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QUESTION 1

In 1992, Anchor, Chain, and Hook created ABC Associates, a general partnership. The partners orally agreed that they
would work full time for the partnership and would distribute profits based on their capital contributions. Anchor
contributed $5,000; Chain $10,000; and Hook $15,000. For the year ended December 31, 1993, ABC Associates had
profits of $60,000 that were distributed to the partners. During 1994, ABC Associates was operating at a loss. In
September 1994, the partnership dissolved. In October 1994, Hook contracted in writing with XYZ Co. to purchase a car
for the partnership. Hook had previously purchased cars from XYZ Co. for use by ABC Associates partners. ABC
Associates did not honor the contract with XYZ Co. and XYZ Co. sued the partnership and the individual partners. 

A. Anchor\\'s share of ABC Associates\\' 1993 profits was $20,000. 

B. Hook\\'s share of ABC Associates\\' 1993 profits was $30,000. 

Correct Answer: B 

Explanation: 

Choice "b" is correct. Unless otherwise agreed, partners share profits equally. Here, the partners agreed to 

share profits on the basis of their contributions, which were in a ratio of 1:2:3 respectively for Anchor, 

Chain, and Hook. Thus, Anchor\\'s share of the 1993 profits was $10,000, Chain\\'s share was $20,000, and 

Hook\\'s share was $30,000. 

 

QUESTION 2

According to the FASB conceptual framework, which of the following situations violates the concept of reliability? 

A. Data on segments having the same expected risks and growth rates are reported to analysts estimating future
profits. 

B. Financial statements are issued nine months late. 

C. Management reports to stockholders regularly refer to new projects undertaken, but the financial statements never
report project results. 

D. Financial statements include property with a carrying amount increased to management\\'s estimate of market value. 

Correct Answer: D 

Explanation: Choice "d" is correct. Management\\'s estimate of market value lacks verifiability, which is a component of
reliability. SFAC 2 para. 89 Choice "a" is incorrect. Communicating data on segments to analysts does not violate the
concept of reliability. Choice "b" is incorrect. Issuing financial statements nine months late violates timeliness, which is a
component of relevance, not reliability. SFAC 2 para. 56 Choice "c" is incorrect. Neglecting to report results of new
projects violates full disclosure, not reliability. 

 

QUESTION 3

ABC International has numerous foreign exchange transactions. Management has elected to hedge transactions as a
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means of mitigating transaction exposure to exchange rate risk. What is the most effective means that ABC International
can use to avoid overhedging? 

A. ABC should acquire parallel loans to provide a means for liquidating unneeded hedge securities. 

B. ABC should acquire the maximum amount required to hedge known and projected transactions. 

C. ABC should acquire the minimum amount required to hedge known transactions. 

D. ABC should enter into a cross hedging agreement. 

Correct Answer: C 

Explanation: 

Choice "c" is correct. ABC should only acquire the minimum amount of hedge contracts needed to offset 

the effect of known transactions. 

Choice "a" is incorrect. Parallel loans represent a swap contract for hedging long-term transaction 

exposure and are not specifically designed to mitigate the risk of overhedging. 

Choice "b" is incorrect. Acquisition of the maximum number of hedge contracts for known and projected 

transactions exposes the organization to greater risk of overhedging since projected transactions might not 

materialize. 

Choice "d" is incorrect. Cross hedging involves techniques related to currencies that do have hedge 

instruments available to mitigate risk and are not specifically designed to avoid overhedging. 

 

QUESTION 4

On August 31, 1992, ABC Co. decided to change from the FIFO periodic inventory system to the weighted average
periodic inventory system. ABC 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. 

Correct Answer: A 

Explanation: 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
cumulative effect of the change is not determined as of the date the decision is made. Choices "c" and "d" are incorrect.
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The cumulative effect of the change is not determined by a weighted average. 

 

QUESTION 5

An auditor ordinarily uses a working trial balance resembling the financial statements without footnotes, but containing
columns for: 

A. Cash flow increases and decreases. 

B. Audit objectives and assertions. 

C. Reclassifications and adjustments. 

D. Reconciliations and tickmarks. 

Correct Answer: C 

Explanation: 

Choice "c" is correct. The working trial balance generally contains a column for adjustments and 

reclassifications. 

Choice "a" is incorrect. The working trial balance does not ordinarily contain information about cash flows. 

Choice "b" is incorrect. Audit objectives and assertions are contained in the audit plan, which is generally 

kept separate from the working trial balance. 

Choice "d" is incorrect. Reconciliations and tickmarks are found in other parts of the audit documentation. 
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