CHAPTER 12 ALTERNATE PROBLEMS

Problem 12.1A

Reporting Unusual Events; Using Predictive Subtotals
Pacific Airlines operated both an airline and several rental car operations located near airports.  During the year just ended, all rental car operations were discontinued and the following operating results were reported:


Continuing operating (airline):



Net sales

$49,330,000



Costs and expenses (including income taxes on




continuing operations)

46,120,000


Other data:



Operating income from motels (net of income taxes)

560,000



Gain on sale of rental car business (net of income taxes)

3,910,000



Extraordinary loss (net of income tax benefit)

2,150,000

The extraordinary loss resulted from the destruction of an airliner by terrorists.


Pacific Airlines had 2,000,000 shares of capital stock outstanding throughout the year.

Instructions
a. Prepare a condensed income statement, including proper presentation of the discontinued motel operations and the extraordinary loss.  Include all appropriate earnings per share figures.

b. Assume that you expect the profitability of Pacific’s airlines operations to decline by 8% next year, and the profitability of the motels to decline by 8%.  What is your estimate of the company’s net earnings per share next year?

Problem 12.2A

Format of an Income Statement and a Statement of Retained Earnings

Shown below are data relating to the operations of Brighton, Inc., during 2002.


Continuing operations:



Net sales

$22,500,000



Costs and expenses (including applicable income taxes)

15,400,000


Other data:


Operating income during 2002 on segment of the business




discontinued near year-end (net of income taxes)

110,000



Loss on disposal of discontinued segment (net of income




tax benefit)

490,000



Extraordinary loss (net of income tax benefit)

820,000



Cumulative effect of change in accounting principle




(increase in net income, net of related income taxes)

130,000



Prior period adjustment (increase in 2001 pension




Expense, net of income tax benefit)

270,000



Cash dividends declared

1,200,000

Instructions

a. Prepare a condensed income statement for 2002, including earnings per share statistics.  Brighton, Inc., had 100,000 shares of $1 par value common stock and 50,000 shares of $8, $100 par value preferred stock outstanding throughout the year.

b. Prepare a statement of retained earnings for the year ended December 31, 2002.  As originally reported, retained earnings at December 31, 2001, amounted to $9,700,000.

c. Compute the amount of cash dividend per share of common stock declared by the board of directors for 2002.  Assume no dividends in arrears on the preferred stock.

d. Assume that 2003 earnings per share is a single figure and amounts to $58.  Assume also that there are no changes in outstanding common or preferred stock in 2003.  Do you consider the $58 earnings per share figure in 2003 to be a favorable or unfavorable statistic in comparison with 2002 performance?  Explain.

Problem 12.3A

Reporting Unusual Events: A Comprehensive Problem

The income statement below was prepared by a new and inexperienced employee in the accounting department of Baxter, Inc., a business organized as a corporation:

BAXTER, INC.

Income Statement

For the Year Ended December 31, 2002


Net sales


$9,800,000


Gain on sale of treasury stock


47,000

Excess of issuance price over par value of



capital stock


640,000


Prior period adjustment (net of income taxes)


90,000


Extraordinary gain (net of income taxes)


         50,000


Total revenue


$10,627,000


Less:



Cost of goods sold

$5,000,000




Selling expenses

1,310,000



General and administrative expenses

942,000



Loss from settlement of litigation

12,000



Income taxes on continuing operations

810,000


Operating loss on discontinued operations



(net of income tax benefit)

170,000


Loss on disposal of discontinued operations



(net of income tax benefit)

390,000


Cumulative effect of change in accounting



principle (net of income tax benefit)

92,000


Dividends declared on capital stock

    400,000


Total costs and expenses


  9,126,000


Net income


$1,501,000
Instructions

a. Prepare a corrected income statement for the year ended December 31, 2002, using the format illustrated in Chapter 12 of the text.  Include at the bottom of your income statement all appropriate earnings per share figures.  Assume that throughout the year the company had outstanding a weighted average of 100,000 shares of a single class of capital stock.

b. Prepare a statement of retained earnings for 2002.  (As originally reported, retained earnings at December 31, 2001, amount to $2,000,000.)

c. What does the $62,000 “gain on sale of treasury stock” represent?  How would you report this item in Baxster’s financial statements at December 31, 2002?

Problem 12.4A

Effects of Stock Dividends, Stock Splits, and Treasury Stock Transactions

At the beginning of the year, Latin Times, inc., has total stockholders’ equity of $900,000 and 10,000 outstanding shares of a single class of capital stock.  During the year, the corporation completes the following transactions affecting its stockholders’ equity accounts:

Jan. 12
A 2% stock dividend is declared and distributed.  (Market price, $100 per share).

Apr. 10
The corporation acquires 100 shares of its own capital stock at a cost of $105 per share.

Apr. 29
All 100 shares of the treasury stock are reissued at a price of $120 per share.

Aug. 10
The capital stock is split 2-for-1.

Dec. 11
The board of directors declares a cash dividend of $5 per share, payable on January 18.

Dec. 31
Net income of $100,500 is reported for the year ended December 31.

Instructions

Compute the amount of total stockholders’ equity, the number of shares of capital stock outstanding, and the book value per share following each successive transaction.  Organize your solution as a three-column schedule with these separate column headings: (1) Total Stockholders’ Equity, (2) Number of Shares Outstanding, and (3) Book Value per Share.

Problem 12.5A

Preparing a Statement of Stockholders’ Equity

The following is a summary of the transactions affecting the stockholders’ equity of Stone Well, Inc. during the current year:


Prior period adjustment (net of income tax benefit)

$  (62,000)


Issuance of common stock; 5,000 share of $5 par value



capital stock at $20 per share

100,000


Declaration and distribution of 5% stock dividend



(5,250 shares, market price $22 per share)

115,500
*


Purchased 2,000 shares of treasury stock at $21

(42,000)


Reissued 1,000 shares of treasury stock at a 



price of $22 per share

22,000


Net income

910,000


Cash dividends declared ($1 per share)

(59,750)

Parentheses ( ) indicate a reduction in stockholder’s equity.  Asterisk * indicates no change in total shareholders’ equity. 

Instructions

a. Prepare a statement of stockholders’ equity for the year.  Use the column headings and beginning balances shown below.  (Notice that all additional paid-in capital accounts are combined into a single column.)

	
	Capital Stock ($5 par value)
	Additional Paid-in Capital
	Retained Earnings
	Treasury Stock
	Total Stockholder’s Equity

	Balances,

Jan. 1
	$500,000
	$1,300,000
	$870,000
	-0-
	$2,670,000


b. What was the overall effect on total stockholders’ equity of the 5% stock dividend of 6,000 shares?  What was the overall effect on total stockholders’ equity of the cash dividend declared?  Do these two events have the same impact on stockholders’ equity?  Why or why not?

Problem 12.6A

Recording Stock Dividends and Treasury Stock Transactions

At the beginning of 2002, Nigent, inc. showed the following amounts in the stockholders’ equity section of its balance sheet:


Stockholders’ equity:


Capital stock, $1 par value, 1,000,000



shares authorized, 420,000 issued 

$    420,000


Additional paid-in capital: capital stock

  7,560,000


Total paid-in capital

7,980,000


Retained earnings

  2,000,000


Total stockholders’ equity

$5,980,000
The transactions relating to stockholders’ equity during the year are as follows:

Jan. 5
Declared a dividend of $1 per share to stockholders of record on January 31, payable on February 25.

Feb. 25
Paid the cash dividend declared on January 5.

Apr. 15
The corporation purchased 5,000 shares of its own capital stock at a price of $20 per share.

May 17
Reissued 3,000 shares of the treasury stock at a price of $22 per share.

June 15
Declared a 5% stock dividend to stockholders of record at June 20, to be distributed on June 30.  The market price of the stock at June 15 was $19 per share.  (The 2,000 shares remaining in the treasury do not participate in the stock dividend.)

June 30
Distributed the stock dividend declared on June 15.

Aug. 10
Reissued 800 of the 2,000 remaining shares of treasury stock at a price of $18 per share.

Dec. 31
The Income Summary account, showing net income for the year of $2,100,000, was closed into the Retained Earnings account.

Dec. 31
The $420,000 balance in the Dividends account was closed into the Retained Earnings account.

Instructions

a. Prepare in general journal form the entries to record the above transactions.

b. Prepare the stockholders’ equity section of the balance sheet at December 31, 2002.  Use the format illustrated in Chapter 12 of the text.  Include a supporting schedule showing your computation of retained earnings at that date.

c. Compute the maximum cash dividend per share that legally could be declared at December 31, 2002, without impairing the paid-in capital of Nigent Inc.  (Hint: The availability of retained earnings for dividends is restricted by the cost of treasury stock owned.)

Problem 12.7A

Effects of Transactions

Slow Steam, Inc., manufactures a variety of dry cleaning equipment.  Listed below are five events that occurred during the current year:

1. Declared a $2.00 per share cash dividend.

2. Paid the cash dividend.

3. Purchased 500 shares of treasury stock for $30 per share.

4. Reissued 200 shares of the treasury stock at a price of $28 per share.

5. Declared a 10 percent stock dividend.

Instructions

a. Indicate the effects of each of these events on the financial measurements in the four column headings listed below.  Use the following code letters: I for increase, D for decrease, and NE for no effect.

	Event
	Current Assets
	Stockholders’ Equity
	Net Income
	Net Cash Flow (from Any Source)


b. For each event, explain the reasoning behind your answers.  Be prepared to explain this reasoning in class.

Problem 12.8A

Preparing the Stockholders’ Equity Section: A Challenging Case

The Nelson family decided early in 2001 to incorporate their family-owned farm under the name Nelson Corporation.  The corporation was authorized to issue 1,000,000 shares of a single class of $1 par value capital stock.  Presented below is the information necessary to prepare the stockholders’ equity section of the company’s balance sheet at the end of 2001 and at the end of 2002


2001. In January the corporation issued to members of the Nelson family 300,000 shares of capital stock in exchange for cash and other assets used in the operation of the farm.  The fair market value of these assets indicated an issue price of $12 per share.  In December, Fred Nelson died and the corporation purchased 10,000 shares of its own capital stock from his estate at $15 per share.  Because of the large cash outlay to acquire this treasury stock, the directors decided not to declare cash dividends in 2001 and instead declared a 5% stock dividend to be distributed in January of 2002.  The stock price at the declaration date was $16 per share.  (The treasury shares do not participate in the stock dividend.)  Net income for 2001 was $1,500,000.


2002. In January the corporation distributed the stock dividend declared in 2001, and in February, the 10,000 treasury shares were sold to Sally Nelson at $18 per share.  In June, the capital stock was split 2-for-1.  (Approval was obtained to increase the authorized number of shares to 2 million.)  On December 15, the directors declared a cash dividend of $1 per share, payable in January of 2003.  Net income for 2002 was $1,400,000.

Instructions

Using the format illustrated in Chapter 12 of the text, prepare the stockholders’ equity section of the balance sheet at:

a. December 31, 2001.

b. December 31, 2002.

Show any necessary computations in supporting schedules.

Problem 12.9A

Format of an Income Statement; EPS

The following information is excerpted from the financial statements in a recent annual report of Dove Manufacturing Corporation.  (Dollar figures and shares of stock are in thousands.)


Extraordinary loss on extinguishment of debt

$   (7,150)


Loss from continuing operations

(20,330)


Cumulative effect of change in accounting for pensions

(19,140)


Income from discontinued operations

9,000


Preferred stock dividend requirements

(2,150)


Weighted-average number of shares of common



stock outstanding

10,000

Instructions

a. Rearrange the items to present in good form the last portion of the income statement for Dove Manufacturing Corporation, beginning with “Loss from continuing operations.”

b. Calculate the amount of net loss per share for the period.  (Do not calculate per-share amounts for subtotals, such as income from continuing operations, or loss before extraordinary items, etc.  You are required to compute only a single earnings per share amount.)

Additional Information

The following information regarding the company’s operations in 2002 is available from the company’s accounting records:

1. Early in the year the company declared and paid a $5,000 cash dividend.

2. During the year marketable securities costing $12,000 were sold for $10,000 cash, resulting in a $2,000 nonoperating loss.

3. The company purchased plant assets for $25,000, paying $5,000 in cash and issuing a note payable for the $20,000 balance.

4. During the year the company repaid a $15,000 note payable, but incurred an additional $20,000 in long-term debt as described in 3, above.

5. The owners invested a $17,000 cash in the business as a condition of the new loans described in paragraph 4, above.

Instructions

a. Prepare a formal statement of cash flows for 2002, including a supplementary schedule of noncash investing and financing activities.  (Use the format illustrated in Chapter 13 of the text.  Cash provided by operating activities is to be presented by the indirect method.)

b. Explain how Ordinaire, Inc. achieved positive cash flows from operating activities, despite incurring a net loss for the year.

c. Does the company’s financial position appear to be improving or deteriorating? Explain.

d. Does Ordinaire, Inc. appear to be a company whose operations are growing or contracting?  Explain.

e. Assume that management agrees with your conclusions in parts b, c, and d.  What decisions should be made and what actions (if any) should be taken?  Explain.

12-6
Alternate Problems for use with Financial and Managerial Accounting, 12e


© The McGraw-Hill Companies, 2002

Alternate Problems for use with Financial and Managerial Accounting, 12e
12-7
© The McGraw-Hill Companies, 2002


