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Accounting Chapter 13 Test

Mastering Your Accounting Chapter
13 Test: A Complete Study Guide

If  you are currently enrolled in an introductory or intermediate
financial  accounting  course,  you  already  know  that  each  chapter
builds on the last. By the time you reach Chapter 13, you have
likely  covered  the  accounting  cycle,  merchandising  operations,
inventory,  internal  controls,  and  long-term  assets.  Now,  your
Accounting  Chapter  13  Test  is  about  to  challenge  your
understanding of one of the most critical areas in business finance:
corporations, stock transactions, dividends, and retained earnings.
This  is  the  chapter  where  accounting  moves  beyond  sole
proprietorships  and partnerships  and into  the world  of  publicly
traded companies, shareholders, and complex equity structures.

Preparing  for  your  Accounting  Chapter  13  Test  can  feel
overwhelming because the terminology alone—authorized shares,
par value, paid-in capital, treasury stock, and stock splits—can blur
together. However, with the right approach, you can master this
material and perform well on exam day. This article will walk you
through everything you need to know, from the core concepts to
test-taking  strategies,  so  you  can  walk  into  your  Accounting
Chapter 13 Test with confidence.

Why Chapter 13 Matters in Your
Accounting Journey

Chapter  13  is  a  pivotal  chapter  in  most  accounting  textbooks
because it introduces the corporate form of business organization.
Unlike  sole  proprietorships  and  partnerships,  corporations  are
separate  legal  entities  owned  by  shareholders.  This  distinction
changes  how equity  is  recorded,  reported,  and  analyzed.  Your
Accounting  Chapter  13  Test  will  likely  assess  your  ability  to
differentiate  between  these  business  structures  and  apply  the
correct  accounting  treatments  for  each.

Understanding corporate accounting is not just about passing a
test. It is essential for anyone pursuing a career in accounting,
finance,  or  business  management.  Public  companies  must  follow
strict  reporting  guidelines  for  their  equity  transactions,  and
accountants must be able to record stock issuances, dividends,
and treasury stock purchases accurately. The concepts you learn
for this exam will reappear in advanced courses and professional
certifications such as the CPA exam.



Key Topics Covered on the
Accounting Chapter 13 Test

To succeed on your Accounting Chapter 13 Test, you need to focus
on several core topic areas. Below, we break down each major
section you should review thoroughly.

Characteristics of a Corporation

Your test will almost certainly ask you to identify the advantages
and disadvantages of the corporate form. Key advantages include
limited liability for shareholders, easy transferability of ownership,
continuous life, and the ability to raise large amounts of capital
through  stock  sales.  Disadvantages  include  double  taxation
(corporate income is taxed, and dividends are taxed again at the
shareholder  level),  more  government  regulation,  and  potential
agency problems between managers and owners.

Make  sure  you  understand  how  these  characteristics  affect
financial  reporting  and  decision-making.  Your  Accounting  Chapter
13 Test  may include  multiple-choice  questions  or  short-answer
prompts that ask you to compare corporations to other business
structures.

Stock: Common vs. Preferred

One of the most important distinctions in Chapter 13 is between
common stock  and  preferred  stock.  Common stock  represents
basic ownership in a corporation and typically carries voting rights.
Preferred stock, on the other hand, offers certain preferences over

common  stock,  such  as  priority  in  dividend  payments  and
liquidation proceeds, but usually does not have voting rights.

For your Accounting Chapter 13 Test, be prepared to:

Define both common and preferred stock
Explain the differences in dividend rights
Calculate dividends payable to preferred and common
shareholders
Understand cumulative vs. noncumulative preferred stock
Identify participating and nonparticipating features

Cumulative  preferred  stock  is  a  frequent  topic  on  exams.  If
dividends are not declared in a given year, they accumulate and
must be paid before any dividends can be distributed to common
shareholders.  Your  Accounting  Chapter  13  Test  may  include  a
problem  where  you  must  compute  dividends  in  arrears  and
allocate  current  dividends  between  preferred  and  common
stockholders.

Issuing Stock: Par Value, Stated Value, and No-Par
Stock

When  a  corporation  issues  stock,  the  accounting  treatment
depends on whether the stock has a par value. Par value is a
nominal amount assigned to each share and has no relationship to
the market value. Many states require a minimum par value to
protect creditors. When stock is issued at par, the journal entry is
straightforward: debit Cash and credit Common Stock.

However, stock is often issued at a price above par value. The
excess over par is recorded in a separate account called Paid-in
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Capital in Excess of Par (also called Additional Paid-in Capital). Your
Accounting  Chapter  13  Test  will  likely  require  you  to  prepare
journal entries for various stock issuance scenarios, including:

Issuing par value stock at par
Issuing par value stock at a premium (above par)
Issuing no-par stock
Issuing stated value stock
Issuing stock for noncash assets or services

Pay close attention to the journal entry structure for each scenario.
Many students lose points on their Accounting Chapter 13 Test
because they forget to credit Additional Paid-in Capital when stock
is issued above par.

Treasury Stock Transactions

Treasury stock refers to shares that a corporation has issued and
later reacquired. These shares are held by the corporation and are
not  considered  outstanding  for  dividend  or  voting  purposes.
Companies may buy back their own stock for various reasons, such
as  to  increase  earnings  per  share,  to  signal  confidence  to  the
market,  or  to  have  shares  available  for  employee  stock
compensation  plans.

For your Accounting Chapter 13 Test, you need to know the two
methods of accounting for treasury stock:

The Cost Method: Treasury stock is recorded at the cost of1.
acquisition. When shares are reissued, any difference
between the cost and the reissue price is recorded in Paid-in
Capital from Treasury Stock (or retained earnings if the

difference is a loss).
The Par Value Method: Treasury stock is recorded at par2.
value, and the excess cost over par is debited to Additional
Paid-in Capital from the original issuance. This method is less
commonly used in practice.

Most textbooks and Accounting Chapter 13 Test questions focus on
the cost method. Practice journal entries for buying treasury stock,
reissuing it at a price above cost, and reissuing it at a price below
cost.

Dividends and Stock Splits

Dividends  are  distributions  of  a  corporation’s  earnings  to  its
shareholders.  Your  test  will  cover  cash  dividends  and  stock
dividends. For cash dividends, you must understand the three key
dates:

Declaration date: The board of directors declares the
dividend, creating a liability.
Date of record: Shareholders on this date are entitled to
receive the dividend. No journal entry is required.
Payment date: The corporation pays the dividend, reducing
Cash and the liability.

Stock dividends are distributions of additional shares to existing
shareholders. They do not change total stockholders’ equity but do
transfer  amounts from retained earnings to paid-in  capital.  For
your  Accounting  Chapter  13  Test,  you  will  need  to  differentiate
between small stock dividends (less than 20-25% of outstanding
shares,  recorded  at  market  value)  and  large  stock  dividends
(recorded at par value).



Stock splits are also common on exams. A stock split increases the
number of shares outstanding and decreases the par value per
share proportionally. No journal entry is recorded for a stock split,
but a memorandum entry is made in the accounting records. Your
test  may  ask  you  to  explain  how  a  stock  split  affects  par  value,
market price, and total stockholders’ equity.

Retained Earnings and Restrictions

Retained  earnings  represent  the  cumulative  net  income  of  a
corporation  that  has  not  been  distributed  as  dividends.  Your
Accounting Chapter 13 Test will likely cover:

The formula for retained earnings (beginning balance + net
income − dividends = ending balance)
Appropriations of retained earnings (restrictions that limit
dividend distributions)
The difference between retained earnings and cash
How prior period adjustments affect retained earnings

A common misunderstanding is that retained earnings represent
cash.  They do not.  Retained earnings are part  of  stockholders’
equity  and  represent  claims  against  total  assets,  not  a  specific
cash balance.  Your test  may include a question that tests this
distinction.

How to Prepare Effectively for Your
Accounting Chapter 13 Test

Now that you know what content to expect, let us focus on study
strategies that will help you maximize your score.

Review the Journal Entries Thoroughly

Accounting is a hands-on subject. You cannot simply read your
textbook and expect to ace your Accounting Chapter 13 Test. You
must  practice  journal  entries  repeatedly.  Create  flashcards  for
each type of transaction covered in this chapter: issuing stock,
declaring dividends, paying dividends, purchasing treasury stock,
reissuing treasury stock, and recording stock dividends. Write out
the debit and credit entries without looking at your notes, then
check your work.

Understand the Equity Section of the Balance
Sheet

Your test will likely ask you to prepare or analyze the stockholders’
equity  section  of  the  balance  sheet.  Know  the  standard
presentation  order:

Paid-in capital (common stock, preferred stock, additional1.
paid-in capital)
Treasury stock (shown as a reduction, usually at cost)2.
Retained earnings (appropriated and unappropriated)3.
Accumulated other comprehensive income4.
Total stockholders’ equity5.

Practice building this section from a list of account balances. Many
Accounting Chapter 13 Test problems give you a trial balance and
ask you to construct the equity section.

Work Through Dividend Allocation Problems

Dividend  allocation  problems  between  preferred  and  common
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shareholders are almost guaranteed to appear on your test. Make
sure you can handle both cumulative and noncumulative preferred
stock, with and without dividends in arrears. Work through several
examples until the process becomes automatic.

For example, if a company has 10,000 shares of 6% cumulative
preferred  stock  with  a  $100  par  value,  and  50,000  shares  of
common stock with a $10 par value, and the company declares a
$200,000  cash  dividend  in  its  first  year  of  operations  with  no
dividends in arrears, how much goes to each class? The preferred
shareholders receive $60,000 (10,000 shares x $100 par x 6%),
and the remaining $140,000 goes to common shareholders. Now,
what happens if the company skipped dividends for two years and
then  declares  $300,000  in  the  third  year?  The  preferred
shareholders receive $180,000 (three years at $60,000 each), and
the remaining $120,000 goes to common shareholders.

Problems like these are common on the Accounting Chapter 13
Test, so practice until you can solve them quickly.

Use Practice Exams and Study Groups

One of the best ways to prepare is to take practice tests under
timed  conditions.  Many  textbook  websites  offer  chapter  quizzes
and practice exams.  Use them. Also,  consider  forming a study
group with classmates. Explaining concepts like treasury stock or
stock splits to others can deepen your own understanding. When
you teach a topic, you learn it twice.

Focus on the Terms and Definitions

Accounting Chapter 13 introduces dozens of new terms. Make a

glossary and review it daily. Key terms include:

Authorized shares
Issued shares
Outstanding shares
Par value
Market value
Paid-in capital
Retained earnings
Treasury stock
Dividends in arrears
Stock split
Stock dividend
Liquidating dividend

Your test will use these terms in questions, and you need to know
them cold.

Common Mistakes to Avoid on the
Accounting Chapter 13 Test

Even well-prepared students can make avoidable errors. Here are
the most common mistakes and how to avoid them:

Confusing Issued Shares with Outstanding Shares.  Issued
shares  include  treasury  stock.  Outstanding  shares  are  issued
shares  minus  treasury  stock.  Dividends  are  paid  only  on
outstanding  shares.

Forgetting to Record Additional Paid-in Capital. When stock
is issued above par, you must credit both Common Stock (at par)



and Additional Paid-in Capital (for the excess). Some students only
credit Common Stock.

Misapp


