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Test 2 Review—Chapters 4 & 5—Fall 2016 
 

1. Calculate the gain/loss based on information: The equipment had a cost of 15,000, 
accumulated depreciation of 8,000, and was sold for 4,000. 

 
2. Calculate the total selling expense and total administrative expense in a multi-step 

income statement given the following information:  

Office Salaries   186,000 Travel and entertainment 48,940 
Delivery expense  41,209  Shipping supplies  24,712 

Legal and pro. Services 23,721  Sales commissions  202,644 
Telephone Internet expense 12,215  Depreciation of Building 18,059 
Insurance expense  17,029  Sales Salaries   59,200 

Depreciation of Sales Equip. 9,005  Utilities expense  23,275 
Advertising Expense  38,315  Misc. office expense  2,612 

 
3. Calculate net sales:  

Sales revenue    3,053,081 Purchase Discount  23,486 

Purchase Return  5,678  Sales Discount   24,241 
Sales return and allowances 56,427  Cost of goods sold  1,982,541 

 
4. Retained Earnings at the beginning of the year was $158,932. They discovered an error 

that expense was overstated by 12,080. The company has a 30% tax rate. What is the 

adjusted retained earnings? 
 

5. What is the Income from Operations given the following:  
Rent Revenue  15,687   Selling Expense  567,905 
Sales   4,073,722  Cost of Goods Sold  1,983,642 

Insurance Expense 19,993   Interest Expense  82,544 
Dividend revenue 42,980   Depreciation Expense  32,988 

 
6. What is the net amount reported for the discontinued operations portion of the multi-step 

income statement given the following and a 30% tax rate? 

Loss from operation   300,000 
Loss from disposal   480,000 

 
7. Calculate the ending retained earnings when the company changes their estimate of bad 

debt from 1.5% to 2%. Cumulative bad debt would have been 40,000 instead of 30,000. 

Beginning Retained Earnings is 1,452,000 and net income for the year is 355,000 using 
the 2% and 263,000 using the previous 1.5%. 

 
8. What is other comprehensive income and comprehensive income given the following 

information: Net sales 545,830, Cost of Goods Sold 220,450, Selling and Administrative 

Expenses 50,000, a tax rate of and an unrealized holding gain on available for sale 
securities of 23,550. The company has a tax rate of 30%. 
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9. Accumulated other comprehensive income is: 
a. Not an account 

b. Is shown in the Stockholder’s Equity section of the Income Statement 
c. Is the permanent account for comprehensive income 

d. Is the permanent account for other comprehensive income 
 

10. What is all changes in equity during a period except those resulting from investments by 

owners and distributions to owners? 
a. Other comprehensive income 

b. Net income 
c. Retained Earnings 
d. Comprehensive Income 

 
11. True or False: Discontinued operations, extraordinary items, and unusual gains and losses 

are all reported net of tax in the income statement. 
 
12. The statement of financial position is the: 

a. Balance sheet 
b. Income statement 

c. Statement of retained earnings 
d. Statement of cash flows 

 

13. True or False: Using historical cost and temporary accounts are limitations of the balance 
sheet. 

 
14. Put the following current assets in order for the balance sheet: cash, inventory, accounts 

receivable, short-term investment, prepaid expenses. 

 
 

15. What’s the total current assets given the following accounts:  
Cash     283,000  
Equity Investment   120,000 

Trading Securities   45,000   
Accounts Receivable   122,000 

Allowance for Doubtful Accounts 13,500 
Prepaid Rent    42,000 
Inventory    67,000 

Equipment    500,000 
Accumulated Depreciation  263,000 

Patents     325,000 
 

16. What is the increase/decrease of cash if the net cash provided by operating activities is 

20,000, the company bought equipment for 10,000, they issued common stock of 83,000 
and paid dividends of 4,000? 

 
17. What is the free cash flow? 
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18. Setup the current liabilities section of the balance sheet given the following information: 

Notes payable (10% due at the end of the month) 180,000 
Accounts payable     197,300 

Income tax payable     45,350 
Salaries and wages payable    985 
Unearned revenue     535 

 
19. What is the net cash provided (used) by operating activities given the following 

information: 
Net income     23,000 
Increase in accounts receivable  12,000 

Cash dividend     4,000 
Purchase of land    20,350 

Decrease in prepaid expenses   5,000 
Increase in accounts payable   9,500 
Sale of plant asset    90,000 

Gain on sale of plant assets   5,000 
Depreciation expense    2,000 

Purchase of equipment   50,000 
Redemption of bonds    42,000 

 

20. Using the previous information what is the cash debt coverage if beginning current 
liabilities is 15,000, ending current liabilities is 25,000, total liabilities at the beginning of 

the year is 180,000 and total liabilities at the end of the year is 165,000. 
 

21. True or False: The company buys back their own stock; this would go under the cash 

provided (used) by investing activities because they are investing in themselves. 
 

22. True or false: Purchase of equipment through issuance of $50,000 of bonds is reported in 
the statement of cash flows in the financing and investing section 

 

23. The single-step income statement emphasizes 
a. Gross profit 

b. Non-operating vs operating 
c. Total revenues and total expenses 
d. Discontinued operations 

 
24. Limitations of the income statement include all of the following except 

a. Items that cannot be measured reliably are not reported 
b. Only actual amounts are reported in determining net income 
c. Income measurement involves judgement 

d. Income numbers are affected by the accounting methods employed 
25. Prepare the property, plants, and equipment section of the balance sheet given the 

following:  
Inventory    120,000 Buildings    207,000 
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Acc. Depreciation (Equipment)19,000 Equipment    190,000 
Land (held for investment)  46,000  Acc. Depreciation(Building) 45,000 

Land     71,000  Goodwill   50,000 
 

26. Inventory at the beginning of the year was 257,000. During the year the company 
experienced 785,000 in purchases, 26,400 in sales discounts, 53,050 in purchase returns, 
a freight in of 45,000, and a freight out of 17,000. The inventory on hand at the end of the 

year was 245,080. Solve for cost of goods sold. 
 

27. What statement would you need to solve working capital? 
 

28. True or False: Earnings per share is shown in the notes section of the income statement. 

 
29. True or False: An unrealized gain on available for sale securities of 5,000 means 

comprehensive income is 5,000. 
 

30. All of the following are the purpose of the cash flow statement except 

a. Where did the cash come from during the period? 
b. What was the change in the cash balance during the period? 

c. How much cash can I use to buy equipment/land? 
d. What was the cash used during the period? 

 

31. True or False: Investing activities include making and collecting loans, borrowing money 
from creditors and repaying the amount. 

 
32. Which section of the cash flow statement is seen as the most important and why? 

 

33. Cash debt coverage provides information on: 
a. Liquidity of assets 

b. Financial flexibility 
c. Short-range ability to cover debt 
d. Long-range ability to turn current assets into cash 

 
34. Land held for future use will be reported as part of which section in the balance sheet? 

a. Long-term investment 
b. Property, plant, and equipment 
c. Future use 

d. Short-term investment 
 

35. True or False: In a single-step income statement, earnings per share is not computed. 
 

36. If net income is 1,457,908 and the number of shares authorized are 545,000 with only 

50% outstanding, then earnings per share will be? 


