
exercises

Exercise 4-1

Income statement formats; single-step and multiple-step

( LO2 LO4 LO6

The following is a partial trial balance for Apex Computer Corporation as of December 31, 2009:

Account Title
      Debits

       Credits

Sales revenue 



3,400,000

Interest revenue 



35,000

Gain on sale of equipment 



30,000

Loss from hurricane damage (event is both

   unusual and infrequent) 

300,000



Cost of goods sold 

2,250,000



Restructuring costs

400,000



Administrative expense 

450,000



Selling expense 

150,000



Interest expense 

20,000



500,000 shares of common stock were outstanding throughout 2009.  Income tax expense has not yet been accrued.  The income tax rate is 40%.

Required:

1.
Prepare a single-step income statement for 2009, including EPS disclosure.

2.
Prepare a multiple-step income statement for 2009, including EPS disclosure.

Exercise 4-2

Discontinued operations

( LO5
The Bilibong Company had three distinct operating divisions, each of which qualifies as a separate component.  The sports equipment division had been unprofitable, and on June 1, 2009, the company adopted a plan to sell the assets of the division.  The actual sale was effected on December 3, 2009, at a price of $1,200,000.  The sale resulted in a before-tax gain of $300,000 

The division incurred before-tax operating losses of $380,000 from the beginning of the year through December 3.  The income tax rate is 40%.  Bilibong’s after-tax income from its continuing operations is $500,000.

Required:

Prepare an income statement for 2009 beginning with “income from continuing operations.”  Include appropriate EPS disclosures assuming 200,000 shares of common stock were outstanding throughout the year.

Exercise 4-3

Discontinued operations; disposal in a subsequent year

( LO5
The Ottoboni Corporation had two operating divisions, one manufacturing division and a finance division.  Both divisions are considered separate components.  The finance division has been unprofitable, and on October 3, 2009, Ottoboni adopted a formal plan to sell the division.  The sale was completed on March 19, 2010.  At December 31, 2009, the division was considered held for sale

On December 31, 2009, the company’s fiscal year-end, the book value of the assets of the finance division was $2,100,000.  On that date, the fair value of the assets, less costs to sell, was $1,900,000.  The before-tax operating loss of the division for the year was $270,000. The company’s effective tax rate is 40%.  The after-tax income from continuing operations for 2009 is $600,000.

Required:

1.
Prepare a partial income statement for 2009 beginning with income from continuing operations.  Ignore EPS disclosures.

2.
Repeat requirement 1 assuming that the estimated net sales price of the finance division’s assets was $2,400,000, instead of $1,900,000.

Exercise 4-4

Accounting change

( LO8
The Rufus and Cleft Mining Company purchased machinery on June 15, 2007, for $2,500,000.  A six-year life was estimated and a salvage value of $100,000 was anticipated.  The company decided to use the straight-line depreciation method and recorded $600,000 in depreciation during 2007 and 2008.  Early in 2009, the company revised the total estimated life of the machinery to 10 years.  The estimated salvage value was revised to $200,000.

Required:
1.
Briefly describe the accounting treatment for this change.

2.
Determine depreciation for 2009.

Exercise 4-5

Statement of cash flows; classifications

( LO11
The statement of cash flows classifies all cash inflows and outflows into one of the three categories shown below and lettered from a-c.  In addition, certain transactions that do not involve cash are reported in the statement as noncash investing and financing activities, labeled d.


a) Operating activities



b) Investing activities



c) Financing activities


d) Noncash investing and financing activities

Required:
For each of the following transactions, use the letters above to indicate the appropriate classification category.  


1.


Purchase of equipment in exchange for a note payable.


2.


Payment of rent.


3.


Collection of cash from customers.


4.


Payment of interest on debt.


5.


Purchase of a bond of another company.


6.


Issuance of common stock for cash.


7.


Sale of land for cash.


8.


Receipt of interest on a note receivable.


9.


Receipt of principal on a note receivable.


10.


Payment of cash dividends to shareholders.


11.


Payment to suppliers of inventory.


Exercise 4-6

Statement of cash flows

( LO11
Presented below are the 2009 income statement and comparative balance sheet information for Siegfried & Royce (S&G).

Siegfried & Royce 

Income Statement


For the Year Ended December 31, 2009


($ in thousands)


Sales revenue
$12,500 

Operating expenses:



Cost of goods sold
$7,300



Depreciation
400
        


Rent
250
 


Administrative and other 
2,200


       Total operating expenses
 10,150

Income before income taxes
2,350 


Income tax expense
          940

Net income 
$ 1,410




Balance Sheet information  ($ in thousands)
Dec. 31, 2009
Dec. 31, 2008

Assets:



  Cash  
$3,280  
$1,300 

  Accounts receivable
1,250 
980 

  Inventory
980 
900 

  Prepaid rent
150
100

  Plant & equipment
3,000 
2,600 

    Less: Accumulated depreciation
  (1,200)
            (800)

           Total assets
$7,460 
$5,080 





Liabilities and shareholders’ equity:



  Accounts payable
$  500 
$  580 

  Payables for administrative and other expenses
650
700 

  Income taxes payable
450
350

  Note payable (due 12/31/2010)
2,500 
2,000

  Common stock
1,500 
1,000 

  Retained earnings
   1,860
   450 

          Total liabilities and shareholders’ equity
$7,460 
$5,080 

Required:
1.
Prepare S&G’s 2009 statement of cash flows, using the indirect method to present cash flows from operating activities.

2.
Prepare the cash flows from operating activities section of S&G’s 2009 statement of cash flows using the direct method.  Assume that all purchases and sales of inventory are on account, and that there are no anticipated bad debts for accounts receivable.

PROBLEMS

Problem 4-1

Comparative income statements; multiple-step format

( LO2 LO4 LO6
Selected information about income statement accounts for the Ajax Company is presented below for the fiscal year ended December 31, 2009.


Sales 

$6,200,000



Cost of goods sold 

 3,500,000



Administrative and selling expenses 

    1,500,000
   

Several events occurred during 2009 that have not yet been reflected in the above accounts:

1.
A landslide caused $75,000 in uninsured damages to a warehouse.  The landslide was considered to be an infrequent but not unusual event.

2. Interest revenue in the amount of $100,000 was earned.

3. The company sold some property in Alaska that it had been holding for 20 years.  The sale resulted in a gain of $2 million.  The company has no other investments in land and the transaction was considered to be both unusual and infrequent

4. The company incurred restructuring costs of $250,000

5. Interest expense on debt totaled $150,000.

6. Equipment was sold for a loss of $40,000.

Required:

Prepare a multiple-step income statement for the Ajax Company for the year 2009, including income taxes computed at 40%.  Ignore EPS disclosures.  

Problem 4-2

Discontinued operations

( LO5
The following condensed income statements of the Huntington Steel Corporation are presented for the two years ended December 31, 2009 and 2008:



    2009
  2008

Sales
$20,000,000
$19,600,000


Cost of goods sold 
   13,400,000
13,200,000

Gross profit 
 6,600,000
6,400,000


Operating expenses 
   2,700,000
2,600,000

Operating income 
 3,900,000
3,800,000


Gain on sale of division 
     800,000
          --     



 4,700,000
3,800,000


Income tax expense 
 1,880,000
 1,520,000  

Net income 
$2,820,000
$2,280,000   
On September 6, 2009, Huntington entered into an agreement to sell the assets of one of its divisions. The division comprises operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the company.  The division was sold on December 31, 2009, for $7,000,000.  Book value of the division’s assets was $6,200,000.  The division’s contribution to Huntington’s operating income before-tax for each year was as follows:


2009
$455,000 loss


2008
$325,000 income

Assume an income tax rate of 40%.

Required:

1. Prepare revised income statements according to generally accepted accounting principles, beginning with income from continuing operations before income taxes.  Ignore EPS disclosures.

2. Assume that by December 31, 2009, the division had not yet been sold but was considered held for sale.  The fair value of the division’s assets on December 31 was $7,000,000.  How would the presentation of discontinued operations be different from your answer to requirement 1?

3. Assume that by December 31, 2009, the division had not yet been sold but was considered held for sale. The fair value of the division’s assets on December 31 was $5,000,000. How would the presentation of discontinued operations be different from your answer to requirement 1?



© The McGraw-Hill Companies, Inc., 2001
Alternate Exercises and Problems
© The McGraw-Hill Companies, Inc., 2009

4-6

Intermediate Accounting, 5/e


© The McGraw-Hill Companies, Inc., 2009

Alternate Exercises and Problems
4-1

