
P 4-2 The following information for Lesky Corporation covers the year ended December
31, 2012:

LESKY CORPORATION
Income Statement
For the Year Ended December 31, 2012
Revenue:
Revenues from sales $362,000
Rental income 1,000
Interest 2,400
Total revenue 365,400
Expenses:
Cost of products sold $242,000
Selling expenses 47,000
Administrative and general expenses 11,400
Interest expense 2,200
Federal and state income taxes 20,300
Total expenses 322,900
Net income $ 42,500
Required:
Change this statement to a multiple-step format, as illustrated in this chapter.

P 4-15 The following information for Gaffney Corporation covers the year ended December
31, 2012:
GAFFNEY CORPORATION
Income Statement
For the Year Ended December 31, 2012
Revenue:
Revenues from sales $450,000
Other 5,000
Total revenue 455,000
Expenses:
Cost of products sold $280,000
Selling expenses 50,000
Administrative and general expenses 20,000
Federal and state income taxes 30,000
Total expenses 380,000
Net income 75,000
Other comprehensive income
Available-for-sale securities adjustment, net of $5,000 income tax $ 7,000
Foreign currency translation adjustment, net of $3,000 income tax 8,000
Other comprehensive income 15,000
Comprehensive income $ 90,000
Required
a. Will net income or comprehensive income tend to be more volatile? Comment.
b. Which income figure will be used to compute earnings per share?
c. What is the total tax expense reported?
d. Will the items within other comprehensive income always net out as an addition to net
income? Comment.
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Required Answer the following multiple-choice questions:
a. Which of the following items would be classified as operating revenue or expense on
an income statement of a manufacturing firm?
1. Interest expense
2. Advertising expense
3. Equity income
4. Dividend income
5. Cumulative effect of change in accounting principle
b. Which of the following is a recurring item?
1. Error of a prior period
2. Equity in earnings of nonconsolidated subsidiaries
3. Extraordinary loss
4. Cumulative effect of change in accounting principle
5. Discontinued operations
c. The following relate to the income statement of Growth Company for the year ended
2012. What is the beginning inventory?
Purchases $180,000
Purchase returns 5,000
Sales 240,000
Cost of goods sold 210,000
Ending inventory 30,000
1. $6,000
2. $65,000
3. $50,000
4. $55,000
5. $70,000
d. Which of the following items are considered to be nonrecurring items?
1. Equity earnings
2. Unusual or infrequent item disclosed separately
3. Discontinued operations
4. Extraordinary item
5. Cumulative effect of change in accounting principle
e. If the investor company owns 30% of the stock of the investee company and the
investee company reports profits of $150,000, then the investor company reports
equity income of
1. $25,000.
2. $35,000.
3. $45,000.
4. $50,000.
5. $55,000.
f. Which of the following would be classified as an extraordinary item on the income
statement?
1. Loss from tornado
2. Loss on disposal of a segment of business
3. Write-down of inventory
4. Correction of an error of the current period
5. Loss from strike
g. Which of the following is true when a cash dividend is declared and paid?
1. The firm is left with a liability to pay the dividend.
2. Retained earnings is reduced by the amount of the dividend.
3. Retained earnings is increased by the amount of the dividend.
4. Retained earnings is not influenced by the dividend.
5. Stockholders’ equity is increased.
h. Which of the following is true when a 10% stock dividend is declared and
distributed?
1. Retained earnings is increased.
2. Stockholders’ equity is increased.
3. Stockholders’ equity is decreased.
4. Authorized shares are increased.
5. The overall effect is to leave stockholders’ equity in total and each owner’s share
of stockholders’ equity unchanged; however, the total number of shares increases.

