
EB-1B (Preparation of Operating Activities Section—Indirect Method, Periodic Inventory) The in-

come statement of Guesser Company is shown below.

GUESSER COMPANY

INCOME STATEMENT

FOR THE YEAR ENDED DECEMBER 31, 2008

Sales $755,000

Cost of goods sold 543,000

Gross profit 212,000

Operating expenses

Selling expenses $52,000

Administrative expenses 89,000 141,000

Net income $ 71,000

Additional information:

1. Accounts receivable decreased $63,000 during the year.

2. Inventory increased $38,000 during the year.

3. Prepaid expenses increased $12,000 during the year.

4. Accounts payable to increased $25,000 during the year.

5. Accrued expenses payable increased $6,000 during the year.

6. Administrative expenses include depreciation expense of $20,000.

Instructions

Prepare the operating activities section of the statement of cash flows for the year ended December 31, 2008,

for Guesser Company, using the indirect method.

EB-2B (Schedule of Net Cash Flow from Operating Activities—Indirect Method) Terra Land Com-

pany reported $540,000 of net income for 2008. The accountant, in preparing the statement of cash flows,

noted several items occurring during 2008 that might affect cash flows from operating activities.

1. Terra declared and paid a $1.50 cash dividend. Ten thousand shares of $1 par common stock were out-

standing at the date of record.

2. Terra revised its estimate for warranty expense. Before 2008, Terra’s warranty expense was 0.5% of its

net sales. In 2008, this percentage was increased to 0.7%. Net sales for 2008 were $5,850,000, and the

accrued warranty expense increased by $89,000 during 2008.

3. Terra sold 500 shares of treasury stock for $43 per share.  The shares were originally purchased for $38

per share.

4. Depreciation expense is $156,000.

5. Terra issued 2,000 shares of its $1 par common stock for a building. The market value of the shares on

the date of the transaction was $42 per share.

6. Terra holds 30% of Windy Company’s common stock as a long-term investment. Windy Company re-

ported $96,000 of net income and paid dividends of $35,000 for 2008.

7. Terra purchased 500 shares of Microsoft common at $110 per share and classified the investment as avail-

able-for-sale. The market price increased to $115 per share by the end of the year.

Instructions

Prepare a schedule that shows the net cash flow from operating activities using the indirect method. Assume

no items other than those listed above affected the computation of 2008 net cash flow from operating

activities.
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B-2 Appendix B � Reporting Cash Flows

EB-3B (SCF—Indirect Method) Condensed financial data of Fulton Corp. for 2008 and 2007 are presented

below.

FULTON CORP.

COMPARATIVE BALANCE SHEET

AS OF DECEMBER 31, 2008 AND 2007

2008 2007

Cash $ 800 $ 600 

Investments –0– 200 

Receivables 2,250 2,100 

Inventory 1,600 1,200 

Plant assets 1,600 1,200 

Accumulated depreciation (600) (455)

$5,650 $4,845 

Accounts payable $ 750 $1,200 

Accrued liabilities 330 520 

Bonds payable 800 1,000 

Capital stock 1,500 1,400 

Retained earnings 2,270 725 

$5,650 $4,845 

FULTON CORP.

INCOME STATEMENT

FOR THE YEAR ENDED DECEMBER 31, 2008

Sales $15,200

Cost of goods sold 10,400

Gross margin 4,800

Selling and administrative expense 1,205

Income from operations 3,595

Other revenues and gains

Loss on sale of investments 50

Income before income tax 3,545

Income tax expense 1,400

Net income 2,145

Cash dividends 600

Income retained in business $ 1,545

Additional information:

During the year, $100 of common stock was issued in exchange for land. No plant assets were sold in 2008.

Instructions

Prepare a statement of cash flows using the indirect method.

EB-4B (SCF—Direct Method) Data for Fulton Corp. are presented in EB-3B.

Instructions

Prepare a statement of cash flows using the direct method. (Do not prepare a reconciliation schedule.)

EB-5B (Classification of Transactions) Following are selected balance sheet accounts of BioLazer Corp. at

December 31, 2008 and 2007, and the increases or decreases in each account from 2007 to 2008. Also presented is

selected income statement information for the year ended December 31, 2008, and additional information.

Increase

Selected balance sheet accounts 2008 2007 (Decrease)

Assets

Accounts receivable $154,000 $120,000 $34,000 

Property, plant, and equipment 631,000 581,000 50,000 

Accumulated depreciation (141,000) (106,000) (35,000)
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B Exercises B-3

Increase

Selected balance sheet accounts 2008 2007 (Decrease)

Liabilities and stockholders’ equity

Bonds payable $ 95,000 $100,000 $ (5,000) 

Dividends payable –0– 10,000 (10,000) 

Common stock, $1 par 60,000 50,000 10,000

Additional paid-in capital 25,000 20,000 5,000

Retained earnings 340,000 261,000 79,000

Selected income statement information for the year ended December 31, 2008

Sales revenue $932,000

Depreciation 54,000

Loss on sale of equipment 8,000

Net income 90,000

Additional information:

1. During 2008, equipment costing $30,000 was sold for cash.

2. Accounts receivable relate to sales of merchandise.

3. During 2008, $15,000 of bonds payable were converted to common stock. There was no amortization of

bond discount or premium.

Instructions

Determine the category (operating, investing, or financing) and the amount that should be reported in the state-

ment of cash flows for the following items.

(a) Payments for purchase of property, plant, and equipment.

(b) Proceeds from the sale of equipment.

(c) Cash dividends paid.

(d) Proceeds from bonds payable.

EB-6B (SCF Theory and Analysis of Transactions) Brenda Leigh Johnson Company is a young and grow-

ing producer of electronic measuring instruments and technical equipment. You have been retained by Johnson

to advise it in the preparation of a statement of cash flows using the indirect method. For the fiscal year ended

October 31, 2008, you have obtained the following information concerning certain events and transactions of

Johnson.

1. The amount of reported earnings for the fiscal year was $650,000, which included an extraordinary gain of $225,000

(see item 5 below).

2. Depreciation expense of $311,000 was included in the income statement.

3. Uncollectible accounts receivable of $25,000 were written off against the allowance for doubtful accounts.

Also, $61,000 of bad debt expense was included in determining income for the fiscal year, and the same

amount was added to the allowance for doubtful accounts.

4. A loss of $11,000 was realized on the sale of a machine. It originally cost $96,000, of which $30,000 was
undepreciated on the date of sale.

5. On April 4, 2008, a hurricane caused the loss of a building with a net book value of $200,000 and re-
sulted in a gain after insurance proceeds ($300,000 gain less deduction for income taxes of $75,000). This
extraordinary gain was included in determining income as indicated in 1 above.

6. On July 21, 2008, building and land were purchased for $561,000. Johnson gave in payment $261,000 mar-

ket value of its unissued common stock, and signed a $300,000 mortgage note payable.

7. On August 13, 2008, $1,000,000 of Johnson’s 4% convertible preferred stock was converted into $100,000

par value of its common stock. The preferred stock originally issued at par value.

Instructions

Explain whether each of the seven numbered items above is an inflow or an outflow of cash, and explain

how it should be disclosed in Johnson’s statement of cash flows for the fiscal year ended October 31, 2008.

If any item is neither an inflow nor an outflow of cash, explain why it is not, and indicate the disclosure, if

any, that should be made of the item in Johnson’s statement of cash flows for the fiscal year ended October

31, 2008.

EB-7B (Analysis of Transactions’ Effect on SCF) Each of the following items must be considered in prepar-

ing a statement of cash flows for David Gabriel Inc. for the year ended December 31, 2008.

1. Fixed assets that had cost $100,000 7 years before and were being depreciated on a 10-year basis using the

straight-line method, with no estimated scrap value, were sold for $50,000.
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2. During the year, patents of $211,000 were considered impaired and were completely written off to expense.

3. During the year, 5,000 shares of common stock with a stated value of $50 a share were issued for $61 a share.

4. The company reported net income for the year of $162,000. Depreciation amounted to $61,000 and patent

amortization was $45,000.

5. Uncollectible accounts receivable in the amount of $2,500 were written off against the Allowance for Doubtful

Accounts.

6. Investments (available-for-sale) that cost $75,000 when purchased 2 years earlier were sold for $81,000. The

gain was considered ordinary.

7. Bonds payable with a par value of $50,000 on which there was an unamortized bond discount of $4,000

were redeemed at 101. The loss was credited to ordinary income.

Instructions

For each item, state where it is to be shown in the statement and then how you would present the necessary

information, including the amount. Consider each item to be independent of the others. Assume that correct entries

were made for all transactions as they took place.

EB-8B (Preparation of Operating Activities Section—Direct Method) Data for Guesser Company are

presented in EB-1B.

Instructions

Prepare the operating activities section of the statement of cash flows using the direct method.

EB-9B (Preparation of Operating Activities Section—Direct Method) Krayon Company’s income state-

ment for the year ended December 31, 2008, contained the following condensed information.

Revenue from fees $1,604,000

Operating expenses (excluding depreciation) $1,280,000

Depreciation expense 111,000

Gain on sale of equipment (7,000) 1,384,000

Income before income taxes 220,000

Income tax expense 90,000

Net income $  130,000

Krauss’s balance sheet contained the following comparative data at December 31.

2008 2007

Accounts receivable $169,000 $119,000

Accounts payable 132,000 82,000

Income taxes payable 16,500 25,000

(Accounts payable pertains to operating expenses.)

Instructions

Prepare the operating activities section of the statement of cash flows using the direct method.

EB-10B (Preparation of Operating Activities Section—Indirect Method) Data for Krayon Company are

presented in EB-9B.

Instructions

Prepare the operating activities section of the statement of cash flows using the indirect method.

EB-11B (Computation of Operating Activities—Direct Method) Presented below are two independent sit-

uations.

Situation A:
Overtop Inc. reports revenues of $2,605,000 and operating expenses of $1,950,000 in its first year of operations,

2008. Accounts receivable and accounts payable at year-end were $140,000 and $321,000, respectively. Assume

that the accounts payable related to operating expenses. Ignore income taxes.

Instructions

Using the direct method, compute net cash provided by operating activities.

B-4 Appendix B � Reporting Cash Flows
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Situation B:
The income statement for Prince Corp. shows cost of goods sold of $940,000 and operating expenses (exclusive

of depreciation) of $523,000. The comparative balance sheet for the year shows that inventory decreased $96,900,

prepaid expenses decreased $12,000, accounts payable (related to merchandise) increased $64,900, and accrued

expenses payable increased $25,000.

Instructions

Compute (a) cash payments to suppliers and (b) cash payments for operating expenses.

EB-12B (SCF—Direct Method) Zurg Corp. uses the direct method to prepare its statement of cash flows.

Zurg’s trial balances at December 31, 2008 and 2007, are as follows.

December 31

2008 2007

Debits

Cash $ 84,000 $ 5,000

Accounts receivable 270,000 298,000

Inventory 187,000 171,000

Property, plant, & equipment 690,000 592,100

Cost of goods sold 1,205,000 1,080,000

Selling expenses 181,500 106,000

General and administrative expenses 285,000 189,500

Interest expense 8,500 10,200

Income tax expense 170,300 161,800

$3,081,300 $2,613,600

Credits

Allowance for doubtful accounts $  9,600 $ 8,100

Accumulated depreciation 80,500 65,000

Trade accounts payable 95,000 118,500

Income taxes payable 21,000 8,600

Deferred income taxes 54,200 45,600

Unamortized bond premium 4,500 5,000

10% convertible bonds payable 100,000 100,000

Common stock 110,000 100,000

Additional paid-in capital 75,000 56,000

Retained earnings 425,700 318,300

Sales 2,105,800 1,788,500

$3,081,300 $2,613,600

Additional information:

1. Zurg purchased a major piece of equipment for $97,900 during 2008.

2. Zurg allocated one-half of its depreciation expense to cost of goods sold and the remainder to general and

administrative expenses.

3. Bad debt expense for 2008 was $10,000 and is included in general and administrative expenses.

Instructions

Determine what amounts Zurg should report in its statement of cash flows for the year ended December 31, 2008,

for the following items.

(a) Cash collected from customers. (d) Cash paid for income taxes.

(b) Cash paid to suppliers. (e) Cash paid for general and administrative expenses.

(c) Cash paid for interest.

B Exercises B-5
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