answer outlines for the essay questions

Also included at the end of this text are two complete Sample Financial Accounting and Reporting
CPA Examinations. We have included two in this volume because of the wide scope of this section of
the exam. The sample exams are included to enable candidates to gain experience in taking a
"realistic" exam. While studying the modules, the candidate can become accustomed to concentrating
on fairly narrow topics. By working through the sample examination near the end of their study pro-
grams, candidates will be better prepared for taking the actual examination. The selection of multiple
choice and essay questions/practice problems was based on a statistical analysis of recent exams.

Other Textbooks

Since this text is a compilation of study guides and outlines, it may be necessary to supplement it
with accounting textbooks and other materials. You probably already have some of these texts or ear-
lier editions of them. In such a case, you must make the decision whether to replace them and trade
familiarity (including notes therein, etc.), with the cost and inconvenience of obtaining the newer texts
containing a more updated presentation.

Before spending time and money acquiring new texts, begin your study program with CPA EXAM-
INATION REVIEW: FINANCIAL ACCOUNTING AND REPORTING to determine your need for
supplemental texts.

Ordering Other Textual Materials

You probably already have intermediate and advanced texts for financial accounting and reporting.
If you cannot order desired texts through a local bookstore, write the publisher directly.

The pervasive need of candidates will be AICPA materials. Candidates should locate an AICPA
educator member to order their materials, since educator members are entitled to a 30% discount and
may place telephone orders. The backlog at the order department is substantial; telephone orders de-
crease delivery time.

Telephone: (800) 862-4272 Address: Order Department
American Institute of Certified
Public Accountants
P.O. Box 2209
Jersey City, NJ 07303-2209

Working CPA Questions

The content outlines/frequency analyses, study outlines, etc., will be used to acquire and assimilate
the knowledge tested on the examination. This, however, should be only one-half of your preparation
program. The other half should be spent practicing how to work problems.

Some candidates probably spend over 90% of their time reviewing material tested on the CPA
exam. Much more time should be allocated to working old examination problems under exam condi-
tions.



