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INTRODUCTION 

This booklet has been prepared by 
professional staff members of the Gen- 
eral Accounting Office for use in its 
Advanced Accounting and Auditing Study 
Program--CPA Review Course--given annu- 
ally in Washington and in Regional Of- 
fices. 
booklet is to provide the professional 
s t a f f  member with a systematic method 
for making a comprehensive review of 
the Opinions of the Accounting Princi- 
ples Board. 

The primary purpose of the 

In order to adequately cover all 
essential points necessary for a thor- 
ough review, the staff members who pre- 
pared these questions obtained the 
ideas and information from a detailed 
analysis of the material in the "Opin- 
ions of the Accounting Principles 
Board. I' 

. .  
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U. S. GENERAL ACCOUNTING OFFICE 

CPA REVIEW COURSE 

\ 
I .  QUESTIONS ON THE "APB OPINIONS" ! 

I 
i 
I I n d i c a t e  whether  e a c h  s t a t e m e n t  i s  " t r u e "  (T) o r  

" f a l s e "  (F) o r  s u p p l y  s h o r t  answers  where a p p r o p r i a t e .  

APB OPINION NO. 1 - - N E W  DEPRECIATION GUIDELINES AND 
RULES 

1-1. D e p r e c i a b l e  l i v e s  s h o r t e r  t h a n  t h o s e  
found i n  t h e  IRS G u i d e l i n e s  may b e  used 
i f  they  a r e  j u s t i f i a b l e  a s  r e f l e c t i n g  
t h e  t a x p a y e r ' s  e x i s t i n g  o r  i n t e n d e d  re- 
t i r e m e n t  and rep lacement  p r a c t i c e s .  

1 - 2 .  Tax e f f e c t  account ing  s h o u l d  b e  i n t r o -  
duced where t h e  d e p r e c i a b l e  l i v e s  p r e -  
v i o u s l y  used  f o r  a c c o u n t i n g  p u r p o s e s  
a r e  s t i l l  c o n s i d e r e d  r e a s o n a b l e  and 
presumably w i l l  be  c o n t i n u e d ,  b u t  
G u i d e l i n e  l i v e s  might be adopted  f o r  
t a x  purposes  when t h e  accumulated de- 
p r e c i a t i o n  f o r  t a x  purposes  exceeds  
t h a t  on t h e  books. 

APB O P I N I O N  NO. 2- -ACCOUNTING FOR THE "INVESTMENT 
CREDIT"  

2 - 1 .  The "subs idy  by way o f  a c o n t r i b u t i o n  
t o  c a p i t a l "  concept  o f  t h e  i n v e s t m e n t  
c r e d i t  i s  t h e  l e a s t  r a t i o n a l  b e c a u s e  
i t  concludes  t h a t  t h e  i n v e s t m e n t  c r e d i t  
i n c r e a s e s  t h e  n e t  income o f  some a c -  
c o u n t i n g  p e r i o d l s )  . 

, 

J 

2 - 2 .  The f u l l  amount o f  t h e  i n v e s t m e n t  
c r e d i t  i s  t r e a t e d  f o r  income tax p u r -  
poses  as a r e d u c t i o n  i n  t h e  bas i s  o f  
t h e  p r o p e r t y .  

2-3. An investmen 
in the financ 
extent that 
set against 

2-4. Unused inves. 
carried back 
(See Opinion 

APE NO. 3--THE ST. 
OF FUN. 

SUPER, 

APB O P I N I O N  NO. 4- 

4-1. The investme: 
fleeted in nl 
tive life of 
in the year 
service. 

4-2. The Board be 
treating the 
duction of F 
year the cre 
and that the 
reduction in 
periods is 2 

4-3 .  Disclosure o 
puting the i 
necessary, s 
readily dete 
financial st 
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2-3. A n  investment credit should be reflected 
in the financial statements only to the 
extent that it has been used as an off- 
set against income tax liability. 

2-4. Unused investment credits may not be 
carried back or forward to other years. 
(See Opinion #4) 

APB NO. 3--THE STATEMENT OF SOURCE AND APPLICATION 
OF FUNDS 

SUPERSEDED BY APE NO. 19 
APB O P I N I O N  NO. 4--ACCOUNTING FOR THE "INVESTMENT 

CREDIT" 

4-1. 

4-2. 

4 - 3 .  

The investment credit should be re- 
flected in net income over the produc- 
tive life of acquired property and not 
in the year in which it is placed in 
service. 

The Board believes that the method of 
treating the investment credit as a re- 
duction of Federal income taxes in the 
year the credit arises is preferable 
and that the alternative method as a 
reduction in cost of future accounting 
periods is acceptable. 

Disclosure of the method used in com- 
puting the investment credit is not 
necessary, since the method would be 
readily determined by examining the 
financial statements. 

3 



APE O P I N I O N  NO. 5--REPORTING OF LEASES IN FINANCIAL 
STATEMENTS OF LESSEE 

5-1. 

5-2 .  

5-3. 

5-4. 

5-5. 

Where it is clearly evident that the 
transaction involved is in substance a 
purchase, the "leased" property should 
be included among the assets of the 
lessee with suitable accounting for the 
corresponding liabilities and for the 
related charges in the income statement. 

The measurement of the asset value and 
the related liability for leases that 
are in substance installment purchases, 
involves two steps: (1) the determina- 
tion of the part of the rentals which 
constitutes payment for property rights, 
and (2)  the discounting of those rent- 
als at an appropriate rate of interest. 

On the balance sheet the capitalized 
rentals should be grouped with other 
property accounts, but separately dis- 
closed, while the liability is classi- 
fied as a long term obligation. 

When an equity in the property is not 
created, the lease contracts represent 
nothing more than executory contracts 
requiring continuing performance on the 
part of both the lessor and the lessee 
for the full period covered by the 
leases. t 

The rights and obligations related to 
unperformed portions of executory con- 
tracts are not recognized as assets and 
liabilities in financial statements un- 
der generally accepted accounting prin- 
ciples, but should be disclosed in sep- 
arate schedules or notes to the finan-, 
cia1 statements. 

I 
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5 - 6 .  For installme 
it is appropr 
italized amou 
estimated use 
the initial $ 

5-7. Indicate whet 
statements ar 
is in substan 
iease is nonc 

(a> The prope 
lessor tc 
the lesse 
able only 
by the le 

(b) The term 
sub st anti 
ful life 
lessor is 
such as t 
tenance. 

(c> The lesse 
gations c 
to the pr 

(d) The leasec 
lease as 
poses, 

5-8. When the less 
a lease shoul 
by the lessee 
are pledged tl 
lessor or (2) 
control or in: 
actions with 

A 



5-6.  For installment.purchases of property, 
it is appropriate to depreciate the cap- 
italized amount for property over its 
estimated useful life rather than over 
the initial period of the lease. 

5-7. Indicate whether the following four 
statements are true or false. Alease 
is in substance a purchase when the 
Lease is noncancelable and: 

(a) The property was acquired by the 
lessor to meet the special needs of 
the lessee and will probably be us- 
able only for that purpose and only 
by the lessee. 

(b) The term of the lease corresponds 
substantially to the estimated use- 
ful life of the property, and the 
lessor is obligated to pay costs 
such as taxes, insurance, and main- 
tenance. 

( c )  The lessee has guaranteed the obli- 
gations of the lessor with respect 
to the property leased. 

(d) The leasee has not treated the 
lease as a purchase for tax pur- 
poses. 

5-8. When the lessor and lessee are related, 
a lease should be recorded as a purchase 
by the lessee when (1) lease payments 
are pledged to secure the debts of the 
lessor or (2) the lessee has significant 
control or influence over the lessor's 
actions with respect to the lease. 

.- 
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5-9. I n d i c a t e  by true or f a l s e  answers 
whether t h e  following four  statements 
i l lustrate  s i t u a t i o n s  i n  which the con- 
d i t i o n s  i n  t h e  above question (t5-8) are 
f r equen t ly  present:  

(a) The l e s s o r  is  an unconsolidated 
subs id ia ry  of t h e  lessee, o r  t h e  
lessee and t h e  l e s s o r  are subsid- 
iaries of the same parent and 
e i t h e r  i s  unconsolidated. 

(b) The lessee and t h e  lessor have 
common o f f i c e r s ,  d i r e c t o r s ,  o r  
shareholders t o  a s i g n i f i c a n t  de- 
gree.  

r e c t l y  o r  i n d i r e c t l y ,  by t h e  les- 
see and i s  s u b s t a n t i a l l y  depen- 
dent on the  lessee f o r  i t s  opera- 
t i o n s .  

(d) The lessee (o r  i t s  parents )  has  
t h e  r i g h t ,  through options o r  
otherwise,  t o  acqui re  con t ro l  of 
t h e  l e s so r .  

5-10. The Board i s  of t h e  opinion t h a t  t h e  
sale and t h e  leaseback usua l ly  can be 
accounted €or  as independent transac- 
t i o n s .  

5-11. T h e  p r i n c i p a l  d e t a i l s  of any material 
s a1 e- and- leaseback arrangement shoul d 
be  d isc losed  i n  t h e  yea r  i n  which t h e  
t r a n s a c t i o n  o r i g i n a t e s .  

(c) The l e s s o r  has been crea ted ,  di- 

I 

APB O P I N I O N  NO. 6 - - S N  
LETIi 

ARB, CHAPTER IB--TREASU 

6-1. When a corpo' 
s tock  f o r  re' 
excess of p r .  
value, t h e  e: 
t o  c a p i t a l  i 

6-2. When a corpc 
s tock  f o r  c& 
poses: 

(a )  Gains on 
not  prev 
cons truc 
c r e d i t e d  

(b) Losses m 
excess c 
previous 
re t ireme 
s tock  a r  
w i s e  to 

6 - 3 .  Treasury s t o  
"pooling of 
counted for 
sue. 

ARB 4 3 ,  CHAPTER 

6-4 .  Unearned di- 
quan t i ty  di= 
nance charge 
t h e  f a c e  am 
be shown as 
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APB O P I N I O N  NO. 6--STNUS OF ACCOUNTING RESEARCH BUL- 
LETINS 

3 ARB, CHAPTER IB--TREASURY STOCK 
6-1. When a corporation purchases i t s  own 

stock f o r  retirement purposes a t  an 
excess of p r ice  over p a r  or s t a t e d  
value,  the excess should be credi ted 
t o  cap i t a l  i n  excess of p a r .  

6-2. Vnen a corporation purchases i t s  ~ w i  
stock for  other than retirement pur- 
poses: 

( a )  Gains on sa les  of treasury stock 
not previously accounted for a s  
constructively r e t i r e d  should be 
credi ted to  retained earnings. 

(b)  Losses may be charged to  cap i t a l  i n  
excess of par to  the extent that 
previously net  gains from sa l e s  o r  
retirements of the same c l a s s  of 
stock a re  included therein,  other- 
w i s e  t o  retained earnings. 

6-3. Treasury stock delivered to  e f f e c t  a 
"pooling of in te res t s"  should be ac- 
counted for  a s  though i t 'were  a reis- 
sue. 

ARB 43, CHAPTER 3A--CURRENT ASSETS AND CURRENT 
LIAB ILIT I;Es 

6 - 4 .  Unearned discounts (other than cash o r  
quant i ty  discounts and the l i k e ) ,  f i -  
nance charges and in t e re s t  included i n  
t he  face amount of receivables should 
be shown as accrued revenue. 

7 
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APB OPINION NO. 7--ACCOUNTING FOR LEASES IN FINANCIAL 
STATEMEXQS OF LESSORS 

7-1. The Operating method is generally ap- 
propriate for measuring periodic net 
income from leasing activities of en- 
tities engaged in, perhaps among other 
things, lending money at interest. 

7-2. The operatingmethod should be used when 
the lessor retains the usual risks and 
rewards of ownership. 

7-3.  The operating method applies to short- 
term as well as long term leases. 

7-4. Under the financing method, the excess 
of the aggregate rentals over cost (re- 
duced by residual value at the termina- 
tion of the lease) is in the nature of 
interest, and should be recognized as 
revenue during the terms of the lease 
in decreasing amounts related to the 
declining balance of the unrecovered 
investment. 

7-5 .  Leases accounted for on the financing 
method by the lessor do not necessarily 
have to be capitalized by the lessee. 

7-6. When the financing method is used, the 
investment should be classified with or 
near property, plant and equipment and 
a description used along the lines of 
"investment in leased property. I t  

7- 7 In addition to an appropriate descrip- 
tion in the balance sheet of the in- 
vestment in property held for or under 
lease, the principal accounting methods 
used in accounting for leasing activ- 
ities should be disclosed. 

9 
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j APB OPINION NO. 8--ACCOUNTING FOR THE COST OF PEN- 

. -  SION PLANS 1 
8-1. Costs based on p a s t  s e rv i ce  c o s t s  should 

be charged of f  over some reasonable 
per iod ,  provided t h e  a l l o c a t i o n  is made 
on a sys temat ic  and r a t i o n a l  bas i s .  

8-2. Costs based on c u r r e n t  and fu tu re  s e r -  
vices should be sys temat ica l ly  ac- 
crued during t h e  expected period of 
active s e r v i c e  of t he  covered employees. 

8-3. The computation of pension c o s t  f o r  
accounting purposes requi res  t h e  use 
of actuarial techniques and judg- 
men t . 

8-4. The actuarial c o s t  methods and t h e i r  
a p p l i c a t i o n  f o r  accounting purposes 
may d i f f e r  from those used f o r  funding 
purposes. 

8-5. The Opinion app l i e s  t o  unfunded plans 
as w e l l  as t o  insured plans and de- 
f e r r e d  p ro f i t - sha r ing  plans. 

8-6. The annual provis ion  f o r  pension c o s t  
should be based on an accounting 
method t h a t  uses  a standardized actu- 
a r i a l  c o s t  method. 

8-7. I f  the company has  a l e g a l  ob l iga t ion  
f o r  pension cost i n  excess of amounts 
paid o r  accrued, t h e  excess should be 
shown i n  the balance shee t  as both a 
l i a b i l i t y  and a defer red  charge. 

8-8. Actuarial ga ins  and lo s ses  should be 
spread over the current year and f u t u r e  
yea r s  w i t h  one of t h e  exceptions being 
a merger being t r e a t e d  as a pooling of 
interest. 

8-9. A company t h  
s ion  plan sh 
i a l  c o s t  m e t  
w i t h  t h e  con 

8-10. Insured p la r  
rangements a 
a f f e c t  t h e  c  ̂

p l i c a b l e  t o  
s ion  c o s t .  

8-11. I n  unfunded 
be determinc 
tuarial  cos" 
as f o r  fund€ 

8-12. Disclosure . 
s ion  p lans  T 

p u t e  t h e  prr 
i on  No. 8. 

8-13. When a compi 
accounting 
be l i eves  th: 
under an  aci 
ing  i n  p r i o  
changed sub. 

8-14. Any unamort. 
t he  effect:. 
may be treai 
from an a m e i  
da t e  rather 
of adoption 

The following que: 
methods : 

8-15. Under t h e  UJ 
s e r v i c e  ben 
accrue. 
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8-9. A company that has more than one pen- 
sion plan should use the same actuar- 
ial cost method in order to comply 
with the consistency application. 

8-10. Insured plans are forms of funding ar- 
rangements and their use should not 
affect the accounting principles ap- 
plicable to the determination of pen- 
sion cost. 

~- 

8-11. In unfunded plans, pension cost should 
be determined under an acceptable ac- 
tuarial cost method in the same manner 
as for funded plans. 

8-12. Disclosure is only necessary for pen- 
sion plans when a method used to com- 
pute the provision varies from @in- 
ion No. 8. 

8-13. When a company changes its method of 
accounting for pension cost, the APB 
believes that pension cost provided 
under an acceptable method of account- 
ing in prior periods should not be 
changed subsequently. 

8-14. Any unamortized prior service cost on 
the effective date of Opinion No. 8 
may be treated as though it arose 
from an amendment of the plan on that 
date rather than on the actual dates 
of adoption or amendment of the plan. 

The following questions pertain to actuarial cost 
met hods : 

8-15. Under the unit credit method, future 
service benefits are funded as they 
accrue. 

11 



8-16. 

8-17. 

The unit credit method is frequently 
used where the benefit is a fixed 
amount or where the current year's 
benefit is based on earnings of a fu- 
ture period. 

The projected benefit cost method as- 
sign the entire cost of an employee's 
projected benefits to past, present 
and future perfods. 

APB OPINION NO. 9--REPORTING THE RESULT OF OPERATIONS 

9-1. 

9-2 .  

9-3. 

9-4. 

9-5 .  

Under the "current operating perfor- 
mance" concept, it is appropriate to 
include extraordinary items but ex- 
clude prior period adjustments from 
net income of the current period. 

Under the "all inclusive" concept, 
net income is presumed to include all 
transactions affecting the net in- 
crease or decrease in pro-priorship 
equity during the current period. 

According to Opinion No. 9, extraordi- 
nary items should be segregated from 
the results of ordinary operations and 
shown separately in the income state- 
ment, with disclosure of the nature 
and amounts thereof. 

The write-down of receivables, invento- 
ries, or research and development costs 
which have a material effect on the in- 
come for the period would be classified 
as extraordinary items. 

Prior period adjustments relate to 
events or transactions which occurred 
in a prior period of which the account- 
ing effects could not be reasonably 
estimated. 

12 
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9-6. 

9-7. 

9 - 8 .  

9-9. 

9-10. 

9-11. 

9-12. 

9- 13. 

Treatment as p r io r  period adjustments 
should not be applied t o  the  normal, 
recurring corrections and adjustments 
which are the na tura l  results of the 
use of  estimates inherent i n  the  ac- 
counting process. 

Adjustments made pursuant t o  a quasi- 
reorganization should be included i n  
the determination of net  income o r  the  
r e s u l t s  of operations. 

The Board strongly recommends that  
earnings per share be disclosed i n  the 
statement of income. 

When used without qual i f icat ion,  earn- 
ings per share r e f e r s  t o  the amount of 
earnings applicable t o  each share of 
common stock o r  other  res idual  security 
outstanding. 

The term earnings p e r  share should 
f i r s t  be used with respect t o  out- 
standing shares of senior s ecu r i t i e s  
(e .g., preferred stock). 

I n  case of a net  loss for the  period, 
the amount of the loss should be in- 
creased by any cumulative preferred 
stock f o r  the period i n  order t o  ar- 
rive a t  earnings applicable t o  common 
stock. 

Earnings per share should be com- 
puted on the number of outstanding 
shares a t  the end of the accounting 
period. 

The claims of senior shares on earn- 
ings should be deducted f r o m  net in- 
come before computing per share 
amounts applicable t o  residual se- 
curities. - 

I ?  



Offsetting 

! '  

9- 14. 

9-15. 

If shares outstanding change after 
the close of the year but before the 
statements are issued, as in a stock 
split, show two amounts of earnings 
per share. 

When preferred stock is converted to 
common, earnings per share based on 
the new shares outstanding should be 
shown as supplementary information, 

_I_- 

APB OPINION NO. lO--OMMBUS OPINION--1966 

Consolidated Financial Statements 

10-1. In reporting periodic consolidated net 
income, the earnings or losses of the 
unconsolidated subsidiary should gen- 
erally be consolidated. 

10-2. Subsidiaries whose primary business is 
leasing property to the parent should 
be presented under the equity method 
in consolidated financial statements. 

Pooling of Interest--Restatement of Financial 
Statements 

10-3. In a pooling of interest combination, 
statements of results of operations 
issued by the continuing business for 
the period in which the combination 
occurs should include the combined 
results of operations from the time 
of consummation to the end of the 
period. 

Prior years statements shown for com- 
parative purposes should be restated 
on a combined basis. 

10-4. 

10-5. It is a ge 
ing that t 
liabilitie 
improper i 

Liquidatic 

10- 6. Financial 
aggregate 
which pref 

Ins t a1 l m e r  

10-7. The instal 
is accepte 
sonably a: 

APB OPINION NO.11- 

11-1. Intraperiod 
cess of appc 
periods. 

11-2. Timing diffc 
the interper 
taxes, orig: 
subs equentl: 

11-3. Revenues or 
in taxable . 
cluded in PI 
would give i 

11-4. Interperiod 
propriate t c  
differences 
other perioi 

11-5. Under the 1. 
allocation, 
at the estii 
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Offset t ing Secur i t ies  aga ins t  T a x e s  Payable 

~. . 
i.. 

, . . .  I . _  
. .  

10-5. It is  a general p r inc ip le  of account- 
ing t h a t  t he  o f f se t t i ng  of assets and 
l i a b i l i t i e s  i n  the  balance sheet i s  
improper i n  a l l  cases. 

Liquidation Preference of Preferred Stock 

10-6. Financial statements should d isc lose  
aggregate o r  pe r  share amounts a t  
which preferred shares can be cal ied.  

Installment Method of Accounting 

The installment method of accounting 
i s  acceptable when co l l ec t ion  i s  rea- 
sonably assured. 

10-7. 

APB O P I N I O N  NO.11--ACCOUNTING FOR INCOME TAXES 

11-1. Intraperiod tax  a l loca t ion  i s  the  pro- 
cess of apportioning income taxes among 
periods. 

11-2. Timing differences,  which r e s u l t  i n  
the interperiod a l loca t ion  of income 
taxes, o r ig ina te  i n  one period and 
subsequently reverse i n  another. 

11-3. Revenues o r  gains which are included 
i n  taxable income a f t e r  they a r e  in- 
cluded i n  pretax accounting income 
would give r ise  t o  a timing difference.  

11-4. Interperiod tax  a l loca t ion  is  not ap- 
propriate  t o  account f o r  permanent 
differences since they do not a f f e c t  
other periods. 

11-5. Under the  l i a b i l i t y  method of tax 
al locat ion,  the defer ra l  i s  computed 
a t  the estimated rate f o r  t he  year. 
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11-6. 

11-7. 

11-8. 

.. . 

11-9. 

11-10. 

11-11. 

11-12. 

Under the deferred c red i t  method, the  
accumulated balance i s  adjusted f o r  
changes i n  tax r a t e s  subsequent t o  the 
year of provision. 

Under comprehensive a l loca t ion ,  a l l  
tax e f f ec t s  are allocated except per- 
manent differences.  

When the tax benefi ts  of loss carry- 
forwards are not recognized unt i l  
real ized i n  f u l l  or  i n  p a r t  i n  sub- 
sequent periods, the tax  benef i t s  
should be reported i n  the r e s u l t s  of 
operations of those periods as extra- 
ordinary items. 

The Board has concluded t h a t  tax al- 
loca t ion  within a period shuuld show 
the relat ionship between income tax 
expense and income before extraordi-  
nary items, extraordinary items, 
pr ior  period adjustments, and d i r e c t  
en t r i e s  t o  other stockholders' eq- 
u i t y  accounts. 

Deferred taxes should be included i n  
the  retained earnings section of t he  
balance sheet. 

Balance sheet accounts re la ted  t o  
tax a l loca t ion  are of two types: 

(1) Deferred charges and deferred 
credi ts .  

(2) Refunds of p a s t  taxes or  o f f s e t s  
t o  fu ture  taxes. 

The only item i n  regard t o  taxes  t h a t  
needs t o  be  disclosed i s  the  t ax  ef- 
f e c t  of timing differences.  

I 
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AF'B O P I N I O N  NO. 12--OMNIBUS OPINION--1967 

DISCLOSURE OF DEPRECIIUBLE ASSETS AND DEPRECIATION 

12-1. Disclosure of t h e  t o t a l  amount of 
depreciat ion expense enter ing i n t o  
the determination of results of cp- 
e ra t ions  has become a general prac- 
t i c e .  

1 2 - 2 .  Disclosures f o r  depreciable assets 
should always include: depreciat ion 
expense f o r  t h e  period, accumulated 
depreciat ion,  and a general descrip- 
t i o n  of t h e  method used. 

DEFERRED COMPENSATION CONTRACTS 

12-3. Deferred contracts  should be ac- 
counted f o r  individual ly  on an ac- 
crual ba s i s . 

12-4. 

12-5. 

12-6 

Estimated amounts of fu ture  payments 
of deferred compensation contracts  
t h a t  provide f o r  periodic payments 
t o  employees should be based on t h e  
minimum payable i n  the  event of 
e a r l y  death. 

Amounts per ta ining t o  deferred com- 
pensation contracts  with employees 
ac tua l ly  employed, which have not 
been previously accrued, may be  ac- 
crued over a period of 10 years  i f  
t h e  remaining term of ac t ive  employ- 
ment i s  less than 10 years. 

Capital Changes 

Certain c a p i t a l  t ransact ions ". . . 
should be excluded from the  deter-  
mination of net  income o r  t h e  re- 
s u l t s  o€ operations under a l l  cir- 
cumstances .I1 

1.7 

. .  " I  
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APB O P I N I O N  NO. 1%-AMENDING PARAGRAPH 6 OF APB NO. 9, 
APPLICATION TO COMMERCIAL BANKS 

13-1. APB Opinion No.  9 (Reporting the Re- 
s u l t s  of Operations) i s  applicable 
t o  f inanc ia l  statements issued by 
commercial banks fo r  f i s c a l  periods 
beginning a f t e r  December 31, 1968. 

APB OPINION KO. 14--ACCOUNTING FOR CONVERTIBLE DEBT 
AND DEBT ISSmD WITH STOCK PUR- 
CHASE WARRANTS 

14-1. 

14- 2. 

14-3. 

14-4. 

14-5. 

The port ion of the proceeds from the 
issuance of convertible debt should 
be accounted f o r  as a t t r ibu tab le  t o  
the conversion feature .  

The port ion of the proceeds of debt 
s e c u r i t i e s  issued with detachable 
stock purchase warrants which is  al-  
locable t o  the warrants should be 
accounted f o r  as paid i n  capi ta l .  

When stock purchase warrants a re  not 
detachable from the debt and the debt 
secur i ty  must be surrendered i n  order 
t o  exercise  the warrant, the two se- 
c u r i t i e s  taken together a re  substan- 
t i a l l y  equivalent t o  convertible 
debt.  

An advantage to  the issuer having 
convertible debt i s  that  i t  has a 
lower i n t e r e s t  r a t e  than does noncon- ? 

v e r t i b l e  debt.  

The inseparabi l i ty  of the debt and 
the conversion option is  the most 
important reason given for  account- 
ing f o r  convertible debt solely a s  i 
debt. i 

A P B  O P I N I O N  NO. 1 5  
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APB OPINION NO. 15--EARNINGS PER SHARE 

15-1. A s ingle  "earnings per common share" 
presentat ion i s  recommended f o r  cap- 
i t a l  s t ruc tu res  that include no po- 
t e n t i a l l y  d i l u t i v e  convertible secu- 
rities, options,  warrants or  other 
r i g h t s  that upon conversion could i n  
the aggregate d i l u t e  earnings pe r  
2omoil skire.  

15-2. Fully d i lu ted  earnings p e r  share a re  
based on outstanding common shares 
and those secu r i t i e s  that a re  i n  sub- 
stance equivalent t o  common shares 
and have a d i lu t ive  e f fec t .  

15-3. The difference between primary and 
f u l l y  d i lu ted  earnings per share 
amounts shows the maximum extent of 
po ten t i a l  d i lu t ion  of current earn- 
ings which conversions of s ecu r i t i e s  
tha t  a r e  not common stock equivalents 
could create .  

15-4. Financial  statements should include a 
descr ipt ion,  i n  summary form, to ex- 
p la in  the per t inent  rights and pr ivi-  
leges  of the various secu r i t i e s  out- 
s tanding. 

15-5. Primary earnings p e r  share data 
should be adjusted retroact ively for  
conversions. 

15-6. The determination of whether a con- 
v e r t i b l e  securi ty  i s  a common stock 
equivalent should be made only a t  the 
time of issuance and should not be 
changed thereaf te r  so  long as the 
secur i ty  remains outstanding. 

. 
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I 

15-7. The d i l u t i v e  e f f e c t  of any convert- 
i b l e  s e c u r i t i e s  t h a t  were not  common 
s tock  equivalents a t  t i m e  of t h e i r  
issuance should be included only i n  
the  f u l l y  d i lu t ed  earnings per  share  
amount. 

15-8. Computation of primary earnings per  
share  should always give e f f e c t  t o  
common- stock equivalents such as 

f e r r ed  stock, s tock options and 
warrants,  pa r t i c ipa t ing  s e c u r i t i e s  
and two-class common stocks,  and 
contingent shares.  

CGiPiertib1e debt, COiWei?tib:e pi?G!- 

15-9. Convertible s e c u r i t i e s  should be 
considered common stock equivalents 
a t  t h e  t i m e  of issuance i f ,  based 
on its market p r i ce ,  it has a cash 
y i e l d  of less than 6 6 - 2 / 3  percent 
of t h e  then cur ren t  bank prime in- 
teres t rate .  

15-10. Options and warrants should always 
be considered common stock equiva- 
l en t s .  

15- 11. The " treasury stock" method should 
be-used f o r  warrants which require 
o r  p e r m i t  the  tendering of debt  o r  
other s e c u r i t i e s  i n  payment f o r  a l l  
o r  p a r t  of the exercise  price. 

15-12. The treasury stock method of r e f l e c t -  
ing u s e  of proceeds from options and 
warrants may not adequately reflect  
po ten t i a l  d i lu t ion  when options or  
warrants t o  acquire a subs t an t i a l  
number of common shares a r e  outstand- 

'I 

ing . 
BEST DOCUM€NJ AVAILABLE 
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APB OPINION NO. 16--ACCOUNTING FOR BUSINESS COMBINA- 
TIONS 

-..__ 16-1. 

16-2. 

16-3. 

16-4. 

16-5. 

16-6. 

The two methods of accounting--pur- 
chase method and the pooling of in- 
terest method--are considered alterna- 
tives %n accounting for the s.me com- 
binat i on. 

The conditions for using the pooling 
of interest method are slassified by 
attributes of the combining compwies, 
manner of combining interests, and 
absence of planned transactions. 

I 

1 
a 

j 

To be treated under the pooling 
method, each of the combining compa- 
nies must be autonomous and has not 
been a subsidiary or division of 
another corporation with one year be- 
fore the plan of combination is ini- 
tiated. 

Under the pooling method, only common 
and preferred stock of one company 
can be offered and issued in exchange 
for the stock of the other company. 

Under the pooling method, the combined 
corporation does not intend to dispose 
of a significant part of the assets 
of the combining companies within two 
years after the combination other 
than disposals in the ordinary course 

e 

of the business. c I 

Dissolution of a combining company is 
not a condition for applying the pool- 
ing of interests method of accounting 
for a business combination. 

BEST DOCUMENT AVAILABLE 
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16-7. The stockholders' equities of the sep- 
arate companies are combined as a part 
of the purchase method of accounting. 

16-8. Under the pooling method, retained 
earnings or deficits of the separate 
companies are combined and recognized 
as retained earnings of the combined 
corporation. 

16-9. The pooling of interest method rec- 
ords neither the acquiring of assets 
nor the obtaining of capital. 

16-10. Under the pooling of interest method, 
costs incurred to effect a combina- 
tion and to integrate the continuing 
operations are expenses of the com- 
bined corporation rather than as ad- 
ditions to assets. 

16-11. Details need not be disclosed for re- 
sults of operations of the previously 
separate companies for the period be- 
fore the combination is consummated 
that are included in the current com- 
bined net income. 

16-12. Under the purchase method, an asset 
acquired by incurring liabilities is 
recorded at the present value of the 
amounts to be paid. 

16-13. The basis of measuring the cost of an 
asset had an effect on the subsequent 
accounting for that cost. 

16-14. The excess of the cost of the ac- 
quired company Over the sum of the 
amounts assigned to identifiable as- 
sets acquired less liabilities as- 
sumed should be recorded as goodwill. 

23 



16-15. An acquiring corporation should peri- 
odically record as a part of income 
the accrual of interest on assets and 
1Zabilities recorded at acquisition 
date at the discounted values of 
amounts to be received or paid. 

16-16. The value assigned to net assets 8rc- 
quired should not exceed the cost of 
an acquired company. 

APB OPINION NO. 17--INTANGIBLE ASSETS 

17-1. Costs of developing, maintaining, or 
restoring intangible assets which are 
not specifically identifiable, or are 
inherent in a continuing business and 
related to an enterprise as a whole, 
should be deducted from income when 
incurred. 

17-2. Cost is measured the same for spe- 
cifically identifiable intangible 
assets as for those lacking specific 
identification. 

17-3. The costs of intangible assets should 
be amortized by systematic charges to 
income over the periods estimated to 
be benefited, not to exceed 20 years. 

17-4. Amortization of acquired goodwill and 
of other acquired intangible assets 
not deductible in computing income 
taxes payable does not create a tim- 
ing difference, and allocation of in- 
come taxes is inappropriate. 

BEST DOCUMENT AVAILABLE 
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APE OPINION NO. 18--THE EQUITY METHOD OF ACCObNTING 
FOR INVESTMENTS IN COMMON STOCK 

18-1. An "investee" refers to a corporation 
that issued voting stock held by an 
investor. 

18-2. An "investor" refers to a business 
entity that holds an investment in 
voting stock of another company. 

18-3. Under the equity method, an investor 
recognizes its share of the earnings 
or losses of an investee in the pe- 
riod in which an investee declares a 
dividend. 

18-4. Investors should account for invest- 
ments in common stock of all uncon- 
solidated subsidiaries, (foreign, as 
well as domestic), by the equity 
method in consolidated financial 
statements. 

18-5. The equity method is not adequate for 
fair presentation of those subsid- 
iaries whose principal business activ- 
ity is leasing property to its parent 
because the subsidiaries' assets and 
liabilities are significant to the 
consolidated financial position of the 
enterprise. 

18-6. The Board is of the opinion that in- 
vestors should account for invest- 
ments in common stock of corporate 
joint ventures by the cost method. 

1-8-7. An investor is presumed to exercise 
significant influence over operating 
and financial policies of an investee 
if the investor holds at least 
50 percent of the voting stock. 



18-8. An investor's voting stock interests 
in an investee should be based on 
those currently outstanding securi- 
ties whose holders have present vot- 
ing privileges as well as potential 
voting privileges. 

18-9. In applying the equity method, a dif- 
ference between the cost of an in- 
vestment and the amount of underlying 
equity in net assets of an investee 
should be accounted for as if the in- 
vestee were a consolidated subsidiary. 

18-10. The significance of an investment to 
the investor's financial position 
and results of operations should be 
considered in evaluating the extent. 
of disclosures of the financial po- 
sition and results of operations of 
an investee. 

APB O P I N I O N  NO. 19--REPORTING CHANGES I N  FINANCIAL 
POSIT I ON 

19-1. The only objective of a funds state- 
ment is to complete the disclosure 
of changes in financial position 
during the period. 

19-2. Issuing equity securities to acquire 
a building is both a financing and 
investing transaction that does not 
affect either cash or working capi- 
tal, but should be disclosed in the 
funds statement. 

19-3. When financial statements presenting 
the financial position and results 
of operations are issued, a 'state- 
ment- summarizing changes- in finan- 
cial position should also be pre-BEST DOCUMENT AVAILABLE 
sented as a basic financial state- 
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i 19-4. 

19-5. 

19-6. 

19-7. 

19-8. 

ment f o r  each period f o r  which an  
income statement is presented. 

An acceptable procedure f o r  present- 
ing t h e  Statement i s  t o  begin wi th  
t o t a l  revenue that provided working 
capi ta l  o r  cash during t h e  per iod  
and deduct operating c o s t s  and ex- 
penses that required the  ou t l ay  of 
working c a p i t a l  o r  cash during t h e  
period. 

Extraordinary income o r  loss should 
only be ad jus ted  f o r  items recog- 
nized i f  they provided o r  used work- 
ing c a p i t a l  o r  cash during t h e  pe- 
r i od .  

Whether o r  not working c a p i t a l  flow 
is  presented i n  the  Statement, ne t  
changes i n  each element of working 
c a p i t a l  should be appropr ia te ly  d is -  
closed f o r  a t  l e a s t  t h e  cu r ren t  pe- 
r i o d ,  e i t h e r  i n  the  Statement o r  a 
r e l a t e d  t abu la t ion .  

Conversion of long-term debt o r  pre-  
fe r red  s tock  t o  common s tock  need 
not be d isc losed  i n  t h e  Statement i f  
no cash ou t l ay  is involved. 

I so l a t ed  s ta t is t ics  of working cap i -  
t a l  o r  cash provided from opera- 
t i o n s ,  e s p e c i a l l y  per-share amounts, 
should be presented i n  annual re- 
por t s  t o  shareholders.  



APB OPINION NO. 20--ACCOUNTING CHANGES APB OPINION NO. 22--! 

i 

t 

20-1. The nature of and ju s t i f i ca t ion  f o r  a 
change in accounting principle and i ts  
a f fec t  on income should be disclosed in 
the Financial Statements of the period 
in which the change is made. 

20-2. Income before extraordinary i t e m s  and 
net income computed on a pro forma basis 
should be shown on the face of the income 
s t a t s m n t s  E m  a l l  perites presented as  
previously reported, 

I 

! 20-3. The cumulative e f f ec t  of changing t o  a 
new accounting principle or the amount i of retained earnings a t  the beginning 
of the period in which the change is 5 

u made should be included in  net  income 
of the period of the change. 

20-4. Financial statements fo r  pr ior  periods 
included for  comparative purposes should 
be presented as previously reported. 

I 

* a  

APB OPINION NO. 21--INTEREST ON RECEIVABLES AND PAYABLES 

21-1. The discount or premium should not be 
reported in the balance sheet as a d i r ec t  
deduction from or addition t o  the face 
amount of the note; 
f i ed  as a deferred charge or deferred 
c red i t .  

but should be c lass i -  

21-2. The prevailing notes fo r  similar instru- 
ments of issuers with similar c red i t  
ra t ings w i l l  normally help determine the 
appropriate interest rate fo r  determining . 
the present value of a note a t  i ts  date 
of issuance. 
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APB OPINION NO. 22--DISCLOSURE OF ACCOUNTING POLICIES 

22-1. Disclosure of accounting pol ic ies  should 
' 

be given in a separate "Summary of Signifi-  
cant Accounting Policies" preceding the 
notes t o  f inancial  statements or as the 
ini t ia l  note. 

22-2. Information about the accounting pol ic ies  
adopted and followed by not - fo r  - pro f i t  
entities should not be presented as a n  
integral  par t  of t h e i r  f inanc ia l  state- 
m e n t s .  

22-3. Inventory pricing, accounting fo r  research 
and development costs ,  t ranslated of foreign 
currencies, and recognition of revenue from 
franchising and leasing operations are 
examples of disclosures with respect t o  
accounting pol ic ies .  

APB OPINION NO. 23--ACCOUNTING FOR INCOME TAXES - 
SPECIAL AREAS 

23-1. Information concerning undistributed earn- 
ing of a subsidiary f o r  which income t a x e s  
have not been accrued should be  disclosed 
in notes t o  the f inanc ia l  statements. 

23-2. No income taxes should be accrued by the 
parent company i f  su f f i c i en t  evidence shows 
tha t  the subsidiary has invested o r  w i l l  
invest  the undistributed earnings in- 
def ini te ly .  

23-3. It should be presumed t h a t  a l l  undistributed 

I -  -.. , ,- . 

. I._-- earnings of a- subsidiary w i l l  be transferred 
t o  the parent company. 

23-4. If it becomes apparent t ha t  there is an ad- 
justment t o  the undistributed earnings of 

29 



a subsidiary,  the parent company should ad- 
j u s t  the  income tax expense f o r  the current 
period; 
f o r  as an extraordinary item. 

23-5. A savings and loan association should provide 
fncome taxes on the difference between tax- 
able  income and pretax accounting income at- 
t r ibu tab le  t o  a bad debt reserve. 

such adjustment should be accounted 

23-6. A stock l i f e  insurance company should accrue 
Inerne t a e s  c),? th,e d i f f e r a x e  betmen tax- 
able  income and pretax accounting income 
attr ibutable t o  amounts designated as policy- 
holders ' surplus. 

APB OPINION NO. 24--ACCOUNTING FOR INCOME TAXES - 
(INVESTMENTS IN COMMON STOCK 
ACCOUNTED FOR BY THE EQUITY 

24-1. If evidence indicates t h a t  an Investor's 
equity i n  undistributed earnings of an 
investee w i l l  be real ized in the form 
of dividends, an investor should recog- 
nize income taxes a t t r i bu tab le  t o  the 
timing difference as if the equity in 
the investee's earnings were remitted 
as a dividend during the  period. 

24-2. The amount of deferred income taxes 
i f  the investor a t t r i bu tab le  t o  its share 
of the  equity i n  earnings of the investee 
company should not be considered i n  account- 
ing f o r  a disposi t ion through s a l e  or other 
t ransact ion tha t  reduces the invest- 
ment. 

. .  
' *  . . 
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APB OPINION NO. 25--ACCOUNTING FOR STOCK ISSUED TO 
EMPLOYEES 

25-1. An employer corporation recognizes no compensa- 
tion for services in computing consideration 
received for stock issued through noncompensa- 
tory plans. 

25-2. Compensation f o r  services that a corporation 
receives as consideration for stock issued 
through employee stock option, purchase, m C  
award plans should be measured by the quoted 
market price of the stock at the measurement 
date less the amount, if any, the employee is 
required to pay. 

25-3. Quoted market price and fair value of a share 
of stock are synonomous. 

25-4. The measurement date for determining compensa- 
tion cost in stock option plans is the first 
date on which are known both (1) the number of 
shares an employee is entitled to receive and 
(2) the option price, if any. 

25-5 .  A corporation’s deduction for income tax pur- 
poses may differ from the related compensation 
expense the corporation recognizes. 

APB OPINION NO. 26--EARLY EXTINGUISHMENT OF DEBT 

26-1. Any difference between reacquisition price and 
net carrying amount of extinguished debt should 
be recognized currently in income of the period 
of extinguishment as losses or gains. 

26-2. Any difference between cash acquisition price 
of convertible debt and its net carrying amount 
should be recorded as an increase in stock- 
holders’ equity. 
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APB O P I N I O N  NO. 27--ACCOUNTING FOR LEASE TRANSACTIONS 
BY MANUFACTURER OR DEALER LESSORS 

27-1. Prime consideration must be directed to whom 
retains the risks and rewards of ownership in 
determining if a lease is in fact a sale. 

27-2. When a lease transaction is recorded as a sale, 
> the manufacturer or dealer should, in that pe- 

riod, recognize as income the present value of 
the required rental payments during the fixed 
lease period and charge against income both the 
cost of the property and the estimated future 
costs of the lease. 

BEST~-DOCUMENT AVAILABLE: 

11. ANSWERS TO QC 

APB OPINION #1 

1-1. True 

1-2. True 

APB Opinion #2 

2-1. False - 1 
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APB OPINION #3 
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11. ANSWERS TO 

APB OPINION fl 

1-1. True 

1-2. True 

APB Opinion #2 

2-1. False - 

2-2 .  T r u e  

2-3. True 

2-4 .  False - 

QUESTIONS ON "APB OPINIONS" 

This concept i s  the l eas t  ra t iona l  be- 
cause it runs counter t o  the conclu- 
sion that the investment c red i t  in- 
creases the net  income of some ac- 
counting period(s1. 

The accounting fo r  these carrybacks 
and carryforwards should be consistent 
with the provisions of Accounting Re-  
search Bulletin N o .  4 3 ,  chapter 10 (b) , 
"Income Taxes," paragraphs 16 and 1 7 .  

APB OPINION f 3  

SUPERSEDED BY APB NO. 19 

APB OPINION #4 

4-1. TZIE 

4-2 .  False - 
4-3. False - 

The reverse of the statement i s  true. 

The Boardemphasizesthat whichever 
method of accounting f o r  the invest- 
ment c red i t  i s  adopted, i t  i s  essen- 
t i a l  that full disclosure be made of 

."I , ... . , a .  - ,- 
. . I  

.,. ..: - . .  . 
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the method followed and amounts in- 
volved, when material. 

APB OPINION #E 

5-1. True  

5-2. T r u e  

5-3. False - The l i a b i l i t y  should be divided i n t o  
i t s  current and long-term portions 
and shown i n  the appropriate classfi- 
cation. 

5-4. T r u e  

5-5. TlXX! 

5-6 True 

5-7.(a) True 

(b) F a l s e  - Since lessor  pays costs.  

(c) T r u e  

(d) False - The reverse i s  true. 

5-8. T r u e  

5-9. (a) T r u e  

(b) True 

5-10. False - Sale and leaseback usually cannot be 
accounted f o r  as independent trans- 
actions.  

5-11. True MEN% AVAlkA 

. .1 

. ,  . . 1. 

- : - .  

APB OPINION #I6 

6-1. False - 

6-2a. False - 

b. T r u e  

6 - 3 .  False - 

6-4. False - 

6-5. T r u e  

6-6. False - 

6-7 T r u e  - 

6-8. True - 
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679. False - The burden of j u s t i f y i n g  departures 
from APB Opinions must be assumed by 
those who adopt o ther  prac t ices .  
departures  from the Board Opinions 
m u s t  be disclosed i n  footnotes t o  the 
financial statements o r  i n  independent 
audi tors '  r epor t s  when the effect of 
the departure  on the f inanc ia l  state- 
ments is  material. 

Also 

6-10. False - In such circumstances, an audi tor  can 
qualify, disclaim o r  give an adverse 
opinion. 

APB O P I N I O N  #7 

7-1. False - The financing method would be  used 
under these circumstances. 

7-2. T r u e  - The o the r  method--financing method-- 
should be used when the l e s so r  as- 
sumes only the c r e d i t  r i s k s  generally 
assoc ia ted  with secured loans.  

7-3. True - The financing method appl ies  t o  long- 
term leases  only. 

7-4. True 

7-5. T r u e  

7-6. False - The method of report ing described ap- 
p l i ed  t o  the  operating method. For 
the f i n a n c i a l  method a proper descrip- 
t i o n  would be "contracts receivable 
f o r  equipment r en ta l s  ." 

7-7. T r u e  

APB OPINION 88 

8-1. T r u e  

BEST DOCUb&NT AVAILABLE ,' 

8-2, True 

8-3. T r u e  

8 - 4 .  True 

8-5. False - The 
unf 1. 
I t  c 
shar 
arri 
s ior 

8-6. False  - Proi. 
m e  tk 
ar i E  
pro1 
stat 
1 ine 

8-7. True - Que: 
that  
no t  
i n  ? 

8-8. False - The 
and 
rent  

8-9. False - The 
conf 

8-10. True 



. 8-2, True 

' 8-3. T r u e  

8-4. True 

8 - 5 .  False - The Opinion app l i e s  t o  w r i t t e n ,  implied,  
unfunded, insured ,  and t r u s t  fund p l a n s .  
I t  does n o t  apply t o  defer red  p r o f i t -  
shar ing  plaiis unlsss it is  p a r t  of an 
arrangement t h a t  i s  i n  substance a pen- 
s i o n  plan.  

8-6. Fa l se  - Provis ion  i s  based on an accounting 
method t h a t  uses an acceptable  actu-  
a r i a l  c o s t  method and r e s u l t s  i n  a 
p rov i s ion  between a minimum and maximum 
s t a t e d  amount. 
l i n e  of Opinions of t he  APB,) 

(See Page 16 of the  Out- 

8-7. True - Question 8-7 is an exception t o  the  r u l e  
t h a t  an unfunded p r i o r  s e r v i c e  c o s t  is 
no t  a l i a b i l i t y  which should be shown 
i n  t h e  balance shee t .  

8-8. False - The two except ions of a c t u a r i a l  ga ins  
and l o s s e s  no t  being spread over cur -  
r e n t  and f u t u r e  years  are: 

(1) Gains and los ses  t h a t  a rose  from a 
s i n g l e  occurrence (Merger-purchase 
method 1 

(2) Under v a r i a b l e  annuity and similar 
p lans .  

8-9. Fa l se  - The accounting f o r  each p lan  need only 
conform t o  t h i s  Opinion. 

8-10. True 
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8-11. T r u e  - However, because t h e r e  is no fund t o  
e a r n  the assumed rate  of i n t e r e s t ,  t he  
pension-cost provis ion  for the  cur ren t  
year should be increased by an amount 
equivalent t o  t h e  i n t e r e s t  t h a t  would 
have been earned i n  t h e  cur ren t  year i f  
t h e  pr ior -year  provis ions  had been funded. 

8-12. Fa lse  - 

8-13. True  - The  e f f e c t  on pr ior -year  cos t  of a 
change i n  accounting method should be 
app l i ed  t o  t h e  c o s t  of t he  cur ren t  year 
and future years ,  i n  a manner cons is ten t  
w i t h  t h e  conclusions of t h i s  Opinion. 
(Such changes might include a change i n  
t h e  actuarial c o s t  method, i n  t h e  amor- 
t i z a t i o n  of past and p r i o r  s e r v i c e  c o s t ,  
o r  i n  t h e  treatment of a c t u a r i a l  gains 
and lo s ses .  

8-14. T r u e  

8-15. T r u e  - 
8-16. Fa lse  - The un i t  c r e d i t  method is  not  frequently 

used i n  t h e  examples mentioned. 
almost always used when the  funding in- 
strument is a group annuity cont rac t .  
I t  m a y  a l s o  be used i n  t rus teed  plans 
and d e p o s i t  adminis t ra t ion  con t r ac t s  
where t h e  b e n e f i t  is a s t a t e d  amount 
per y e a r  of service. 

I t  is 

8-17. True 

BEST DOCUMENT AVAILABLE 
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APB OPINION #9 

9-1. False - 

9 - 2 .  True - 

9-3. True 

9-4. False - 

9-5.  True - 

9-6. T r u e  - 

9-7. False - 

Both extraordinary items and prior 
period adjustments should be excluded 
under this concept. The principal 
emphasis is upon the ordinary, normal, 
recurring operations of the entity dur- 
ing the current period. 

Exceptions to the statement are divi- 
dend distributions and transactions of 
a capital nature. 

Certain gains or losses, regardless of 
size, do not constitute extraordinary 
items because they are of the character 
typical of the customary business activi- 
ties of the entity. Disclosure is rec- 
ommended for such items. 

Examples are material, nonrecurring 
adjustments or settlements of income 
taxes,of renegotiation proceedings or 
of utility revenue under rate processes. 

Examples include changes in the esti- 
mated remaining lives of fixed assets 
and immaterial adjustments of provi- 
sions f o r  liabilities. 

Also exclude adjustments or charges 
or credits resulting from transactions 
in the company's own capital stock, 
and transfers to and from accounts 
properly designated as appropriated 
retained earnings. 

9-8. T r u e  

9-9. T r u e  
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9-10. False - Earnings per share should - not be'com- 
puted for senior securities. Instead 
report on their "earnings covera 
(Number of times dividends requi 
were earned. 1 

I 
9-11. True 

9-12. False - The computation of earnings per Ahare 
should be based on the weighted aver- 
age number of shares outstanding dur- 
ing the period. 

9-13. True 

9-14. False - The per share computations should be 
based on the new number of shares, on 
a pro forma basis, since the reader's 
primary interest is presumed to be re- 
lated to the current capitalization. 
However, this fact should be disclosed. 

9-15. True 

APB O P I N I O N  #lo 
10-1. False - The subsidiary's earnings and losses 

should generally be presented as a 
separate item. 

The equity method is not adequate for 
fair presentation in the case of these 
subsidiaries because of the signifi- 
cance of their assets and liabilities 
to the consolidated financial position 
of the enterprise. 

The combined results of operations 
should be given for the entire period 
in which the combination was effected. 

10-2. False - 

10-3. False - 
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10-4. True 

10-5. False - 'E 
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10-5. False - The only exception to this principle 
is when it is clear that a purchase of 
securities is in substance an advance 
payment of taxes that will be payable 
in the near future. 

10-6. True - Also disclose cumulative dividends in 
arrears on preferred stock and liqui- 
d a t i o i ~  preference of prefsrred stock 
in excess of par. 

10-7. False - The installment method is not accept- 
able when collection is reasonably as- 
sured, 

APB OPINION fll 

11-1. False - Intraperiod tax allocation is the ap- 
portioning of income tax expense be- 
tween income before extraordinary 
items and extraordinary items. 

11-2. True 

11-3. True - A n  example would be the installment 
method--gross profits are recognized 
for accounting purposes in the period 
of sale but are reported for tax pur- 
poses in the period the installments 
are collected. 

11-4. True 

11-5. T r u e  

11-6. False - The deferred taxes are computed based 
on the tax rates in effect when the 
timing difference originated. 

41 



11-7. True - The Board concluded that income taxes 
should be allocated to financial peri- 
ods using the comprehensive deferred 
method. 

11-8. True 

11-9. True 

11-10. False - Deferred taxes represent tax effects 
recognized in the determination of in- 
come tax expense in current and prior 
periods, and they should, therefore, 
be excluded from retained earnings or 
from any other account in the stock- 
holders' equity section of the balance 
sheet. 

11-11. True - (1) Deferred charges and credits re- 
late to timing differences. 

(2) Refunds of past taxes and offsets 
to future taxes arise from the 
recognition of tax effects of 
carrybacks and carryforwards of 
operating losses and similar items. 

11-12. False - In reporting the results of operations 
the components of income tax expense 
for the period that should be dis- 
closed may include: (a) Taxes esti- 
mated to be payable, (b) Tax effects 
of timing differences, and (c) Tax ef- 
fects of operating losses. 

APB OPINION #12 

12-1. True 

12-2. True 

. I  

1 .  
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APB OPINION #13 

13-1. True 

APB OPINION #14 
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12-3. True - Such contracts customarily include 
certain requirements such as continued 
employment for a specified period and 
availability for consulting services 
and agreements not to compete after 
retirement. 

12-4. False - Such estimates should be based on the 
life expectancy of each individual 
concerned or on the estimated cost of 
an annuity contract. 

12-5. True 

12-6. True - Paragraph 28, APB Opinion No. 9. Com- 
panies generally have reported the 
current year's changes in stockholders' 
equity accounts other than retained 
earnings in separate statements or 
notes to the financial statements when 
presenting both financial position and 
results of operations for one or more 
years 

APB OPINION f13 

13-1. True 

APB OPINION #14 

141. False - No portion should be accounted for as 
attributable to the conversion feature. 

14-2. True - Paragraph 16. The allocation should be 
based on the relative fair values of 
the two securities at time of issu- 
ance. 

@ -' 
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14-3. True 
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.’- 14-4. True - Paragraph 4. Another advantage is 
that it can be used as a means of 
raising equity capital. 

14-5. True 

APB OPINION #15 

15-1. True 

15-2. False - The statement applies to primary earn- 
ings per share; paragraph 15 of @in- 
ion No. 15. 

15-3. True 

15-4. True - 

15-5. False - However, it may be desirable to fur- 
nish supplementary per share data for 
each period presented, giving the cu- 
mulative retroactive effect of all 
such conversions or changes. Primary 
earnings per share should be related 
to the capital structures existing dur- 
ing  each of the various periods pres- 
ented. 

15-6. True - Paragraph 28. However convertible se- 
curities outstanding or subsequently 
issued with the same terms as those of 
a common stock equivalent also should 
be classified as common stock equiva- 
lents, 

15-7. True 

15-8. False - Common stock equivalents, such as 
those mentioned in the statement, are 
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15-9. True 

15-10. True - 

15-11. Fa l se  - 

15-12. True 

15-13. True 

15-14. T r u e  

15-15. Fa lse  - 

15-16. True - 

15-17. True 

15-18. True 

15-19. Fa l se  - 

included i n  t h e  computation of earn- 
ings p e r  sha re  only when t h e i r  inclu- 
s i o n  has t h e  e f f e c t  of decreasing the 
earn ings  p e r  sha re  amount (no a n t i -  
d i l u t i o n ) .  

This is due s i n c e  they have no cash 
y i e l d s  and de r ive  t h e i r  value from 
LllI=LL L L ~ ~ ~ ~  LU obta in  common scock a t  
s p e c i f i e d  p r i c e s  f o r  an extended pe- 
r i o d .  

+LA:- --^I-& A -  

The " i f  converted'' method should be 
used i n  these  cases ;  paragraph 37.  

I n t e r e s t  charges should be recognized 
f o r  such purposes. 
Out l ine  of APB Opinions. 

See page 45 of the 

Under t h i s  method, conversion of con- 
v e r t i b l e  s e c u r i t i e s  is not assumed. 

Page 50 of the Out l ine  d iscusses  the 
following s i t u a t i o n s  i n  which they 
would be included. 

. .. 
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APB OPINION #16 - - . .  , . 

. - > ,  16-1. False - The method used depends upon the c i r -  
cumstances. The arguments i n  favor of 
the purchase method a r e  more persuasive 
i f  cash o r  other a s s e t s  are d i s t r i b -  
uted or l i a b i l i t i e s  incurred to  e f f e c t  
a combination, but arguments i n  favor 
of the pooling of i n t e r e s t  method a r e  
more persuasive i f  voting common stock 
is issued t o  e f f ec t  a combination of 
comon stock i n t e re s t s .  

16-2. True 

16-3. False - There is  a two year r e s t r i c t i o n :  page 
51 of the Outline of APB Opinions 

16-4. False - Only common stock can be offered and 
issued under the pooling method. Page 
51. 

16-5. True 

16-6. True 

16-7. False - The statement appl ies  to  the pooling 
of i n t e r e s t  method of accounting. 

16-8. True 

16-9. True 

16-10. T r u e  

16-11. False  - Disclosure i s  necessary; paragraph 6 4 .  

16-12. True - This amount i s  known a s  i t s  cost .  

16-13. False - The nature of an a s se t  and not the 
manner of i t s  acquis i t ion determines 
an acqui re r ' s  subsequent accounting fo r  
the cost  of that asse t ;  paragraph 69. 

16-14. True 

16-15. T r u e  

16-16. T r u e  - Thc 
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-4PB OPINION f17  
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17-4. True 

APB OPINION f18 

18-1. True 

18-2. True 
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18-4. True 

18-5. True 
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18-6. False - Investors should account for invest- 
ments in common stock of corporate 
joint ventures by the equity method, 
both in consolidated financial state- 
ments and in parent-company financial 
statements prepared €or issuance to 
stockholders as the financial state- 
ments of the primary reporting entity. 

18-7'. False - In order to achieve a reasonable de- 
gree of unifomity in applicztics, 
the Board concludes tkit an invest- 
ment of 20% or more of the voting 
stock of an investee should lead to a 
presumption that in the absence of 
evidence to the contrary an investor 
has the ability to exercise signifi- 
cant influence over an investee. 

18-8. False - Potential voting privileges which may 
become available to holders of secu- 
rities of an investee should be dis- 
regarded. 

18-9. True 

18-10. True 

APB O P I N I O N  #19 

19-1. False - Another objective of a funds state- 
ment is to summarize the financing 
and investing activities of the en- 
tity, including the extent to which 
the enterprise has generated funds 
from operations during the period, 

19-2. True - A funds statement should disclose sep- 
arately the financing and investing 
aspects of all significant transac- 
tions that affect financial position 
during a period. 

19-3. True - Par. 
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19-3. True - Paragraph 7 of Opinion No. 19. The 
statement should be based on a broad 
concept. The Board recommends tha t  
the  t i t l e  be  "Statement of Changes i n  
Financial  Position." 

19-4. True - The r e su l t i ng  amaunt or' working capi- 
t a l  o r  cash should be appropriately 
described, such a s ,  "Working c a p i t a l  
provided from operations f o r  t he  pe- 
r iod ,  exclusive of extraordinary 
i tems . " Paragraph 10. 

19-5. False - Extraordinary income o r  loss should 
be adjusted f o r  a l l  i t e m s  recognized. 

19-6. True 

19-7. False - Disclosure i s  necessary f o r  conver- 
sions of long-term debt t o  common 
stock. Paragraph 14. 

shouldn't be presented. 
share data  r e l a t ing  t o  t h e  flow of 
working c a p i t a l  o r  cash a r e  pre- 
sented, they should as a minimum in- 
clude amounts f o r  inflow from opera- 
t i ons ,  inflow from other sources,  and 
t o t a l  outflow, and each per-share 
amount should be clearly iden t i f i ed  
w i t h  the corresponding t o t a l  amount 
shown i n  the  Statement. 

19-8. False - The Board recommends that  they 
If any per- 
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APB OPINION 1/20 

20-1. T r u e  

20-2. False  - Income before extraordinary items and 
n e t  income computed on a pro forma 
bas i s  should be shown on the face  of 
t h e  income statements f o r  a l l  periods 
presented as i f  t he  newly adopted ac- 
counting pr inc ip le  had been applied 
during a l l  periods affected.  

20-3. T r u e  

True 

True 

- 2 3 -  2 

- 2 3 - 3  

2 3 - 4  False 

2 3 - 5  False 

2 3 - 6  False 

2 4 - 1  T r u e  

2 4 - 2  False 

20-4. T r u e  

APB OPINION #21 

21-1. False  - The discount o r  premium should be re- 
ported i n  the balance sheet as a di-  
rect deduction from or  addi t ion t o  
t h e  face  amount of t h e  note,  and 
should not be c l a s s i f i e d  as a de- 
f e r r e d  charge or  deferred c red i t .  

21-2. T r u e  

APB OPINION #22 

22-1. T r u e  

22-2. False  - Information about t he  accounting pol i -  
ties adopted and followed by not-for- 
p r o f i t  e n t i t i e s  should be  presented 
as an i n t eg ra l  pa r t  of their f inanc ia l  
statements . 

22-3. T r u e  

AF'B O P I N I O N  NO. 25- 

25-1. True 

25-2. True 

25-3. False 

25-4. True 

25-5. True 

APB O P I N I O N  NO. 26-* 

26-1. True 

26-2. False 

APB OPINION NO. 27-- 

27-1. True 

27-2. True 
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True - 23-  2 

23-4  False 

2 3 - 5  Fa1 se 

2 3 - 6  F a l s e  

2 4 - 1  

24-  2 

APE Opinion $24 

TPr, 
I I de - 
False 

APB O P I N I O N  NO. 25--ACCOUNTING FQR STOCK ISSUED To 
EMPIDYEES 

25-1. True 

25-2. True 

25-3. False 

25-4. True 

25-5. True 

APB O P I N I O N  NO. 26--EARLY EXTINGUISHMENT OF DEBT 

26-1. True 

26-2. False 

APB O P I N I O N  NO. 27--ACCOUNTINC; FOR LEASE TRANSACTIONS 
BY MANUFACTURER OF DEALER LESSORS 

27-1. True 

27-2. True 




