Module 9 — Financial Accounting for MBAs, 4™ edition by Easton, Halsey, Wild & McAnally

Practice Quiz

1. Following is the 2005 stockholders’ equity section from the Cisco Systems, Inc., balance sheet.

Shareholders’ Equity (in millions, except par valus) Jully 30, 2005
Preferred stock, no par valus: 5 shares authorized; none issued and outetanding. . ..... & —
Common stock and additional paid-in capital, $0.0071 par value: 20,000 shares

acthorized; 8,231 shams issued and cutstanding at Juby 30, 2005 .. ... .. ... ... ... 22,504
Retained aarmings . .. ..o i i i a i 506
Accumulated other comprehenaive income. . ... .o oo ii i i i i i 274
Total shareholdera’ equity .. ..o i i i e B231T4

For the $22,394 million reported as “common stock and additional paid-in capital,” what portion is
common stock?

$22,394 million
$6 million
$22,388 million
$12 million

cooy

2. Following is the stockholders’ equity section from the Abercrombie & Fitch balance sheet.

Sharehclders’ Equity [$ thousands) January 28, 2006 January 208, 2005

Clasa A common stock—$.01 par value: 150,000,000
shams authorized and 103,300,000 shares issusd at

January 28, 2006 and January 29, 20035, respectively. ... & 1,033 1 1,033
Paid-in capital . ... .. 0 e 161 G678 140,251
Retained sarnings . .. ... oo i e 1,357,791 1,078,023
Accumulated other comprehensive income. . ... ... ... .. (7o) —
Defered compensation .. ... oo oo 26,2068 15,048
Treasury atock at average cost: 15,573,789 and

17,282,943 shares at January 28, 2008 and

Jarnuary 28, 2005, respectivahy . oL oo (550,795) (SE3,029)

Total shareholdera’ equity ..o aiioooo s B BE5 11T F 069,226

How many shares are outstanding at its 2006 fiscal year-end?

87,726,211
150,000,000
103,300,000
86,037,057

oo opw
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3. Fischer Company has outstanding 8,000 shares of $100 par value, 5% preferred stock, and
50,000 shares of $1 par value common stock. The company has $328,000 of retained earnings.
At year-end, the company declares and pays the regular $5 per share cash dividend on preferred
stock and a $1.80 per share cash dividend on common stock. What is the total dividends paid by
Fischer Company?

$328,000
$40,000
$90,000
$130,000

coow

4. Following is the stockholders’ equity section from Altria’s 2005 balance sheet.

December 31 {§ millicn) 2005

Common stock, parvalue 303234 per share (2,605,961,317 ehares izsued). ... ........... § 835
Additional paid-in capital . . 8,061
Eamings reinvested in the hLl&-II‘lBSEl . . 54,8460
Accumulated other comprehensive loeses ||nc|l.|d|ng currency translation of $-1 37 in EIZIDSJ {1,853
Coat of repumchassd stock (721,686 818 sharee in 2005) ... ..o i e 124702)
Total stockholdars’ equity . ... o i e e. BAETOT

At what average price has Altria issued its common stock?

$2.49
$0.33
$12.73
$33.40

coow

5. Following is the stockholders’ equity section of the 2005 Caterpillar, Inc., balance sheet.

Stockholders’ Equity ($ millions) 2005 2004 2003

Common stock of $1.00 par valus; Authorzed shares: 900,000,000,
laaued shares (EDIZIS 2004 and 2003—814,554 5624)

at paid-in amourt . ces coee §1,859 $1.231 1,059
Treasury stock (2005—144,027,405 shares; 2004—129,020,7 26

shams; 2002—127,370,544 shares) at cosat . e aa e (4,63T) B2 2814
Pmﬁtaﬂplnyedinthabuainass............................... 11,808 9,937 B,450
Accumulated other comprehensiveincome. . ... ... oo (5948) {424) 317}
Total steckholders’ equity .. .. ... i aee.. BEASE T 46T BGOTR

At what average cost has Caterpillar repurchased its stock as of year-end 2005?

$2.07
$2.28
$32.20
$10.35

Qoo
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6. Following is the stockholders’ equity and minority interest sections of the 2005 Merck & Co., Inc.,
balance sheet.

Stockhelders' Equity ($ millions) 2005
Common stock, one cent par value; Authorzed—35,400,000,000 sharas;
lagued—2 870,223,337 shame—2005 . .. ... ool i i & 8.8
Crther paid-incapital. .. ..o o e G,000.0
Retained eamings . ... . o e ar.mea
Accumulated other comprehensiveincome. . ... ..o oo i 523
44,801.0
Less treasury stock, at cost; 794,200 347 sharee—2005 . ... ... ... ... 26,0844
Total stockholdera’ equity .. ... ..o o i i e BITBIEE

How many common shares are outstanding as of December 31, 20057

5,400,000,000
2,976,223,337
3,770,552,684
2,181,923,990

coow
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7. Following is the stockholders’ equity section of the 2006 balance sheet for Procter & Gamble
Company and its statement of stockholders’ equity.

Amounts in milliona; June 30 2006 2005

Shareholders’ Equity
Convertible Claas A preferred atock, stated value $1 per shars
(G000 ehares authorized). . [ T I 1 | § 1,453

Mon-Voting Class B preferre-:l stock, stated value $1 per share
(200 shares authorized). . — —

Commaon stock, stated value $1 per sham |:‘IIII 000 shares auﬂ'u:ﬂzad;

shams outatanding: 2008—3,975.8, 2005—20788). .. ... .. .covviiin s 3878 2,877
.ﬁ.ddiﬁ-:unalpaid-incap'rtal.......................................... 57,656 3,030
Reserve for ESOP debt retirement. . (1,288 {1,259
Accumulated D‘thermmprehanavalncnma (518) {1,560
Treasury astock, at coat jghares held: 2008—797.0, 2[0:»—533?) ceeeeaes 124235 {17,184
Haﬁalne-dearnlnge............................................... A5 606 31,004
Total sharsholdera’ equity .. ..o i e, B2 A0S $18,475

Consolidated Statement of Sharsholdera® Equity

Resarve
Common Additional for ES0OP  Accumulated Total Gom-
Dollars in millions! Sharas Common Preferred  Paid-in Dbt Other Compre- Treasury Retained prehensive
Shares in thousands ~ Outstanding  Stock Stock Capital PRstirerment hensive Income  Stock  Earnings  Total Income
Bal. June 30, 2005, . 2472834 $287TT $1483 3,030 Bi,2sE) $i1,568) $i17,194) £21,004 $18475
Net aamings. . 2634 2684 S5 64

Crthar mmpral'uma\emmma
Financial statemert

traraktion ... ..., 1,316 1,316 14818
Mt irmesetrmant
hadge-a net of f472
ta. [TEE) (78] (Tag)
Crher, natn:vf
tent benefita ... 518 518 518
Total comprehenaive
MCDME. o aeaaes s0,732
Dividends to sharsholders:
Common.......... {3,555) (3,555)
Prefarrad, ret of
ta benefita .. ... [148] {148
Tressury purchasss . .. (207,132 [ [16B21) {16,2:30)
Ernployes plan
TBELIAMNCES . ouu .. 36,763 16 1,308 BET (e 1802
Preferred stock
COMMEBIOg. . . ... .. 4,78 [k 5 o —
Gillette acquisition .. . . Q62,488 aa3 53,522 [1.154) 53,97
Charge n ESCP
dabt eearve .. ... [Fatl] (28]
Bal. Juna 30, 2006.... 3178841 $3976  H1451 B57.856  $)1.264) 5 515 5[34.235) H35.666 562908

How many shares of common stock did Procter & Gamble issue when convertible class A preferred
stock was converted during fiscal 2006?

36,763,000
3,788,000
962,488,000
600,000,000

Qoop
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8. Lucent Technologies reports the following footnote to its 2005 10-K related to its convertible
debentures.

2.75% series A and B debentures During the third quarter of fiscal 2003, we sold 2.75%
Series A Convertible Senior Debentures and 2.75% Series B Convertible Senior
Debentures for an aggregate amount of $1.6 billion, net of the underwriters’ discount and
related fees and expenses of $46 million. The debentures were issued at a price of
$1,000 per debenture and were issued under our universal shelf. The debentures rank
equal in priority with all of the existing and future unsecured and unsubordinated
indebtedness and senior in right of payment to all of the existing and future subordinated
indebtedness. The terms governing the debentures limit our ability to create liens, secure
certain indebtedness and merge with or sell substantially all of our assets to another
entity. The debentures are convertible into shares of common stock only if (1) the
average sale price of our common stock is at least equal to 120% of the applicable
conversion price, (2) the average trading price of the debentures is less than 97% of the
product of the sale price of the common stock and the conversion rate, (3) the debentures
have been called for redemption by us or (4) certain specified corporate actions occur.

How will Lucent account for the conversion of the 2.75% debentures, if and when conversion
occurs? Specifically, will Lucent recognize any gain or loss related to conversion?

a. Gain orloss is recorded for unamortized discount or premium at time of conversion

b. Gain or loss is recorded as difference between market value of stock and book value of
debentures at time of conversion

c. Gainorloss is recorded as difference between market value of stock and market value of
debentures at time of conversion

d. No gain or loss from conversion is reported
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