Chapter 04
Problem set

Problem 4-1: Income Statement-Single and Multiple Steps:
The following is a partial trial balance for the Wikitekkee Corporation as of December 31, 2021:

	Account Title
	Debit
	Credit

	Sales Revenue
	
	$1,300,000

	Interest Revenue
	
	30,000

	Gain on sale of investments
	
	50,000

	Cost of Goods Sold
	$720,000
	

	Selling expense
	160,000
	

	General and Administrative Expense
	75,000
	

	Interest expense
	40,000
	

	Income tax expense
	130,000
	



There were 100,000 shares of common stock outstanding throughout 2021.

Required:
1. Prepare a single-step income statement for 2021, including EPS disclosures, by inserting the amounts above into the appropriate section.
2. Prepare a multiple-step income statement for 2021, including EPS disclosures, by inserting the amounts above into the appropriate section.

Problem 4-1.1: Practice [Single and Multiple Step Income Statement]
The following incorrect income statement was prepared by the accountant of Alex Corporation:

	AEXEL CORPORATION   
Income Statement
For the Year Ended December 31, 2018

	
Revenues and gains:
	
	

	Sales
	
	$592,000

	Interest and dividends
	
	32,000

	Gain on sale of investment
	
	86,000

	Total revenue and gains
	
	710,000

	
Expenses and losses:
	
	

	Cost of goods sold
	$325,000
	

	Selling expenses
	67,000
	

	Administrative expenses
	87,000
	

	Interest 
	16,000
	

	Restructuring costs
	55,000
	

	Income taxes
	40,000
	

	Total expenses and losses
	
	590,000

	Net income 
	
	$120,000

	Earnings per share 
	
	$1.20



Required:
Prepare a multiple-step income statement for 2018 applying generally accepted accounting principles. The tax rate is 40%. Be sure to include appropriate heading and subtotal. 

Problem 4-2: Income Statement (Beginning from continuing operations):
Chance Company had two operating divisions, one manufacturing farm equipment and the other office supplies. Both divisions are considered separate components as defined by generally accepted accounting principles. The farm equipment component had been unprofitable, and on September 1, 2021, the company adopted a plan to sell the assets of the division. The actual sale was completed on December 15, 2021, at a price of $670,000. The book value of the division’s assets was $1,150,000, resulting in a before-tax loss of $480,000 on the sale.
The division incurred a before-tax operating loss from operations of $120,000 from the beginning of the year through December 15. The income tax rate is 25%. Chance’s after-tax income from its continuing operations is $620,000.
Required:
Prepare an income statement for 2021 beginning with income from continuing operations. Include appropriate EPS disclosures assuming that 100,000 shares of common stock were outstanding throughout the year. (Amounts to be deducted should be indicated with a minus sign. Round EPS answers to 2 decimal places.)
Problem 4-3: Cash flow classification:
The statement of cash flows classifies all cash inflows and outflows into one of the three categories: Operating activities, investing activities, financing activities. In addition, certain transactions that do not involve cash are reported in the statement as noncash investing and financing activities.
Required:
For each of the following transactions, select the appropriate classification category.
	
	
	

	1.
	Investing activities
	

	2.
	Operating activities
	

	3.
	Operating activities
	

	4.
	Financing activities
	

	5.
	Investing activities
	

	6.
	Financing activities
	

	7.
	Investing activities
	

	8.
	Operating activities
	

	9.
	Noncash investing and financing activities
	

	10.
	Financing activities
	

	11.
	Financing activities
	





Problem 4-4: Statement of Cash Flow (Direct Method)
	The following summary transactions occurred during 2021 for Bluebonnet Bakers:
  
	 

	Cash Received from:
	 
	 
	 

	Collections from customers
	$
	390,000
	 

	Interest on notes receivable
	 
	8,500
	 

	Collection of notes receivable
	 
	44,000
	 

	Sale of investments
	 
	24,000
	 

	Issuance of notes payable
	 
	125,000
	 

	Cash Paid for:
	 
	 
	 

	Purchase of inventory
	 
	185,000
	 

	Interest on notes payable
	 
	7,500
	 

	Purchase of equipment
	 
	70,000
	 

	Salaries to employees
	 
	75,000
	 

	Payment of notes payable
	 
	30,000
	 

	Dividends to shareholders
	 
	25,000
	 

	


The balance of cash and cash equivalents at the beginning of 2021 was $16,000.
Required:
Prepare a statement of cash flows for 2021 for Bluebonnet Bakers. Use the direct method for reporting operating activities. (Amounts to be deducted should be indicated with a minus sign.)
Problem 4-5: Match Terms and definition:
Listed below are several terms and phrases associated with income statement presentation and the statement of cash flows. (Select the item that matches the descriptions given.)
	Description
	Items

	a.
	Another comprehensive income item.
	

	b.
	Starts with net income and works backwards to convert to cash.
	

	c.
	Reports the cash effects of each operating activity directly on the statement.
	

	d.
	Correction of a material error of a prior period.
	

	e.
	Related to the external financing of the company.
	

	f.
	Associates tax with income statement item.
	

	g.
	Total nonowner change in equity.
	

	h.
	Related to the transactions entering into the determination of net income.
	

	i.
	Related to the acquisition and disposition of long-term assets.
	

	j.
	Required disclosure for publicly traded corporation.
	

	k.
	A component of an entity.
	

	l.
	Directly related to principal revenue-generating activities.
	



Problem 4-6: Statement of Cash Flows (Indirect Method)
Cemptex Corporation prepares its statement of cash flows using the indirect method to report operating activities. Net income for the 2021 fiscal year was $644,000. Depreciation and amortization expense of $91,000 was included with operating expenses in the income statement. The following information describes the changes in current assets and liabilities other than cash:
 
	 
	 

	Decrease in accounts receivable
	$
	26,000
	 

	Increase in inventory
	 
	9,600
	 

	Increase in prepaid expenses
	 
	8,900
	 

	Increase in salaries payable
	 
	10,400
	 

	Decrease in income taxes payable
	 
	15,000
	 

	


 Required:
Prepare the operating activities section of the 2021 statement of cash flows. (Amounts to be deducted should be indicated with a minus sign.)
Problem 4-7: Cash flow statement using indirect method:
Presented below are the 2021 income statement and comparative balance sheets for Santana Industries.
 
	SANTANA INDUSTRIES
Income Statement
For the Year Ended December 31, 2021
($ in thousands)

	Sales revenue
	$
	17,250
	 
	 
	 

	Service revenue
	 
	6,400
	 
	 
	 

	Total revenue
	 
	 
	 
	$
	23,650

	Operating expenses:
	 
	 
	 
	 
	 

	Cost of goods sold
	 
	8,700
	 
	 
	 

	Selling expense
	 
	3,900
	 
	 
	 

	General and administrative expense
	 
	3,000
	 
	 
	 

	Total operating expenses
	 
	 
	 
	 
	15,600

	Operating income
	 
	 
	 
	 
	8,050

	Interest expense
	 
	 
	 
	 
	300

	Income before income taxes
	 
	 
	 
	 
	7,750

	Income tax expense
	 
	 
	 
	 
	3,100

	Net income
	 
	 
	 
	$
	4,650

	






	

	Balance Sheet Information ($ in thousands)
	Dec. 31,
2021
	
	Dec. 31,
2020

	Assets:
	
	
	
	
	
	
	

	Cash
	$
	9,800
	
	
	$
	3,550
	

	Accounts receivable
	
	5,500
	
	
	
	3,700
	

	Inventory
	
	7,000
	
	
	
	4,500
	

	Prepaid rent
	
	300
	
	
	
	600
	

	Equipment
	
	17,500
	
	
	
	15,000
	

	Less: Accumulated depreciation
	
	(6,600
	)
	
	
	(6,000
	)

	Total assets
	$
	33,500
	
	
	$
	21,350
	

	Liabilities and Shareholders’ Equity:
	
	
	
	
	
	
	

	Accounts payable
	$
	4,400
	
	
	$
	2,600
	

	Interest payable
	
	250
	
	
	
	0
	

	Deferred revenue
	
	1,100
	
	
	
	750
	

	Income taxes payable
	
	700
	
	
	
	1,100
	

	Notes payable (due 12/31/2023)
	
	8,000
	
	
	
	0
	

	Common stock
	
	11,500
	
	
	
	11,500
	

	Retained earnings
	
	7,550
	
	
	
	5,400
	

	Total liabilities and shareholders' equity
	$
	33,500
	
	
	$
	21,350
	

	


 Additional information for the 2021 fiscal year ($ in thousands):
1. Cash dividends of $2,500 were declared and paid.
2. Equipment costing $7,000 was purchased with cash.
3. Equipment with a book value of $2,000 (cost of $4,500 less accumulated depreciation of $2,500) was sold for $2,000.
4. Depreciation of $3,100 is included in operating expenses.
 Required:
Prepare Santana Industries' 2021 statement of cash flows, using the indirect method to present cash flows from operating activities. (Amounts to be deducted should be indicated with a minus sign. Enter your answers in thousands.)
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