 PRACTICE QUIZ - CHAPTERS 15 & 16

    1. Total stockholders' equity represents

     a. a claim to specific assets contributed by the owners.

     b. the maximum amount that can be borrowed by the enterprise.

     c. a claim against a portion of the total assets of an enterprise.

     d. only the amount of earnings that have been retained in the business.

   2. In law, capital is considered that portion of stockholders' equity that is required by statute to be retained in the business for protection of creditors.  Legal capital is

     a. stated capital.

     b. par value of all capital stock issued.

     c. stated value of all no-par stock issued.

     d. all of these.

  3. The accounting problem in a lump sum issuance is the allocation of proceeds between the classes of securities.  An acceptable method of allocation is the

     a. pro forma method.

     b. proportional method.

     c. incremental method.

     d. either the proportional method or the incremental method.

  4. When treasury stock is purchased for more than the par value of the stock and the cost method is used to account for treasury stock, what account(s) should be debited?

     a. Treasury stock for the par value and paid-in capital in excess of par for the excess of the purchase price over the par value. 

     b. Paid-in capital in excess of par for the purchase price.

     c. Treasury stock for the purchase price.

     d. Treasury stock for the par value and retained earnings for the excess of the purchase price over the par value.

  5. Wilson Corp. purchased its own par value stock on January 1, 1998 for $20,000 and debited the treasury stock account for the purchase price.  The stock was subsequently sold for $12,000.  The $8,000 difference between the cost and sales price should be recorded as a      deduction from

     a. additional paid-in capital to the extent that previous net "gains" from sales or retirements of the same class of stock are included therein; otherwise, from retained earnings.

     b. additional paid-in capital without regard as to whether or not there have been previous net "gains" from sales or retirements of the same class of stock included therein.

     c. retained earnings.

     d. net income.

   6. Various features and restrictions are often attached to preferred stock.  Which of the following combinations of features are MOST typical of preferred stock with primarily debt characteristics rather than equity characteristics?

     a. noncumulative, participating, nonredeemable, voting

     b. cumulative, participating, redeemable, voting

     c. cumulative, nonparticipating, redeemable, non-voting

     d. noncumulative, nonparticipating, nonredeemable, non-voting

 7. Jett Co. had issued 100,000 shares of $10 par common stock for $1,200,000. Jett acquired 8,000 shares of its own common stock at $15 per share. Three months later Jett sold 4,000 of these shares at $19 per share.   If the cost method is used to record treasury stock transactions, to record the sale of the 4,000 treasury shares, Jett should credit

     a. Treasury Stock for $76,000.

     b. Treasury Stock for $40,000 and Paid-in Capital from Treasury Stock for $36,000.

     c. Treasury Stock $60,000 and Paid-in Capital from Treasury Stock for $16,000.

     d. Treasury Stock $60,000 and Paid-in Capital in Excess of Par for $16,000.

  8. An analysis of stockholders' equity of Nott Corporation as of January 1, 1998, is as follows:

           Common stock, par value $20; authorized 100,000 shares; 

issued and outstanding 90,000 shares                                     $1,800,000

           Paid-in capital in excess of par                       


  540,000

           Retained earnings                                      



  760,000

Total                                          



        $3,100,000

Nott uses the cost method of accounting for treasury stock and during 1998 entered into the following transactions:

            Acquired 1,500 shares of its stock for $75,000.

           Sold 1,200 treasury shares at $55 per share.

           Retired the remaining treasury shares.    

Assuming no other equity transactions occurred during 1998, what should Nott report at December 31, 1998, as total additional paid-in capital?

     a. $535,800

     b. $540,000

     c. $544,200

     d. $547,800

  9. Steele Corporation was organized on January 1, 1998, with an authorization of 400,000 shares of common stock with a par value of $6 per share.

          During 1998, the corporation had the following capital transactions:

         January 5 - issued 75,000 shares @ $10 per share

         April 6 - issued 25,000 shares @ $12 per share

         June 8 - issued 25,000 shares @ $14 per share

         July 28 - purchased 10,000 shares @ $11 per share

         December 31 - sold the 10,000 shares held in treasury @ $18 per share

    Steele used the cost method to record the purchase and reissuance of the treasury shares.       

     What is the total amount of additional paid-in capital as of December 31, 1998?

     a. $-0-.

     b. $580,000.

     c. $650,000.

     d. $720,000.

10.  Hideo Co. was organized on January 1, 1998, with 300,000 shares of common stock with a $6 par value authorized.  During 1998, Hideo had the following stock transactions:

        Jan.  4  Issued 60,000 shares at $10 per share.

       Mar.  8  Issued 20,000 shares at $11 per share.

       May  17  Purchased 7,500 shares at $12 per share.

       July  6  Issued 15,000 shares at $13 per share.

       Aug. 27  Sold 5,000 treasury shares at $14 per share.

  Hideo uses the FIFO method for purchase-sale purposes.  If Hideo uses the cost method to record treasury stock transactions, the total amount of additional paid-in capital at December 31, 1998 is

     a. $445,000.

     b. $455,000.

     c. $465,000.

     d. $485,000.

 11. The balance in the retained earnings account of West Co. was $320,000 at December 31, 1998.  During 1998, West had the following transactions:

 (a) Acquired 5,000 shares of treasury stock at $27 a share.  The stock’s par value is $20 and was originally issued for $24 per share.  

 (b) Net income was $115,000 in 1999.

 (c) Sold the 5,000 shares of treasury stock at $32 a share.

  If West uses the cost method of accounting for treasury stock, the balance in retained earnings at December 31, 1999 is

     a. $420,000.

     b. $435,000.

     c. $450,000.

     d. $475,000.

 12. Presented below is the stockholders' equity section of Hart Corporation at December 31, 1998:

        Common stock, par value $20; authorized 75,000 shares; 

issued and outstanding 45,000 shares                                     $  900,000

          Paid-in capital in excess of par value                


 250,000

          Retained earnings                                      



500,000










       $1,650,000                                                              

     During 1999, the following transactions occurred relating to stockholders' equity:

          3,000 shares were reacquired at $28 per share.

          3,000 shares were reacquired at $35 per share.

          1,800 shares of treasury stock were sold at $30 per share.

  For the year ended December 31, 1999, Hart reported net income of $450,000.  Assuming Hart accounts for treasury stock under the cost method, what should it report as total stockholders' equity on its December 31, 1999, balance sheet?

     a. $1,965,000.

     b. $1,961,400.

     c. $1,957,800.

     d. $1,515,000.

 13. On December 1, 1998, Hunt Corporation exchanged 20,000 shares of its $10 par value common stock held in treasury for a used computer system.  The treasury shares were acquired by Hunt at a cost of $40 per share, and are accounted for under the cost method.  On the date of the exchange the common stock had a market value of $55 per share (the shares were originally issued at $30 per share).  As a result of this exchange, Hunt's total stockholders' equity will increase by

     a. $200,000.

     b. $800,000.

     c. $1,100,000.

     d. $900,000.

 14. On July 1, 1998, Lopez Co. issued 1,000 shares of its $10 par common stock and 2,000 shares of its $10 par convertible preferred stock for a lump sum of $55,000. At this date Lopez's common stock was selling for $24 per share and the convertible preferred stock for $18 per share.  The amount of the proceeds allocated to Lopez's preferred stock should be

     a. $30,000.

     b. $33,000.

     c. $36,000.

     d. $30,250.

 15. On December 1, 1998, shares of authorized common stock were issued on a subscription basis at a price in excess of par value. A total of 25% of the subscription price of each share was collected as a down payment on December 1, 1998, with the remaining 75% of the      subscription price of each share due in 1999. Collectibility was reasonably assured. At December 31, 1998, the stockholders' equity section of the balance sheet would report additional paid-in capital for the excess of the subscription price over the par value of the     shares of common stock subscribed and

     a. common stock issued for 25% of the par value of the shares of common stock subscribed.

     b. common stock issued for the par value of the shares of common stock subscribed.

     c. common stock subscribed for 75% of the par value of the shares of common stock subscribed.

     d. common stock subscribed for the par value of the shares of common stock subscribed.

 16. At the date of the financial statements, common stock shares issued would exceed common stock shares outstanding as a result of the

     a. declaration of a stock split.

     b. declaration of a stock dividend.

     c. purchase of treasury stock.

     d. payment in full of subscribed stock.

 17. An entry is NOT made on the

     a. date of declaration.

     b. date of record.

     c. date of payment.

     d. An entry is made on all of these dates.

 18. Cash dividends are paid on the basis of the number of shares

     a. authorized.

     b. issued.

     c. outstanding.

     d. outstanding less the number of treasury shares.

 19. The fair value of a property dividend should be determined by referring to

     a. estimated realizable values in cash transactions involving similar assets.

     b. quoted market prices.

     c. independent appraisals.

     d. All of these are acceptable.

 20. A scrip dividend results in a debit to retained earnings and a credit to a(n)

     a. asset account.

     b. liability account.

     c. stockholders' equity account.

     d. expense account.

 21. Declaration and issuance of a dividend in stock

     a. increases the current ratio.

     b. decreases the amount of working capital.

     c. decreases total stockholders' equity.

     d. has no effect on total assets, liabilities, or stockholders' equity.

 22. The declaration and issuance of a stock dividend larger than 25% of the shares previously outstanding

     a. increases common stock outstanding and increases total stockholders' equity.

     b. decreases retained earnings but does not change total stockholders' equity.

     c. may increase or decrease paid-in capital in excess of par but does not change total stockholders' equity.

     d. increases retained earnings and increases total stockholders' equity.

 23. The issuer of a 5% common stock dividend to common stockholders preferably should transfer from retained earnings to contributed capital an amount equal to the

     a. market value of the shares issued.

     b. book value of the shares issued.

     c. minimum legal requirements.

     d. par or stated value of the shares issued.

 24. A feature common to both stock splits and stock dividends is

     a. a transfer to earned capital of a corporation.

     b. that there is no effect on total stockholders' equity.

     c. an increase in total liabilities of a corporation.

     d. a reduction in the contributed capital of a corporation.

 25. Which of the following is NOT a valid reason for a stock split?

     a. To benefit existing stockholders by allowing them to take advantage of an imperfect   market adjustment following the split.

     b. To adjust the market price of the shares to a level where more individuals can afford to invest in the stock.

     c. To spread the stockholder base by increasing the number of shares outstanding and making them more marketable.

     d. All of these are valid reasons.

 26. Noncumulative preferred dividends in arrears

     a. are not paid or disclosed.

     b. must be paid before any other cash dividends can be distributed.

     c. are disclosed as a liability until paid.

     d. are paid to preferred stockholders if sufficient funds remain after payment of the current preferred dividend.

 27. For which of the following purposes should an appropriation for indefinite possible future losses on inventory be established?

     a. To match current revenues with applicable costs.

     b. To reduce fluctuations in net income in order to lend stability to the company.

     c. To charge operations in period of rising prices for the losses which may otherwise be absorbed in periods of falling prices.

     d. To inform stockholders that a portion of retained earnings should be set aside from amounts available for dividends because of such a contingency.

 28. Companies that carry no insurance against insurable casualty losses sometimes use an account called "appropriation for self-insurance."  In preparing a balance sheet, this account preferably would appear as a

     a. liability.

     b. part of retained earnings.

     c. deduction from the Cash Surrender Value of Insurance account.

     d. deferred credit.

 29. Watson Corporation owned 500,000 shares of Nelsen Corporation stock.  On December 31, 1998, when Watson's account "Investment in Common Stock of Nelsen Corporation" had a carrying value of $5 per share, Watson distributed these shares to its stockholders as a dividend.  Watson originally paid $8 for each share.  Nelsen has 1,000,000 shares issued and outstanding, which are traded on a national stock exchange.  The quoted market price for a Nelsen share was $7 on the declaration date and $9 on the distribution date.

     What would be the reduction in Watson's stockholders' equity as a result of the above transactions?  (Do not consider income tax effects.)

     a. $2,000,000.

     b. $2,500,000.

     c. $4,000,000.

     d. $4,500,000.

 30. On June 30, 1998, when Wang Co.'s stock was selling at $65 per share, its capital accounts were as follows:

        Capital stock (par value $50; 60,000 shares issued)   $3,000,000

        Premium on capital stock                                 
         600,000

        Retained earnings                                      

      4,200,000

 If a 100% stock dividend were declared and distributed and the par value per share remained at $50, capital stock would be

     a. $3,000,000.

     b. $3,600,000.

     c. $6,000,000.

d.  $7,800,000.

 31. Cash dividends on the $10 par value common stock of Matson Company were as follows:

          1st quarter of 1998               $330,000

          2nd quarter of 1998                350,000

          3rd quarter of 1998                420,000

          4th quarter of 1998                450,000

The 4th quarter cash dividend was declared on December 20, 1998, to stockholders of record on December 31, 1998.  Payment of the 4th quarter cash dividend was made on January 9, 1999.     

In addition, Matson declared a 10% stock dividend on its $10 par value common stock on December 1, 1998, when there were 300,000 shares issued and outstanding, and the market value of the common stock was $16 per share.  The shares were issued on December 21,      1998.   

What was the effect on Matson's stockholders' equity accounts during 1998 as a result of the above transactions?

Common  

Additional     

Retained

            Stock      

Paid-In Capital  
Earnings

     a. $    -0-            

$     -0-             
$1,550,000 debit

     b. $200,000 credit     
$180,000 credit    
$1,580,000 debit

     c. $300,000 credit     
$180,000 credit   
$2,030,000 debit

     d. $300,000 credit     
$100,000 debit     
$1,850,000 debit

 32. On January 1, 1998, Holden Corporation had 110,000 shares of its $5 par value common stock outstanding.  On June 1, the corporation acquired 10,000 shares of stock to be held in the treasury.  On December 1, when the market price of the stock was $8, the corporation declared a 15% stock dividend to be issued to stockholders of record on December 16, 1998.  What was the impact of the 15% stock dividend on the balance of the retained earnings account?

     a. $75,000 decrease

     b. $120,000 decrease

     c. $132,000 decrease

     d. No effect

 33. Stevens, Inc. has outstanding 100,000 shares of $2 par common stock and 20,000 shares of no par 8% preferred stock with a stated value of $5.  The preferred stock is cumulative and nonparticipating.  Dividends have been paid in every year except the past two years and the current year.  Assuming that $40,000 will be distributed as a dividend in the current year, how much will the common stockholders receive?

     a. Zero.

     b. $16,000.

     c. $24,000.

     d. $32,000.

 34. Assuming that $20,000 will be distributed as a dividend in the current year, how much will the preferred stockholders receive?

     a. $6,667.

     b. $8,000.

     c. $16,000.

d.  $20,000.

 35. Assuming that $55,000 will be distributed, and the preferred stock is ALSO participating, how much will the common stockholders receive?

     a. $31,000.

     b. $26,000.

     c. $29,000.

     d. $16,000.

 36. Yates, Inc. has 20,000 shares of $10 par value common stock and 10,000 shares of $10 par value, 6%, cumulative, participating preferred stock outstanding.  Dividends on the preferred stock are one year in arrears.  Assuming that Yates wishes to distribute $60,000 as dividends, the common stockholders will receive

     a. $12,000.

     b. $24,000.

     c. $36,000.

     d. $48,000.                    

 37. The actual total amount of a cash dividend to be paid is determined on the date of

     a. record.

     b. declaration.

     c. declaration or date of record, whichever is earlier.

     d. payment.

 38. An investment in marketable securities was accounted for by the cost method. These securities were distributed to stockholders as a property dividend in a nonreciprocal transfer. The dividend should be reported at the

     a. fair value of the asset transferred or the recorded amount of the asset transferred, whichever is higher.

     b. fair value of the asset transferred or the recorded amount of the asset transferred, whichever is lower.

     c. fair value of the asset transferred.

     d. recorded amount of the asset transferred.

 39. A corporation declared a dividend, a portion of which was liquidating.  How would this distribution affect each of the following?

          
 Paid-in Capital

Retained Earnings

     a.     Decrease     


No effect

     b.     Decrease     


Decrease

     c.     No effect    


Decrease

     d.     No effect    


No effect

 40. How would the declaration of a 10% stock dividend by a corporation

     affect each of the following?

      
Retained    
Total Stockholders'

      
Earnings    
Equity

     a. 
No effect    
No effect

     b. 
No effect    
Decrease

     c. 
Decrease   
No effect

     d. 
Decrease   
Decrease

41. The following information is available for the Jana Company:


Balance Sheet Information



Income Statement Information


Total Assets


   $  4,200,000

Current liabilities

      $    30,000    
Income before interest & taxes   $1,200,000

Long-term debt
  
       1,200,000

Interest expense

          120,000              

Common Stock ($20 par)
       2,000,000





       1,080,000

Retained Earnings

          700,000

Income tax (45%)

          486,000








Net Income


          595,000

Other information:  Cash dividends of $220,000 were paid during the year.  At year end, the market price of common was $101 per share.

Calculate the following:

a. return on total assets

b. return on total equity

c. price earnings ratio

d. book value per share

e. payout ratio
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