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CHAPTER 1

UNDERSTANDING THE ISSUES

(a) horizontal combination—both are marine
engine manufacturers

(b) vertical combination—manufacturer buys
distribution outlets

(c) conglomerate—unrelated businesses

By accepting cash in exchange for the net as-
sets of the company, the seller would have to
recognize an immediate taxable gain. However,
if the seller were to accept common stock of
another corporation instead, the seller could
construct the transaction as a tax-free reorgan-
ization. The seller could then account for the
transaction as a tax-free exchange. The seller
would not pay taxes until the shares received
were sold.

Identifiable assets (fair value)......... $600,000
Deferred tax liability

($200,000 x 409%) .....cccceeevuvneennne (80,000)
Net assets.......coveiiiiiiiieeii, $520,000
Goodwill

[($850,000 — $520,000) + 60%]. $550,000
Deferred tax liability

($550,000 % 409%) .....cceeevrvneennne (220,000)
Net goodwill ..........c.cccvvveuieeiiniiiiinnnns $330,000

(&) The net assets and goodwill will be record-
ed at their full fair value on the books of the
parent on the date of acquisition.

(b) The net assets will be “marked up” to fair
value and goodwill will be recorded at the
end of the fiscal year when the consolidat-
ed financial statements are prepared
through the use of a consolidated work-
sheet.

Puncho will record the net assets at their fair
value of $800,000 on its books. Also, Puncho
will record goodwill of $100,000 ($900,000 —
$800,000) resulting from the excess of the price
paid over the fair value. Semos will record the
removal of its net assets at their book values.
Semos will record a gain on the sale of busi-
ness of $500,000 ($900,000 — $400,000).

7.

Zone Group Cumulative
Analysis Total Total
Priority $ 20,000 $ 20,000

Nonpriority 500,000 520,000

(&) This price exceeds the fair value of all ac-
counts and allows for goodwill.

Current assets (fair value) .............. $120,000
Land (fair value).............................. 80,000
Liabilities (fair value)...................... (100,000)
Building & equipment (fair value).... 400,000
Customer list (fair value)................. 20,000
GoOodWill ...eeiiiiiiiiieee e 280,000
Extraordinary gain..........ccocceeeeennnen. —
$800,000

(b) This price is a bargain. The nonpriority ac-
counts are discounted. There is $430,000
($450,000 — $20,000 to priority accounts)
available to be allocated to these accounts.

Current assets (fair value) .............. $120,000
Liabilities (fair value) ............cccoeueee. (200,000)
Land [(80 + 500) x $430,000]......... 68,800
Building & equipment

[(400 + 500) x $430,000] ........... 344,000
Customer list [(20 + 500) x $430,000] 17,200
GOoOAWIll ..o —
Extraordinary gain.......................... —

Total . $450,000

(c) This price creates an extraordinary gain.
Only priority accounts are recorded.

Current assets (fair value) .............. $120,000
Liabilities (fair value) ....................... (100,000)
Building & equipment

(no amount available) ................ —
Customer list

(no amount available) ................ —
GOoodWill ... —
Extraordinary gain.........cccocceeeennnen. (5,000)

Total .o $ 15,000

(a) Direct cost—Included with the price paid to
assign values to net assets, and possibly to
goodwill.


http://downloadslide.blogspot.com

Ch. 1—Understanding the Issues

(b)

()

(d)

()

Direct cost—Included with the price paid to
assign values to net assets, and possibly to
goodwill.

Direct cost—Included with the price paid to
assign values to net assets, and possibly to
goodwill.

Issue cost—Deducted from the amount
assigned to stock issued in the combina-
tion.

Indirect cost—Expensed in the current pe-
riod.

Additional goodwill is recorded because the
target was met. The entry would take the
following form:

Goodwill (fair value of stock issued)
Common Stock (par value of stock is-
sued)
Paid-In Capital in Excess of Par (fair
value of stock issued minus par value)

(b) In this case, the paid-in capital in excess of

par account is reduced for the par value of

the additional shares to be issued. The fair

value of the stock originally issued is being

devalued.

The entry would take the following form:

Paid-In Capital in Excess of Par (par value
of additional shares issued)

Common Stock (par value of additional
shares issued)
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EXERCISES

EXERCISE 1-1
Current-year income using the purchase method:

Combined Net Income
Year Ended December 31, 20xx

Ch. 1—Exercises

Sales [$800,000 + (1/2 x $500,000)]....ccceeiieiiieiiiiiieeeieeieeeeeee e $1,050,000
Less:
Cost of goods sold [$400,000 + (1/2 x $300,000)].....cccevriumrrrrrreeeeerniiiirenne 550,000
Operating expenses [$150,000 + (1/2 x $75,000)] ...ccoeeeeeeeeeeeeeeeeeeeeeeeeeee, 187,500
GOOAWIll AMOITIZATIONT ... ieeiee e et e e e e e e e e e enees 10,000
Other expenses [$50,000 + (1/2 x $25,000)].....cuuerreeeeeeiiiiiririrereeeeesnineenes 62,500
L= AT T ) 0 $ 240,000
*Purchase price ......cccccvvvvveveiiieiiieeeeen, $ 400,000
Book value of net assets ..........cccceeuue.e. 200,000
(€T 07010 111 1| I $ 200,000
Divide BY c.oovviieiiieece e, +10 years
Amortization amount .........ccoeveeeeeeeennnnns $ 20,000 ¥ year = $10,000
Current-year income using the pooling method:
Combined Net Income
Year Ended December 31, 1998
Sales ($800,000 + $500,000).......cccuuuuieiieeeeiieiiiiiiae e eee e e $1,300,000
Less:
Cost of goods sold ($400,000 + $300,000) .....ccceeeeeeeeeeeeeieeeeeeeeeeeeeeeeeeeeee, 700,000
Operating expenses ($150,000 + $75,000) ........cceerreeeeriiiiirrerireeeeeeeanineenens 225,000
Other expenses ($50,000 + $25,000).......cccciiurrimiiiiieeaeiiiiiirieeae e e 75,000
L= ST L) 0 1 $ 300,000
EXERCISE 1-2
(1) CUITENT ASSELS ...t e e e 100,000
=1 Vo 1T 75,000
2 1011 [T T R 300,000
o 1011 0] 0= o | S 275,000
(0T Lo /1 TR 167,000
(I E= o 11T [T 102,000
Cash (includes direct acquisition COStS) ..........cceeveeeerruninneeennn. 815,000
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Exercise 1-2, Concluded

(2) CaSh e 800,000
= o] 1111 100,000
Accumulated Depreciation—Building ............ccvviiiiiiieiiiiiiiiieeeeee, 200,000
Accumulated Depreciation—Equipment...........ccccoeeeeeeiiiiiiiiiinneeennn, 100,000

CUITENE ASSEES ..ttt ettt et e ea e 80,000

1= T Vo [T 50,000

2 TUT][o [TV S 450,000

EQUIPMENT ... 300,000

Gain on Sale of BUSINESS.......ccovveiiiiiiiie e 320,000

Note: Seller does not receive direct acquisition costs.

(3) Investment in Cardinal Company .........cooeeeeeeieeeeeeeeeeeee e 815,000
CASI . 815,000

Note: At year-end, Cardinal would be consolidated with Benz, as explained in Chapter 2.

EXERCISE 1-3

L8 1= 1 ko 100,000
[01Y=] g1 (0] oY AP T PP UPP T UPPRRPPN 250,000
EQUIPIMENT ... e e 220,000
6= 1 (o T 180,000
BUIIAINGS ... e 300,000
Discount on Bonds Payable.............ccoovvieiiiiiiiiiieeceeecee e 140,000
(€070 0 171V 1 | Ll 665,000
Current Liabilities .....cou i 80,000
Bonds Payable.............ouuoiiiiiice e 550,000
COMMON SEOCK .. e 300,000
Paid-In Capital in EXCESS Of Par.....ccccooiiiiiiiiiiiiicii e, 900,000
(082 1= 1 Eaia TR 25,000
*Total consideration:
Common stock (60,000 shares x $20) ........ccceeeeeeeeieeeeieeeieeeeeeeee, $1,200,000
Direct aCqUISItION COSES ......ccvviiiiiiiiiiiiiiiiiiiiieeieeeeeeeee e 25,000
PIICE PAI. .. .eieiiieiie e ettt e e e e e e e et e e e e e e e araea e $1,225,000
Less fair value of assets acquired:
(OF= 1= 1 [T $ 100,000
INVENTOTY .ttt e et e e e e eees 250,000
Current iabilities ........coooiiei e (80,000)
BONdS payable .........oooviiiiiiiiiiiiiiiii (410,000)
EQUIPMENT.....oiiiiiiiiiiiiiiieeeeeee e 220,000
6= 3 (o T 180,000
2 10110 [TV < PSR 300,000
Value of assets aCqUIred............uueeiiiieeiiiiiiicee e 560,000
Excess of total cost over fair value of asSetS.......ocovveevviviiiiiiiiciincen, $ 665,000

**Cash accounts in this entry may be shown as a net amount.
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Exercise 1-3, Concluded

In a purchase, assets acquired and liabilities assumed are recorded at fair value. Direct acquisition
costs are added to the total purchase price of the acquisition. As an end result, the direct acquisition
costs are assigned to Goodwill or to the value of the separable assets in a bargain purchase.

General EXPENSE .....coiieeeiiee e 30,000
(8= 1= o [ 30,000
Indirect acquisition costs are expensed.
Paid-In Capital in Excess of Par..........cccccceeeviieiiiieiiiciin e, 10,000
(O 1] o I 10,000

In a purchase, the costs to register and issue stock are treated as a reduction of the amount re-
ceived for the stock.

EXERCISE 1-4

Pro Forma Income Statement
Year Ended December 31, 20X2

S e e $700,000
Less:
Cost of goods sold ($340,000 + $25,000) ........c.ceevvereeeeeeiiiiiiirieeeeeeeeeeennnne 365,000
Operating expenses ($185,000 + $5,250%).........ccccevirrieeeiiirieeeeeiiieeee e 190,250
OtNEI EXPENSES. .. ttiii i e et e e e e e et e e e e e e e e e e et b e e aeaaaeeannes 50,000
NN T g oo o = U $ 94,750

*Operating expenses had the following adjustments:
Depreciation expense:

Equipment ($30,000 + 20 YEAIS) ....cceeeeeeiiiiiiiiiiieaeeeaaaiiiiieeeeee e e e e e aneeenes $ 1,500
Buildings ($75,000 + 20 YEAIS) ...vvvvvreeeeeiiiiiiieiiieeeeeeeasseeeeeraeeeeesannnnnnens 3,750
Total adJUSIMENTS... ..o e e e e e e e ea s $ 5,250

EXERCISE 1-5

Purchase Price:

CaSh $180,000
Direct acquiSition COSES INCUITEM ..........uuuuuuuiiiiiiiiiiiiiiiiiiiiiiieeieeeebeebeeeeeeeeeeeeeee 10,000
TOtal PUICNASE PFICE ...t e e e a e e e e e eeeeeaees $190,000
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Exercise 1-5, Concluded

Group Cumulative

Zone Analysis Total Group Total
PIiOFity ACCOUNTS ....cciiiiiieeecciiiee e e et e et eeaaeee e $140,000 $140,000
NONPIONtY ACCOUNES ....uieieiiieiiiiiiee e e e e 55,000 195,000
PIICE PAIH.....cciiiciiiieee ettt $190,000
PN To [T (o o] o] 11 1Y/ 140,000
ASSIgN 1O NONPIIOILY ...t 50,000
(€000 |,/ —
EXtraordinary gaiN.......c..cooeeiiieeiiiieiieeee e e e —
Journal Entry:
ACCOUNS RECEIVADIE™ ... oo eenn 200,000
[ aNYZ=] 0100 ] YU UPTPRTRPPN 270,000
Equipment [(40 + 55) x $50,000]......uuuuuurummmmmmmrmnnnnnnnnnnnnnnnnnnnnnnenennnnennne 36,364
Brand-Name Copyright [(15 + 55) x $50,000] ........cccovveeinimmreenniineeennns 13,636

(OF= 1= 1 [P TTT 190,000

CUITENt LiabiltieS™ ... e 80,000

Mortgage Payable* ... 250,000
*Fair value
Dr = Cr CheCK @amMOUNTS.......oooiiiiiiii et e e e e ea st e e e e eeeeees 520,000 520,000
ACUISILION EXPENSE ™ ... .o 15,000

(OF= 1= 1 [T 15,000
**Indirect acquisition costs

EXERCISE 1-6
Purchase Price:
(O 1 o T $125,000
Direct acquisition COSES INCUITEA .........oeeiieiiiii e 10,000
TOtal PUICNASE PFICE covvveiii e e e e e ettt e e e e e e e et a s e e eaaeenenes $135,000
Group Cumulative

Zone Analysis Total Group Total
Priority aCCOUNTS ......vveiiiie e $140,000 $140,000
NONPIONtY ACCOUNES ....uieieiiiiiiiiiee e 55,000 195,000
PIICE PAI.....ccciiiiiiee et $135,000
PN To [T (o o] o] 1 1Y/ 140,000
ASSIgN t0 NONPIIONLY ...euieeeeiiieeeeie e —
GOOAWIIL. e e —
EXtraordinary gaiN...........coeevveeeiiiieiiee e e e e 5,000
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Exercise 1-6, Concluded

Journal Entry:

Ch. 1—Exercises

ACCOUNES RECEIVADIE™ ... 200,000
LN YZ=T 0 (] YN 270,000
(@8- 1] o PR 135,000
Current Liabilties ... ... 80,000
Mortgage Payable® ..., 250,000
Extraordinary Gain ..........coeuvvveiiiiiiiiiiiiiiiiiiiiiieieeeeeeeee e 5,000
*Fair value
Dr = Cr CheCK amMOUNTES ......cciiiiiiiiiiiie et 470,000 470,000
Note: There is ho amount available to allocate to the nonpriority assets (equipment and brand-name
copyrights).
ACUISILION EXPENSE ™ ... ..o 15,000
SN 15,000
**Indirect acquisition costs
EXERCISE 1-7
Purchase Price:
Cash ., $400,000
Direct acquisition COSES INCUITEd ..........couvviiiiiiieiiecee e 18,000
TOtal PUICNASE PFICE covvveii e e e e e e e e e a e e e e e e e eeannes $418,000
Group Cumulative
Zone Analysis Total Group Total
Priority @CCOUNS ........uvviiiiieeeeeieeeciieeee e e e e $ 28,000* $ 28,000
NONPFIONtY QCCOUNES .....uuuviiiiiiiiiiiiiiiiiiiiiebiiiieiibeeiebeeeeeeeeeees 500,000 528,000
Price paid........coooeiiiiiii e $418,000
PN Lo [T (o o] 0] 111V 28,000
ASSIGN 1O NONPIIOITLY ....vvvviiiiiiiiiiiiiiiiiiiibieeebeeeeeeeeeeeeeeeeeeeeeaees 390,000
GOOAWIIL....ccveieeee e —
EXtraordinary gain..........oooeeeeeeeeiiione e —

*$120,000 current assets — $92,000 liabilities

Assignment and Allocation Schedule

Allocated or

Fair Amount to Assigned
Nonpriority Accounts Value Percentage  Allocate Amount
Land ......c.oeviiiiieeee $ 80,000 16% $390,000 $ 62,400
Buildings (Net)........cccovvvveeiiiiiiiiiin, 250,000 50% 390,000 195,000
Equipment (Net) ......ovveeeiieeeiiieeiiinnnn, 150,000 30% 390,000 117,000
Patents ........cccoeeviiiiiiiiiieeeeee e 20,000 4% 390,000 15,600
Total nonpriority accounts................. $500,000 100% $390,000
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Exercise 1-7, Concluded

Journal Entry:

CUITENTS AS S B S ..t e e e e e e e e e e es 120,000
Land (from schedule)...........ooouviiiiiiiee e 62,400
Buildings (net) (from schedule) ..........ccooviiiiiiiiiierccce e, 195,000
Equipment (net) (from schedule)..............coooiiiiiiiiiiiiiiie 117,000
Patents (from schedule)............uceiiiiiiiii e, 15,600
(@8- 1] o TR 418,000
I E= T o1 TS 92,000
*Fair value
Dr = Cr ChECK @mMOUNTS........oeiiiiiiei et e e e e e e e e e e e esa e e e eeeseees 510,000 510,000
ACQUISITION EXPENSE ™ ... ettt 5,000
(OF= 1] o IR 5,000

**Indirect acquisition costs

EXERCISE 1-8

Purchase Price:

(OF= 1= 1 [PPSR $ 5,000

Direct acquisition COSES INCUITEM ...........uuuuuuuiiiiiiiiiiiiiiiiiiiiiieiieeeeeeaeeeeeeeeeeeene 18,000

TOtal PUICNASE PIICE .ceiveiiiiiiiiiiiiiieeeeeee ettt $23,000
Group Cumulative

Zone Analysis Total Group Total

Priority @CCOUNTS .....vvueiiieeeiieeeece e e e $ 28,000 $ 28,000

NONPIOKitY ACCOUNES .....iieeiiiiiiiiicee e 500,000 528,000

Price paid........coooiiiiiiiii e $ 23,000

ASSIGN 1O PIIOTITY ...ttt 28,000

ASSIgN 10 NONPIIONLY ..uuuiieeeiiieeecee e e —

GOOAWIll...ccoei —

EXtraordinary gain...............eeeeeeeemeeeiiiiiiiiiiiiiiiiiiiiieeeieeeeeee 5,000

Journal Entry:

(O U =T 0] K AN T Y=Y 120,000
CaASN 23,000
T o 1T 92,000
EXtraordinary Gain ...........ooioeeiiiieiiiiae e 5,000
*Fair value
Dr = Cr ChECK @MOUNTS......coieeiiiiiei ettt e e e e e et s e e e e e e eeeb e e e eeeaeees 120,000 120,000
Note: There is no amount available to allocate to the nonpriority assets (land, buildings, equipment, and
patents).
ACUISILION EXPENSE ™ ... ..o 5,000
SN s 5,000

**|ndirect acquisition costs
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EXERCISE 1-9

(1) PUICNASE PIICE ettt ettt a et e e e e et e e e e e nneeaeans $600,000
Fair value of net assets other than goodwill ..., 400,000
GOOAWIIL ...t $200,000

The estimated value of the unit exceeds $600,000, confirming goodwill.

(2) (a) Estimated fair value of buSINE€SS UNItS.........ccoeveeeeiiiiiiiiiieiie e, $520,000
Book value of Anton net assets, including goodwill ......................e.ee.. $500,000

No impairment exists.

(b) Estimated fair value of business UNitS..........ccccevvviiiiii i, $400,000
Book value of Anton net assets, including goodwill................ccccevveeee $450,000
Estimated fair value of bUSINESS UNITS ......ovveiieiieieeeeee e $400,000
Fair value of net assets, excluding goodwill .............ccccceeeiiiiiiiiiiniinnnnn. 340,000
Re-measured amount of goodWill ..............oooiiiiiiiiiiiiniiiiieeeeees $ 60,000
EXIStiNG gOOAWIll .......uiiiiiiiiiiiiiiii e 200,000
IMPAIMENT IOSS ..ceviiiiii e e e e $140,000

EXERCISE 1-10
Machine = $200,000

Because goodwill (excess of total cost over the fair value of the net assets acquired) resulted from the
purchase, the purchase asset may be recorded at its appraised value.

Deferred tax liability = $16,800

In this tax-free exchange, depreciation on $56,000 ($200,000 appraised value) — ($144,000 net book
value) of the machine’s value is not deductible on future tax returns. The additional tax to be paid as a
result of Lewison’s inability to deduct the excess value assigned to the machine is $16,800 ($56,000 x
30%).

Goodwill = $116,800 (net of deferred tax liability)

$800,000 - ($700,000 — $16,800)

Recorded as:

GOoOAWIll ($L16,800 + 7090 ....eeeeeeeeeiiiuiiiiiieeeeee e e et eeea e e e e e st eeeaeeeeaaaneneeees $166,857
Deferred tax liability (30% X $166,857) .......cccuuuiiiiiiieeeeiiiiiiee e (50,057)
Net of tax goOAWIl ... $116,800


http://downloadslide.blogspot.com

Ch. 1—Exercises

APPENDIX

EXERCISE 1A-1

(1) Calculation of Earnings in Excess of Normal:
Average operating income:

120 ) PPN $ 90,000

20X 2 e 110,000

120 ) TP 120,000

20X4 (subtract $40,000) ........ccvvveeeeeeeriiinennee. 100,000

120 ) G PPN 130,000

$550,000 + 5 years =
$110,000
Less normal return on assets:

Accounts receivable ........coooeviiiiiie, $100,000

INVENTOIY...couiiiiee e 125,000

Land ..o 100,000

BUIIINGS ..o 300,000

EqQUIPMENt ..., 250,000

Fair value of total assets..............evvvvvveviviiiniininnnnn. $875,000

Industry normal rate of return ..........ccccceevvvveeennnnn. X 12%
Normal return on assets .........ccceevevvvvvieeeeennn. 105,000
Expected annual earnings in excess of normal .......... $ 5,000

(@) 5 x $5,000 = $25,000 Goodwill
(b) Capitalize the perpetual yearly earnings at 12%:

_ Yearly excess earnings
Capitaliza tion rate

Goodwill

_ $5,000
0.12
= $41,667

(c) Present value of a $5,000 annuity capitalized at 16%. The correct present value factor is
found in the “present value of an annuity of $1” table, at 16% for 5 periods. This factor mul-
tiplied by the $5,000 yearly excess earnings will result in the present value:

3.2743 x $5,000 = $16,372

(2) The goodwill recorded would be $25,000. The journal entry would be:

Accounts ReceivabIe........coouveevieieeeee e, 100,000
INVENTOIY ..o 125,000
1= 1 o [T 100,000
BUIIINGS ... 300,000
EQUIPMENL.....coiiie e 250,000
(€0 L0 o 1111 | 25,000
CaSh.ce 900,000

10
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PROBLEMS

PROBLEM 1-1

(a) Purchase price $500,000
Group Cumulative
Zone Analysis Total Total
Priority @aCCOUNTS.......cccceciiiiiiiieee e $ 9,000 $ 9,000
NONPrIOrity aCCOUNLS.......ccuvviiiiieeeeieeeiiiee e 348,000 357,000
Price Analysis
PriCE Paid ......ovvviieieeeee e $500,000
Assign to priority aCCoUNtS..........cceevvvviiiiieee e, 9,000
Assign to nonpriority accounts..........ccccceeeeeeeeeeeeeniinnnnn. 348,000
L€ To o0 111 R 143,000
Extraordinary gain ... 0
Journal Entry:
Accounts RECEIVADIE .......c.vieiiie e 79,000
LYY= 01 o Y PP 120,000
Other CUIMENT ASSEES ... eee e e 55,000
EQUIPMENT ... e 307,000
B = 10 =] = 1 G 27,000
RED EXPENSE ... ottt e et e e 14,000
GOOAWIIL et e e e 143,000
Cash .. 500,000
Current Liabilities .......oeeeeee e 145,000
Bonds Payable ..., 100,000
Dr = Cr CheCK @amMOUNTS.......uuiiiiieiieeiiee e e e e s 745,000 745,000
(b) Purchase price $250,000
Group Cumulative
Zone Analysis Total Total
Priority @CCOUNTS.........ooiiiiiiiieeeee e $ 9,000 $ 9,000
NONPFOKtY @CCOUNTS.....ccceeieeeeeeeeeeeeeeeeeeeeeee e 348,000 357,000

11
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Problem 1-1, Continued
Price Analysis
PriCE Paid ......vvviiieieeeee e $250,000
AsSigN to Priority aCCOUNES........ccoeeeeeeeeeeeeeeeeee e 9,000
Assign to NoNPriority aCCOUNES..........ccceevvviviieieeeeeeennns 241,000
GOOAWIIL . 0
Extraordinary gain ... 0
Journal Entry:
AccoUNtS RECEIVADIE ......ovniieii e 79,000
LYY =] o1 o Y APPSR 120,000
Other CUIMENT ASSEES .....eeeeie ettt e e et e e eaeeaees 55,000
EQUIPMENT ... 212,606
B = 10 <] = 1 18,698
RED EXPENSE ... ottt ettt 9,696*
Cash . 250,000
Current Liabilities ....c..veeeeee e 145,000
Bonds Payable ..., 100,000
Dr = Cr check amoOUNtS ...........ouiiiiiiiiiiie e 495,000 495,000
*R&D Expense was adjusted for rounding difference.
Allocation Tables
Allocation: Asset Percent To Allocate Amount
Equipment..................... $307,000 88.2184% $241,000 $212,606
TrademarK.........cccevveees 27,0007.7586% 241,000 18,698
R&D.....cooeieeiiiiiii 14,000 4.0230% 241,000 9,696*
Total covvvvvviiiiieeeeeen, $348,000 100% $241,000
*R&D Expense was adjusted for rounding difference.
Purchase price $5,000
Group Cumulative
Zone Analysis Total Total
Priority 8CCOUNES.......cooeeieeeieeieeeeeeeeeeeee e $ 9,000 $ 9,000
NONPFOKtY @CCOUNTS.....ccceeieeeeeeeeeeeeeeeeeeeeeee e 348,000 357,000
Price Analysis
Price paid ..........occveiiiiiiii $5,000
ASSIgN tO Priority 8CCOUNES........uuuuuuiiiiieiiiiiiiiiiiiiininiennes 9,000
Assign to nonpriority accounts..........ccceeeeeeeeeeieeeiinnnnnn. 0
GOOAWIIl . 0
Extraordinary gain ..........cccveeeeiieeeeiieeiiiece e 4,000

12
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Problem 1-1, Concluded

Ch. 1—Problems

Accounts RECEIVADIE .......cuuiieii e, 79,000
INVENTOTY ..ttt 120,000
Other CUIMENT ASSEES ....iviiieiee ettt ettt r et et e erarerareaees 55,000
(7= 1] o 5,000
CUurrent Liabilities ....c..veei e 145,000
Bonds Payable ..........cccoooeoiiiiii e 100,000
Extraordinary GaiN...........coovveeiiiiiniieeeeeeieiieae e 4,000
Dr = Cr cheCK amOUNtS ........coiiiiiiiiiiie e 254,000 254,000
PROBLEM 1-2
Purchase Price: Verk Kent
Number of shares exchanged..............cccccviiiiiiiiiiiiiiie 30,000 15,000
Par value of a share of StOCK........ccooeeeiiieeeeee e $10 $10
Market value of a share of StOCK ........ccovveeeeeeeee e, $40 $40
Market value of stock exchanged..............cccuuueiiiiiiiiiiiiiiiiiiiiee $1,200,000$600,000
Direct acquisition COSES INCUITEM .............uuuuuiuuimiiiiiiiiiiiiiiiiiieieieeeieneeeanes 5,000 4,000
Total PUICNASE PFICE ..vvveei it $1,205,000$604,000
Verk Company Kent Company
Cumulative Cumulative
Zone Analysis Group Total Group Total Group Total Group Total
Priority accounts ...........ccccvvvvvvvvvnnnns $ 150,000 $150,000 $ 30,000 $ 30,000
Nonpriority accountsS............ccccvvveenn. 750,000 900,000 480,000 510,000
Price paid.......ccccoeviviiiiiiieeeeeiiie $1,205,000 $604,000
AsSIgn to Priority ........eeeeveeeerieeeiiinnnn. 150,000 30,000
Assign to NoNPriority ..........cccceeevvenen. 750,000 480,000
(€70 7010 1111 | TR 305,000 94,000
Extraordinary gain............cccoeeeeevnnnnnn. — —

13
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Problem 1-2, Concluded

Barker entry to record the purchase of Verk:

Accounts Receivable.......cc.covveieiiiiiiiiiinn,

21011 (o [T gV SN
Discount on Bonds Payable ..........................
GOOAWIll ...
Current Liabilities ...........covvveeiiiiiiiniieereeeens
Bonds Payable ...

Common Stock (30,000 shares x $10 par)

Paid-In Capital in Excess of Par.................
(O 1] o

Barker entry to record the purchase of Kent:

Accounts Receivable.......ccoovvevveiiiiiiiiiinn,

BUIIdINGS ..covveeiie e
Discount on Bonds Payable ..........................
GOoOdWIll.....ccceeieeeeee
Current LiabilitieS..........ccoevvveviiiiiiiieeeeieenns
Bonds Payable ...
Common StOCK..........uuvveiiiiiiiiiiiiiiiiiiiiiiieee
Paid-In Capital in Excess of Par.................
CaSh ...

ACQUISItION EXPENSE ......evviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiies
Cash .

Paid-In Capital in Excess of Par...........cccccceeeee..
Cash

To record issue and acquisition costs.

14

200,000
200,000
300,000
450,000

10,000
305,000

80,000
100,000
80,000
400,000
5,000
94,000

13,000

15,000

160,000
100,000
300,000
900,000

5,000

55,000
100,000
150,000
450,000

4,000

13,000

15,000
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PROBLEM 1-3

Purchase Price:

Ch. 1—Problems

Cash .. $730,000
Direct acquisition costs incurred .............ccceveeeeeeeeeeeeeeiiinnnnn. 20,000
Total pUrchase PriCe ......cooeeeeivieeiiiiiee e, $750,000
Group Cumulative
Zone Analysis Total Group Total
Priority @CCOUNTS ......c.evviiiiiieee e e e e e e e e e e $ 95,000 $ 95,000
NONPIOrtY ACCOUNLS .....iieeiiieeiiiices e 400,000 495,000
oot o - 1o ISP UPPPRR $750,000
PN Lo [T (o o] 0] 114V 95,000
ASSIgN 10 NONPIIOTILY ..vuuiieeeiiieeicee e e 400,000
GOoOdWIll.....coe i, 255,000
EXtraordinary gain...............eeeeeeeemeeieiiiiiiiiiiiiiiiiieeeeeees —
(1) Purchase entry:
Cash EQUIVAIENTES.........uuiiiiieecieee e 100,000
ACCOUNS RECEIVADIE ... ... 120,000
[NV o1 o Y PSPPI 70,000
Property, Plant, and EQUIPMENT ... 400,000
(€00 T0 /1| TR 255,000
Current Liabilities .. oo 30,000
Long-Term Liabilities ..........covvvieiiiiieecce e 165,000
Cash . 750,000

(2) Pro Forma Income:

Less:

Cost of goods sold ($120,000 + $20,000).............cc.......
Other eXPENSES.....couuiiiii e
Depreciation (1/20 of $400,000 market value)...............
NEEINCOME... e

15

Combined Income
$ 200,000

(140,000)
(25,000)
(20,000)

$ 15,000
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Ch. 1—Problems

Purchase Price:

Number of shares exchanged

Par value of a share of stock..................
Market value of a share of stock

Market value of stock exchanged
Direct acquisition costs incurred
Total purchase price .......ccceeeeeevvvevvvnnnnnn.

Zone Analysis

PROBLEM 1-4

_Partl

............................. 20,000
............................. $10
......................................... $25

........................................ $500,000
......................................... 0

............................. $500,000

Group
Total

_Part2
$385,000

$385,000

Cumulative
Group Total

Priority aCCOUNTS ..........uvvvvvviiiiiiiiiiiiiiinnns
Nonpriority acCountS............ccccvvvvveeeeennnn.

(1) Price paid .......cooooveeiieeieeeeeeen
AsSign to Priority ........cccoevvvvvcennennn.
Assign to nonpriority ...........ccceee......
GoodWill ...cvveeiiieeei
Extraordinary gain ...........ccoeeeeeenn.

(2) Price paid .......ccoooveeiiieeieen
ASSIgN to Priority ......ccooeeeeeeeeeeeeee,
Assign to nonpriority ...........cccee......
GOOAWIll ..o
Extraordinary gain ...........ccoeeeeeenn.

Kent Corporation journal entries:

(1) Accounts Receivable......................
INVeNtOrY oo
Land ....coooeeiii e
Building ..o
GoodWill ....vveeeiieiei

Accounts Payable ......................
Common StocK..........cceevveeeeneenn.
Paid-In Capital in Excess of Par

............................. $260,000
............................. 160,000

............................. $500,000
............................. 260,000
............................. 160,000
............................. 80,000
............................. 0

............................. $385,000
............................. 260,000
............................. 125,000
............................. 0
............................. 0
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250,000
40,000
120,000
80,000

$260,000
420,000
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200,000
300,000
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Problem 1-4, Concluded

Ch. 1—Problems

(2) Accounts ReCEIVADIE ........cccoeeeeiiiiiiiice e 50,000
INVENTOTY <.ttt e ees 250,000
Land ..o 31,250*
BUIIAING oo 93,750*
Accounts Payable ..........cooovviiiiiii e 40,000
L= 1] o 385,000
*Allocation
Land.........cocoeiiiiii, $ 40,000 25% x $125,000 = $ 31,250
Building ..., 120,000 75% x $125,000 = 93,750
$160,000 100% $125,000
PROBLEM 1-5
Purchase Price:
Number of shares eXChanged...........ooeeuiiiiiiii e 16,000
Par value of a share of StOCK...........cooiiiiiiiii e, $10
Market value of a share of StOCK ..........cccceiiiiiiiiiiiiiie e $265
Market value of Stock eXChanged.............eoiiiiiiiiiiiiiie e $4,240,000
Direct acquisition COSES INCUITEd ...........cvvviiiiiiie e, 12,000
TOtal PUICNASE PFICE c.vvieii it e e e e e e a e e e e e e e e e aanees $4,252,000
Group Cumulative
Zone Analysis Total Group Total
Priority aCCOUNTS ......uuuiii e $ 1,056,000* $1,056,000
NONPIOKtY ACCOUNES .....iieeiiiieiiiicee e 1,911,875 2,967,875
PriCE PAId.......uuuuiiiiiiiiiiiiiiiii e aaeaaaaaaaaees $ 4,252,000
ASSIgN 10 PrIOFLY coeeevviiiii i 1,056,000
ASSIgN 1O NONPIIOITLY ....vvvviviiiiiiiiiiiiiiiiiiiieeeeebeebbeeeeeeeeeeeeeeeaee 1,911,875
(€000 .1 T 1,284,125
EXtraordinary gain..........oooeeeeeeeeiiione e 0
FINVESIMENES ...ivniiie e e e et et e et e eaeeaaees $ 400,500
Accounts receivable (Net).........coovviiiiiiiiiii e, 912,500
INVENTONY ... 1,200,000
Prepaid iNSUranCe............uueeiiiiiiiiieeecee e 18,000
Current abilitieS ......c.vcvi i, (1,475,000)
Total net priority assetS......coouuuiiiii i $ 1,056,000
Skt 15 o [ T $ 70,000
Buildings (1.25 x $1,473,500) ....cccceeviiiiiiiiiiiieee e 1,841,875
Total NONPrIOrity 8CCOUNTS ......ccoeeeieeeeeeeeeee e $ 1,911,875

17


http://downloadslide.blogspot.com

Ch. 1—Problems

Problem 1-5, Concluded

Journal Entry:

A VZSTS] 1 4110 400,500

ACCOUNS RECEIVADIE ....ceeiiee ittt e e eean 1,250,000

[ aNYZ=T 01 (0] o TP UPPPRTR PPN 1,200,000

Prepaid INSUFANCE........ccoi i e e 18,000

Land (fair VAIUE) ........uueiii e 70,000

Machinery and EQUIpPMENt (125%0) ........uuuuummmmmimiiiiiiiiiiiiiiiiiiiiiiiiiieeiiennes 1,841,875

(0T o Lo 1Y 1| 1,284,125
Allowance for Doubtful ACCOUNES........cuveeieeieee e 337,500
Current Liabilities .....oou i 1,475,000
Common Stock (16,000 X $10) ..ccceeeeeeeeeieeeeieeeeeeeeeeee e 160,000
Paid-In Capital in Excess of Par [(16,000 x $265) — $160,000] ...... 4,080,000
Cash (direct acquisition COSES) .........ccuvviiiiiieeee e, 12,000

*Excess of consideration over separate fair values.

PROBLEM 1-6

Purchase Price:

CAS N e $580,000

Direct acquisition COSES INCUITEM ..........uuuuuiuriiiiiiiiiiiiiiiiiiiiieeiiebbebeeeeeeeeeeeeene 20,000

TOtal PUICNASE PFICE .vvveii i e e e e e e e e e e e e e e eanees $600,000
Group Cumulative

Zone Analysis Total Group Total

Priority QCCOUNS ........uvviiiiieeee i eeeciieeee e e e $(283,500) $(283,500)

[N\ o] ] o] o] 1A= Tol o011 | | £ 791,000 507,500

PriCE PAId.......uuuuiiiiiiiiiiiiiiiii e aaeaaaaaaaaees $ 600,000

ASSIGN 1O PIIOTITY ..ttt eeeeeeeenees (283,500)

ASSIgN 1O NONPIIOITLY ....vvvviviiiiiiiiiiiiiiiiiiiieeeeebeebbeeeeeeeeeeeeeeeaee 791,000

GOOAWIIL. ..ot 92,500

EXtraordinary gain...............eeeeeeeemeeeiiiiiiiiiiiiiiiiiiiiieeeieeeeeee 0

18
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Problem 1-6, Concluded

Journal Entry:

Ch. 1—Problems

NOLES RECEIVADIE. ... .ceeiie ittt e e e e eeas 24,000

ACCOUNS RECEIVADIE ....ceeiiee ittt e e eean 56,000

[ aNYZ=T 01 (0] o TP UPPPRTR PPN 30,000

Other CUIMENT ASSEES . .euiee ettt et r e e e e e e e e e e e errerans 15,000

A VZST] 1 4110 63,000

0= 1 (o TR 55,000

2T 1o L1 o 275,000

EQUIPIMENT ... e 426,000

g1 (=] ] £ 20,000

= 1 LT N =11 0 ST 15,000

GOOAWIIL. e e e et 92,500
AccoUNts Payable ...........coiiiiiiiiicc e 45,000
Payroll and Benefit-Related Liabilities .............cccoevvviiviiiiiiiiiiinneee, 12,500
Debt Maturing in ONE YEAI ......ccevvvieiiii e 10,000
LoONG-Term Debt........oooiiiiii e 248,000
Payroll and Benefit-Related Liabilities .............cccoevviiiiiiiiiiiiiinneeen, 156,000
(8= 1= 1 [T 600,000

PROBLEM 1-7

Purchase Price:

(OF= 1= 1 [T $290,000

Number of shares eXChanged...........ooeeuiiiiiiii e 10,000

Par value of a share of StOCK..........ooiuuiiiiiii e $2

Market value of @ Share Of StOCK ..........iiuiieiiiie e $20

Market value of StoCK eXChange..........covuuviiiiiieiieece e $200,000

Direct acquisition COSES INCUITEd ...........cuvviiiiiiieiieeccee e, —

TOtal PUICNASE PIICE c.vvveiii i e e e e e e e e e e e e e e eeanees $490,000

Group Cumulative

Zone Analysis Total Group Total

PriONtY 8CCOUNTS .....uuiiiiiiiiiiiiiiiiiiiiiiiiiiiieee e $(118,000) $(118,000)

NONPIONtY ACCOUNES ...t e e 605,000 487,000

Price paid........ccoooiiiiiiie e $ 490,000

Pt o T (o N o] o] 41 YRR (118,000)

ASSIgN 10 NONPIIONLY ...euieeeeieieeeiee e 605,000

(€000 .1 T 3,000

EXtraordinary gain...............eeeeeeeeeeeuiiiiiiiiiiiiiiiiiiiiieeeeenees 0

19


http://downloadslide.blogspot.com

Ch. 1—Problems

Problem 1-7, Concluded

Journal Entry:

NOLES RECEIVADIE. ... .ceeiie ittt e e e e eeas 33,000

LN YZ=T 0 (] Y S 80,000

Prepaid EXPENSES. .. ...uuuiuiiiiiiiiiiiiiiiiiiiiiiiii e 15,000

A VZST] 1 4110 55,000

Discount on Bonds Payable..............ccoovviiiiiiiiiceiceceee e, 30,000

0= 1 (o TR 90,000

21011 [T T <SS 170,000

EQUIPIMENT ... e 250,000

V=] 1o [T 25,000

[ =1 (o1 1T < 70,000

GOOAWIIL. e e e et 3,000
AccoUNts Payable ...........coiiiiiiiiicc e 63,000
TaXeS PayabIle .......ccooiiieiiii e 15,000
Interest Payable ...........ouuiiiiiiie e 3,000
Bonds Payable.............ouuiiiiiiiicee e 250,000
(OF= 1= 1 [P TTT 290,000
COMMON STOCK .uiiieiii e e 20,000
Paid-In Capital in EXCESS Of Parl......cccoeiiiiiiiiiiiiiiiii e, 180,000

PROBLEM 1-8

(1)

Purchase Price:

(OF= 1= 1 [T $23,000

Direct acquiSition COSES INCUITEM ...........uuuuuuiiiiiiiiiiiiiiiiiiiiiiibiebeieeebieeeeeeeeeeeeenes 0

TOtal PUICNASE PIICE c.vvveiii i e e e e e e e e e e e e e e eeanees $23.000

Group Cumulative

Zone Analysis Total Group Total

Priority aCCOUNTS ......vveiiiie e $ 25,000 $ 25,000

NONPIONtY ACCOUNES ...t e e 151,000 176,000

Price paid........ccoooiiiiiiie e $ 23,000

Pt o T (o N o] o] 41 YRR 25,000

ASSIgN 10 NONPIIONLY ...euieeeeieieeeiee e 0

(€000 .1 T 0

EXtraordinary gain...............eeeeeeeeeeeuiiiiiiiiiiiiiiiiiiiiieeeeenees 2,000
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Ch. 1—Problems

Problem 1-8, Concluded

Journal Entry:

ACCOUNS RECEIVADIE ....cveiieiiee et e e eeas 87,000

LN YZ=T 0 (] Y S 30,000

Other CUIMENT ASSELS .. cuiiiiiiiieeee et e e e e e e eeaas 8,000
AccoUNts Payable ...........ovuiiiiiiiicece e 56,000
ACCIUEA Liabiliti®S . .vviiee it e e ees 14,000
NOLES PayabIe.......ccooeeiiiiiiie e 30,000
EXtraordinary GaiN ...........coiieeeiiieiiiiiiie e 2,000
CaASH e 23,000

(2)

Purchase Price:

(OF= 1= o [T $45,000

Direct acquisition COSES INCUITEM ..........uuuuuiuiiiiiiiiiiiiiiiiiiiiiiiiiieebeeeeeeeeeeeeeene 0]

TOtal PUICNASE PFICE covvveii i et e et e e e e e e e e et e s e e e e e eeenees $45,000

Group Cumulative

Zone Analysis Total Group Total

Priority QCCOUNS ........uvviiiiiieeeeeeeeciieeee e e e e $ 25,000 $ 25,000

NONPIOKitY ACCOUNES .....iieeiiiiiiiiicee e 151,000 176,000

Price paid........coooiiiiiiiii e $ 45,000

ASSIgN 10 PrIOFILY coevvviiiiei e 25,000

ASSIgN 10 NONPIIONLY ..uuuiieeciiieecee e 20,000

(€00 T0 .1 0

EXtraordinary gaiN.......c..ocooeiieeiiiiiieie e 0

Journal Entry:

ACCOUNES RECEIVADIE ... 87,000

[01Y=] g1 o] oY PP UPPRRPPN 30,000

(0 (ST A0 (= | N1 < AP 8,000

Equipment [($80,000/$151,000) X $20,000].........uuuvummmmmmmmmmmmnnnnnnnnnnnnnns 10,596

Vehicles [($71,000/$151,000) X $20,000] .......uuvvrrrrrrmmmmrrrrrnrnnnnnnnnnnnnnnns 9,404
Accounts Payable ... 56,000
ACCIUE LiADINTIES ... et a s 14,000
NOLES PayabIe.........oooeiiiiiei e 30,000
(O 1] o IR 45,000
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Ch. 1—Problems

PROBLEM 1-9

Name of Acquiring Company: Arthur Enterprises
Name of Acquired Company: Ann’s Tool Company
Pro Forma Income Statement
For the Year Ending December 31, 20X1

Tax rate expressed as 0.3 for 30%:

Arthur Ann’s Adjustments Pro Forma Combined
Income Statement Accounts  Enterprises Tool Co. Debit Credit Income Statement
Sales revenue............cccoeeennee. (550,000) (140,000)..... e e
Cost of goods sold.................. 200,000 50,000 ......... Q) e 2,000
Gross profit .......cccceeeeeviienennnne (350,000) (90,000) ..ccvvs e e
Selling expenses..........cccoee...e. 125,000 30,000 ......... . e, 155,000
Administrative expenses......... 150,000 45,000 ......... e, 195,000
Depreciation expense—

Arthur ., 13,800 ...ccccccc s e 13,800.....
Depreciation expense—

ANN’S TOOL....oiiiiiiiieiiiieiies e 7500 . (2) 7,500 13,500.....
Depreciation—buildings.......... s i, ) 5000 .
Depreciation—equipment .......  cocccvviiiees ceevvieeee 4) 7,000 e s e
Depreciation—truck .........cccce. o i (5) 1,500 e
Amortization expense—

Arthur........cccoeveee e, 5,600 ...cccccce. e i, 5,600.......
Amortization expense—

ANN’S TOOL....oiiiiiiiei i e, 2,000 ... (6) 2,000 10,000.....
Amortization of patent............. ... ) 3,000 .
Amortization of computer

SOftWANE .o s e, (8) 5000 .
Amortization of copyright........ e e, 9) 2,000 .
Total operating expenses ....... 294,400 84500 ......... L o
Net operating income.............. (55,600) (5,500) cccccees i s
Nonoperating revenues and

expenses
INterest eXPEeNSEe ......ccccvvvviiiees ceviiiieeeen, 4,000 s i 4,000............
Interest income ...........ccccoueeeee. (7,000) cccccevvees e e (7,000) ....
Dividend income ..................... (4,000) .ccccccvces e e (4,000) ....
Total nonoperating revenues

aNd EXPENSES ..ccoviiiiiiiiiiiees i e e i eeeeeeeeaeens (7,000)
Income before taxes............... (66,600) (1,500) 23,500 ... 11,500
Provision for income taxes ..... 19,980 A50 ..o e e 16,8
Net income........ccoeeeevviiiineeenn. (46,620) (1,050) ..ccccoes. i e -
1. Reduce inventory to fair value.

2.  Remove Ann’s depreciation based on book values.
3-5. Depreciation of Ann’s assets based on fair value.
6. Remove Ann’s amortization based on book value.
7. Patent amortization based on fair value.

8. Amortization of computer software.

9. Amortization of copyright.

22


http://downloadslide.blogspot.com

PROBLEM 1-10

Ch. 1—Problems

(a)

Purchase Price:

Number of shares exchanged...........oooeuiiiiii i e 10,000

Par value of @ Share Of SLOCK.........oouueiiee e $5

Market value of a share of StOCK .........coiiviiiiiiii e $27

Market value of stock exchanged............cccoiviiiiiiiiiiiii e, $270,000

Direct acquisition COSES INCUITEA ..........coviviiiiie e 10,000

TOtal PUICNASE PIICE .cevviiiiiiiiiiiiiieeeeee ettt $280,000

Group Cumulative

Zone Analysis Total Group Total

Priority QCCOUNTS ......c.uvvviiieeeeeeeecciiiieeee e e e e e $ 36,000 $ 36,000

I\ o] 0] o] o] 1A= Yot ox0 11 | o | £ R 213,000 249,000

PriCE PAId.......uuuuiiiiiiiiiiiiiiiiii e aaaeaaaaaes $280,000

PN Lo [T (o o] o] 114V 36,000

ASSIGN 1O NONPIIONTLY ...t 213,000

(€00 L0 .1 TR 31,000

EXtraordinary gaiN.......c...coeiieieeiiiienieeee e e e 0

Journal Entry:

ACCOUNES RECEIVADIE ... e 15,000

[01Y=] g1 (0] oY AP T PP UPP T UPPRRPPN 40,000

Prepaid EXPENSES......ucii i 12,000

LYY 1 1= 0 33,000

1= Vo 40,000

2 7011 [T Vo 85,000

EQUIPIMENT ... e e 50,000

P A BNt ... 12,000

COPYHGNT e 26,000

(€070 o 1111 | T 31,000
Accounts Payable ... 22,000
Interest Payable ...........ouuoiiiiiiie e 2,000
NOtES Payable.......cooooiiiii e 40,000
(082 1= 1 [T 10,000
COMMON STOCK et eeae s 50,000
Paid-In Capital in EXCESS Of Par.......ccccoiiiiiiiiiiiiiiiie e, 220,000
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Ch. 1—Problems

Problem 1-10, Concluded

(b) Name of Acquiring Company: Garden International
Name of Acquired Company: Iris Company
Pro Forma Income Statement
For the Year Ending December 31, 20X1

Tax rate expressed as 0.4 for 40%:

Garden Adjustments Pro Forma Combined
Income Statement Accounts  International Company Debit Credit Income Statement
Sales revenue.......ccccceeeeenneee. (350,000) (125,000)... e e
Cost of goods sold.................. 147,000 55,000 (3) 2,000..... .eeeiiiennn,
Gross profit ......eeeeeeeeeeveeeeeennne.. (203,000) (70,000)..... e v
Selling expenses..................... 100,000 20,000 ....... e e, 120,000
Administrative expenses......... 50,000 30,000 ....... s 80,000
Depreciation expense—

Garden.........ooovevvvveeieeeeenienn, 12,500 ...ccccccce. e i 12,500.....
Depreciation expense—Iris .... ......c....... 8,600  ........... 1) 8,600 9,000.......
Depreciation—buildings.......... s v, 4) 4,000 o s
Depreciation—equipment....... oo cevvveeeeeeee, (5) 5000 .
Amortization expense—

Garden......ccccooviiiiiiiiiieees 1,000 .ccccciiices i e 1,000.......
Amortization expense—Iris..... .............. 3,900 ... 2) 3,900 3.800.......
Amortization of patent............. ... (6) 1,200 s e v
Amortization of copyright ........ _cccvvcvvirs weviicieiennee @) 2,600 e
Total operating expenses ....... 163,500 62,500 ....... e e
Operating income ................... (39,500) (7,500) ....... s e,

Nonoperating revenues and

expenses
INterest eXPEeNSEe ......cocevvvviiiees ceviiiieeeen, 3,000 s 3,000............
Investment income.................. (12,000) (4,500)....... . e e, (16,500)
Total nonoperating revenues..

= L o = o =T = (13,500)
Income before taxes............... (51,500) (9,000) 14,800  ........... 12,500
Provision for income taxes ..... 20,600 3,600 ......... e e
Netincome........cccccvvvvvvvnennnnn. (30,900) (5,400) ....... e e

Remove depreciation based on book value.
Remove amortization based on book value.

Increase cost of goods sold to reflect fair value of beginning inventory.

Patent amortization.

1.
2.
3.
4-5. Depreciation based on fair value.
6.
7. Copyright amortization.
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PROBLEM 1-11

Ch. 1—Problems

(OU T (=] gL AN T Y= £ 150,000
Equipment ($100,000 iNCIEASE) ......uvrrrieeeeeiiiiiiiiieeeeeeeeaaeiiiieeeeeeeeeeaanes 300,000
= Voo =T o To N 2 TUT] [ [T o = 250,000
(0T L0 /1] T 200,000
Bonds Payable...........ooeeeiiiii 200,000
Deferred Tax Liability ($30,000 + $60,000) .........ccceeeeurrrrrereeeeeeanns 90,000
CommOon StOCK ($10 PAN) ..ccvveeeeeiiiiiee et 100,000
Paid-In Capital in EXCESS Of Par.......cccooiiiiiiiiiiiiiiiie e 500,000
Cash (direct acquISItioN COSES) .....ccoeeeeeeeeeee e 10,000
*Price paid (10,000 shares x $60 fair value + $10,000
direct aCquUISItioN COSES)......ciiiiiiiiiiiiiiiee e $610,000
Fair value of net assets:
CUIMENE @SSELS iiiiieieeiiee e $ 150,000
EQUIPMENT ... 300,000
Deferred tax liability [30% x ($300,000 — $200,000)]............... (30,000)
Land and BuUildingS..........coovvveiiiiiiiieeece e 250,000
Bonds payable..........ccoooiiiiiiii e (200,000) 470,000
Excess attributable to goodwill (net of deferred tax liability) $140,000
Recorded as:
Goodwill ($140,000 + 70%0)...ccceeeeeieiiieeeeeeeeeeeeeeeeeeeeeeeeee e $ 200,000
Deferred tax liability (30% x $200,000) .........ccvvveeeeeeeriiiiiiinne. (60,000)
Net Of taxX GOOAWIll ..........uuuuiiiiiiiiiiiiiiiiiii e $ 140,000
Paid-In Capital in EXCESS Of Parl......ccccoiiiiviiiiiiiiiiiie e 3,000
(OF= 1] o T 3,000
PROBLEM 1A-1
(1) Bonds
Present value of interest payments for 5 years at 8%,
$27,000 X 3.9927 ...coeieiiiieieeeeeeeeeeeee e $107,803
Present value of principal due in 5 years at 8%,
$300,000 X 0.6806......ccceeeriiiiiiiiiiiiiiiiiiiieieeieeeeeeeee e e 204,180
Present value of DONAS........couiiiiiiiii e $311,983
Goodwill
Expected return
($120,000 + $140,000 + $150,000 + $160,000 + $180,000) +5 ......... $150,000
Normal return on assets ($150,000 + $200,000 + $700,000) x 10%......... 105,000
Profit in excess of normal return ..., $ 45,000
Present value of excess of normal return for 5 years at 16%,
BA5,000 X 32743ttt $147,344
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Ch. 1—Problems

(2) Cash and Receivables...........cooovviiiiiiiiiiec e 150,000
INVENTOTY <.t e et eee s 200,000
6= 1 (o TR 100,000
BUIIAING ... 600,000
(0T T0 ./ T 147,344
Current LiabiltieS ....couvieeiiiieee e 120,000
9% Bonds Payable ..., 300,000
Premium on Bonds Payable.............ccccciiiii e, 11,983
S e 765,361
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CASES
CASE 1-1
(@) Price paid ($55 x 264,662,707 SNAreS) ......c.uuveeiiiirieeeeiiiiieeeeiiiieeeesiieaeens
B0oOk value Of NEt ASSELS......uuiii i
E XSS ittt
(b) 40-year amortization period for goodwill:
NN T Yoo o = RSP
Less: [($10,611 million + 40 years) X 62%0] .......ccccuvurerereeeeiiiiiririeeraeeeaaannns
There is no amortization of goodwiill:
N T g oo o = 2SR
CASE 1-2
(1) Confirmation:
Building
PME. e, 80,000
3 P 20
rate....ovvveieecii e, 0.14
PV, 529,850
Land.......coooeiiiiii, (200,000)
Balance, building.............. 329,850
Patent
PMt. e, 40,000
3 4
rate....covvveieeeie e, 0.2
PV, 103,550
Mortgage payable
PME.ciiii e, 50,000
PP 5
rate....cooveeeieeiiieeeieeeeeeee, 0.07
PV, 205,010
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$14,556,448,885
3.945,000,000
$10,611,448,885

$ 357,000,000
164,470,500
$ 192,529,500

$ 357,000,000
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Ch.

(2)

3)

(4)

1—Cases

Case 1-2, Continued

Discounted cash flows:

Period Operating Capital Salvage
1 150,000
2 165,000
3 181,500
4 199,650
5 219,615 (100,000)
6 219,615
7 219,615
8 219,615
9 219,615
10 219,615 (120,000)
11 219,615
12 219,615
13 219,615
14 219,615
15 219,615 (130,000)
16 219,615
17 219,615
18 219,615
19 219,615
20 219,615 300,000
Rate ... 0.12
NPV e, 1,406,859
Fair value comparison:
NPV of cash flows................... $1,406,859
Total paid price for net assets .. 1,300,000
Excess of fair value.................. $ 106,859

Entry to record purchase:

BUIIAING ..eeeeeieiieeeeeeeeeeeeeeeee
EQUIPMENT. ...
Patent ...
GOOAWIIL ... e e
Current LiabilitieS .......ccuoiieiiiiiiieeeiceeee e
Mortgage Payable............oii
CaSh .o

Dr = Cr CheCK @amMOUNTS ......uvuiiiiiiiieiiiee e e e eeeaaaes

28

Total

150,000
165,000
181,500
199,650
119,615
219,615
219,615
219,615
219,615

99,615
219,615
219,615
219,615
219,615

89,615
219,615
219,615
219,615
219,615
519,615

80,000
150,000
180,000
200,000
329,850
220,000
103,550
361,610

120,000

205,010

1,300,000

.......... 1,625,010 1,625,010
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Case 1-2, Concluded

(5) Impairment test:

Implied fair value of Frontier................... $1,200,000
Book value, including goodwill ............... 1,300,000

Book value exceeds implied fair value, goodwill is impaired.

Impairment adjustment:

Implied fair value of Frontier................... $1,200,000
Fair value of net identifiable assets

(without goodwill) .....ccovvvvviviiiiiinnnnnn. 1,020,000
Implied remaining goodwill..................... 180,000
Recorded goodwill ..........cccoooeeeeiiiiiinnnnnnn. (361,610)
Required adjustment................ccoevvvvnnnnn. (181,610)
Goodwill IMPaIrMENt LOSS ....uuuiiieieiiieeeiicies et 181,610

(€00 T0 /1| IR 181,610
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CHAPTER 2

UNDERSTANDING THE ISSUES

Johnson has a passive level of ownership
and in future periods will record dividend
income of only 10% of Bickler's declared
dividends.

Johnson has an influential level of owner-
ship and in future periods will record
investment income of 30% of Bickler's net
income.

Johnson has a controlling level of owner-
ship and in future periods will add 100% of
Bickler's net income to its own net income.
Bickler's nominal account balances will be
added to Johnson’s nominal account bal-
ances, which results in consolidated net in-
come.

Johnson has a controlling level of owner-
ship and in future periods will add 80% of
Bickler's net income to its own net income.
Bickler's nominal account balances will be
added to Johnson’s nominal account bal-
ances. This will result in consolidated net
income with a distribution to the non-
controlling interest equal to 20% of Bickler’s
income.

2. Corporation: The parent must have the right to

appoint or elect a majority of the board mem-
bers. Aside from majority ownership, the parent
could gain control by holding securities that can
be converted into common stock. Also, if the
parent holds a large noncontrolling interest that
is three times larger than any other owner or
group, the parent is deemed to have control.
Finally, the corporate charter, bylaws, or some
other agreement may grant control to the par-
ent.

Partnership: Two things must be true: (1) The
parent is the only general partner in a limited
partnership or has the unilateral right to as-
sume this role. (2) No other partner or group of
partners has the power to dissolve the partner-
ship or remove the general partner.

The elimination process serves to make the
consolidated financial statements appear as
though the parent had purchased the net as-
sets of the subsidiary. The investment account
and the subsidiary equity accounts are elimi-
nated and replaced by the subsidiary’s net as-
sets.

Net Assets — marked up $200,000 ($600,000 — $400,000)

Goodwill — $300,000 ($900,000 — $600,000)

Net Assets — marked up $160,000 [($600,000 — $400,000) x 80%]
Goodwill — $240,000 [$720,000 — (80% x $600,000)]

5. Zone Analysis

a.

b.

Group Total
Priority $ 50,000
Nonpriority 800,000

$1,000,000 — $350,000 = $650,000 excess

CUITENE ASSELS ... iiveeiii e
FiXed @SSeLS ...ovuiiieti et
GOOAWIll .o

$500,000 — $350,000 = $150,000 excess

CUITENE ASSEIS. ..t
Fixed aSSetS .....coiiiviiiiiiieeeeieeeee e

Cumulative Total
$ 50,000
850,000

. $ 50,000
450,000
150,000

$650,000

. $ 50,000
100,000

$150,000
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5.

(Concluded)
c. $30,000 — $350,000 = ($320,000) shortage
CUITENT @SSELS...eeivieeiieeciee e s see e e $ 50,000
FiXed aSSetS......cvvveeiiiiiie e (350,000)
Extraordinary gain........cccooceeeeiiiieeenniieee e (20,000)
$(320,000)
Zone Analysis
Group Total Ownership Share  Cumulative Total
Priority $ 50,000 $ 40,000 $ 40,000
Nonpriority 800,000 640,000 680,000
a. $800,000 - (80% x $350,000) = $520,000 excess
Current assets ($50,000 difference x 80%)....... $ 40,000
Fixed assets ($450,000 difference x 80%)........ 360,000
GOOAWIIl ..o 120,000
$520,000
b. $600,000 — (80% x $350,000) = $320,000 excess
Current assets ($50,000 difference x 80%)....... $ 40,000
Depreciable assets (balance) ..........ccccceevvneeene 280,000 (maximum = $360,000)
$320,000
c. $30,000 — (80% x $350,000) = ($250,000) shortage
Current assets ($50,000 x 80%0)..........cccveerurnen. $ 40,000
Fixed assets ($350,000 X 80%0) ........cccveerrivverenne (280,000)
Extraordinary gain...............ccccoeeeie e (10,000)
$(250,000)

NCI = $70,000 [($200,000 + $350,000 — $200,000) x 20%]. The NCI account will be displayed on
the consolidated balance sheet as a subdivision of equity. It is shown as a total, not broken down
into par, paid-in capital, and retained earnings.
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Cost of goods sold
530,000

Gross profit...........
480,000

EXERCISES

EXERCISE 2-1

Solara Corporation
Pro Forma Income Statement

Selling and administrative eXpenses..........ccccccvvvvveveeenennn.

195,000
Operating income .

Dividend income (10% x $15,000 dividends)

Investment income
Net income
285,000

(20% x $65,000 reported income).....

Noncontrolling interest (30% x $65,000 reported income)

Controlling interest

Ch. 2—Exercises

(1) () CASN e

Accounts Receivable

LY 1 o Y P

Property, Plant, and Equipment (net)

(€700 0 11,V || TR

Current Liabilities
Bonds Payable

CaASN e
*Cash may be shown as a net credit of $510,000.

33

10% 20% 70%
$640,000  $640,000 $1,010,000
300,000 300,000
$340,000  $340,000 $
120,000 120,000
$220,000  $220,000
1,500
13,000
$221,500 $233,000 $
19,500
$ 265,500
20,000*
............... 70,000
100,000
............... 290,000
230,000
............... 80,000
............... 100,000
530,000*
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Exercise 2-2, Concluded

(b) Glass Company
Balance Sheet
Assets
Current assets:
(8= 1= 1 [ $ 30,000
ACCOUNtS reCeIVaDIE ... 120,000
INVENEOTY .ottt et e e e eaaaee e e 150,000 $
300,000
Property, plant, and equipment (N€t).............ccccuvvivmeiiiiiinnnnnnnns 520,000
(€070 0 1111 | TR 230,000
TOAl ASSELS ..evniiiieiiiie e $1,050,000
Liabilities and Stockholders’ Equity
Liabilities:
Current Habilities ........vvviii e $220,000
Bonds payable ..........cccooiiiieiiiieciee e 350,000 $
570,000
Stockholders’ equity:
COMMON STOCK et $200,000
Retained earnings.........ccccoveeeeeiiieiiiiiie e eeanns 280,000
480,000
Total liabilities and stockholders’ equity .............ccvvvvviiiiinnnn. $1,050,000
(2) (@) Investment in PIastiC...........ocuuviiieiiiieiiieeeccee e 530,000
(8= 1= 1 [T 530,000
(b) Investment in Plastic appears as a long-term investment on Glass’s unconsolidated balance
sheet.

(c) The balance sheet would be identical to that which resulted from the asset acquisition of part

(1).
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EXERCISE 2-3

Vase Company's Balance Sheet before Purchase

Ch. 2—Exercises

Book Fair Book Fair
Value Value Value Value
Priority assets:
Cash equivalents.................... 60,000 60,000 Current liabilities........ 60,000 60,000
INVENLOTY ..o 120,000 160,000 _ _
Total priority assets 180,000 220,000  ......... Total liabilities 60,000
60,000
Nonpriority assets:
Land .....coceeeeiiieieeeeee e, 50,000 100,000 Stockholders’ equity:
Building (Net) ....cccvvvvvvvvvveennenn. 200,000 300,000 Common stock ......... 100,000
Paid-in capital in
excess of par............ 150,000
Retained earnings ....... 120,000
Total nonpriority assets 250,000 400,000 ..o Total equity 370,000
Existing goodwill..................... Value of
Total asSets ......cccceeevevvenane. 430,000 620,000 ... net assets 370,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts...........cccceeceeeeennneen. $160,000 $160,000 $160,000
Nonpriority accounts.............ccccevvveenn. 400,000 400,000 560,000

(1) Goodwill will be recorded if the price is above $560,000.
(2) The fixed assets will be recorded at less than fair value if the price is below $560,000.
(3) An extraordinary gain will be recorded if the price is below $160,000.

EXERCISE 2-4

(1) Investment in PIN€ INC. ...coooeeeeeeeeeeeeeeeeeeeeeee e 960,000
CASI e 960,000
INdirect COStS EXPENSE......uvvuiiiiieeiiieeeiee e 3,000
(O 1] o T 3,000
Group Ownership Cumulative
(2) Zone Analysis Total Portion Total
Priority accounts.............c.......... $150,000 $150,000 $150,000
Nonpriority accounts.................. 700,000 700,000 850,000
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3)

(1)

Exercise 2-4, Concluded

Price Analysis

P e $960,000
Assign to priority aCCOUNtS.......coeevvvveeiiiiiieie e, 150,000 full value
Assign to nonpriority accounts............ceeeeeeeeeeeeeeeennnnn. 700,000 full value
GOOAWIll c.vvieecie e, 110,000
Determination and Distribution of Excess Schedule
Price paid for investment...................... $960,000
Less book value interest acquired:
Common StOCK ... veeeeeee e, $300,000
Paid-in capital in excess of par ....... 380,000
Retained earnings............c.cccevvvveeen. 20,000
Total equity.........cccovvveeeeeeeeeeennn, $700,000
Interest acquired............cccvvvvvveennnnns x_100% 700,000
Excess of cost over book value (debit) . $260,000
Adjustments:
INVENTOIY ...vvvviieeee e, $ 50,000
Land ....oooveiiiiiii e, —
Bonds payable...........ccccvvviiiiiiinnnns —
Depreciable fixed assets (net)......... 100,000
GOoOAWIll..coneeeeeeeee e, 110,000
Extraordinary gain............cccccuvveennns —
Total adjustments.................eeeeeee $260,000
Elimination entries:
Common StOCK (L0 PAN)....ccueeeeeieieeeee e 300,000
Paid-In Capital in Excess of Par .........cccccoovvieeiiiiiiiiieeeeeeeecceiin, 380,000
Retained EarningsS.........ooouuiiiiiiiieiiieecee et 20,000
INVEeStMENT IN PINE INC...cvvieiiieiie e 700,000
INVENTOTY .ottt e et e e e e e e e e e 50,000
Depreciable Fixed ASSEtS ......coii i 100,000
(0T Lo /1 TN 110,000
INVESTMENT IN PINE INC...oviiieeieeeee e 260,000
EXERCISE 2-5
Group Ownership Cumulative
Zone Analysis Total Portion
Priority accounts............ccccce.e. $ 55,000 $ 55,000 $ 55,000
Nonpriority accounts.................. 830,000 830,000 885,000

Goodwill would be recorded if the price is above $885,000.
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(2)
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Ch. 2—Exercises

Exercise 2-5, Continued

An extraordinary gain would be recorded if the price is below $55,000.

Price Analysis
P I e $1,000,000
Assign to priority aCCOUNtS......c.ceeevvveeiiiiieie e, 55,000 full value
Assign to nonpriority accounts............ceeeeeeeereeeeeiennnnn. 830,000 full value
GOOAWIIl .o 115,000
Determination and Distribution of Excess Schedule
Price paid for investment...................... $1,000,000
Less book value interest acquired:
Common StOCK ... veveeeeeeeieeeeeeenn, $200,000
Paid-in capital in excess of par ....... 300,000
Retained earnings...........ccccvvvveennns 175,000
Total equity.........cccovvveeeeeeeeeeennn, $675,000
Interest acquired............ccvvvvveeennnns x_100% 675,000
Excess of cost over book value (debit) . $ 325,000
Adjustments:
INVENTOIY...oiiieieiieeee e, $ 15,000
Land .....cooeeeeiiiiiie e, —
Bonds payable..........cccccvvvviiiiiiinnnns (10,000)
Depreciable fixed assets................. 200,000
Computer software .........ccccceeeeneeee. 5,000
GOoOAWIll..coeeeeeeeee e, 115,000
Extraordinary gain............ccccvvveennns —
Total adjustments....................... $ 325,000

Elimination entries:

Common StOCK (B5 PAI)...ccciiiiiiiiiiee e e 200,000
Paid-In Capital in Excess of Par ..........cccovvvieeiiiiiiiiiiiei e, 300,000
Retained EarningsS.........ocuuvuiiiiiieeeiieeiicis st e e e 175,000
Investment in Gemini CoMPAaNY .........cooeeuuieiiiiiieeeeeeeiiiceee e 675,000
INVENTOTY .ottt e e et e e e 15,000
Depreciable FiXed ASSELS .....cciiiiiiiiiiiiicii e 200,000
COMPULET SOTIWAIE.......eeiii e 5,000
(€70 T Lo /1 115,000
Premium on Bonds Payable.............ccccoeviiiiiiiiiee 10,000
Investment in Gemini CoMPAaNY .........cooeeuuiuiiinieeeereeeiiiaee e 325,000
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(4)

Exercise 2-5, Concluded

Price Analysis
P e $810,000
ASSigN to Priority aCCOUNES........ccoeeeeieeeeeeeeeeeee e 55,000 full value
Assign to NONPrIOrity 8CCOUNTS ......ccceeeeeeeeeeieeeeeee e 755,000 allocate
GOOAWIll c.vvieecie e, —
Extraordinary gain ... —
Determination and Distribution of Excess Schedule
Price paid for investment...................... $810,000
Less book value interest acquired:
Common StOCK ... veveeeee e, $200,000
Paid-in capital in excess of par ....... 300,000
Retained earnings...........cccccvvvvveenns 175,000
Total equity.........ccccvvveeeeeeeeeeennn, $675,000
Interest acquired............ccevvvveevnnnnnn. x 100% 675,000
Excess of cost over book value (debit) . $135,000
Adjustments:
INVENTONY ... $ 15,000
Bonds payable...........c...oeeeviviinnnnnnn. (10,000)
Depreciable fixed assets................. 136,747
Computer software ..........ccccceeeeeenn. (6,747)
GoodWill.......ooeveiiiiiiii e, —
Extraordinary gain...............ccoevvueen. —
Total adjustments...............c..eeeeee $135,000
Allocation Tables
Market Percent Available Assign Book Adjust
Depreciable fixed assets.............. 700,00084% 755,000 636,747 500,000
136,747
Computer software ...................... 130,000 16% 755,000 118,253
125,000 .....ccccuueieeieiieeeeenn, (6,747)
Total to other fixed assets .... 830,000100% 755,000 625,000
130,000

Elimination entries:

ComMON StOCK ($5 PAI)...uueeeeeeiiiiiieeaiiieee e
Paid-In Capital in Excess of Par ...........ccooiiiiiiiiiiiiiie e,
Retained EarningsS ..o

Investment in Gemini CoMPAaNY ........ccooeeuviiiiinieeeeeeeeiiiee e

INVENTOTY .ot e e e e e e e e
Depreciable FiXxed ASSELS .....coiiiiiiiiieiicce e
Premium on Bonds Payable..............ccciiiii
Computer SOftWAre...........ceiiieeeiieeeee e
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Investment in Gemini ComMpPany ............ccuvveeeieeeeeeeeeeiiieeee e, 135,000
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(1)

EXERCISE 2-6

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts..............cc........ $(140,000) $(140,000) $(140,000)
Nonpriority accounts.................. 800,000 800,000 660,000
Price Analysis
PTG et $ 620,000
ASSIgN to Priority aCCOUNES........ccoeeeeeeeeeeeeeeeeee e (140,000) full value
Assign to NONPIIOrity 8CCOUNTS ......ccoeeeeeeeiieeeeeeeeeeeeeee 760,000 allocate
L€ To o0 111 TN —

Extraordinary gain ... —

Determination and Distribution of Excess Schedule

Price paid for investment...................... $620,000
Less book value interest acquired:
Common StocK..........ccovvviiiiinennnnnn. $ 100,000
Paid-in capital in excess of par ....... 300,000
Retained earnings............c.ccceevvveen. (50,000)
Total equity........eevvvevviviiiiiiiiiinnnns $ 350,000
Interest acquired...............eevvvveennnnns x_100% 350,000
Excess of cost over book value (debit) . $270,000
Adjustments:
INVENTOIY ... $ (40,000)
Equipment (Net) ..........eevvvvvieeninnnnns (55,000)
Mineral rights.........cccoeeiviieniiiiiiiinnn. 415,000
Goodwill.......oovvviiiiiii (50,000)
Extraordinary gain............ccccvvveeenns —
Total adjustments.................eeeee $270,000

Allocation Tables

Market Percent Available Assign

Book Adjust

Equipment (net)........ccoeeeveeeeeeenn. 100,00012.5% 760,000 95,000 150,000
(55,000)
Mineral rights........cccoooeeeiviviiinnnnnn. 700,00087.5% 760,000 665,000 250,000
415,000
Total to other fixed assets...... 800,000 100% 760,000
400,000 .......ceveeenneeen. 360,000
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Exercise 2-6, Concluded

(2) Elimination entries:

CommON StOCK ($5 PAI)...cuvrieeeiiiiiiee e e eee e 100,000

Paid-In Capital in Excess of Par .........cccccoeveeeeiiiiiiiiiiee e, 300,000
Retained Earnings .........ooovvieeiiiiiinieeeeeeeeeeee e 50,000
Investment in Villard Company ..........ccoouiiiiiiieeeeeeeeiiieee e, 350,000

Mineral RIgNS ......coiviiiiecc e 415,000
INVENTOTY ... 40,000
EQUIPMENT ... 55,000
GOoOdWIll.....cciiiie 50,000
Investment in Villard Company ...............eeeeeieiiiiiiimiiiiiiiii. 270,000

EXERCISE 2-7

Group Ownership Cumulative
(1) Zone Analysis Total Portion Total
Priority accounts.............cc......... $ (180,000) $(144,000) $(144,000)
Nonpriority accounts.................. 1,000,000 800,000 656,000

Price Analysis

Pl G e $ 730,000
Assign to priority aCCouNntS..........cccoevvviiieeeeeeee e, (144,000) full value
AsSign to NONPrIOrity 8CCOUNTS ......ccceeeeeieieeieeeeeeeeeeeen 800,000 full value
GOOAWIIl ..eeeeie e 74,000

Determination and Distribution of Excess Schedule

Price paid for investment ...................... $730,000
Less book value interest acquired:
Common StOCK ... veeeeeeeeeieeeeeee, $100,000
Paid-in capital in excess of par ....... 150,000
Retained earnings...........ccccvvvvvennns 250,000
Total equity.....ccccecevvvveeeeiiiieeens $500,000
Interest acquired.............cceeeeeeennnnn. X 80% 400,000
Excess of cost over book value (debit) . $330,000
Adjustments:
INVENTOIY ..., $ 80,000
Land ......ccvviiiiieieeee e 80,000
Building (Net) .......vvvvvvviiiiiiiiiiiiiiiiins 120,000
Equipment (Net) .......cceevveeeriieiinnnnnnn. (24,000)
GoodWill......ooiiiiiiic e 74,000
Extraordinary gain...............ccoevvveenn. —
Total adjustments.............cccceeeeee $330,000
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(2)

(1)

Exercise 2-7, Concluded

Elimination entries:
Common StOCK (B5 PAr)...cccccciiiiieiee e 80,000
Paid-In Capital in Excess of Par ..........ccoooeeeeeee, 120,000
Retained EarningsS ..o 200,000
INvestMent iN COOKE ..........oevuiiiiiee e 400,000
LN Y7=] 0] (0] S 80,000
=T Vo T 80,000
BUIIAING oo 120,000
L€To o0 111 74,000
EQUIPMENT ... 24,000
INVESTMENT IN COOKET ....cveiieiiiiieee e 330,000
EXERCISE 2-8
80%
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCounts...........cceeeennnee. $170,000 $136,000 $136,000
Nonpriority accounts.................. 500,000 400,000 536,000
Price Analysis
PTG e e $656,000
Assign to priority aCCouNntS..........cccoevvviiieeeeeeee e, 136,000 full value
AsSign to NONPrIOrity 8CCOUNTS ......ccceeeeeieieeieeeeeeeeeeeen 400,000 full value
GOOAWIll ..o aanenne 120,000
Determination and Distribution of Excess Schedule
Price paid for investment ...................... $656,000
Less book value interest acquired:
Common StOCK ... veeeeeeeeeieeeeeee, $ 50,000
Paid-in capital in excess of par ....... 130,000
Retained earnings...........ccccvvvvvennns 370,000
Total equity.....ccccecevvvveeeeiiiieeens $ 550,000
Interest acquired............cceevvvvveennnns X 80% 440,000
Excess of cost over book value (debit) . $216,000
Adjustments:
INVENTOIY...oii i, $ 96,000
Property, plant, and equipment....... 80,000
Goodwill [$120,000 — (80% x $100,000)] 40,000
Extraordinary gain...............ccoevvveenn. —
Total adjustments....................... $216,000
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Exercise 2-8, Concluded

Elimination entries:
Common StOCK (B5 PAr)....coooiiiiiieiie e 40,000
Paid-In Capital in Excess of Par .........ccccooveeeeiiiiiiiiiiiee e, 104,000
Retained EarningsS.........couuuiiiiiiiie et 296,000
Investment in Saturn COMPANY ...........uuueummmmmmmmiiiiiiiiiiiieiieineees 440,000
LN Y7=] 0] (0] S 96,000
Property, Plant, and EQUIpMENt..........ccceiiiiieeiiieiee e, 80,000
L€ To o 0 111 40,000
Investment in Saturn COMPANY ...........uueuummmmmmmiiiiiiiiiiiiiinennaeeens 216,000
Price Analysis
PTG et $512,000
Assign to priority aCCoUNtS..........cceevvvviiiiieee e, 136,000 full value
Assign to nonpriority accounts..........ccccceeeeeeeeeeeeeniinnnnn. 376,000 allocate
(€T 7o o 11/ | —
Extraordinary gain ..........cccvveeeiieeeeiieeiiiiie e —
Determination and Distribution of Excess Schedule
Price paid for investment ..................... $512,000
Less book value interest acquired:
Common StOCK......vveeeeeeeeeeeeeee, $ 50,000
Paid-in capital in excess of par ....... 130,000
Retained earnings...........ccccvvvvvvnnns 370,000
Total equity.........ccccvvveeeeeeeeeennn, $ 550,000
Interest acquired............ccceevvvveennnnns X 80% 440,000
Excess of cost over book value (debit) . $ 72,000
Adjustments:
INVENTOIY...oiiieieiieeee e, $ 96,000
Property, plant, and equipment
[$376,000 — (80% x $400,000)].... 56,000
Goodwill.........oooooiii (80,000)
Extraordinary gain............ccccceevvunen. —
Total adjustments....................... $ 72,000

Elimination entries:

CommON StOCK ($5 PAI)...cuveeeeeiiiiiiee e 40,000
Paid-In Capital in Excess of Par ...........ccooiiiiiiiiiiiiiiie e, 104,000
Retained EarningsS .........ooeuuuuiiiiieeeieieiiee et 296,000
Investment in Saturn COMPANY ...........uuuuuummmrimiiiiiiiieieeiiieenenanns 440,000
INVENTOTY .ottt e e et e e e 96,000
Property, Plant, and EQUIpMeNt ..o, 56,000
GOOAWIll....ccoii 80,000
Investment in Saturn COmMPany.........ccooeuvvveeiiieeeeeeeeiiicee e, 72,000
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(1)

(2)

(3)

EXERCISE 2-9

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts..............cc........ $ (30,000) $ (30,000) $ (30,000)
Nonpriority accounts.................. 930,000 930,000 900,000
Price Analysis

P e $950,000
ASSIgN to Priority aCCOUNES........cceeeeeeeeeeeeeeeee e (30,000) full value
Assign to NONPIIOrity 8CCOUNTS ......ccoeeeeeeeiieeeeeeeeeeeeeee 930,000 full value
(€00 L0 /1| TR 50,000
Investment in Craig ComMPaNY........ccoevveieeeieeeeeeeeee e 950,000

CaASI e 950,000
ACCOUNS RECEIVADIE ... ... 20,000
1= 1 (o TR 30,000
BUIIAING oo, 100,000
Discount on Bonds Payable............cccccoeeeiiiiiiiiiicc e, 20,000
(€700 To .1 T 50,000
Deferred Tax Liability...........eeiiiieiiiieecc e, 10,000
Retained EarningsS.........ooouuiiiiiiiieiiieeecee e 420,000

Paid-In Capital in Excess of Par..........cccccccveeeiiiieniceeiiieee e, 650,000
Elimination entries:
COMMON SEOCK -t 300,000
Paid-In Capital in Excess of Par .........ccccoevveeeiiiiiiiiiee e, 650,000

Investment in Craig COMPANY ...........uuuuuummimmeieiiiiiiiieiiiieenenaennns 950,000
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PROBLEMS

PROBLEM 2-1

Ch. 2—Problems

Investment in DaiSy COMPAaNY ........cccuvviiiiiieeeeieeiiiee e e e 650,000
Common StOCK (L0 PAN ..vvvreeeeeeeeeeciiiiiee e e e e e e e 180,000
Paid-In Capital in Excess of Par..........ccccccceeeiiiieevicceiiieee e, 450,000
Cash (direct acquisition COSES) .........uceeiieeeiiiiiiiicee e ee e, 20,000
Paid-In Capital in Excess of Par ...........cccovviieiiiiiiiiiiiiiie e, 5,000
AN e 5,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts................co..... $ 75,000 $ 75,000 $ 75,000
Nonpriority accounts.................. 325,000 325,000 400,000
Price Analysis
PTG et $650,000
ASSIgN to Priority aCCOUNES.......cccoveeeeeeieeeeeeeeeeee e 75,000 full value
Assign to nonpriority accounts..........ccccceeeeeeeeeeeeeniinnnnn. 325,000 full value
GOOAWIll ..o 250,000
Determination and Distribution of Excess Schedule
Price paid for investment...................... $650,000
Less book value interest acquired:
Common StOCK.........c.ceevviuveeeeeennen. $200,000
Paid-in capital in excess of par ....... —
Retained earnings..............ccceuvvueen. 140,000
Total equity.......ccccvvevrveeeiieeenen. $340,000
Interest acquired............ccceevvvveennnnns x_100% 340,000
Excess of cost over book value (debit) . $310,000
Adjustments:
INVENTOIY...oii i, $ 5,000
6= o o N 60,000
BuildingS.......coooveiiiiii, 30,000
EqQuipment ..........cccvvviiiiiiiiiiiiiiiiis (35,000)
Goodwill.......coooiiii 250,000
Extraordinary gain............ccceeeevvenenn. —
Total adjustments..............c.c.eeveeee $310,000
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3)

(1)

Problem 2-1, Concluded

Rose Company and Subsidiary Daisy Company
Consolidated Balance Sheet
July 1, 20X6

Assets

Current assets:
Other assets (including $5,000 cash adjustment for issue

costs and $20,000 direct acquisition costs)....................... $ 95,000
Inventory (including $5,000 adjustment) ..........cccccceeeeviiiiinnnen. 185,000
$ 280,000
Long-lived assets:
Land (including $60,000 INCIrEase) ...........uuuurrrmrrrmmmmmmnmmrnnnnnnnnns $200,000
Building (including $30,000 iNCrease) ..........cccvvveeeeeeeeniiiinenn. 450,000
Equipment (including $35,000 decrease)..........cccccuvvvvvvvvvnnnnnns 505,000
GOOAWIIL. ...t e e e e e e e e e 250,000 1,405,000
JLI0] 7= U= TS1ST = USSR $1,685,000

CUITENt HADIITIES ..o $ 240,000
Stockholders’ equity:

(O40] a1 1 L0 ] 1] (0o G $580,000

Paid-in capital in eXcess of park...........cccccvvveeiiiiiiiiiiiiiiiiiiiinnns 445,000

Retained arniNgS..........coeiiiiiiiiiiiiii e 420,000
Total stockholders’ eqUIty ..............uuuuiiiiiiiiiiiiiiiiiiiiiiinees 1,445,000
Total liabilities and stockholders’ equity .................evveiiiiiiiiiiiiiinnnns $1,685,000

*$450,000 — $5,000 stock issuance costs.

PROBLEM 2-2

Investment in Daisy COMPANY ......ccoovveeiiieeeeeeeeeeeeeee e 650,000
Common StOCK (L0 PAN) ..vvvveeeieeeeeiiiiiiiiiee e 180,000
Paid-In Capital in Excess of Par............ciiiiiiiieiiiiiiiieeee 450,000
Cash (direct acquisition COSES) ........cccovviiiiiiiiiiiiiiiiiiiiieeeeeeee 20,000
Paid-In Capital in Excess of Par ...........ccooiiiiiiiiiiiiiiii e, 5,000
A e s 5,000
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Problem 2-2, Continued

Ch. 2—Problems

Rose Company and Subsidiary Daisy Company
Determination and Distribution of Excess Schedule
July 1, 20X6
80%
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts...........cccccceueee. $ 75,000 $ 60,000 $ 60,000
Nonpriority accounts.................. 325,000 260,000 320,000
Price Analysis
PIICE .ttt $650,000
ASSIgN to Priority aCCOUNES.......ccceeeeeeeeeeeeeeeee e 60,000 full value
Assign to nonpriority accounts..........ccccceeeeeeeeeeeeeniinnnnn. 260,000 full value
(€00 L0 /1| TR 330,000
Determination and Distribution of Excess Schedule
Price paid for investment...................... $650,000
Less book value interest acquired:
Common StOCK..........ceeeevuveeeeeennenn. $200,000
Paid-in capital in excess of par ....... —
Retained earnings..............ccceuvvuvenn. 140,000
Total equity.........ccccvvveeeeeeeeeennn, $340,000
Interest acquired.............cccevvvveennnnns x_ 80% 272,000
Excess of cost over book value (debit) . $378.000
Adjustments:
INVENTOIY...oiiieieiieeee e, $ 4,000
Land ....oooviieiiiiee e 48,000
Building.........ooovviiiiiiiein, 24,000
Equipment ..........ccccvvviiiiiiiiiiiiiiis (28,000)
Goodwill........cooooiiii 330,000
Extraordinary gain............ccccceevvunen. —
Total adjustments....................... $378,000
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3)

Problem 2-2, Concluded

Rose Company and Subsidiary Daisy Company
Consolidated Balance Sheet
July 1, 20X6

Assets

Current assets:
Other assets (including $5,000 cash adjustment for issue

costs and $20,000 direct acquisition costs)....................... $ 95,000
Inventory (including $4,000 adjustment) ..........cccccceeeeeiiiiinnnee. 184,000
$ 279,000
Long-lived assets:
Land (including $48,000 INCrease) ............uuvrurummmmmmmmmmmnrmnnnnnnnns $188,000
Building (including $24,000 iNCrease) ..........ccccuvveeeeeeeenniiinennn. 444,000
Equipment (including $28,000 decrease)...........cccuuvvvvvvvvenennnns 512,000
GOOAWIll...ccoiii 330,000
1,474,000
JLI0] 7= U= TS1ST = USSR $ 1,753,000
Liabilities and Stockholders’ Equity
CUITENt HADIITIES ..o $ 240,000
Stockholders’ equity:
Noncontrolling iNterest™............oeeii i 68,000
Controlling interest:
COMMON STOCK ....ceeiii it $580,000
Paid-in capital in excess of par*...........cccccccuvmvemmiiiiiiiiiiiiiinnnns 445,000
Retained arNiNgS..........coeiiiveiiiiiiii e 420,000
Total stockholders’ equity .........ccooeiiiiiiiiiiiiii e, 1,445,000
Total liabilities and stockholders’ equity .................eveiiiiiiiiiiiiiiinnnns $ 1,753,000

*$68,000 (20% of Daisy’s stockholders’ equity).
**$450,000 — $5,000 stock issuance costs.

48


http://downloadslide.blogspot.com

PROBLEM 2-3

Ch. 2—Problems

Investment in EXpress Corporation............coooeeeeeeeeeeeeieeeeeeeeeeeeee 400,000
Cash . 400,000
Carlson Enterprises and Subsidiary Express Corporation
Determination and Distribution Schedule
March 1, 20X6
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts.............cc......... $ 15,000 $ 15,000 $ 15,000
Nonpriority accounts.................. 405,000 405,000 420,000
Price Analysis
PTG e e $400,000
Assign to priority aCCouNtS..........cccovvvviiiieeeeeee e, 15,000 full value
Assign to NONPrIOrity 8CCOUNTES ......ccceeeeeeeeieeeeeeeeeeeeeeen 385,000 allocate
(€7 7o o 11/ | —
Extraordinary gain ..........ccccveeeiiieeeeiieeiiiee e —

Determination and Distribution of Excess Schedule

Price paid for investment ...................... $400,000
Less book value interest acquired:
Common StOCK ... veeeeeee e, $ 50,000
Paid-in capital in excess of par ....... 250,000
Retained earnings............c.ccceuvvueenn. 70,000
Total equity.........ccccuvvveeeeeeeeeennnn, $370,000
Interest acquired............ccceevvvveennnnns x_100% 370,000
Excess of cost over book value (debit) . $ 30,000
Adjustments:
INVENTOIY...oiiieieiieeee e, $ 20,000
Bonds payable...........ccccvvvviiiiiiiinnnns 5,000
Land ..o (1,500)
BuildingS.......coooveiiiiii, 12,500
EqQuipment .........ccccvvviiiiiiiiiiiiiiiiis (6,000)
Goodwill.......oooviiiiiii —
Extraordinary gain............ccccceevvenenn. —
Total adjustments.................eeeeee $ 30,000
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(3)

(1)

(2)

Problem 2-3, Concluded

Allocation Tables

Market Percent Available Assign Book Adjust
Land.....ccoooeviiiiiiiieeeeee, 40,50010% 385,000 38,500 40,000 (1,500)
Buildings .......ccoeeeiiieeiiiiiiiinnn, 202,50050% 385,000 192,500 180,000 12,500
Equipment........cccoooeeeiiiiiiiinnnnn. 162,000 40% 385,000 154,000
160,000 ......cccciiiiiriiiaennnn. (6,000)
Total to other fixed assets.. 405,000100% 385,000 380,000
5,000
Elimination entries:
COMMON SEOCK ..ttt e e eeas 50,000
Paid-In Capital in EXcess of Par ..........cccovvieeiiiiiiiiiiiiie e, 250,000
Retained EarningsS.........oceuuiiiiiieeeeiieeiicis et e e e e 70,000
Investment in Express Corporation ..........cccceeeeeeeeeeeeviiieeneeennn, 370,000
INVENTOTY . 20,000
Discount on Bonds Payable............cccccceeeiiiiiiiiiiie e, 5,000
BUIIAINGS.....ccieeeeee e 12,500
1= Vo [T 1,500
EQUIPMENT ... 6,000
Investment in Express Corporation ..........cccceeveeeeeieeeviiieeeeennn. 30,000
PROBLEM 2-4
Investment in Robby Corporation ... 480,000
CaASI 480,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts.............c.......... $ 12,000 $ 12,000 $ 12,000
Nonpriority accounts.................. 405,000 405,000 417,000
Price Analysis
P i $480,000
Assign to priority aCCOUNtS.........coevvieeiiiiiiii e, 12,000 full value
Assign to nonpriority accounts..........cccceeeeeeeeerieeeiinnnnnn. 405,000 full value
GOOAWIIl e 63,000
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(3)

(1)

Ch. 2—Problems

Problem 2-4, Concluded

Determination and Distribution of Excess Schedule

Price paid for investment....................... $480,000
Less book value interest acquired:
COMMON StOCK ... eeeeeeeeeeeeaaeeen $ 50,000
Paid-in capital in excess of par ....... 250,000
Retained earnings...........cccccvvvvvnnns 70,000
Total equity.....c.ccccevevveeeeeiiieeens $370,000
Interest acquired............cccevvvvevnnnnnn. x__100% 370,000
Excess of cost over book value (debit) . $110,000
Adjustments:
INVENTOIY ...vvvviieeeeeeeeecciieeeee e, $ 20,000 debit D1
Bonds payable..........cccccvvviiiiiiiinnns 2,000 debit D2
6= g o N 15,000 debit D3
BuildingsS........coovvvviiiieiieeeee, 20,000 debit D4
Equipment .........cccooiiieiii, (10,000) credit D5
Goodwill........coooviii 63,000 debit D6
Extraordinary gain...............ccoevvunen. —
Total adjustments....................... $110.000
Retained EarningsS.........ocuvuuiiiiieeeeieeeiices et e e e e e 70,000
LY 01 0 Y PP 20,000
1= Vo 15,000
Discount on Bonds Payable.............cccccceeiiiieiiiieiiiee e, 2,000
BUIIAINGS....coiieeeee e 20,000
(€00 T0 /1| TR 63,000
EQUIPMENT ...t 10,000
Paid-In Capital in Excess of Par*..........ccccceeeeieieiiiiieiiiiceee e, 180,000

*$70,000 retained earnings + $110,000 excess of cost.

PROBLEM 2-5

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCounts...........cccecceuneee. $ 40,000 $ 40,000 $ 40,000
Nonpriority accounts.................. 295,000 295,000 335,000
Price Analysis
P i $475,000
Assign to priority aCCOUNtS.........coevvieeiiiiiiii e, 40,000 full value
Assign to nonpriority accounts...........ccceeeeeeeeeereeeeinnnnnn. 295,000 full value
GOOAWIIl .veiiecee e 140,000
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Problem 2-5, Continued

Determination and Distribution of Excess Schedule

Price paid for investment....................... $475,000
Less book value interest acquired:
COMMON StOCK ... eeeeeeeeeeeeaaeeen $ 50,000
Paid-in capital in excess of par ....... 70,000
Retained earnings...........cccccvvvvvnnns 130,000
Total equity.....c.ccccevevveeeeeiiieeens $250,000
Interest acquired............cccevvvvevnnnnnn. x__100% 250,000
Excess of cost over book value (debit) . $225,000
Adjustments:
INVENTOIY ...vvvviieeeeeeeeecciieeeee e, $ 20,000 debit D1
Bonds payable.........cccooeevvveeinnnnnn. (5,000) credit D2
= T T 10,000 debit D3
Buildings and equipment................. 45,000 debit D4
Copyrights ......ovceeiiiieeice e, 15,000 debit D5
Goodwill.......oovviiiiiiii 140,000 debit D6
Extraordinary gain...............ccoevvunen. —
Total adjustments....................... $225,000
(2) Adam Company and Subsidiary Scott Company
Worksheet for Consolidated Balance Sheet
December 31, 20X1
Consol.
Balance Sheet Eliminations Balance
Adam Scott Debit Credit Sheet
Cash e, 160,000 40,000 s s 200,000
Accounts receivable................. 70,000 30,000 e s 100,000
INVeNtory ......coooeeeeeeeeeeeee e, 130,000 120,000 (D1) 20,000 ...
270,000
Land ..o 50,000 35,000 (D3) 10,000 s
95,000
Investment in Scott.................. 475,000............. . (EL) 250,000 ..............
........................................ (D) 225,000 ..............
Buildings and equipment ......... 350,000 230,000 (D4) 45,000 ..
625,000
Accumulated depreciation ....... (100,000) (50,000) ...ccooee. e
(150,000)
Copyrights.......cccoveiiiiiiiee 40,000 10,000 (D5) 15,000 ..
65,000
GOOAWIll ... e e (D6) 140,000 .o
140,000
Current liabilities ...................... (192,000) (65,000) .....cco.. s
(257,000)
Bonds payable.........ccooiiiicies i, (100,000) s (100,000)
Discount (Premium) .....cccccccees e e e (D2) 5,000 (5,000)
Common stock—Scott........ccc..  covveveneen, (50,000) (EL) 50,000 e e,
Paid-in capital in excess of
Par—SCOtt. ..o eiiiiiee eevvree (70,000) (EL) 70,000 e e
Retained earnings—Scott........  ..ccoeeeenn. (130,000) (EL) 130,000 s e,
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Common stock—Adam............ (100,000) ....ccccceee e v,
(100,000)

Paid-in capital in excess of
par—Adam .........ccccveeiinnenn. (250,000) ... e e
(250,000)

Retained earnings—Adam ...... (633,000) .ccccvccee e Rt -
(633,000)
LI ] = L 0 0 480,000 480,000
0
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Problem 2-5, Concluded

Eliminations and Adjustments:
(EL)  Eliminate investment in subsidiary against subsidiary equity accounts.
(D) Distribute $225,000 excess of cost over book value to:
(D1)  Inventory, $20,000.
(D2)  Premium on bonds payable, ($5,000).
(D3) Land, $10,000.
(D4)  Buildings and equipment, $45,000.
(D5)  Copyrights, $15,000.
(D6)  Goodwill, $140,000.

PROBLEM 2-6
80%
Group Ownership Cumulative
(1) Zone Analysis Total Portion Total
Priority accounts..............ccuvveee. $ 40,000 $ 32,000 $ 32,000
Nonpriority accounts.................. 295,000 236,000 268,000
Price Analysis
PTG e $475,000
ASSIgN to Priority aCCOUNES.......ccceveeeeeeeeeeeeeeeeeeeeee e 32,000 full value
Assign to NONPrIority 8CCOUNTS ......ccceeeeeeiieeieeeeeeeeeeeeeen 236,000 full value
GOOOWIIL .. 207,000
Determination and Distribution of Excess Schedule
Price paid for investment ...................... $475,000
Less book value interest acquired:
Common StOCK......vveeeeeeeeeeeeeee, $ 50,000
Paid-in capital in excess of par ....... 70,000
Retained earnings.........cccceeveevevnnnnn. 130,000
Total equity.....ccccecevvvveeeeiiiieeens $250,000
Interest acquired............ccvvvvvveennnns x _ 80% 200,000
Excess of cost over book value (debit) . $275,000
Adjustments:
INVENTOIY ..., $ 16,000 debit D1
Bonds payable...........ccccvvviiiiiiinnnns (4,000) credit D2
Land ....ooeieiee e 8,000 debitD3
Buildings and equipment................. 36,000 debit D4
Copyrights ...ooooviiiiiii 12,000 debit D5
GoodWill......ooiiiiieieeeee e 207,000 debit D6
Extraordinary gain............cccceeevvennn. —
Total adjustments....................... $275,000
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Problem 2-6, Concluded

(2) Adam Company and Subsidiary Scott Company
Worksheet for Consolidated Balance Sheet
December 31, 20X1

Consol.
Balance Sheet Eliminations Balance
Adam Scott Debit Credit NCI Sheet
Cash ..o 160,000 40,000.....cc00cccc e e
Accounts receivable................ 70,000 30,000...cccccccee s e
INVENEOTY ...ovvveeiiiieee e 130,000 120,000 (D1) 16,000... ....ccooeeens
Land.....ccccooevveeiiiiie e 50,000 35,000 (D3) 8,000..... reveeirenn,
Investment in Scott................. 475,000........... e (EL) 200,000.. ....cooeeeen.
............................................ (D) 275,000 ....cccoc. eieiiiieees
Building and equipment.......... 350,000 230,000 (D4) 36,000... ..o
Accumulated depreciation ...... (100,000) (50,000) ccccivves e e
Copyrights......ccccovveeiiiiinee 40,000 10,000 (D5) 12,000... .o
GOOAWIIl ..o v ies e (D6) 207,000 s e 207
Current liabilities ..................... (192,000) (65,000) ccccvvvees e e
Bonds payable.......cccccccvvviiie eiviiieien, (100,000) o s (10c
Discount (Premium) ......ccccccees i e e, (D2) 4,000 ........... 4,0
Common Stock—Scott.........cc. covcevereennee (50,000) (EL) 40,000....ccccccee. e, (10,000)
Paid-in capital in excess of
PAr—SCOtt.....ccoviiiiiiiiieiiins e (70,000) (EL) 56,000............. . .. (14,000)
Retained earnings—Scott....... ....cccocueee. (130,000) (EL) 104,000............. (26,000)
Common stock—Adam........... (100,000)....ccccces e e e (20c
Paid-in capital in excess of
par—Adam ..........ccccevvnnnnnns (250,000)...cccces e e eveaerea————— (25(
Retained earnings—Adam ..... (633,000)....ccccce. e e e _ (63
Noncontrolling interest......ccccc. iivvvvviiicies v vevereeeieees aeeveseeeee (50,000) (50,
L] = 1 0 0 479,000 479,000 0

Eliminations and Adjustments:
(EL)  Eliminate investment in subsidiary against 80% of the subsidiary equity accounts.
(D) Distribute $275,000 excess of cost over book value to:
(D1)  Inventory, $16,000.
(D2)  Premium on bonds payable, ($4,000).
(D3) Land, $8,000.
(D4)  Buildings and equipment, $36,000.
(D5)  Copyrights, $12,000.
(D6)  Goodwill, $207,000.
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PROBLEM 2-7

1)
100% Purchase with Goodwill

Common information:
OWNEISNIP INEIEST ... e e e e e e e e eae s 100%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $410,000

Sader Company's Balance Sheet before Purchase

Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENLOTY oo 50,000 55,000 Bonds payable.......... 100,000 100,000
Total priority assets ............... __ 70,000 _ 75,000 ... Total liabilities 140,000
140.000
Nonpriority assets:
Land .....cccovviieieeiiiee e 40,000 70,000
BUIldiNgS......cvvveieieieieiiiiiiieiiiiiiines 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright........evvveeeiniiiiieinininininnns 50,000 Retained earnings ....... 60,000
Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoouneen.
Total asSets .....occoevevveeireeieenenns 300,000 505,000 Value of net assets .... 160,000 365,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCountsS ........cccceeeeevuveeeeennne. $ (65,000) $ (65,000) $ (65,000)
Nonpriority accounts.............ccccevvveenn. 430,000 430,000 365,000
Price Analysis
P e e $410,000
ASSIgN tO Priority @CCOUNES .......uuvveviiiiiiiiiiiiiiiiiiiieiiiiiiiieeennees (65,000) full value
Assign to NoNPriority aCCOUNTS ..........cevvieieiiiiieee e, 430,000 full value
(€000 .1 T 45,000
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Price paid for investment .............ccccvveeeennn. $410,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccooeeeeeeeeeeeenn. 60,000
Total eqUItY.......cccevveeeeeeiiieeeeeinen. $160,000
Interest acquired ...........ccoevvvvvivvennennn. x__100% 160,000
Excess of cost over book value (debit)......... $250,000
Existing goodwill ................evviiiiiiiiiiiiiiiiiiiis —
Excess available.............cccccvvviiiiiiiiiiiiiiinin, $250,000
Adjustments:
10177210 (o] VN $ 5,000 debit D1
Bonds payable ..., —
Land........ccoiiiiiiiieei 30,000 debit D2
BUildings .....coovvieeeei e, 100,000
Equipment........ccooiiieiiiie 20,000
Copyright ... 50,000
GOoOAWIll ... 45,000
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total ..o $250,000
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Problem 2-7, Concluded

(2) Pantera Company and Subsidiary Sader Company
Worksheet for Consolidated Balance Sheet
January 1, 20X1
Year of Consolidation

Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o 51,000 c..cccccces e e e
Accounts receivable................ 65,000 20,000....ccccciees i s
Inventory .......ccooeeeeeeeeeeeee, 80,000 50,000 (D1) 5,000.....  eoreeerinnnnns
Land.....ccccooevveeiiiie e, 100,000 40,000 (D2) 30,000... .ceereeeeen.
Investment in Sader................ 410,000........... e (EL) 160,000.. ......ccc......
............................................ (D) 250,000 .....cccc.. eereviiieees
Buildings .......ooovvvviiieiiiieeee 250,000 200,000 (D3) 100,000. ....ccoceeennes
Accumulated depreciation ...... (80,000) (50,000) ccccvviees e e
Equipment.........cccoeveiiiiinenne 90,000 60,000 (D4) 20,000... .eevriienn,
Accumulated depreciation ...... (40,000) (20,000) cccvvviees s e
(0] o)/ o | o | A (D5) 50,000 ...l
GOOAWIIl ..o v ies e (D6) 45,000 s e,
Current liabilities ..................... (80,000) (40,000) ..cccvcees i e
Bonds payable............cccc... (200,000) (100,000) ....cco.. e e
Common stock, $1 par—
Y 10 (=] SRR (10,000) (EL) 10,000t e e
Paid-in capital in excess of
par—Sader .......ccoocvciiiiiiiies e (90,000) (EL) 90,000...ccciiiiies e e
Retained earnings—Sader ..... ............... (60,000) (EL) 60,000 e e
Common stock—Pantera ....... (20,000).c.cccces e e erereaeaa————
Paid-in capital in excess of
par—Pantera...........cccccuvunee (180,000)...cccccce. e e e
Retained earnings—Pantera .. (446,000)........... e e e
TotalS...ocovvieee e, 0 0 410,000 410,000..  ..ccoveenneee.
NONCONEIOIING INTEIEST ...ttt [
CoNtrolling FrELAINE EAIMINGS. . ... .ueieei ittt ettt sttt e et b et e e st b et e e st be e e e s bbbt e e aabbbeeesasbbeeesanbbeeesaane iieiessseeeess
T O AUS e 0

Eliminations and Adjustments:
(EL)  Eliminate the investment in the subsidiary against the subsidiary equity accounts.
(D) Distribute $250,000 excess of cost over book value as follows:
(D1)  Inventory, $5,000.
(D2) Land, $30,000.
(D3)  Buildings, $100,000.
(D4)  Equipment, $20,000.
(D5)  Copyright, $50,000.
(D6)  Goodwill, $45,000.
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PROBLEM 2-8

1)
100% Bargain Purchase

Common information:
OWNEISNIP INEIEST ... e e e e e e e e eae s 100%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $250,000

Acquired Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENLOTY oo 50,000 55,000 Bonds payable.......... 100,000 100,000
Total priority assets ............... 70,000 75,000 ......... Total liabilities 140,000
140,000
Nonpriority assets:
Land ...cooveevieeciee e 40,000 70,000
BUIldiNgS......cvvveieieieieiiiiiiieiiiiiiines 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright........evvveeeiniiiiieinininininnns 50,000 Retained earnings ....... 60,000
Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoouneen.
Total asSets ..ccccocvvevveeeiieecieens 300,000 505,000 Value of net assets..... 160,000 365,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCountsS ........cccceeeeevuveeeeennne. $ (65,000) $ (65,000) $ (65,000)
Nonpriority accounts.............ccccevvveenn. 430,000 430,000 365,000
Price Analysis
P e e $250,000
ASSIgN tO Priority @CCOUNES .......uuvveviiiiiiiiiiiiiiiiiiiieiiiiiiiieeennees (65,000) full value
Assign to NoNPriority aCCOUNTS ..........cevvieieiiiiieee e, 315,000 allocate
GOOAWIIL...ccviieee e e —
EXtraordinary gain...............eeeeeeeemeeiiiiiiiiiiiiiiiiiiiiiieienees —

59


http://downloadslide.blogspot.com

Ch. 2—Problems

Problem 2-8, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $250,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeennns $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccooeeeeeeeeeeeenn. 60,000
Total eqUItY.......cccevveeeeeeiiieeeeeinen. $ 160,000
Interest acquired ............coevvevviviennennn. x__100% 160,000
Excess of cost over book value (debit)......... $ 90,000
Existing goodwill ................evviiiiiiiiiiiiiiiiiiiis —
Excess available.............cccccvvviiiiiiiiiiiiiiinin, $ 90,000
Adjustments:
10177210 (o] VN $ 5,000 debit D1
Land.......ccooiieiieieeee e 11,279 debit D2
Bonds payable ..., —
BUildings .....coovvieeeei e, 33,140 debit D3
Equipment........ccooiiieiiiie 3,953 debit D4
Copyright ... 36,628 debit D5
GoodWiIll ..o —
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total ..o $ 90,000

Allocation Tables

Market Percent* Available Assign Book Adjust

LaNd ..oneeee e 70,0000.16 315,000 51,279 40,000 11,279
Buildings (N€t)........cceeevieeeiiiiiiiiieeeee, 250,0000.58 315,000 183,140 150,000 33,140
Equipment (Net) .........evvvvvvvvvvveiiiiiiinnnns 60,0000.14 315,000 43,953 40,000 3,953
Copyright ..o 50,0000.12 315,000 36,628 —

36,628

Total to other fixed assets............. 430,0001.00 315,000 230,000 85,000
*Rounded
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Problem 2-8, Concluded

(2) Pantera Company and Subsidiary Sader Company
Worksheet for Consolidated Balance Sheet
January 1, 20X1
Year of Consolidation

Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o 211,000 ...cccccccs i v e 211,
Accounts receivable................ 65,000 20,000....ccccciees i s
Inventory .......ccooeeeeeeeeeeeee, 80,000 50,000 (D1) 5,000.....  eoreeerinnnnns
Land.....ccccooevveeiiiie e, 100,000 40,000 (D2) 11,279... .,
Investment in Sader................ 250,000.....cc.... e, (EL) 160,000.. ......ccc......
............................................ (D) 90,000 ...ccovier e,
Buildings .......ooovvvviiieiiiieeee 250,000 200,000 (D3) 33,140... .eviieenn,
Accumulated depreciation ...... (80,000) (50,000) ccccvviees e e
Equipment.........cccoeveiiiiinenne 90,000 60,000 (D4) 3,953 . e,
Accumulated depreciation ...... (40,000) (20,000) cccvvviees s e
COoPYNgL oo e e (D5) 36,628 it e, 36,€
GOOAWIll eeviiiiiici e i v e e ereeeeaaea
Current liabilities ..................... (80,000) (40,000) ..cccvcees i e
Bonds payable............cccc... (200,000) (100,000) ....cco.. e e
Common stock, $1 par—
Y 10 (=] SRR (10,000) (EL) 10,000t e e
Paid-in capital in excess of
par—Sader .......ccoocvciiiiiiiies e (90,000) (EL) 90,000...ccciiiiies e e
Retained earnings—Sader ..... ............... (60,000) (EL) 60,000 e e
Common stock—Pantera ....... (20,000).c.ccccis e e e (20,
Paid-in capital in excess of
par—Pantera...........cccccuvunee (180,000)...cccccce. e e e (18c
Retained earnings—Pantera .. (446,000)........... e, e e (44¢
TotalS...ocovvieee e, 0 0 250,000 250,000..  .ccceeeenenenn.
NONCONEIOIING INTEIEST ...ttt [
CoNtrolling FrEtAINE EAIMINGS .. ... .ueiie it ee ettt ettt e e ettt e e st b e et e abbe e e e sabbeeeesbbeeeesanbbeeesaabbeeesaaee iieiesssieeeess
107> S 0

Eliminations and Adjustments:
(EL)  Eliminate the investment in the subsidiary against the subsidiary equity accounts.
(D) Distribute $90,000 excess of cost over book value as follows:
(D1)  Inventory, $5,000.
(D2) Land, $11,279.
(D3)  Buildings, $33,140.
(D4)  Equipment, $3,953.
(D5)  Copyright, $36,628.
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PROBLEM 2-9

1)
80% Purchase with Goodwill

Common information:
OWNEISNIP INEIEST ... e e e e e e e e eae s 80%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $360,000

Sader Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENLOTY oo 50,000 55,000 Bonds payable.......... 100,000 100,000
Total priority assets ............... __ 70,000 _ 75,000 ... Total liabilities 140,000
140.000
Nonpriority assets:
Land .....cccovviieieeiiiee e 40,000 70,000
BUIldiNgS......cvvveieieieieiiiiiiieiiiiiiines 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright........evvveeeiniiiiieinininininnns 50,000 Retained earnings ....... 60,000
Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoouneen.
Total asSets .....occoevevveeireeieenenns 300,000 505,000 Value of net assets .... 160,000 365,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCountsS ........cccceeeeevuveeeeennne. $ (65,000) $ (52,000) $ (52,000)
Nonpriority accounts.............ccccevvveenn. 430,000 344,000 292,000
Price Analysis
P e e $360,000
ASSIgN tO Priority @CCOUNES .......uuvveviiiiiiiiiiiiiiiiiiiieiiiiiiiieeennees (52,000) full value
Assign to NoNPriority aCCOUNTS ..........cevvieieiiiiieee e, 344,000 full value
(€000 .1 T 68,000
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Determination and Distribution of Excess Schedule

Ch. 2—Problems

Price paid for investment ............cccccoeeviieeen. $360,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccooeeeeeeeeeeeenn. 60,000
Total eqUItY.......cccevvveeeeeiiieeeeeieee. $160,000
Interest acquired ............coevvevviviennennn. X 80% 128,000
Excess of cost over book value (debit)......... $232,000
Existing goodwill ................evviiiiiiiiiiiiiiiiiiiis —
Excess available.............cccccvvviiiiiiiiiiiiiiinin, $232,000
Adjustments:
10177210 (o] VN $ 4,000 debit D1
Land.......ccooiieiieieeee e 24,000 debit D2
Bonds payable ..., —
BUildings .....coovvieeeei e, 80,000
Equipment........ccooiiieiiiie 16,000
Copyright ... 40,000
GOoOAWIll ... 68,000
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total ..o $232,000
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Problem 2-9, Concluded

(2) Pantera Company and Subsidiary Sader Company
Worksheet for Consolidated Balance Sheet
January 1, 20X1
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o 102,000 ..cciiies e e e
Accounts receivable................ 65,000 20,000...ccccccts i e
Inventory .......ccooeeeeeeeeeeeee, 80,000 50,000 (D1) 4,000..... ..
Land.....ccccooevveeiiiie e, 100,000 40,000 (D2) 24,000... .evverneeen.
Investment in Sader................ 360,000........... . e, (EL) 128,000.. .....ccce....
............................................ (D) 232,000 .....cccc.. ereiiieeees
Buildings .......ooovvvviiieiiiieeee 250,000 200,000 (D3) 80,000... .cevrrrennn.
Accumulated depreciation ...... (80,000) (50,000) ccccvviees e e
Equipment.........cccoeveiiiiinenne 90,000 60,000 (D4) 16,000... ...cccoeeenns
Accumulated depreciation ...... (40,000) (20,000) cccvvviees s e
(0] o)/ o | o | A (D5) 40,000 s s
GOOAWIIl ..o v ies e (D6) 68,000 i e,
Current liabilities ..................... (80,000) (40,000) ..cccvcees i e
Bonds payable............cccc... (200,000) (100,000) ....cco.. e e
Common stock, $1 par—
Y 10 (=] SRR (10,000) (EL) 8,000 .............. (2,000) ....
Paid-in capital in excess of
par—Sader .......ccoocvciiiiiiiies e (90,000) (EL) 72,000....ccccc.... (18,000)
Retained earnings—Sader ..... ............... (60,000) (EL) 48,000....cccccceee e, (12,000)
Common stock—Pantera ....... (20,000).c.ccccis e e e
Paid-in capital in excess of
par—Pantera...........cccccuvunee (180,000)...cccccce. e e e
Retained earnings—Pantera .. (446,000)........... e, e eeeeeeen—————
TotalS...ocovvieee e, 0 0 360,000 360,000..  ..cceeeueeee.
N PSR STPRR (32,000)
CoNtrolling FrEtAINE EAIMINGS .. ... .ueiie it ee ettt ettt e e ettt e e st b e et e abbe e e e sabbeeeesbbeeeesanbbeeesaabbeeesaaee iieiesssieeeess
T O AUS e 0

Eliminations and Adjustments:

(EL)

(D)

(D1)  Inventory, $4,000.
(D2)  Land, $24,000.

(D3)  Buildings, $80,000.
(D4)  Equipment, $16,000.
(D5)  Copyright, $40,000.
(D6)  Goodwill, $68,000.

Eliminate 80% subsidiary equity against investment account.
Distribute $232,000 excess of cost over book value as follows:
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PROBLEM 2-10

(1)

80% Bargain Purchase

Common information:
OWNEISNIP INEIEST ... e e e e e e e e eae s 80%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $200,000

Sader Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENLOTY oo 50,000 55,000 Bonds payable.......... 100,000 100,000
Total priority assets ............... 70,000 75,000 ......... Total liabilities 140,000
140,000
Nonpriority assets:
Land ...cooveevieeciee e 40,000 70,000
BUIldiNgS......cvvveieieieieiiiiiiieiiiiiiines 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright........evvveeeiniiiiieinininininnns 50,000 Retained earnings ....... 60,000
Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoouneen.
Total asSets ..ccccocvvevveeeiieecieens 300,000 505,000 Value of net assets..... 160,000 365,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCountsS ........cccceeeeevuveeeeennne. $ (65,000) $ (52,000) $ (52,000)
Nonpriority accounts.............ccccevvveenn. 430,000 344,000 292,000
Price Analysis
P e e $200,000
ASSIgN tO Priority QCCOUNTS .......uuvueieiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeenees (52,000) full value
Assign to NoNPriority aCCOUNTS ..........cevvieieiiiiieee e, 252,000 allocate
GOOAWIIL...ccviieee e e —
EXtraordinary gain...............eeeeeeeemeeiiiiiiiiiiiiiiiiiiiiiieienees —

65


http://downloadslide.blogspot.com

Ch. 2—Problems

Problem 2-10, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $200,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccooeeeeeeeeeeeenn. 60,000
Total eqUItY.......cccevveeeeeeiiieeeeeinen. $160,000
Interest acquired ............coevvevviviennennn. X 80% 128,000
Excess of cost over book value (debit)......... $ 72,000
Existing goodwill ................evviiiiiiiiiiiiiiiiiiiis —
Excess available.............cccccvvviiiiiiiiiiiiiiinnn, $ 72,000
Adjustments:
10177210 (o] VN $ 4,000 debit D1
= 1o o [ 9,023 debit D2
Bonds payable ..., —
BUildings .....coovvieeeei e, 26,512 debit D3
Equipment........ccooiiieiiiie 3,163 debit D4
Copyright ... 29,302 debit D5
GoodWiIll ..o —
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total ..o, $ 72,000
Allocation Tables
Market Percent* Available Assign Book Adjust
5= o o 70,0000.16 252,000 41,023 32,000 9,023
Buildings (Net)..........uuvvvmevimeieniiiiniiinnnns 250,0000.58 252,000 146,512 120,000 26,512
Equipment (Net) .......ccvvvveeeiieniiiiiii 60,0000.14 252,000 35,163 32,000 3,163
Copyright ..o 50,0000.12 252,000 29,302 —
29,302
Total to other fixed assets.............. 430,0001.00 252,000 184,000 68,000
*Rounded
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Problem 2-10, Concluded

(2) Pantera Company and Subsidiary Sader Company
Worksheet for Consolidated Balance Sheet
January 1, 20X1
Year of Consolidation

Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o 261,000 ....cccccccc i e e 261,
Accounts receivable................ 65,000 20,000....ccccciees i s
Inventory .......ccooeeeeeeeeeeeee, 80,000 50,000 (D1) 4,000..... ..
Land.....ccccooevveeiiiie e, 100,000 40,000 (D2) 9,023..... i,
Investment in Sader................ 200,000........... e, (EL) 128,000.. .....ccce....
............................................ (D) 72,000 ..c.cccoies e,
Buildings .......ooovvvviiieiiiieeee 250,000 200,000 (D3) 26,512... i,
Accumulated depreciation ...... (80,000) (50,000) ccccvviees e e
Equipment.........cccoeveiiiiinenne 90,000 60,000 (D4) 3163 e,
Accumulated depreciation ...... (40,000) (20,000) cccvvviees s e
COoPYNgL oo e e (D5) 29,302 e e, 29,3
GOOAWIll eeviiiiiici e i v e e ereeeeaaea
Current liabilities ..................... (80,000) (40,000) ..cccvcees i e
Bonds payable............cccc... (200,000) (100,000) ....cco.. e e
Common stock, $1 par—
Y 10 (=] SRR (10,000) (EL) 8,000 .............. (2,000) ....
Paid-in capital in excess of
par—Sader .......ccoocvciiiiiiiies e (90,000) (EL) 72,000....ccccc.... (18,000)
Retained earnings—Sader ..... ............... (60,000) (EL) 48,000....cccccceee e, (12,000)
Common stock—Pantera ....... (20,000).c.ccccis e e e (20,
Paid-in capital in excess of
par—Pantera...........cccccuvunee (180,000)...cccccce. e e e (18c
Retained earnings—Pantera .. (446,000)........... e, e e (44¢
TotalS...ocovvieee e, 0 0 200,000 200,000..  .ccceeeeueeeenn.
N PSR STPRR (32,000) (32,
CoNtrolling FrEtAINE EAIMINGS .. ... .ueiie it ee ettt ettt e e ettt e e st b e et e abbe e e e sabbeeeesbbeeeesanbbeeesaabbeeesaaee iieiesssieeeess
T O AUS e 0

Eliminations and Adjustments:
(EL)  Eliminate 80% subsidiary equity against investment account.
(D) Distribute $72,000 excess of cost over book value as follows:
(D1)  Inventory,$4,000.
(D2) Land, $9,023.
(D3)  Buildings, $26,512.
(D4)  Equipment, $3,163.
(D5)  Copyright, $29,302.
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PROBLEM 2-11

1)
100% Purchase with Goodwill

Common information:

OWNEISNIP INEIEST ... e e e e e e e e eae s 100%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $1,200,000
Soma Corporation’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Value Value

Priority assets:

Accounts receivable................... 50,000 50,000 Current liabilities........ 90,000 90,000
INVENLOTY oo 120,000 150,000 .......... Bonds payable 200,000
210,000
Total priority assets ............... 170,000 200,000 .o Total liabilities
290,000......cccciveerirenne 300,000
Nonpriority assets:
Land ...ccoveveieeciee e 100,000 200,000
BUildiNgS....ccoeviieiiecie e 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Patent (Net) ....cccvvevveeiiiiiieeee, 10,000 150,000 Paid-in capital in
Computer software..........cccceueeee. 50,000 ... excess of par 190,000
Total nonpriority assets......... 400,000 1,000,000 .... Retained earnings 140,000
Total equity............... 340,000
Existing goodwill.............cccoouneen. 60,000 _
Total aSSets ....ccccvvvevveiiieeiieenenns 630,000 1,200,000 .Value of net assets 340,000
900,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCouNtS ........cccceeevevveeeeenne, $ (100,000) $ (100,000) $(100,000)
Nonpriority aCCoUNtS..............eevvevenes 1,000,000 1,000,000 900,000
Price Analysis
PTG e $1,200,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (100,000) full value
AsSign to NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiiiinineennnnes 1,000,000  full value
(€000 .1 T 300,000
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Problem 2-11, Continued

Determination and Distribution of Excess Schedule

Price paid for investment .............ccccvveeeennn. $1,200,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccooeeeeeeeeeeeenn. 140,000
Total eqUItY.......cccevveeeeeeiiieeeeeinen. $340,000
Interest acquired ............coevvevviviennennn. x__100% 340,000
Excess of cost over book value (debit)......... $ 860,000
Adjustments:
INVENLOIY .., $ 30,000 debit D1
Bonds payable ..., (20,000) credit D2
Land.......ocooiiiiiiiii 100,000 debit D3
BUildings ......cooovvviiiiiie 200,000 debit D4
Equipment........ccooiiieiiiie 110,000 debit D5
Patent (Net) .....cooeeeeeeeeeeeeeeeeeen 140,000 debit D6
Computer software.........cccceeeeeeeeeeiennn, 50,000 debit D7
GOoOAWIll ..o 240,000 debit D8
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total adjustments.............ceeeeeenn. $860,000

69


http://downloadslide.blogspot.com

Ch. 2—Problems

Problem 2-11, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 ccciiiiies i e e
Accounts receivable.............. 300,000 50,000....cccciiies i eeeeeeaeaiae
INVENOTY ...ovvveeiiieee e 410,000 120,000 (D1) 30,000.....  verrnnnn.
Land....cccccooceeeiiiiee e 800,000 100,000 (D3) 100,000... .eeeeerennee
Investment in Soma.............. 1,200,000.... . (EL) 340,000. ......coeeeen.
............................................... (D) 860,000 ..........  eeeevriireens

Buildings ......cccoovcvvveiiiiieee 2,800,000 300,000 (D4) 200,000... ...cccoeenne
Accumulated depreciation .... (500,000) (100,000) ... e,
Equipment.........ccoceeviieeennee 600,000 140,000 (D5) 110,000... ...cceeennen
Accumulated depreciation .... (230,000) (50,000) .cccccs e e,
Patent (Net) ....coovvvveiiiiiiies v, 10,000 (D6) 140,000......cccc.  evvevrinenn,
Computer SOftWare .......cccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 50,000 ...t e,
GOoOdWill ....ccovviieeciiiic s e 60,000 (D8) 240,000........c..  cevrreeeen
Current liabilities ................... (150,000) (90,000) ..cceviees i e
Bonds payable...................... (300,000) (200,000) ....cco. e e
Discount (Premium) ...cccccevvies vvviiiiiiiiiees v e (D2) 10,000 ..........
Common stock, $1 par—

o] 10 - R (10,000)  (EL) 10,000..c..ccciies e e
Paid-in capital in excess of

PAr—SO0MaA ....oovvvvviiiiiiiiiiins rvrrnnnnnena. (190,000) (EL) 190,000........... i
Retained earnings—Soma ... ................ (140,000) (EL) 140,000........... i
Common stock—Purnell........ (100,000) ... s e,
Paid-in capital in excess of

par—Purnell...........ccccoe.... (3,900,000).... e e e
Retained earnings—Purnell.. (1,100,000).... . e e I

TotalS...cocovcvieeeeiiieee e 0 0 1,210,000 1,210,000 ........o.......
N PSR STPRR 0 e,
CoNtrolling FELAINE EAIMINGS .. ... uueiiei ittt et e e et et e e st b et e e s kb et e e s bt et e e sbbbeeesaabbeeesaabbeeeaabs iiieiessseeeens

0= SO 0

Eliminations and Adjustments:

(EL)  Eliminate subsidiary equity.
(D) Distribute excess to:

(D1) Inventory.

(D2)  Premium on bonds payable.
(D3)  Land.

(D4)  Buildings.

(D5)  Equipment.

(D6)  Patent.

(D7)  Computer software.

(D8)  Goodwill.

70

170

50,C

(10,

(10C

(3,9
(1,1


http://downloadslide.blogspot.com
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PROBLEM 2-12

1)
100% Bargain Purchase

Common information:
OWNEISNIP INEIEST ... e e e e e e e e e e 100%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $800,000

Soma Corporation’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 50,000 50,000 Current liabilities........ 90,000 90,000
INVENLOTY oo 120,000 150,000 .......... Bonds payable 200,000
210,000
Total priority assets ............... 170,000 200,000 .o Total liabilities
290,000......cccciveerirenne 300,000
Nonpriority assets:
Land ...ccoveveieeciee e 100,000 200,000
BUildiNgS....ccoeviieiiecie e 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........oevvviiiiviiiiiiiiiinnns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Patent (Net) ....cccvvevveeiiiiiieeee, 10,000 150,000 Paid-in capital in
Computer software..........cccceueeee. 50,000 ... excess of par 190,000
Total nonpriority assets......... 400,000 1,000,000 .... Retained earnings 140,000
Total equity............... 340,000
Existing goodwill.............cccoouneen. 60,000 _
Total aSSets ....ccccvvvevveiiieeiieenenns 630,000 1,200,000 .Value of net assets 340,000
900,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCouNtS ........cccceeevevveeeeenne, $ (100,000) $ (100,000) $(100,000)
Nonpriority aCCoUNtS..............eevvevenes 1,000,000 1,000,000 900,000
Price Analysis
Pl O e $ 800,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (100,000) full value
AsSign to NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiiiinineennnnes 900,000 allocate
GOOAWIIL....ccveieeee e —
EXtraordinary gain..........oooeeeeeeeeiiione e —

71


http://downloadslide.blogspot.com

Ch. 2—Problems

Problem 2-12, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $800,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccooeeeeeeeeeeeenn. 140,000
Total eqUItY.......cocevveeeeeeiiieeeeeiee. $340,000
Interest acquired ............coevvevviviennennn. x__100% 340,000
Excess of cost over book value (debit)......... $460,000
Adjustments:
INVENTOIY ..evvviiiiiiiiiiiiieieeaaaaees $ 30,000 debit D1
Land.......occouuiiiiiiiee 80,000 debit D2
Bonds payable ..., (20,000) credit D3
BUildings ......cooovvviiiiiie 160,000 debit D4
Equipment........ccooiiieiiiie 90,000 debit D5
Patent (Net) .....cooeeeeeeeeeeeeeeeeeen 125,000 debit D6
Computer software.........cccceeeeeeeeeeiennn, 45,000 debit D7
GoodWill......ooeviiiiiiiee (60,000) credit D8
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total adjustments.............ceeeeeenn. $460,000
Allocation Tables
Market  Percent Available Assign Book Adjust
Land ....oeiiieii e 200,0000.20 900,000 180,000 100,000 80,000
BUildings (N€t) ....cuvvvveeeiiiiiieeeee e 400,0000.40 900,000 360,000 200,000 160,000
Equipment (Net) .....ooeeveviiiiieiie e 200,0000.20 900,000 180,000 90,000 90,000
Patent (Net) ....c.c.veevveveeieiee e 150,0000.15 900,000 135,000 10,000 125,000
Computer software .......cccccevveevveveveveveeenennnn, 50,0000.05 900,000 45,000 —
45,000
Total to other fixed assets.................... 1,000,000 1.00 900,000 400,000
500,000
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Ch. 2—Problems

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 ccciiiiies i e e
Accounts receivable.............. 300,000 50,000....cccciiies i eeeeeeaeaiae
INVENOTY ...ovvveeiiieee e 410,000 120,000 (D1) 30,000.....  verrnnnn.
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 80,000..... .ccceoerenns
Investment in Soma.............. 800,000........... . e, (EL) 340,000. ......coeeeen.
............................................... (D) 460,000 .......c.. cereeeeeiienn,

Buildings ......cccoovcvvveiiiiieee 2,800,000 300,000 (D4) 160,000... ...
Accumulated depreciation .... (500,000) (100,000) ... e,
Equipment.........ccoceeviieeennee 600,000 140,000 (D5) 90,000..... .eercrerenns
Accumulated depreciation .... (230,000) (50,000) .cccccs e e,
Patent (Net) ....coovvvveiiiiiiies v, 10,000 (D6) 125,000.....ccccc.  evveriinnnn,
Computer SOftWare .......cccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 45,000 . e,
GOoOdWill ....ccovviieeciiiic s e 60,000 ... (D8) 60,000... .coovevrrnennn,
Current liabilities ................... (150,000) (90,000) ..cceviees i e
Bonds payable...................... (300,000) (200,000) ....cco. e e
Discount (Premium) ...cccccevvies vvviiiiiiiiiees v e (D3) 10,000 ..........
Common stock, $1 par—

o] 10 - R (10,000)  (EL) 10,000..c..ccciies e e
Paid-in capital in excess of

PAr—SO0MaA ....oovvvvviiiiiiiiiiins rvrrnnnnnena. (190,000) (EL) 190,000........... i
Retained earnings—Soma ... ................ (140,000) (EL) 140,000........... i
Common stock—Purnell........ (92,000).....ccccc. s i e,
Paid-in capital in excess of

par—Purnell...........ccccoe..e. (3,508,000).... e e e
Retained earnings—Purnell.. (1,100,000).... . e e I

TotalS...cocovcvieeeeiiieee e 0 0 870,000 870,000.  ..ccceeeuveeee.
N PSR STPRR 0 e,
CoNtrolling FELAINE EAIMINGS .. ... uueiiei ittt et e e et et e e st b et e e s kb et e e s bt et e e sbbbeeesaabbeeesaabbeeeaabs iiieiessseeeens

0= SO 0

Eliminations and Adjustments:

(EL)  Eliminate subsidiary equity.
(D) Distribute excess to:

(D1) Inventory.

(D2) Land.

(D3)  Premium on bonds payable.
(D4)  Buildings.

(D5)  Equipment.

(D6)  Patent.

(D7)  Computer software.

(D8)  Goodwill.
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PROBLEM 2-13

1)
80% Purchase with Goodwill

Common information:

OWNEISNIP INEIEST ... e e e e e e e e eae s 80%
Price paid (including direct acquiSItion COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienens $950,000
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 50,000 50,000 Current liabilities........ 90,000 90,000
INVENLOTY oo 120,000 150,000 .......... Bonds payable 200,000
210,000
Total priority assets ............... 170,000 200,000 .o Total liabilities
290,000......cccciveerirenne 300,000
Nonpriority assets:
Land ....ooovveiiii e 100,000 200,000
BuildingS.......oocvviieeieiiiiieeeeen 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Patent (Net) .....covceeeeiiiiieeiiieen, 10,000 150,000 Paid-in capital in
Computer software..........cccceueeee. 50,000 ... excess of par 190,000
Total nonpriority assets......... 400,000 1,000,000 .... Retained earnings 140,000
Total equity............... 340,000
Existing goodwill.............cccoouneen. 60,000 _
Total aSSets ....ccccvvvevveiiieeiieenenns 630,000 1,200,000 .Value of net assets 340,000
900,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCouNtS ........cccceeevevveeeeenne, $ (100,000) $ (80,000) $ (80,000)
Nonpriority aCCoUNtS..............eevvevenes 1,000,000 800,000 720,000
Price Analysis
PTG e $950,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (80,000) full value
AsSign to NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiiiinineennnnes 800,000 full value
(€000 .1 T 230,000
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Price paid for investment ............cccccoeeviieeen. $950,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccooeeeeeeeeeeeenn. 140,000
Total eqUItY.......cccevveeeeeeiiieeeeeinen. $340,000
Interest acquired ............coevvevviviennennn. X 80% 272,000
Excess of cost over book value (debit)......... $678,000
Adjustments:
INVENTOIY ..evvviiiiiiiiiiiiieieeaaaaees $ 24,000 debit D1
Land.......occouuiiiiiiiee 80,000 debit D2
Bonds payable ..., (8,000)
BUildings ......cooovvviiiiiie 160,000
Equipment........ccooiiieiiiie 88,000
Patent (Net) .....cooeeeeeeeeeeeeeeeeeen 112,000
Computer software.........cccceeeeeeeeeeiennn, 40,000
GOoOAWIll ..o 182,000
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total adjustments.............ceeeeeenn. $678,000
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Problem 2-13, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 ccciiiiies i e e 170
Accounts receivable.............. 300,000 50,000....cccciiies i eeeeeeaeaiae
INVENOTY ...ovvveeiiieee e 410,000 120,000 (D1) 24,000..... .coceeeeeenns
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 80,000..... .ccceoerenns
Investment in Soma.............. 950,000....c.c.... e, (EL) 272,000. ..o,
............................................... (D) 678,000 ..........  eeeeiriieeens

Buildings ......cccoovcvvveiiiiieee 2,800,000 300,000 (D4) 160,000... ...
Accumulated depreciation .... (500,000) (100,000) ... e,
Equipment.........ccoceeviieeennee 600,000 140,000 (D5) 88,000..... .coeeerrnne
Accumulated depreciation .... (230,000) (50,000) .cccccs e e,
Patent (Net) ....coovvvveiiiiiiies v, 10,000 (D6) 112,000.....ccccc. eevveriinenn,
Computer SOftWare .......cccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 40,000 . e, 40,C
GOoOdWill ....ccovviieeciiiic s e 60,000 (D8) 182,000......ccc..  eeveveinen,
Current liabilities ................... (150,000) (90,000) ..cceviees i e
Bonds payable...................... (300,000) (200,000) ....cco. e e
Discount (Premium) ...cccccevvies vvviiiiiiiiiees v e (D3) 8,000 .......... (8,0
Common stock, $1 par—

o] 10 - R (10,000)  (EL) 8,000....cccccvvees e (2,000)
Paid-in capital in excess of

PAr—SO0MA ...ovvvieiiiiiee s reeeeeiiieeens (190,000) (EL) 152,000.....ccc... e (38,000)
Retained earnings—Soma ... ................ (140,000) (EL) 112,000........... ... (28,000)
Common stock—Purnell........ (95,000) ... s i e, (95,
Paid-in capital in excess of

par—Purnell...........ccccoe..e. (3,655,000).... e e (3,6
Retained earnings—Purnell.. (1,100,000).... . e e T (1,2

TotalS...cocovcvieeeeiiieee e 0 0 958,000 958,000.  ..cccvveereennnn.
N PSR STPRR (68,000) (68,
CoNtrolling FELAINE EAIMINGS .. ... uueiiei ittt et e e et et e e st b et e e s kb et e e s bt et e e sbbbeeesaabbeeesaabbeeeaabs iiieiessseeeens

0= SO 0

Eliminations and Adjustments:

(EL)  Eliminate subsidiary equity.
(D) Distribute excess to:

(D1) Inventory.

(D2) Land.

(D3)  Premium on bonds payable.
(D4)  Buildings.

(D5)  Equipment.

(D6)  Patent.

(D7)  Computer software.

(D8)  Goodwill.
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PROBLEM 2-14

(1)

80% Bargain Purchase

Common information:
OWNEISNIP INEIEST ... e e e e e e e e eae s 80%
Price paid (including direct acquiSItion COSES) ...........uuuuvrrmmmmiiiiiiiiiiiiiiiiieiiiiiienens $500,000

Acquired Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Value Value
Priority assets:
Accounts receivable................... 50,000 50,000 Current liabilities........ 90,000 90,000
INVENLOTY oo 120,000 150,000 .......... Bonds payable 200,000
210,000
Total priority assets ............... 170,000 200,000 .o Total liabilities
290,000......cccciveerirenne 300,000
Nonpriority assets:
Land ...ccoveveieeciee e 100,000 200,000
BUildiNgS....ccoeviieiiecie e 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........ovvvviiiiiiiiiiiiiiinnns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock, $1 par 10,000
Patent (Net) ....cccvvevveeiiiiiieeee, 10,000 150,000 Paid-in capital in
Computer software..........cccceueeee. 50,000 ... excess of par 190,000
Total nonpriority assets......... 400,000 1,000,000 .... Retained earnings 140,000
Total equity............... 340,000
Existing goodwill.............cccoouneen. 60,000 _
Total aSSets ....ccccvvvevveiiieeiieenenns 630,000 1,200,000 .Value of net assets 340,000
900,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCouNtS ........cccceeevevveeeeenne, $ (100,000) $ (80,000) $ (80,000)
Nonpriority aCCOUNtS..............eevveennnes 1,000,000 800,000 720,000
Price Analysis
PTG e $500,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (80,000) full value
AsSign to NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiiiinineennnnes 580,000 allocate
GOOAWIIL....ccveieeee e —
EXtraordinary gain..........oooeeeeeeeeiiione e —

77


http://downloadslide.blogspot.com

Ch. 2—Problems

Problem 2-14, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $500,000
Less book value interest acquired:
Common stock, $1 par......ccccceeeeeeeenns $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccooeeeeeeeeeeeenn. 140,000
Total eqUItY.......cccevveeeeeeiiieeeeeinen. $340,000
Interest acquired ............coevvevviviennennn. X 80% 272,000
Excess of cost over book value (debit)......... $228,000
Adjustments:
INVENTOIY ..evvviiiiiiiiiiiiieieeaaaaees $ 24,000 debit D1
= 1 o [ 36,000 debit D2
Bonds payable ..., (8,000) credit D3
BUildings ......cooovvviiiiiie 72,000 debit D4
Equipment........ccooiiieiiiie 44,000 debit D5
Patent (Net) .....cooeeeeeeeeeeeeeeeeeen 79,000 debit D6
Computer software.........cccceeeeeeeeeiiennns 29,000 debit D7
GoodWill......ooeviiiiiiiee (48,000) credit D8
Extraordinary gain...........ccoeeeeeeeeeeeenn. —
Total adjustments..........cccccceeeennnnn. $228,000
Allocation Tables
Market  Percent Available Assign Book Adjust
Land ....oeiiieii e 200,0000.20 580,000 116,000 80,000 36,000
BUildings (N€t) ....cuvvvveeeiiiiiieeeee e 400,0000.40 580,000 232,000 160,000 72,000
Equipment (Net) ........ocoeeeviiiiiiiiiiee e 200,0000.20 580,000 116,000 72,000 44,000
Patent (Net) ....c.c.veevveveeieiee e 150,0000.15 580,000 87,000 8,000 79,000
Computer software .......cccccevveevveveveveveeenennnn, 50,0000.05 580,000 29,000 —
29,000
Total to other fixed assets.................... 1,000,000 1.00 580,000 320,000
260,000

78


http://downloadslide.blogspot.com

Problem 2-14, Concluded

Ch. 2—Problems

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 ccciiiiies i e e
Accounts receivable.............. 300,000 50,000....cccciiies i eeeeeeaeaiae
INVENOTY ...ovvveeiiieee e 410,000 120,000 (D1) 24,000..... .coceeeeeenns
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 36,000.....  verrnnnn.
Investment in Soma.............. 500,000........... e, (EL) 272,000. ..o,
............................................... (D) 228,000 .....cc...  eeeeviiieeens

Buildings ......cccoovcvvveiiiiieee 2,800,000 300,000 (D4) 72,000..... .o
Accumulated depreciation .... (500,000) (100,000) ... e,
Equipment.........ccoceeviieeennee 600,000 140,000 (D5) 44,000.....  everrnnenn,
Accumulated depreciation .... (230,000) (50,000) .cccccs e e,
Patent (Net) ....coovvvveiiiiiiies v, 10,000 (D6) 79,000...ccciiies e
Computer SOftWare .......cccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 29,000 ...
GOoOdWill ....ccovviieeciiiic s e 60,000  .............. (D8) 48,000...
Current liabilities ................... (150,000) (90,000) ..cceviees i e
Bonds payable...................... (300,000) (200,000) ....cco. e e
Discount (Premium) ...cccccevvies vvviiiiiiiiiees v e (D3) 8,000 ..........
Common stock, $1 par—

o] 10 - R (10,000)  (EL) 8,000....cccccvvees e (2,000)
Paid-in capital in excess of

PAr—SO0MA ....vvvieiiiiiee s reeeeeiiieeens (190,000) (EL) 152,000.....ccc... e (38,000)
Retained earnings—Soma ... ................ (140,000) (EL) 112,000........... ... (28,000)
Common stock—Purnell........ (86,000)........... s e,
Paid-in capital in excess of

par—Purnell...........ccccoe..e. (3,214,000).... e e e
Retained earnings—Purnell.. (1,100,000).... . e e I

TotalS...cocovcvieeeeiiieee e 0 0 556,000 556,000 .......... e
N PSR STPRR (68,000)
CoNtrolling FELAINE EAIMINGS .. ... uueiiei ittt et e e et et e e st b et e e s kb et e e s bt et e e sbbbeeesaabbeeesaabbeeeaabs iiieiessseeeens

0= SO 0

Eliminations and Adjustments:
(EL)  Eliminate subsidiary equity.
(D) Distribute excess to:

(D1) Inventory.
(D2) Land.

(D3)  Premium on bonds payable.

(D4)  Buildings.

(D5)  Equipment.

(D6)  Patent.

(D7)  Computer software.

(D8)  Goodwill.
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CASE
CASE 2-1
(1) Evaluation of price—Fair value of Al's Hardware:
Cash.. $ 180,000
Accounts receivable (net of allowance)............cccceeeeeeveennns 350,000
LY=o (] RPN 600,000
157 o o 100,000
2T 1o 1 T 300,000
EQUIPMENT ... 100,000
Current liabilities ... (425,000)
(o] g (o T=To PSSP (600,000)
L@WSUIE ..ttt (300,000)
$ 305,000 x 60%
= $183,000
ValUB QIVEN....uveiiiiieiieciieeeee e 7,500 x $40
= $300,000

This purchase would not be a bargain, because comparing the fair values (including the lawsuit) to
the price would result in Goodwill of $117,000 ($300,000 — $183,000).

Note: This analysis could also be done for only 60% interest in the form of the D&D schedule with
the same result.

(2) Accounting methods:

(@) GAAP would require that many of the adjustments to recognize fair values be made directly
on Al's books before consolidation:

Increase Allowance for Doubtful Accounts.
Decrease inventory to fair value.
Record estimated liability from lawsuit.

(b) There are no major differences between fair and book values of the long-lived assets. Normal-
ly, they would not be adjusted to fair value, but this could be done under quasi-reorganization
or push-down accounting. The recommendation would be that they be adjusted to fair value to
improve future reporting. Noncontrolling interest would have to agree to it as well.

(c) Goodwill should be written off because there is no reason to think it exists.

(d) Arls Hardware is a likely candidate for quasi-reorganization, because this procedure adjusts alll
assets to fair values and decreases Paid-In Capital to provide the amount needed to cover the
negative balance in Retained Earnings.

Summary: Accounts Receivable, Inventory, Estimated Liability, and Goodwill should be adjusted on the
subsidiary’s books. The adjustments of long-lived assets could be done on the subsidiary’s books un-
der push-down accounting. If the long-lived assets are not adjusted on the subsidiary books, the ad-
justment relative to the controlling interest would be made in the consolidation process.
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1.

Chapter 3

UNDERSTANDING THE ISSUES

(a) Subsidiary Income = $30,000.
Investment in Subsidiary ($400,000
$30,000 — $5,000) = $425,000.

(b) Subsidiary Income ($30,000 — $5,000)
$25,000.
Investment in Subsidiary ($400,000
$25,000 — $5,000) = $420,000.

(c) Subsidiary Income = $0.
Dividend Income = $5,000.
Investment in Subsidiary = $400,000.

+

+

Date alignment means adjusting the investment

account to reflect the same date as the subsid-

iary equity accounts so that their balances re-
flect the same point in time.

(a) Simple equity method—The subsidiary’s
equity accounts reflect beginning of the
year balances, yet the investment account
reflects an end of the year balance. During
the consolidation process, the subsidiary
income and the parent’s share of the sub-
sidiary’s declared dividends are closed to
the investment account to return it to its
beginning of the year balance.

(b) Sophisticated equity method—The subsidi-
ary’s equity accounts reflect beginning of
the year balances, yet the investment ac-
count reflects an end of the year balance.
During the consolidation process, the sub-
sidiary income and the parent’s share of
the subsidiary’s declared dividends are
closed to the investment account to return it
to its beginning of the year balance.

(c) Cost method—The subsidiary’s equity ac-
counts reflect beginning of the year bal-
ances, yet the investment account reflects
the balance on the date of acquisition.
Therefore, the investment account is con-
verted to its simple equity balance at the
beginning of the period to create date
alignment.

The noncontrolling share of consolidated net
income is the outside ownership share of the
subsidiary’s internally generated income. This

79

amount does not reflect adjustments based on
fair values at the purchase date. In the past, it
has been displayed as an expense. However, it
should be displayed as a distribution of consol-
idated net income to the NCI.

(a) Parent netincome for 20X1 ..... $140,000
Parent’s share of subsidiary
net income in 20X1
($60,000 x Y2 year x 80%).... 24,000
Amortization of excess for 20X1
($100,000 + 10 x Y2 year) ..... (5,000)
NCI share of subsidiary net
income in 20X1
($60,000 x 209%0) ......cvvveenneen. 12,000
Consolidated net income.......... $171,000
(b) NCI share of net income = $60,000 x 20%

=$12,000.

In 20X1, consolidated net income would be re-
duced by $16,000 as a result of the inventory
and equipment. The inventory would increase
cost of goods sold by $8,000 [($60,000 —
$50,000) x 80%]. The equipment would in-
crease depreciation expense by $8,000
[($150,000 — $100,000) x 80% =+ 5 years]. In
20X2, consolidated net income would be re-
duced by $8,000 as a result of the equipment.
The equipment would increase depreciation
expense by $8,000 [($150,000 — $100,000) x
80% + 5 years]. The inventory would reduce
controlling retained earnings by $8,000 in future
years.

The total noncontrolling interest will consist of
20% of the subsidiary’s common stock, paid-in
capital in excess of par, retained earnings, divi-
dends declared, and internally generated in-
come. The NCI is shown as a subdivision of
equity as a total amount on the consolidated
balance sheet.

Consolidated net income could exceed the sum
of the separately calculated net incomes of the
parent and subsidiary. This would occur if the
fair value of the subsidiary’s net assets were
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less than their book value, resulting in a mark-
down of assets. The amortization of this mark-
down would decrease expense; therefore, con-
solidated net income is increased.

8. Push-down accounting simplifies the consoli-
dated worksheet procedures since the subsidi-
ary’s accounts will already reflect the fair value

80

adjustments. There is no need to make adjust-
ments to fair value on the consolidated work-
sheet since fair value already exists. The
investment account is eliminated against sub-
sidiary equity with no excess. Also, there is no
need to record any additional amortization,
since the subsidiary has already done this.
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EXERCISES

EXERCISE 3-1

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCoUNtS ........ccceeeeveivveeeeennne, $ 0 $ 0 $ 0
Nonpriority aCCOUNtS ..............eevveennnes 325,000 260,000 260,000
Price Analysis
PTG e $360,000
ASSIgN tO Priority @CCOUNES .......uuvuveieiiiiiiiiiiiiiiiiiiiiieiieeeeeiiaees 0 full value
AsSign to NONPIIOrity BCCOUNTS .......vvvvvriiiiiiiiiiiiiiiiiininieniennees 260,000 full value
(€00 L0 .1 TR 100,000
Determination and Distribution of Excess Schedule
Price paid for investment ............cccccoeevuneeen. $360,000
Less book value interest acquired:
CommON StOCK ...coeee e $ 50,000
Paid-in capital in excess of par............... 100,000
Retained earnings..........ccceeeeeeeeieevvinnnnnn. 150,000
Total equity........cccvvveeeeeeeeeeeeiine, $300,000
Interest acquired .........cccccvvvvvvviiiiiiinnnnnn. x  80% 240,000
Excess of cost over book value (debit)......... $120,000
Amortization
EqQUIPMENt ..o $ 20,000 5 debit $4,000
GoodWill.......coooiii 100,000 debit
Total adjustments..........ccccceeeeeeeiiieeinnnnnn. $120.000
@) Event Simple Equity Method
20X1
Subsidiary income of Investment in Hill Company ................. 48,000
$60,000 reported to parent Subsidiary Income...........cccccvvvnnnne 48,000
Dividends of $10,000 paid Cash .o, 8,000
by Hill Investment in Hill Company............ 8,000
20X2
Subsidiary income of Investment in Hill Company.................. 32,000
$40,000 reported to parent Subsidiary Income.........cccccceeeennns 32,000
Dividends of $10,000 paid CaSh ..o 8,000
by Hill Investment in Hill Company............ 8,000
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(b) Event Sophisticated Equity Method
20X1
Subsidiary income of Investment in Hill Company.................. 44,000
$60,000 reported to parent Subsidiary Income...........ccccvveeneee 44,000
Dividends of $10,000 paid Cash ..cooii e 8,000
by Hill Investment in Hill Company............ 8,000
20X2
Subsidiary income of Investment in Hill Company.................. 28,000
$40,000 reported to parent Subsidiary Income............cccoecuueeee. 28,000
Dividends of $10,000 paid Cash ..oooiie 8,000
by Hill Investment in Hill Company............ 8,000
(© Event Cost Method
20X1
Subsidiary income of No entry
$60,000 reported to parent
Dividends of $10,000 paid CaSh c.ooeeeeeie e 8,000
by Hill Dividend Income .........ccocevvvvvvennnenn. 8,000
20X2
Subsidiary income of No entry
$40,000 reported to parent
Dividends of $10,000 paid Cash .o, 8,000
by Hill Dividend Income .........ccccoeveeevrnenns 8,000
EXERCISE 3-2
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts...........ccccccceeeeeunnneen. $ 80,000 $ 60,000 $ 60,000
Nonpriority accounts.............cccevveenn. 450,000 337,500 397,500
Price Analysis
P e $462,500
ASSIgN tO Priority @CCOUNES .......uuvveviiiiiiiiiiiiiiiiiiiieiiieieiieeeenees 60,000 full value
Assign to NONPriority aCCOUNTS ..........cevvieeeiiiiiiiee e, 337,500 full value
GOOAWIll....cooi 65,000

Extraordinary gain..............ccceevvvvnnnnn.
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Determination and Distribution of Excess Schedule

Price paid for investment ..................cccuve... $462,500
Less book value interest acquired:
COMMON StOCK .o $ 50,000
Paid-in capital in excess of par............... 150,000
Retained earnings........ccccccvvvveiviieiennnnn. 200,000
Total equity....cceeeeeeeveeeeeeeiieee e, $400,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. X 75% 300,000
Excess of cost over book value (debit)......... $162,500
Amortization
INVENTOIY ...t $ 7,500 1 debit —
Buildings and equipment (Net) ............ccc..... 75,000 20 debit $3,750
Patent. oo 15,000 10 debit 1,500
GOOAWIll. ..o, 65,000 debit
Extraordinary gain............cccovvvvvviiienieeeeeeennnns —
Total adjustments............ccceeeeeeeeeeeeeeee, $162,500
(B)  SIMPIE BQUILY ..ot e e e e e e bb e e e e e e e aas $462,500
+ (75% Cost x Increase in Retained Earnings of $78,000%)...........c.cccccvvvvvvvnnnnns 58,500
BaAlANCE ... e e e e e e e e e e eaaane $521,000
(b) Sophisticated EQUILY .......ccoeeeeeeeeeeee e $462,500
+ (75% Cost x Increase in Retained Earnings of $78,000%) ...........cccccevvveeennnne 58,500
— 20X4 Amortization of Excess
($7,500 Inventory + $3,750 Building + $1,500 Patent)............ccccveeeeriinnenn. (12,750)
— 20X5 Amortization of Excess
($3,750 Building + $1,500 Patent) .......ccceeeeiiiiiiiiirieeeeeeseiiieeeeeeee e e e (5,250)
BalanCe ... $503,000
*Or 75% x ($70,000 — $20,000 + $48,000 — $20,000)
(o) T O o =) P PURPPPPPPRIRt $462,500
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EXERCISE 3-3

(1)

Determination and Distribution of Excess Schedule

Price paid for investment. ............cccceevvvveeennnn. $250,000
Less book value of interest acquired:
Common stock ($10 par) .......ccceveeeevivereennns $100,000
Paid-in capital in excess of par ................... —
Retained earnings............cccovvvvvvvieiieeeeeeennnns 150,000
Total equUIty ......vvvveeeeeeeeieiiiiiieeee e, $250,000
Interest acquired.............ccevvvvveimeneninnnnininnes x_ 80% 200,000
Excess of cost over book value (debit) ............. $ 50,000 Amortization
Existing goodwill.............coviiiiiiiiiiiee, —
Excess available...........ccccvveeiiiiiiiieeee, $ 50,000
Adjustments:
Depreciable fixed assets...........cccccvvvvveeenn.n. $ 50,000 10 debit $5,000
GoodWill....ccooiiiii —
Extraordinary gain...........cccccevveveeieiiinniinnnnns —
Total adjustments...........ccccceeeeeeeeeeniennn, $ 50,000

(2) CY1 Subsidiary INCOME ......cccoeeeeieeeeeeeeeeeee e 20,000
Investment in Salt Company .........c..occeevvviiiiiieneeeeeceenns 20,000
To eliminate parent’s share of subsidiary earnings
for the current year.

CY2 Investmentin Salt Company........cccccccvviieiiieeeeiceeeiicee e, 4,000
Dividends Declared...........coeeveiieiiieiiiiiiieieee e 4,000
To eliminate parent’s share of dividends for the
current year.

EL  Common Stock—Salt........ccoieniiiiiiiiie e, 80,000
Retained Earnings—Salt .............ccooiviiiiiiiiniieeccecee e, 120,000
Investment in Salt Company ........cc...coeovvviiiiiiieieeeeeeeenns 200,000
To eliminate pro rata share of the beginning-of-the-
year Salt equity balances.

D Depreciable Fixed ASSEtS™.......coiiiiiiiiiiiiiiiie e 50,000
Investment in Salt Company ..............eeeevveieeiiiiiiiieieennn. 50,000
To distribute excess per determination and
distribution of excess schedule.

*Assuming no accumulated depreciation existed
on the date of acquisition.

A Depreciation EXPENSE ......coovvuiiiiieeiieeiiie e 5,000

Accumulated Depreciation ..............ceevieeeiiieiiiiiiianeeenn. 5,000
To amortize excess for the current year.
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3 Pepper Company and Salt Company
Consolidated Income Statement
For Year Ended December 31, 20X1

REVENUE ....c.ceeeee ettt et e et e e et e e et e e et e e st e e raaaas $250,000
Less expenses (add $5,000 adjustment) ..........cocuvvveieiieeeeiiiiiiiiieieee e 190,000
(Ode] g cTo] [0 F=1(=To I a Ty ST (050 ] 1 1 L= $ 60,000
Distributed to noncontrolling INTEreSt..........coovvviiiiiiii e, 5,000
Distributed to controlling INEreSt.........coooeii i $ 55,000

Subsidiary Salt Company Income Distribution

Internally generated net

INCOME.... e $25,000
Adjusted income...........cccuue...... $25,000
NCI shar€......ccoooeevviviiiiiiiiiies x  20%
NCH e $ 5,000

Parent Pepper Company Income Distribution

Depreciable fixed assets............. $5,000 Internally generated net
INCOME... e $40,000
80% x Salt adjusted
income of $25,000................ 20,000
Controlling interest ..................... $55,000
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(4)

(1)

Exercise 3-3, Concluded

Pepper Company and Salt Company
Consolidated Balance Sheet
December 31, 20X1
Assets
CUIMENT ASSEIS ...ttt
Depreciable fixed assets.......cc.ooovviiiiiiiiiiiiiieeccecee e,
Less accumulated depreciation ............ccccoeeeeeeeieeieeeeeeeeeeen
TOtAl @SSELS .. ciiieeeiiiie e
Liabilities and Stockholders’ Equity
Current iabilItIeS ..........evieeiieiiieiiiiiviiieiiviiiee i
Stockholders’ equity:
NoNcoNntolling INEreSt...........uuuvuueeeiieiiiiiiiiiiiiiieiiiiiiiiieennns
Controlling interest:
COMMON SOCK......uvvviiiiiiiiiiiiiiiiiiiiiiiiereeeeeeeeeeeeennnenane
Retained earnings ........ccccccvvviiiiiiiiiiiiiiieee
Total liabilities and stockholders’ equity .................euvviiiiiinnnnes
EXERCISE 3-4
CY1 Subsidiary INCOME........oooviiiiiiie e
Investment in Salt Company ...............eueeeeveeiiiiiiiiinnennn.
To eliminate parent’s share of subsidiary earnings
for the current year.
CY2 Investment in Salt COMPANY...........uuuvrummmmiiiieiiiiiiiiiinnieneannns
Dividends Declared...............uuueeuuuereeemeeemenieennenninnnneennnn.
To eliminate parent’s share of dividends for the
current year.
EL  Common Stock—Salt ...,
Retained Earnings—=Salt ............cccccoiiiiiiiiiiiiiiiiiiiiiiiiiiees
Investment in Salt Company ..............eeueveevieiieiiniiineennn.
To eliminate pro rata share of the beginning-of-the-
year Salt equity balances.
D Depreciable Fixed ASSetsS*......ccoov i,

Investment in Salt Company .........c..ocoovvieiiiiiiieeeeeeeees
To distribute excess to plant assets.

*No accumulated depreciation existed on the date
of acquisition.
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A Depreciation EXPENSE ......cccoeeiieeeeeeeeeeeeeeeeeeeeeeeee e 5,000
Retained EarningS—PepPPer..........uuuvvviiiiiiiiiiiiiiiiiiiiiiiiiiiinnnens 5,000
Accumulated Depreciation..............cceevvvevviiiiiieeeeeeeennn, 10,000
To amortize excess for past and current year.
(2) Pepper Company and Salt Company
Consolidated Income Statement
For Year Ended December 31, 20X2
RNV LT LU TSI $300,000
Less expenses (add $5,000 adjustment) ..........ccoeeeeeeieieeeeieeeeee, 250,000
Consolidated NEL INCOMIE .......uuueureeeieieeiereererrerrarerereeeerrreeeeeeeeeereeerrerererrreee $ 50,000
Distributed to noncontrolling INtErest..........ccoovvveiiiiiii e, 3,000
Distributed to controlling iINtEreSt..........ooveeeeeeeeee e $ 47,000
Subsidiary Salt Company Income Distribution
Internally generated net
INCOME....eeeeee e $15,000
Adjusted income......................... $15,000
NCI share......ccccoeevvviviiiicieneee, x_ 20%
N [ PP $ 3,000
Parent Pepper Company Income Distribution
Depreciable fixed assets............. $5,000 Internally generated net
INCOME... e $40,000
80% x Salt adjusted
income of $15,000................ 12,000
Controlling interest ..................... $47,000
EXERCISE 3-5
(1) Same as Exercise 3, Part 1.
(2) CY1 Subsidiary INCOME ......ccoeeeiiieeeeeeeeeeeeeeee e 15,000
Investment in Salt Company ............coovvveiiiiiiiieeeeeeees 15,000
CY2 Investmentin Salt Company.........cccoeuuviiiiiieeeiieiiicee e 4,000
Dividends Declared............coeveeeiieiiieiiieiieeieeeeee e 4,000
EL Common Stock—Salt..........ooeuiieiiiiieeee e, 80,000
Retained Earnings—Salt .............coooiviiiiiiiinieeee e 120,000
Investment in Salt Company .............coeevvvviiiiieieeeeeeeeens 200,000
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D Depreciable Fixed ASSEtS*.............uuumiiiiiiiiiiiiiiiiiiiiiiiiiiiiens
Investment in Salt Company ..............eeeeveeeeeeieeimeiiniennn.
*No accumulated depreciation existed on the date
of acquisition.

A Depreciation EXPENSE .......ccuvviiiiieeiiiciiiiiie et
Accumulated Depreciation ............cccceeeeeeeeeriieiiiiiiin e,

(3) Same as Exercise 3, Part 3.

(4) Same as Exercise 3, Part 4.

EXERCISE 3-6

(1) CY1 Subsidiary INCOME ......cccoeeieeeeeeeeeeeeee e
Investment in Salt Company ........ccccoeeevvvviiiiiiineeeeeeeenn,

CY2 Investment in Salt ComMPaNY.............euvuuuememmmmmmmieiiniininininnnns
Dividends Declared...............uuueeuumirimimmiemiiieneeninnnnnnn.

EL  Common Stock—Salt........cooovviiiiiiiiee e,
Retained Earnings—Salt .............ccooiviiiiiiiiiiieeccceee e,
Investment in Salt Company ........cc...coeovvviiiiiiieieeeeeeeenns

D Depreciable Fixed ASSEtS*.............uuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiinens
Investment in Salt Company .........c...cooovvvviiiiiieiieeeeceenns
Accumulated Depreciation .............cevvvveeeeeiiiiiiiiieienenennn.

*No accumulated depreciation existed on the date
of acquisition.

A Depreciation EXPENSE ..........uuuuuiiumimiiiiiiiiiiiiiiiiiiiiiiiiiiniinnnees
Accumulated Depreciation ..............ceeiieeeiiiiiiiiiiiaeeeenn.

(2) Same as Exercise 4, Part 2.

EXERCISE 3-7
(1) Same as Exercise 3, Part 1.
(2) CY2 Dividend INCOME......ccooeeeeeeeeeeeeeeeeeeeeee e
Dividends Declared.............coocouiiiiiiiiiiiiiiiiiieeeee

To eliminate parent’s share of subsidiary dividends
for the current year.
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Exercise 3-7, Concluded

EL  Common Stock—Salt........coooiiiiiiiiiic e, 80,000
Retained Earnings—=Salt ............ccccooiiiiiiiiiiiiiiiiiee 120,000
Investment in Brewer Company ..........c..ceeuvvviieeeeeeeeeennns 200,000

To eliminate pro rata share of the beginning-of-the-
year Salt equity balances.

D Depreciable Fixed ASSEtS™......ccoiiiiiiiiiiiiiiiie e, 50,000
Investment in Salt Company ..............eeeeveeeeieieeminiiieennn. 50,000
To distribute excess per determination and
distribution of excess schedule.
*No accumulated depreciation existed on the date of acquisition.

A Depreciation EXPENSE .......ccuvvieiiieeeiiieiiiiee et 5,000
Accumulated Depreciation...........ccccceeeieeeiiiiiiiiiiieee e, 5,000
To amortize excess for the current year.

(3) Same as Exercise 3, Part 3.

(4) Same as Exercise 3, Part 4.

EXERCISE 3-8

(1) CV Investmentin Salt Company........ccccccciieieeeeeeceeeiiceee e, 16,000
Retained EarningS—PeppPer ...........uuuvvviveiiiiiiiiiiiiiiiinnnns 16,000
Convert from cost to equity method by adding to
investment account parent’s share of subsidiary
equity increase. [80% x ($170,000 — $150,000)]

CY2 Dividend INCOMIE......oeeeeee e 8,000
Dividends Declared...........ceeeeeeeeeeeeeeeeeeeeeeeeeeaee, 8,000
To eliminate parent’s share of subsidiary dividends
for the current year.

EL  Common Stock—Salt ...........cooovveiiiiiin 80,000
Retained Earnings—=Salt ............ccccoiiiiiiiiiiiiiiiiiiiiiiiiiiiies 136,000
Investment in Salt Company ............coovvveiiiiiiiieeeeeeees 216,000

To eliminate pro rata share of the beginning-of-the-
year Salt equity balances.

D Depreciable Fixed ASSetS*......ccoov i 50,000
Investment in Salt Company ..............eeeevevveeieiiinieineinnn. 50,000
To distribute excess to plant assets.
*No accumulated depreciation existed on the date of
acquisition.
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A Depreciation EXPENSE ............uuuuiimimimiiiiiiiiiiiiiiiiiiiiiinieneienees 5,000
Retained EarningS—PeppPer.........cccccoveiiiiiimiiiiiiiiiiiiiiieiiiees 5,000
Accumulated Depreciation ............cccceeeeeeeeeiiieiiiiien e, 10,000
To amortize excess for past and current year.
(2) Same as Exercise 4, Part 2.
EXERCISE 3-9
Amortization Schedule
Annual
Account Adjustments Life  Amount 20X1 20X2 20X3 20X4
INVENTONY ... 1 5,000 5,000
Subject to amortization:

INvestments ......cccooevveviiiiieiineeees 5 4,000 4,000 4,000 4,000 4,000

Bonds Payable.......ccccccccevvveenennn. 5 2,000 2,000 2,000 2,000 2,000

Buildings (Net) ......cccovvvvveviiennnnnnnn. 20 10,000 10,000 10,000 10,000 10,000

Equipment (net) .....ccoevvvvvvveeennnnn. 5 27,600 27,600 27,600 27,600 27,600

Patent .....ccccccvvvviiiiiiiiiiee 10 1,800 1,800 1,800 1,800 1,800

Trademark ..., 10 1,600 1,600 1,600 1,600

1,600

LI ] €= | 52,000 47,000 47,000 47,000
EXERCISE 3-10
1)
Determination and Distribution of Excess Schedule
Price paid for investment........................ $310,000
Less book value interest acquired:
Common StOCK.........cccvvvevriiiiiineennn, $100,000
Retained earnings...........ccccvvvvevennns 300,000
Income of Karen, Jan. 1to July 1.... 30,000
Total equIty.....c.eeveeiiiiieeeiiieeeens $430,000
Interest acquired............ccvvvvvveennnnns x _ 80% 344,000

Excess of book value over cost (credit).. $ (34,000)

Adjustments: Amortization
Depreciable fixed assets................. $ (34,000) 5 credit $(6,800)
Goodwill.......oooiiiiiii —

Extraordinary gain............cccceeevvenen. —
Total adjustments....................... $ (34,000)
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(2) EL  Common Stock—Karen.........ccooeoeeiiiieeeen 80,000
Retained Earnings—Karen ...........ccoovveeiiiiiiieeeeeieiiceee e 240,000
PUrchased INCOME.......oieiieeeie e 24,000
Investment in Karen Company...........ccevvvvvvvviieieeeeeeennnns 344,000
To eliminate pro rata share of the beginning-of-the-
year Karen equity balances and purchased income.
D Investment in Karen Company ............ccccceeeemmmmminnnnnnnnnnnnnns 34,000
EQUIPMENT ... 34,000
To distribute excess book value to plant assets.
A Accumulated Depreciation [($34,000 + 5) x 1/2]................. 3,400
General EXPENSES ......cooovviiiiiiieie e 3,400
To reduce depreciation expense for one-half year.
3) Neiman Company and Subsidiary Karen Company
Consolidated Income Statement
For Year Ended December 31, 20X2
Sl et $500,000
Less cost 0f gOOAS SOIA .......ccooeieeeeee e 270,000
GIOSS PIOfI .. eeettiiiieiieiteeeetteteeeeeeeeesaseseeesesssasssaasssassssssasssssssssssssssssssssssnssnnsnnnnnnns $230,000
Less general expenses (less $3,400 adjustment) ..........ccoeeeeeeeeeiieeeiieeeeeeeeeen, 106,600
Net income of Neiman and Karen combined............covvivviiiiiiiiiiiiieeieeeeein $123,400
Net income earned by outside INtEreStS........coooeeeeeeieieeeee e, 24,000
ConSOolidated NEL INCOMIE .. .o $ 99,400
Distributed to noncontrolling iNterest.............oooveeieeieee e, 12,000
Distributed to controlling iINtEreSt.........oooeieeeie e $ 87,400
Subsidiary Karen Company Income Distribution
Internally generated net
INCOME..cuiiiieeeeeeee e $60,000
Adjusted income...........ccceeeennee. $60,000
NCl share......cccoooeeeriiiiie x_ 20%
NCloiiiiiiiiiieieeeeeee, $12,000
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Parent Neiman Company Income Distribution

Internally generated net

INCOME....cieeeeeeeeeee e $60,000
80% x Karen adjusted

income of $30,000

(past 6 months) .................... 24,000
Equipment depreciation.............. 3,400
Controlling interest ..................... $87,400

EXERCISE 3-11

Calculation of book value of investment:

PUICNEISE COSL ... ettt e s $850,000
Add 80% of $200,000 increase in Baker retained earnings ............cccccccvvvennnns 160,000
Deduct amortization of excess (5 years x $8,000 per year) .........cccccuvvvvevrnnnnns (40,000)
BAIANCE ..o e $970,000
80% of fair value of Baker Company (80% x $1,000,000)..........cccceeeeerriiiurnnnnn $800,000

Since the book value exceeds the fair value of the interest, goodwill is impaired.

Impairment loss:

Fair value of Baker COMPANY.........ccooiiviiiiiiiiieeee e e e e e e e e eeraaaans $1,000,000
Fair value of Baker Company identifiable assets..............ccccccvviiiiiiiiiiiiiiiiininn, 900,000
Estimated gOOUWIll............uuuueiiiiiiiieii e $ 100,000
80% applicable to parent ... $ 80,000
EXIStING GOOUWIll ......eiiiiiiiii e 210,000
IMPAIMMENT IOSS ...ttt $ 130,000
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EXERCISE 3A-1
Investment in Lamb Company ... 500,000
COMMON SEOCK .. .euiii e 100,000
Paid-In Capital in Excess of Par .........cccccceeveieiiiiiiiiieenneen, 400,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts (net of liabilities) .............. $134,000 $134,000 $134,000
NoNPpriority aCCOUNES..........ccoeeeeeeeeeeeeeeeeennn 252,000 252,000 386,000
Price Analysis
PTG et e $500,000
Assign to priority aCcouNtS..........cccovvvviiiieeeeeeeeeeeeiinnnn, 134,000full value
Assign to NONPrIOrity 8CCOUNTS .......cceeeeeieieeeeeeeeeeeeeeen 252,000full value
Goodwill (net of deferred tax liability) ..............ccccvveeees 114,000
Extraordinary gain ..........cccovveeiiieeeeiieeiicen e —
Determination and Distribution of Excess Schedule
Price paid for investment........................ $500,000
Less book value interest acquired:
Common StOCK ... veeeeeeeeeeeeeeeee, $100,000
Retained earnings...........ccccvvvvvennns 230,000
Total equity.........ccccvvveeeeeeeeeennn, $330,000
Interest acquired............cceevvvvennnnnnn. x_100% 330,000
Excess of cost over book value (debit)... $170,000
Adjustments:
INVENTOIY ... $ 20,000 debit
Deferred tax liability .................ee.e.. (6,000) credit
Depreciable fixed assets................. 60,000 debit
Deferred tax liability ........................ (18,000) credit
Goodwill (Net) ....ceeeveeeeiiiiiiiieeeee, $114.000
Goodwill ($114,000 + 70%) ....cceeeeeeeennnn. $162,857
Deferred tax liability, 30% ..........ccce..e.... (48,857)
Net Goodwill ...........oceeiviiiriiiiiiiinn, $114,000
Elimination Entries:
COMIMON SEOCK ..ttt ettt eaeaees 100,000
Retained EarningsS.........ocuuuuiiiiiiiieeieeeiicis e et e e e 230,000
Investment in Lamb Company ...........cooooeiiiiiiiiiieee 330,000
LY 01 o Y PP 20,000
EQUIPMENT ... 60,000
(0T Lo ./ TN 162,857
Deferred Tax Liability (on inventory, equipment, and
GOOAWIIL) ... 72,857
Investment in Lamb Company ............ccveeieiiiieiiieiiiieee e, 170,000
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Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts (net of liabilities) .............. $ 74,000 $ 66,600 $ 66,600
NoNPpriority aCCOUNES..........ccoeeveeeeeeieeeeeeennn 255,000 229,500 296,100
Price Analysis
PG e $465,000
AsSIgn to Priority aCCOUNES.........ceeeeeeeeiieiiiiiiie e eeeeeeeans 66,600full value

Assign to nonpriority accounts..........ccccceeeeeeeeeeeeeniinnnnn.
Goodwill (net of deferred tax liability) ..............ccccvveeees

229,500 full value

168,900

Determination and Distribution of Excess Schedule

Price paid for investment........................ $465,000
Less book value interest acquired:
Common StocK...........covvvviiiinennnnnn. $100,000
Paid-in capital in excess of par ....... 130,000
Retained earnings...........cccccvvvvveenns 50,000
Total equity........eevvvevviviiiiiiiiiinnnns $280,000
Interest acquired............cceevvevvvnnnnnn. X 90% 252,000
Excess of cost over book value (debit)... $213.000
Adjustments: Amortization
INVENTOIY ... $ 18,000 1 debit
Deferred tax liability ..............cc.ueee. (5,400)5 credit $(1,080)
BUilding.......vvvvveiiiiiiiiiiiiiiiiiiiiiiiiiinns 45,00010 debit 4,500
Deferred tax liability ...............coeeeee. (13,500)5 credit (2,700)
Goodwill (net of deferred tax liability) 168,900 debit
Total adjustments.................eeeeee $213,000
Distributed to goodwill ($168,900 + 70%) .....cceeeevvrreereeeeeeeecnneenen $241,286
Distributed to deferred tax liability (30% x $241,286).................... (72,386)
GOOAWIIL ... $168,900
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Ch. 3—Problems

2) Lucy Company and Subsidiary Desmond Company
Consolidated Income Statement
For Year Ended December 31, 20X1
REVENUE ... et $550,000
Less cost of goods sold (add $18,000 adjustment)................. 308,000
GIrOSS PrOfit.ccccciicciiiiieie e $242,000
Less expenses:
Depreciation expense (add $4,500 adjustment)............... $79,500
General EXPENSES........ccoviiiiiiiiieieeeee 75,000 154,500
Consolidated income before taX ...........cccccvvveeeeeeeiiicciiiieeeenn. $ 87,500
Provision for taX (30%0) ......uuueeiieeeeieieiicee e 26,250
Consolidated NEt INCOMIE ......veeeeee e $ 61,250
Distributed t0 NCl ......ccooeiiiiie e 1,400
Distributed to controlling interest.........cccceeeeeeiiiiiiiiiiiieeeeeeeeens $ 59,850
Subsidiary Desmond Company Income Distribution
Internally generated net
INCOME.... e, $14,000
Adjusted income...........cccuuee..... $14,000
NCI share......cccccvvvvviieeiiiiiieenn, x_10%
NCI e $ 1,400
Parent Lucy Company Income Distribution
Inventory consumption................ $18,000 Internally generated net
Building depreciation .................. 4,500 income before tax................. $ 90,000
Adjusted income.............ccevvennnn. $67,500
Tax, 30%0..ccvvviiereeeeeeeeiiiieeeaeenn (20,250)
Adjusted net income................... $ 47,250
90% x Desmond adjusted
Net income of $14,000 ......... 12,600
Controlling interest ..................... $ 59,850
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PROBLEMS

PROBLEM 3-1

1)
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ..............cccuuuee.. $ (80,000) $ (64,000) $ (64,000)
Nonpriority accounts ................... 800,000 640,000 576,000
Price Analysis
PTG et $740,000
AsSign to priority aCCoUNtS ..........ccvvvieiiiieeeeiieeiceee e, (64,000) full value
AsSign to NONPIIOrity 8CCOUNTS ......cevvvvvviiiiiiiiiiiieieeeeeee 640,000 full value
GOOAWIll ... 164,000
Determination and Distribution of Excess Schedule
Price paid for investment........................ $740,000
Less book value interest acquired:
Common StOCK ....oeeveeeeeeeee e $100,000
Paid-in capital in excess of par......... 200,000
Retained earnings............ooooeveeeeee. 250,000
Total equity.........ccccvvveeeeeeeeeennn, $550,000
Interest acquired .............cvvveeenen... X 80% 440,000
Excess of cost over book value (debit)... $300,000
Adjustments: Amortization
Land......cooooi $ 56,000 — debit D1
Buildings ... 80,000 20 debit D2 $4,000
GOoOdWill ....ovvveviiiiiiiiiiiii 164,000 debit D3
Extraordinary gain..........cccccceeeeeenn... —
Total adjustments....................... $300,000
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Problem 3-1, Continued

(2) Investment Entries:

Event Simple Equity Method
20X1
Subsidiary income of Investment in Saul Company .............. 48,000
$60,000 reported to parent Subsidiary Income..........ccccvvvvveiinnnn. 48,000
Dividends of $10,000 paid Cash .o, 8,000
by Saul Investment in Saul Company............. 8,000
20X2
Subsidiary income of Investment in Saul Company ............... 36,000
$45,000 reported to parent Subsidiary Income...........ccccceeeernnenn. 36,000
Dividends of $10,000 paid Cash .o, 8,000
by Saul Investment in Saul Company............. 8,000
Event Sophisticated Equity Method
20X1
Subsidiary income of Investment in Saul Company*.............. 44,000
$60,000 reported to parent Subsidiary Income.........ccccccvvvvvennnn. 44,000
Dividends of $10,000 CaSh ..o 8,000
paid by Saul Investment in Saul Company............. 8,000
20X2
Subsidiary income of Investment in Saul Company*.............. 32,000
$45,000 reported to parent Subsidiary Income.........ccccccvvvveeennnn. 32,000
Dividends of $10,000 CaSh ..o 8,000
paid by Saul Investment in Saul Company............. 8,000

*Amortization of building excess deducted ($4,000).

Event Cost Method
20X1

Subsidiary income of No entry

$60,000 reported to parent

Dividends of $10,000 CaSh e 8,000

paid by Saul Dividend Income .........cccccceeiiieiinneene. 8,000
20X2

Subsidiary income of No entry

$45,000 reported to parent

Dividends of $10,000 CasSh ..o 8,000

paid by Saul Dividend Income .........cccccceeiiieiinneene. 8,000
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Problem 3-1, Continued

(3) Elimination Entries:

Event Simple Equity Method
20X1
Eliminate current-year CY1  Subsidiary Income...........cccccceveeeeennn. 48,000
entries Investment in Saul ..........cooovvvevniennnns 48,000
CY2 Investment in Saul...........ccooovvevviennnen. 8,000
Dividends Declared...........cc.ccvvenne.n. 8,000
Eliminate investment EL CommOoN StOCK .....ccvneeeeiieeeieeieeeeeen, 80,000
as of Jan. 1 Paid-In Capital in Excess of Par ......... 160,000
Retained Earnings..........ccccccvvvvvvvvenenn. 200,000
Investment in Saul .........ccooovvvevieennnn. 440,000
Distribute excess D1 Land .....ooveeiie e 56,000
D2 Building......ccoovvvvveiiii 80,000
D3 (€070 10 1711 | T 164,000
D Investment in Saul .............coeeevvneneee. 300,000
Amortize excess A2 Depreciation EXpense..............ccceeeenee 4,000
A2 Accumulated Depreciation................ 4,000
20X2
Eliminate current-year CY1  Subsidiary Income...........cccccvveeeennn.. 36,000
entries Investmentin Saul .........ccoovveeiennnn. 36,000
CY2 Investment in Saul...........coceovvvvvvennnen. 8,000
Dividends Declared...........cc.ccuvve.... 8,000
Eliminate investment EL Common StOCK ......ccuvveeiieiiieeieeeeeee, 80,000
as of Jan. 1 Paid-In Capital in Excess of Par ......... 160,000
Retained Earnings..........cccccvvvvvvvvennnn. 240,000
Investmentin Saul ..........ccoovvvevniinnnns 480,000
Distribute excess D1 =1 Lo [T 56,000
D2 Building......coovvvviiiieiei 80,000
D3 GOOAWIll....oveiieieei e 164,000
D Investmentin Saul ..........cooovvvvvniennnns 300,000
Amortize excess A2—-A3 Retained Earnings—Peter .................. 4,000
A2 Depreciation Expense..............cccceeeee. 4,000
A2 Accumulated Depreciation............... 8,000
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Event
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, Continued

Sophisticated Equity Method

Ch. 3—Problems

20X1
Eliminate current-year
entries

Eliminate investment
as of Jan. 1

Distribute excess

Amortize excess

20X2
Eliminate current-year
entries

Eliminate investment
as of Jan. 1

Distribute excess

Amortize excess

*(80,000 — 4,000)

CY1l

CY2

EL

D1
D2
D3

A2

A2

CY1l

CY2

EL

D1
D2
D3

A2
A2

Subsidiary Income............ccccceeeeeeeennn.
Investment in Saul .............ccoeeevuneeeee.

Investment in Saul ..........cooveevvevvennnnnn,
Dividends Declared...........ccccovevnenn...

Common StocK..........eeeeevieeeeiieeiiiiinnnn.
Paid-In Capital in Excess of Par .........
Retained Earnings.........ccccceeeeeeeeeeinnns

Investment in Saul ..............ccoevvvennnn.

Building..........
Goodwill.........

Investment in Saul ..........ccoovevvenennn.

Depreciation EXpense...........ccccceveeeeee.
Accumulated Depreciation...............

Subsidiary IncOme ..........cccccevvveeneennn.
Investmentin Saul .........ccoovveeiennnn.

Investmentin Saul ..........cooccovveevennenn..
Dividends Declared...........cc.coveunnn...

Common StocK..........uveeeeiieeeriieiiiinnnnn.
Paid-In Capital in Excess of Par .........
Retained Earnings.........ccccceeeeeeeeiiinnn,

Investment in Saul ................oevvvennnn.

Building (net)*
Goodwill.........

Investment in Saul ..........ccocovevennn..

Depreciation EXpense..........ccccccvvveeeee.
Accumulated Depreciation................
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8,000
8,000

80,000

160,000

200,000
440,000

56,000

80,000

164,000
300,000

4,000
4,000

32,000
32,000

8,000
8,000

80,000

160,000

240,000
480,000

56,000

76,000

164,000
296,000

4,000
4,000
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Problem 3-1, Concluded

Event Cost Method
20X1
Eliminate current-year CY2 Dividend INCOME.......ovevvveiiiiiiiiiieeeenn, 8,000
entries Dividends Declared...........c...couunv..ee. 8,000
Eliminate investment EL ComMmON StOCK .....ovveiieiieiieeeeeeeeeeeeean 80,000
asofJan. 1 Paid-In Capital in Excess of Par ......... 160,000
Retained Earnings.........ccccceeeveeeeenennns 200,000
Investment in Saul .........ccooevvvivivennnns 440,000
Distribute excess D1 LaNd .o 56,000
D2 Building......ccoovvvvveiiii 80,000
D3 GoOodWill.....ccvniiieiiiiie 164,000
D Investment in Saul .........ccooevvvevieennnes 300,000
Amortize excess A2 Depreciation EXpense..........ccccceveeeeee. 4,000
A2 Accumulated Depreciation................ 4,000
20X2
Equity conversion CcVv Investment in Saul ..........c.cooeevivnnnnnnn. 40,000
Retained Earnings—Peter ............... 40,000
Eliminate current-year CY2  Dividend INCOME.............uuvvvmiiiiiinnnnnns 8,000
entries Dividends Declared...........ccccuveenn.... 8,000
Eliminate investment EL CommoN StOCK .....ceeeeeeeieeeeeeeeaen 80,000
asofJan. 1 Paid-In Capital in Excess of Par ......... 160,000
Retained Earnings..........cccccvvvvvvvvnnnn. 240,000
Investmentin Saul .........ccoovveeiennnn. 480,000
Distribute excess D1 Land .....ooieeeiiie e, 56,000
D2 Building.......coovvvvieiiiiii 80,000
D3 (€070 10 1111 | T 164,000
D Investment in Saul ..........cooevvvevniinnnns 300,000
Amortize excess A2-A3 Retained Earnings—Peter .................. 4,000
A2 Depreciation EXpense.........cccccccvvveeeen. 4,000
A2 Accumulated Depreciation............... 8,000
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PROBLEM 3-2

Ch. 3—Problems

1)
Determination and Distribution of Excess Schedule
Price paid for investment........................ $308,000
Less book value interest acquired:
Common StOCK .....oevvveeeeeeeeeeieen $ 50,000
Other paid-in capital ..................ou..... 100,000
Retained earnings............oeeeeeeeeen. 150,000
Total equity.....c.cceeeiiieeeeeiiieeeene $300,000
Interest acquired ............ccoevvveeennnn. X 80% 240,000
Excess of cost over book value (debit)... $ 68,000
Adjustments: Amortization
INVENTONY ... $ 8,000 1 debit D1
Buildings ... 20,000 10 debit D2 $2,000
GOoOdWIll ....evvvveiiiiiiiiiiiiiie 40,000 debit D3
Extraordinary gain..........cccccceeeeeennn..
Total adjustments....................... $ 68,000
(2) Entries under the simple equity method: 20X1 20X2
Debit Credit Debit Credit
Investment in Soll............ccceevvveeenn. 48,000 (1) 72,000 (2)
Soll INCOME ..o, 48,000 72,000
Cash.....ooooi 16,000 (3) 24,000 (4)
Investmentin Soll...........ccccoevennee. 16,000 24,000
(1) 80% of $60,000 net income
(2) 80% of $90,000 net income
(3) 80% of $20,000 dividends
(4) 80% of $30,000 dividends
(3) Balance in Investment in Soll Company:
G0 et s $308,000
EQUILY IN 20X L INCOME. ... 48,000
Share of dividends received—20X1 .........ccoovviiiiiiiiiiiiiiiiiiiiiiiieeeeeeeee (16,000)
EQUIty iN 20X2 INCOME......oeiiiiiii ettt e e et eeeeeeeeees 72,000
Share of dividends received—20X2 ...........oooiiiiiiiieeie e (24,000)
TOtal e, $388,000
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Ch. 3—Problems
Problem 3-2, Continued

4) Peres Company and Soll Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X2

Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Income Retained Balance
Peres Soll Dr. Cr. Statement NCI Earnings Sheet
Inventory, December 31........ccccooiiiiiiiienennnn. 100,000 50,000 cuuiiiiiiees i e e e
......................................................... 150,000
Other Current ASSEtS......coooeevvevvviiereeeeeeeiinnnn, 148,000 180,000 ..couiiiiies i e e eeeereeeea,
......................................................... 328,000
Investment in Soll..........cccoveenieiiiciieneee 388,000 ............. (CY2) 24,000 (CY1) . 72,000 ..c.cccciiiins v e
................................................... (EL) 272,000 ..ciiiiiiiiiiis s e e
................................................... (D) 68,000 ...oociiiiiies e e e
LaNd ..o 50,000 50,000 ...ciiiiiiiiies v e e e
......................................................... 100,000
Buildings and Equipment.............cccoccvveennnee. 350,000 320,000 (D2) 20,000 ...... e e
......................................................... 690,000
Accumulated Depreciation ............cccceeevveennn. (100,000) (60,000)............. (A 4,000 ...ccciiiiies e
...................................................................... (164,000)
GOOAWIll ..ot e e (D3) 40,000 s e e e
........................................................... 40,000
Other Intangibles........ccccccoiiiciiiieiieer e, 20,000 ..o i e e e e
........................................................... 20,000
Current Liabilities..........ccoooviiveiiiieeeieeee (120,000) (40,000) ....cccceiis i e e e
....................................................... (160,000)
Bonds Payable ... e (100,000)  cooicciiiiiieees e s e e
....................................................... (100,000)
Other Long-Term Liabilities ...........c..occuvveeeen. (200,000) ..vviiieeees e e e e, arnreeeeaae e
....................................................... (200,000)
Common Stock—Peres........cccccovveeeiiiieenns (200,000) ..ccovciiies e e e e e
....................................................... (200,000)
Other Paid-In Capital—Peres...........c.cccceeenee (100,000) ..ccovciies e e e aenreee e
....................................................... (100,000)
Retained Earnings—Peres.........cccccuveeeeeennn. (214,000) ............ (D1) 2 7000 SO
.................................. (A) 2,000 (204,000) ..
Common StOCK—SO0ll ..o e (50,000) (EL) 40,000..cccccciiiiiiies v e, (10,000) ..............
Other Paid-In Capital—Soll .........cccccviiiiiiies e (100,000) (EL) 80,000....cccciiiiiiis e e, (20,000) ..............
Retained Earnings—Soll .......ccccoovviiiiiiiiies e, (190,000) (EL) 152,000....cccccciies e e, (38,000) ..............
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Subsidiary Income...........

Dividends Declared—Peres.........ccccceeeeeen.

Consolidated Net Income

To Noncontrolling Interest (see distribution schedule)
To Controlling Interest (see distribution schedule)
JLICe 1= L N PRSP RP

(80,000)

Retained Earnings—Controlling Interest, December 31, 20X2

(324,000)

(520,000) (450,000)..........
300,000 260,000 ............
120,000 100,000
(72,000)............. (CY1)

50,000 s e,
................. 30,000 oo,
0 0 440,000

(CY2)
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.......... (970,000) v oo
........... 560,000 ..c.cviiieie eeereeereeene
........... 222,000 ..o e,
e 50,000 ......
24,000...... 6,000.. s oo,
440,000 ... oo e e
(188,000) ..o oo oo
18,000 (18,000) ... oovreerrernenn,
170,000 ............... o (170,000)..
(80,000)............... o
(324,000)
______ 0
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Problem 3-2, Concluded

Eliminations and Adjustments:

(CY)

Eliminate the current-year entries made in the investment account and in the subsidiary
income account.

(EL) Eliminate the pro rata share of Soll Company equity balances at the beginning of the year
against the investment account.

(D) Distribute the $68,000 excess cost as required by the Determination and Distribution of
Excess Schedule.

(D1) Because FIFO is used for inventory, allocate the $8,000 write-up to the January 1, 20X2,
retained earnings of Peres Company.

(D2)  Buildings, $20,000.

(D3)  Goodwill, $40,000.

(A) Cumulatively depreciate the write-up to Buildings over 10 years. Charge the 20X1 Depre-
ciation against January 1, 20X2, retained earnings of Peres Company. Charge the 20X2
Depreciation to Operating Expenses.

Income Distribution Schedules
Soll Company
Internally generated net
INCOME..cuiiiiieieieeeeeeee e, $90,000
Adjusted income...........cccuuee..... $90,000
NCI share.....ccccccvvvvviviiiiiiiieennn, x_20%
NCloiiiiiiiiiieie, $18,000
Peres Company
Building depreciation .................. $2,000 Internally generated
net income...........cccveeeeennee.. $100,000
80% x Soll adjusted
NEtINCOME....ceeveiiiieieiieaanes 72,000
Controlling interest ..................... $170,000
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(1)

(2)

3)

Ch. 3—Problems

PROBLEM 3-3
Determination and Distribution of Excess Schedule
Price paid for investment........................ $308,000
Less book value interest acquired:
Common StOCK .....oevvveeeeeeeeeeieen $ 50,000
Other paid-in capital ..................ou..... 100,000
Retained earnings............oeeeeeeeeen. 150,000
Total equity.....c.cceeeiiieeeeeiiieeeene $300,000
Interest acquired ............ccoevvveeennnn. X 80% 240,000
Excess of cost over book value (debit)... $ 68,000
Adjustments: Amortization
INVENTONY ... $ 8,000 1 debit D1
Buildings ... 20,000 10 debit D2 $2,000
GOoOdWIll ....evvvveiiiiiiiiiiiiiie 40,000 debit D3
Extraordinary gain..........cccccceeeeeennn..
Total adjustments....................... $ 68,000
Entries under the sophisticated equity method: 20X1 20X2
Debit Credit Debit Credit
Investment in Soll ..., 38,000 (1) 70,000 (2)
SOl INCOME ..o 38,000 70,000
CaSh ..o 16,000 (3) 24,000 (4)
Investment in Soll .........coovevvviiiiniinnnnn. 16,000 24,000

(1) 80% of $60,000 net income less $10,000 ($8,000 write-off of inventory and
$2,000 extra depreciation)

(2) 80% of $90,000 net income less $2,000 (extra depreciation)

(3) 80% of $20,000 dividends

(4)  80% of $30,000 dividends

Balance in Investment in Soll Company:
$308,000 + $38,000 — $16,000 + $70,000 — $24,000 = $376,000
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Problem 3-3, Continued

4) Peres Company and Soll Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X2
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Income Retained Balance
Peres Soll Dr. Cr. Statement NCI Earnings Sheet
Inventory, December 31.........cccooiiiiiiieneennn. 100,000 50,000 cuuiiiiiiees i e e e
......................................................... 150,000
Other Current ASSEtS......coooeevvevvviiereeeeeeeiinnnn, 148,000 180,000 ..couiiiiies i e e eeeereeeea,
......................................................... 328,000
Investment in Soll........c.ccoooeeiiei i, 376,000............. (CY2) 24,000 (CY1) 70,000 ...... i e e
................................................... (EL) 272,000 ..ooiiiiiiiiis s e e
................................................... (D) 58,000 ....ccciiiiiis e e e
LaNd ..o 50,000 50,000 ...iiiiiiiiies e e e e
......................................................... 100,000
Buildings and Equipment.............cccoccvveennee. 350,000 320,000 (D2) 18,000 ...... oo e e
......................................................... 688,000
Accumulated Depreciation ............ccceeevvveenn. (100,000) (60,000).............. (A) 2,000 e
...................................................................... (162,000)
GOOAWIll ... e e (D3) 40,000 s e e e
........................................................... 40,000
Other Intangibles..........ccccooiiiiiiniiiiieen. 20,000 ..o i e e e
........................................................... 20,000
Current Liabilities..........ccccoviiviiiiieeeiiiece (120,000) (40,000) ....cccceiis i e e e
....................................................... (160,000)
Bonds Payable ..........cccciis e, (100,000)  iieiiiieeiis e e e reeea s
....................................................... (100,000)
Other Long-Term Liabilities ..............occuvveeeeen. (200,000) ..vveiiieees e e e e aeeeeeeeeaee e
....................................................... (200,000)
Common Stock—Peres.........ccccceveeeiiiivineeeen. (200,000) ..vviiieeees e e e e e
....................................................... (200,000)
Other Paid-In Capital—Peres...........c.ccceeennee (100,000) ..ccovciiies e e e e eeneeee e
....................................................... (100,000)
Retained Earnings—Peres..........ccccccvveennen. (204,000) ..ccovcies e e e e (204,000)
Common StOCK—SO0ll ..ot e (50,000) (EL) 40,000..cccccciiiiiiis e e, (10,000) ..............
Other Paid-In Capital—Soll .........ccccceviieviies i, (100,000) (EL) 80,000 ....cccccmiiiins v e, (20,000) ..............
Retained Earnings—Soll .......ccccoovviiiiiiiices e, (190,000) (EL) 152,000....cccccciies e e, (38,000) ...
NEt SAIES.....eiiiieiiieiiee e (520,000) (450,000) ....ccccce. e (970,000).....cccmiies e
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Cost of GO0ds SOId ........cceeeiviiiiiiiieeieeien 300,000 260,000 ....ccccccces e e 560,000 .....cccccciene eeriienieee
Operating EXPenSes........coovcvveeeeeeeeiieciviieenn. 120,000 100,000 (A) 2000...... 222,000 ..cccccciiiiiies e
Subsidiary INCOMe........ccooiviiiiiieieeeiiiiiee. (70,000)............. (CY1) 70,000 oot e vt e eree e s
Dividends Declared—Peres..........c..c.covevuene 50,000 ...iciiiiiies e e e e 50,000......
Dividends Declared—Soll...........cccovvvevieiiiiies eeeeeiiiiie, 30,000 e, _ (CY2) 24,000...... 6,000.........  ereeeiiiis
TOtaAL e 0 0 426,000 426,000 ... v s e
CoNSOlIAAtEA NET INCOME .....eeeiiiiii ettt e et e et e e s e e et et e e e s et e e s nn e e e e asr et e s snnneeennneeeas (188,000) ....ccccciiis e e
To Noncontrolling Interest (see distribution SChEAUIE) .........cc.eiiiiiiiiii e 18,000 (18,000) .... i
To Controlling Interest (see distribution SCREAUIR) ............viiiiiiiiie e 170,000............... _ (170,000)..
JLIC] = U [ OO TP PP PP PPP PPN (80,000)........c..... _
(80,000)
Retained Earnings—Controlling Interest, DECEMDBET 31, 20X2 .......oiiiiiiie i iiiee ettt et e e ettt e e sttt e e s teeeeaatteeeeateeeeabseeeaasbeeeeaaseeeesanneeesantneeennns (324,000)
(324,000)
-0
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Problem 3-3, Concluded

Eliminations and Adjustments:

(CY) Eliminate the current-year entries made in the investment account and in the subsidiary
income account.

(EL) Eliminate the pro rata share of Soll Company equity balances at the beginning of the year
against the investment account.

(D) Distribute the $58,000 remaining excess of cost over book value ($68,000 less 20X1
charges of $8,000 to Cost of Goods Sold for inventory and $2,000 to Operating Expenses
for extra depreciation).

(D2)  Buildings for $18,000.

(D3)  Goodwill for $40,000.

(A) For 20X2 only, depreciate the write-up to Buildings over 10 years.

(A2) Charge the 20X2 Depreciation against Operating Expenses.

Income Distribution Schedules

Soll Company
Internally generated net
INCOME.... e $90,000
Adjusted income...........cccuuee...... $90,000
NCI share......coocoeveevieiiiiiieiies x_ 20%
NCL o $18,000

Peres Company

Building depreciation .................. $2,000 Internally generated
Nnetincome........cccceeeeeeeennnee, $100,000

80% x Soll adjusted
Net iINCOMEe.......ceovveeieeinann, 72,000
Controlling interest ..................... $170,000
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PROBLEM 3-4

Determination and Distribution of Excess Schedule

Price paid for investment....................

Less book value interest acquired:

Common StOCK .........evvvvvvvvviiinnnnns
Paid-in capital in excess of par.....
Retained earnings.............ccceeen.
Total equity.........cevvvveveveeninnnns
Interest acquired ..........ccccceeeennnn.
Excess of cost over book value (debit)...

Adjustments:

GOOdWIll ....vvvviiiiiiiiiiiiiiiiiiiieiiiiies
Extraordinary gain............cccee.......
Total adjustments...................

$460,000

$ 50,000
15,000
135,000
$200,000
x_100% 200,000

$260,000

$260,000

$260,000

(2) Chango Company and Subsidiary Lhasa Inc.
Consolidated Income Statement
For Year Ended December 31, 20X3

REVENUE ...
EXPENSES...coeviiieieeeieee e
Consolidated netincome....................

$670,000
620,000
$ 50,000

Chango Company and Subsidiary Lhasa Inc.
Retained Earnings Statement
For Year Ended December 31, 20X3

Retained earnings, Chango Company, January 1, 20X3........ccccccvvvvvvnnnnnn.

Adjustments:

Cost to equity conversion.............

Adjusted balance, January 1, 20X3

Add consolidated net income..............
Less dividends declared.....................
Balance, December 31, 20X3 ............

$230,000

35,000

$265,000
50,000

(10,000)
$305,000
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Problem 3-4, Concluded

Chango Company and Subsidiary Lhasa Inc.
Consolidated Balance Sheet
December 31, 20X3

Assets
CUIMENT BSSELS ...t et $ 660,000
Depreciable fixed assets.......ccooveeviiiiiiiiiiii e, $2,245,000
Accumulated depreciation..................eeeeeeieieniieiiiiis (475,000)
1,770,000
L€ To o0 11 260,000
LI t= L TS $2,690,000
Liabilities and Stockholders’ Equity
LIabilities .oooeee e $1,125,000
Stockholders’ equity:
COMIMON SEOCK ..ttt ettt e e e e e e e e eaaeees $ 220,000
Paid-in capital in @XCess Of Par ...........ccccuvvuviiiiiiiiiiiiiiiiiiiiiinens 1,040,000
Retained @arningsS. .........uuuuuuuuuuieiiiiiiiiiiiiiiiiiiiiieene e 305,000
1,565,000
Total liabilities and stockholders’ equity ................eeveviiiiiiiiiiiiiiinnns $2,690,000
PROBLEM 3-5
1)
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ..........ccccceeveee.. $ (50,000) $ (50,000) $ (50,000)
Nonpriority accounts ................... 270,000 270,000 220,000
Price Analysis
PTG et $220,000
ASSIgN to Priority aCCOUNTS .......cceveeeeeeeeeeieeeeeeeeeeeeeeeeee (50,000) full value
ASSign to NONPrIOrity aCCOUNTS ......ccoevveeeieieeeeeeeeeeeeeee 270,000 full value
GOoOdWIll ... —
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Problem 3-5, Continued

Determination and Distribution of Excess Schedule

Price paid for investment........................ $220,000
Less book value interest acquired:
Common StOCK .....oevvveeeeeeeeeeeeenn $100,000
Paid-in capital in excess of par......... 50,000
Retained earnings............oooeeeeeeeen. 100,000
Total equity.....c.ccccevevveeeeeiiieeens $250,000
Interest acquired ............cooevvveeenennn. x__100% 250,000
Excess of cost over book value (debit)... $ 30,000
Adjustments: Amortization
Buildings ......cccoovvveeeeeieeieeiiiieee, $ (30,000)10 creditD  $(3,000)
GoodWill ..., —
Extraordinary gain............cccooeeeeeen. —
Total adjustments....................... $ (30,000)

111


http://downloadslide.blogspot.com

Ch. 3—Problems
Problem 3-5, Continued

(2) Bell Corporation and Subsidiary Stockdon Corporation
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X7

Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Income Retained Balance
Bell Stockdon Dr. Cr. Statement NCI Earnings Sheet

CaSN .t 180,000 7 00 P
......................................................... 323,000
INVENTOIY .. 60,000 30,000 ciuiiiiiiiiees s e e e
........................................................... 90,000
= o o PR 120,000 15220 8000 P
......................................................... 240,000
Buildings (N€t) .....vvveviiiiiiiieee e 600,000 162,000 (A) 3,000 (D) .oeerenen 30,000 ....cccciiiies e
...................................................................... 735,000
Investment in Stockdon Corporation ............. 220,000............. (D) 30,000 (EL) s 250,000 ...ccciiiiiiees e e
Accounts Payable............cccccoiiiiiii e (405,000) (210,000) ...ccvieies i e e e
....................................................... (615,000)
Common Stock ($3 par)—Bell.............ccc.ee.. (300,000) ..cccvvvvies e e e e e
....................................................... (300,000)
Paid-In Capital in Excess of Par—Bell .......... (180,000) ..eviiieeees e e e eeeee e aareaeeeeaee e
....................................................... (180,000)
Retained Earnings—Bell ...........cccoovviiiinnnen. (255,000) ..ocovciies e e e (255,000)..
Common Stock ($10 par)—Stockdon............  .covveerieens (100,000) (EL) 100,000 ....00ciiiiies i e e eeeree s
Paid-In Capital in Excess of Par—Stockdon . ................ (50,000) (EL) 50,000 ....cciiiiiiiis e s e e
Retained Earnings—Stockdon ................  woooocoeree (100,000) (EL) 100,000 ..oiiiis oot oo oo e
SIS oo (210,000) (40,000) i e (250,000) .oovriiicrs oo
Cost of GOOUS SOId ... 120,000 35,000 i e 155,000 ..ccooiircrrs oo
Other EXPeNSES ......cvvvveeeeeiiiviiieee e 45,000 10,000............... (A) 3,000............... 52,000.......  eereeereees
DIVIdends DECIared .................oooocoorr o, 5.000 ........... e e SR 5,000.......

TOtAl e 0 0 283,000 283,000 ... i e e
(©70] 1Yo [To F=1 C=To I [ o Tot0] o 1= SRR 43,000).............. 43,000)
Retained Earnings—Controlling Interest, DECEMDET 31, 20X7 ... .oui ittt e ettt e e e e e e et b et e e e e e e s e abeeeeeaeeeaabbbbeeeeaeesaanntbaeeaeesaanneseeens 293,000

293,000)

.0
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Problem 3-5, Concluded

Eliminations and Adjustments:

(EL) Eliminate 100% of the subsidiary’s January 20X7, equity balances against the balance of the
investment account.

(D) Distribute excess of Stockdon book value over cost of investment according to the Determina-
tion and Distribution of Excess Schedule.

(A) Reduce the buildings account by $3,000 as a result of the amortization resulting from the
excess adjustment resulting from Entry 2.

3) Bell Corporation and Subsidiary Stockdon Corporation
Consolidated Income Statement
For Year Ended December 31, 20X7

REVENUES ...ttt e e e e e e e e aenns $ 250,000
COSt Of JOOUS SOI......eeieiiiiiiiiiieeeeiee ettt nnnnneenne (155,000)
LT 0TSl 0 ] 1 SRR $ 95,000
OthEI EXPENSES .. .cieeiiici e e et e e e e e e e e a e e eaes (52,000)
Consolidated NEL INCOME .......civeiiii e e $ 43,000

Bell Corporation and Subsidiary Stockdon Corporation
Retained Earnings Statement
For Year Ended December 31, 20X7

Retained earnings, January 1, 20X7 ......cccoieeeiiiiiiiiiieie e eeeeeeeieie e eanens $255,000
Add distribution Of INCOME .....u.ieeie e 43,000
Less dividends declared ..o (5,000)
Balance, DecembBEr 31, 20X 7 . ... $293.000

Bell Corporation and Subsidiary Stockdon Corporation
Consolidated Balance Sheet
December 31, 20X7

Assets
Current assets:
Cash .. $323,000
101772701 (o] oY 2R 90,000 $
413,000
Property, plant, and equipment:
AN <ot $240,000
BUIIAINGS ... 735,000
975,000
TOtAl ASSELS ...euuiiiiiii e $1,388.000
Liabilities and Stockholders’ Equity
CUITENt HADITIES ..eeeeeeeeeee e $ 615,000
Stockholders’ equity:
COMMON SEOCK et $300,000
Paid-in capital in eXCess Of Par ........cccovvveiiiiiii e, 180,000
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Retained arNiNgS.......ccoiieeiiiiiiicie e e e e e e 293,000
773,000
Total liabilities and stockholders’ equity ............ccovvvviiiiiiiiiiiiiiiiiiiiiee, $1,388,000
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PROBLEM 3-6
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...............ccuueee.. $ (90,000) $ (72,000) $ (72,000)
Nonpriority accounts ................... 325,000 260,000 188,000
Price Analysis
PIIC eeeeeeeeeeeeeeeeeeeeeee $270,000
AsSign to priority aCCoUNtS ..........ccvvveeeiieeeeiieeiicee e, (72,000) full value
AsSign to NONPIIOrity 8CCOUNTS ......ccevvvvvviiiiiiiiiiiiiieeeeeee 260,000 full value
GOOAWIIL. .. 82,000
Determination and Distribution of Excess Schedule
Price paid for investment........................ $270,000
Less book value interest acquired:
Common StOCK ....oeeeeeeeeeeee e $100,000
Paid-in capital in excess of par......... 120,000
Retained earnings............coeeeeeeeenn. (25,000)
Total equity.........cccovvveeeeeeeeeeennn, $195,000
Interest acquired .............veeeeen... X 80% 156,000
Excess of cost over book value (debit)... $114,000
Adjustments: Amortization
Buildings ... 32,00010 debit D1 $3,200
GOoOodWiIll ....eveiieiieii e, 82,000 debit D2
Extraordinary gain............cccooeeeeeen. —
Total adjustments....................... $114,000
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Problem 3-6, Continued

2) Prescott Company and Subsidiary Scully Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X2

Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Income Retained Balance
Prescott Scully Dr. Cr. Statement NCI Earnings Sheet
CUITENT ASSELS ..eviiecieeeee s 180,000 115,000 e s e e e
......................................................... 295,000
LaNd ..o 150,000 75,000 eiiiiiiiiiis i e e e
......................................................... 225,000
BUIlAINGS.....veiiieeieceeeeeee e 590,000 350,000 (D1) 32,000 ...... e e e
......................................................... 972,000
Accumulated Depreciation—Buildings .......... (265,000) (182,000)........... (A e 6,400 .....ccccciiis e
...................................................................... (453,400)
Investment in SCully ..........cocceviiiieiiiiieennee. 294,000............. (CY2) 4,000 (CY1) 20,000 ...... s e e
................................................... (EL) 164,000 ....oiciiiiiies vt e e
................................................... (D) 124,000 c.iiiiiiiiiies e e e
GOOAWIll ..o e e (D2) 82,000 i v e e
........................................................... 82,000
Liabilities ......oooeeriiiieeee e (175,000) (133,000) ..cccccies i e e e
....................................................... (308,000)
Common Stock—Prescott..........ccccoovvivieeenen. (200,000) ..vveiiieees e e e e aeeeeeeeeaee e
....................................................... (200,000)
Retained Earnings, Jan. 1, 20X2—Prescott.. (503,000) ............ (A) 3,200 it e e e eeraee e
...................................................................................................... (499,800) ..............
Common StOCK—SCUIlY.......ccccveiiiiiiiiiiiis e (100,000) (EL) 80,000.....ccciiiiiiis e e, (20,000) ........c.....
Paid-In Capital in Excess of Par—Scully....... ... (120,000) (EL) 96,000.....ccccciiiiees e e, (24,000) ..............
Retained Earnings, Jan. 1, 20X2—Scully......  ....cceeeee. 15,000 ..o, (EL) 12,000...... 3,000......... e,
SAIES i (360,000) (120,000) ....ccccces e e (480,000)......ccccciiies e
Cost of Goods Sold .......ccoeeevvviviiiiiieeeeiiiiinen, 179,000 50,000 ...cccciiiees e i, 229,000....cccccciiiies e,
EXPENSES ...ovviiiiiiiiiiiiiiiii 120,000 45,000 couiiiiiiis i e e e e,
.................................. (A) 3,200
Subsidiary INCOMe........cooiiiiiiiiiiieiee. (20,000) ............ (CY1) 20,000  cooiciiiiiiiies e e eeeeereeee e eeeeee s
Dividends Declared ...........cccoeeiviviieiiiieieinnnnns 10,000 5,000 ....cccccunnneeee 1,000........
........................................................... 10,000
TOtal .o 0 0 320,400 @ __320,400.... s i
(@] g 1STo] 1o Fo1 (Yo I\ =1 oo 3 U= S PPN (- 724 - 0. 0 ) SO PRRORR
To Noncontrolling Interest (see distribution SChEAUIE) .........c.uiiiiiiiiii e (5,000) ... e
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To Controlling Interest (see distribution SChEUIE)............oiiiiiii e 77,800............... _ (77,800)....
LI 1= LN PR (45,000)............... -
(45,000)
Retained Earnings—Controlling Interest, DECEMDBET 31, 20X2 ......ciiiiiiiiiiiiei e e ettt e e e e et e e e e e e e et e e e e e e e e s st aaeeeaeeesaasbasreaaeeesaassnsraeeeeesaasanereeeas (567,600)
(567,600)
0
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Problem 3-6, Continued

Eliminations and Adjustments:
(CY1) Eliminate the subsidiary income against the investment account.
(CY2) Eliminate the 80% ownership portion of the subsidiary dividends.

(EL) Eliminate the 80% ownership portion of the subsidiary equity accounts against the

investment.

(D) Distribute the excess cost as follows, in accordance with the Determination and Distribu-

tion of Excess Schedule:
(D1) Increase buildings by $32,000.
(D2) Increase Goodwill $82,000.

(A) Record $3,200 annual increase in building depreciation for current and prior years.

Subsidiary Scully Company Income Distribution

Internally generated net

INCOME....eeeeee e $25,000
Adjusted income............ccuue...... $25,000
NCI share......ccccoeevvvvviiiiciene e, x_ 20%
N[ $ 5,000
Parent Prescott Company Income Distribution
Buildings depreciation................. $3,200 Internally generated net
INCOME... e $61,000
80% x Scully adjusted
income of $25,000................ 20,000
Controlling interest ..................... $77.800
3) Prescott Company and Subsidiary Scully Company
Consolidated Income Statement
For Year Ended December 31, 20X2
Y1 [<E $480,000
COSt Of JOOUS SOI......eeieiiiiiiiiiiiiieieeee ittt ebeeneeennenne 229,000
GIrOSS PrOfit...cuevieieeiiiii e ettt e e e e e e e e e e e as $251,000
EXPENSES .. e a e ee 168,200
Consolidated NEL INCOMIE .. .uuieiie et e e eas $ 82,800
Distributed to noncontrolling INterest............ooov oo 5,000
Distributed to controlling INTErest............iii e $ 77,800
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Problem 3-6, Concluded

Prescott Company and Subsidiary Scully Company
Retained Earnings Statement
For Year Ended December 31, 20X2

Retained earnings, January 1, 20XL......ccccooeeiiiiiiiiiiiiie e eeeeeanens $499,800
Add distribution of NEt INCOMEB........uieiiiiii e 77,800
Less dividends declared ... (10,000)
Balance, December 31, 20X L. ...t $567,600

Prescott Company and Subsidiary Scully Company
Consolidated Balance Sheet
December 31, 20X2

Assets

CUIMENE ASSELS...uuuiiiieiiieeiiie e $ 295,000
Property, plant, and equipment:

LaNd ... $225,000

BUildings......cccoovvviiiiiiiieee e, $ 972,000

Accumulated depreciation ..................... (453,400) 518,600 743,600
GoOodWill ...ccvviieeiii e, 82,000
TOtal ASSELS....ivniieiieeieie e $1,120,600

LIBDIITIES ..o $ 308,000
Stockholders’ equity:
NC e 45,000
Controlling interest:
Common Stock ($10 PAr) ..eeveeeveeeeeeiiiiiiiieee e e $200,000
Retained earnings. ............uuueuueeermerieeiiiiiiieeeienenennnns 567,600 767,600
Total liabilities and stockholders’ equity............ccccccvvvviiennnn. $1,120,600
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(1)

PROBLEM 3-7

Determination and Distribution of Excess Schedule

Price paid for investment......................

Less book value interest acquired:

CommOonN StOCK ........euvvvvvvviiieiiiiiinnns
Retained earnings.............ooeeeeeenn.
Income of Summer, Jan. 1 to May 1.
Total equity......cceeevvveeiiiieeneeenn,
Interest acquired ............cooeeeeeeeennn.
Excess of cost over book value (debit)...

Adjustments:

Equipment...........ccci,
Buildings ...
GOOAWIll ....vvveiiiiiiiiiiiiiiiiieii
Extraordinary gain.........cccccceeeeee....

Total adjustments.....................

$275,000

$150,000
50,000

4,000
$204,000

X 80% 163,200

$111,800

$ 8,000 5 debit D1
40,000 20 debit D2
63,800 debit D3

$111,800

120
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(2) Jeter Corporation and Subsidiary Summer Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X1
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Income Retained Balance
Jeter Summer Dr. Cr. Statement NCI Earnings Sheet

Cash... e 296,600 97,000 ..vviiiiiiiiiesiiiieieiees eeeeeeeeeeeeeeees eeeeeeeseseseses eeeesessseseseene
......................................................... 393,600
Land ... 160,000 90,000 .evvvviiiiiiieseeieeeieieeees eeeeeeeeeeeeeeees eeeeeseseseseress eeveseseseseseeee
......................................................... 250,000
BUIIAINGS....eeeieiieceee e 225,000 135,000 (D2) 40,000 ...... e e e
......................................................... 400,000
Accumulated Depreciation—Buildings .......... (100,000) (50,000).............. (A2) 2,000 e
...................................................................... (152,000)
EQUIPMENT ....cvoceeeeeeeeeee e 450,000 150,000 (D1) 8,000 e ceeeceeeeiee e e
......................................................... 608,000
Accumulated Depreciation—Equipment........ (115,000) (60,000).............. (AL) 1,600....cccccciiis e
...................................................................... (176,600)
Investment in Summer Company .................. 284,600 .....cccccce. e (CY1) 9,600....cc.. e e e

................................................... (EL) 163,200 .iiiiiiiiies s e e

................................................... (D) 111,800 oo e e s
GOOAWIIl ...t reeeees eeeeeeeenee s (D3) 63,800 i e e s
........................................................... 63,800
LIablIIES ....vecveveeeeeee e (480,000) (150,000) ccvciiciis e e e e
....................................................... (630,000)
Common Stock ($100 par)—Jeter................. (400,000) ..ccccvvvies s e e e aenee e
....................................................... (400,000)
Paid-In Capital in Excess of Par—Jeter ........ (40,000) ...evvviiees e e s e eraeeeeeaa e
......................................................... (40,000)
Retained Earnings—Jeter .........ccoccvvveeeeeenn. (251,600) ..ooviiieies e e eeeee e (251,600)..
Common Stock ($5 par)—Summer.......ccceee. eeevieenineenns (150,000) (EL) 120,000 ....ccccciiiies v e, (30,000) .....c.neuee.
Retained EarningsS—SUMmMEer........ccccccviviiis eevviieeene, (50,000) (EL) 40,000....cccciiiiiiis e e, (10,000) ...
Purchased INCOME .....coovuiiiii et e e e (EL) 3,200 e, 3,200 ... e s
SIS ..o (460,000) (120,000)...cccccce. e ) (580,000).....cccivicies oo
Cost of Goods Sold .........cooovviiieiieiiiiiiieeen. 220,000 60,000 ......cceevveee e e 280,000 .....ccuuvmiiins i
Other EXPeNSES ......cvvvvveeeeiiiiviiieee e 210,000 48,000 (A2) 2,000......... L. 261,600....ccccccceies v,

.................................. (A1) 1,600
Subsidiary INCOMe........cccooiiiiiiiiiieiiiee. (9,600)............ (CY1) 9,600 s s e e eeeeeea e
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To Noncontrolling Interest (see distribution schedule)
To Controlling Interest (see distribution SChEAUIE)............cooiiiiiiiiiii e

JLICe 1= L N [ PR PRUTPPP
(42,400)

Retained Earnings—Controlling Interest, DECEMBDETN 31, 20XT ......ciiiiiiiiiiiiiiie ettt e e e e e ettt e e e e e s s e taeeeaaeeaaaaeeeeeeaaeesaasssseeaaaaesaannssneeaaeeaannsnneens (274,400)

(274,400)
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Problem 3-7, Continued

Subsidiary Summer Company Income Distribution

Internally generated net

INCOME....cieeeeeeeeeee e $12,000
Adjusted income...........cccceeeennnee $12,000
NCI share......cccoccvvvviiiiiiiiiiinnnn, x_  20%
NCL e $ 2,400

Parent Jeter Company Income Distribution

Buildings depreciation........... (A2) $2,000 Internally generated net
Equipment depreciation......... (A1) 1,600 INCOME.....coeiiiiiiiiiiie e $ 30,000
80% x Summer adjusted income
of $12,000 (last 8 months).... 6,400
Controlling interest ..................... $ 32,800

3)

Eliminations and Adjustments:

(CY1)
(EL)

Eliminate parent’s current-year entry for subsidiary income.
Eliminate the pro rata share of Summer Company equity balances and purchased in-
come.

(D) Distribute the excess as determined by the Determination and Distribution of Excess
Schedule:
(D1) Increase equipment by $8,000.
(D2) Increase buildings by $40,000.
(D3)  Record goodwill of $63,800.
Record amortizations resulting from the asset and liability revaluations of Entry 3:
(A1)  Amortize equipment for $1,600 ($8,000 + 5 years) for the current year.
(A2)  Amortize buildings for $2,000 ($40,000 + 20 years) for the current year.
Jeter Corporation and Subsidiary Summer Company
Consolidated Income Statement
For Year Ended December 31, 20X1

REVENUES ...t e e e e et e et e e e e e eaans $580,000
CoSt Of gOOAS SOOI 280,000
GrOSS PrOfit...evvieieeiiie ettt e e e e e e e et a e e as $300,000
OUNEI EXPEINSES ...ttt ettt ebb s bnssennnnennes 261,600
Net income of Jeter and Summer, COmbIiNed ...........oeevveiiiiiiiiiieeeeaen, $ 38,400
Net income earned by outside INterestS............oviiiiiiieiieiieie e 3,200
Consolidated NEL INCOMIE .. ceuieeie et e e e e e eas $ 35,200

To noncontrolling INtErest..........oouuviiiii e 2,400

TO CONLrolliNg INEEIESt.......eviiiiiiiiiiiiieieeeeeeeeeeeeeeee e $ 32,800
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Problem 3-7, Concluded

Jeter Corporation and Subsidiary Summer Company

Consolidated Retained Earnings Statement

For Year Ended December 31, 20X1

Retained earnings, beginning of year ...
Add distribution Of INCOME ........iiviiiiii e
Less dividends decClared .........c.ooeuiiieiiiiiiiieeee e
Balance, end Of YEar...........uuiiii i

....... $251,600
....... 32,800

....... (10,000)
....... $274.,400

Jeter Corporation and Subsidiary Summer Company

Consolidated Balance Sheet
For Year Ended December 31, 20X1

Assets
Current assets:

Property, plant, and equipment:
1572 o o
BUIIJINGS ...
EQUIPMENT ...
Less accumulated depreciation® .............ccooovviiiiiiieeeiiceiceee e,
929,400
€700 o 11/ | U
TOtAl @SSELS ..o

Current labilities .....ccoeeeeeeeeee e
Stockholders’ equity:
N
Controlling interest:
(070 0110770 ] (o Tox -G
Paid-in capital in excess of par........ccccccvvvvviiiiiiiiiiiiiininnnn,
Retained earningsS......cc.ccvuiiiiiieiiii e
714,400
Total liabilities and stockholders’ equity ...,

*Includes both buildings and equipment depreciation.

124

$ 393,600

$ 250,000
400,000
608,000

(328,600)

63,800
$1,386,800

$ 630,000

42,400
$400,000
40,000
274,400

$1,386,800
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PROBLEM 3-8
1)
Determination and Distribution of Excess Schedule
Price paid for investment........................ $1,608,000
Less book value interest acquired:
CommOoN StOCK .....ovvvveeeeeeeeeeeeen $1,000,000
Paid-in capital in excess of par......... 300,000
Retained earnings..........cccccceeeeeennn.. 400,000
Total equity.....c.ccecevvvveeeeeiiieeens $1,700,000
Interest acquired ...........ccooeeeeeeeeeeenn. X 80% _1,360,000
Excess of cost over book value (debit)... $ 248,000
Adjustments: Amortization
INVENONY ... $ 8,000 debit D1
Buildings ... 40,000 8 debit D2 $5,000
Patents.......ccccc 80,000 10 debit D3 8,000
GOoOAWIll ..., 120,000 debit D4

Extraordinary gain............cccoeeeeeee. —

Total adjustments....................... $ 248,000

Eliminations and Adjustments:

(Cv)

(CY2)
(EL)
(D)

(D1)
(D2)
(D3)
(D4)
(A)

(AL)
(A2)

(A3)

Convert from cost to the equity method as of January 1, 20X7. ($580,000 January 1,
20X7 — $400,000 January 1, 20X5 = $180,000 x 80% = $144,000.)

Eliminate intercompany dividends.

Eliminate subsidiary equities.

Distribute the excess cost as given by the Determination and Distribution of Excess
Schedule:

Decrease parent’s Retained Earnings by $8,000 for inventory sold.

Increase Equipment $40,000.

Increase Patents $80,000.

Increase Goodwill $120,000.

Record amortizations resulting from the revaluations:

No amortizations necessary.

Record $5,000 annual increase in Equipment depreciation for the current and past
two years.

Record $8,000 annual increase in Patents depreciation for the current and past
two years.
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Problem 3-8, Continued

Subsidiary Hughes Company Income Distribution
Internally generated net

INCOME....cieeeeeeeeeee e $155,000

Adjusted income...........cccceeeennnee $155,000

NCI share......cccoccvvvviiiiiiiiiiinnnn, x_  20%

NCL e $ 31,000

Equipment depreciation .................... $5,000 Internally generated net
Patent depreciation...............cccevvvenn. 8,000 INCOME..cuiiiiiiieieeeeeee e, $185,000
80% x Hughes adjusted
income of $155,000.............. 124,000
Controlling interest ..................... $296,000
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Problem 3-8, Concluded

(2) Detner International and Subsidiary Hughes Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X7
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Income Retained Balance
Detner Hughes Dr. Cr. Statement NCI Earnings Sheet

CUITENT ASSELS ..eviiecieeeeece s 624,000 505,000 ..couiiiiiies i e e e

...................................................... 1,129,000

Equipment (Net)........cccvivieiieeniieniec e 1,320,000 940,000 (D2) 40,000 (A2) .ccoeeenee. 15,000 i e

...................................................................... 2,285,000

PateNtS ....cccvviiiieriie e 100,000 35,000 (D3) 80,000 (A3) .cccoevenen. 24,000 .....ccccciins e

...................................................................... 191,000

Other ASSEtS .....cvieeiiieiiieeeeeeeeeeee e 1,620,000 730,000 ....ccciiiees i e e e

...................................................... 2,350,000

Investment in Hughes Company ................... 1,608,000 ...... (cv) 144,000 (EL) i, 1,504,000 ........ e e
................................................... (D) 248,000 ....ccviviiiiis e e e

GOOAWIll ..ot e e (D4) 120,000 oo e e e

......................................................... 120,000

Accounts Payable............cccccoiiiiiiiiiien (658,000) 02201571000 ) P

....................................................... (863,000)

Common Stock—Detner ($5 par)........ccc....... (2,000,000) ..... e e e e eeee s

.................................................... (2,000,000)

Paid-In Capital in Excess of Par—Detner...... (1,200,000) ..... e e e e eeeearree e

.................................................... (1,200,000)

Retained Earnings—Detner, Jan. 1, 20X7 .... (1,255,000)..... (D1) 8,000 (CV) 144,000.... i e e
.................................. (A2—-A3) 26,000
...................................................................................................... (1,365,000) .......

Common StoCK—HUQGNES ... e (1,000,000) (EL) 800,000....  eerriieeee s (200,000) ..............

Paid-In Capital in Excess of Par—Hughes.... ................ (300,000) (EL) 240,000......cccccces e e, (60,000) ..............

Retained Earnings—Hughes, Jan. 1, 20X7...  .....cccccoeee. (580,000) (EL) 464,000......cccccciis v e, (116,000) ..............

SIES ..o oo e (905,000) (425000) s e (1,330,000) . oo

CoSt Of GOOUS SOId ... 470,000 170,000 s e 640,000 ...rrrirrris oo

Other EXPeNSES ......uvvvveeeeeiiiiiiieee e e seiviveeens 250,000 100,000 (A2) 5,000 . .iicis i e e e
.................................. (A3) 8,000
.................................................................... 363,000 ... v e

Dividend INCOME ........coooiiiiiiiiiiiiiiiiiee e (24,000) ............ (CY2) 24,000 oot e e e eeeeae e

127


http://downloadslide.blogspot.com

Ch. 3—Problems

Dividends Declared ...........cccoeeiviveieeivieieinnnnns 50,000 30,000 ....cccvveeeees 6,000........
........................................................... 50,000
TOtAl e 0 0 1,959,000 1,959,000, ccooiiiiiiiiens e eeeenere e
(%] a1o][{o Fo (=To N =] i 1 (oo 0 =SSR UOTPPPRPR (327,000) ....cccciiiis e e
To Noncontrolling Interest (see distribution SChEUIE) ............ccoiiiiiiiii i 31,000 (31,000).... i
To Controlling Interest (see distribution SChEAUIE)............cooiiiiiiiiiiiie e 296,000............... o (296,000) ..
LI ] 2= LN N I PRSP PRRPRRPP (401,000)............... o
(401,000)
Retained Earnings—Controlling Interest, DECEMDET 31, 20X7 ... .coi it iiiiiiiiie e ettt e e e e e et e et e e e e e e s s tbaeeeaaaaa s s seseeeeaaeeaaassaseeaeaaesaannssneeaaeeaannseneens (1,611,000)
(1,611,000)
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PROBLEM 3-9

(1) Equity Method Worksheet
Common information:
OWNEISNIP INTEIEST ... 100%
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens $500,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 3
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value  Value Life Value  Value Life
Priority assets:
Accounts receivable................... 32,000 32,0001 Current liabilities ......... 90,000 90,0001
INVENLOIY ..o 40,000 38,0001....... Bonds payable 100,000 96,000
Total priority assets ............... 72,000 70,000 ..eiiiiiiieeeeeiieee e Total liabilities 190,000
186,000
Nonpriority assets:
(61 o Lo [ 60,000 150,000— Stockholders’ equity:
BUildingS......cccoovveieiieicciece e 250,000 300,00020 Common stock, $1 par 10,000
Accumulated depreciation........... (50,000) Paid-in capital in
Equipment........cccociiiiiiiiii, 100,000 100,0005 excess of par ........... 90,000
Accumulated depreciation........... (30,000) Retained earnings ... 112,000
Total nonpriority assets......... 330,000 550,000 ...oovviiiiiiiiiiieeeeeeee Total equity 212,000
Existing goodwill.............ccevvvennes
Total assets ....cccccveveveveveeenenen, 402,000 620,000 Value of net assets ... 212,000 434,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCoUNtS ........ccceeeevvivveeeeennne, $(116,000) $(116,000) $(116,000)
Nonpriority aCCoUNtS ...............evvvenees 550,000 550,000 434,000
Price Analysis
P e e $ 500,000
AsSign to priority aCCOUNTS ......ceuuueiiiiieeeiieeiiiee e (116,000) full value
Assign to NoONPriority aCCOUNTS .........ccevvieeeiiiiiieeee e, 550,000 full value
(€000 .1 T 66,000

129


http://downloadslide.blogspot.com

Ch. 3—Problems

Problem 3-9, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $500,000
Less book value interest acquired:
CommON StOCK ...coevve e $ 10,000
Paid-in capital in excess of par............... 90,000
Retained earnings........ccccccvvvveiviieiennnnn. 112,000
Total qUILY ...cooevvveeeeeciiee e, $212,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. x__100% 212,000
Excess of cost over book value (debit)......... $288,000
Allocated to: Amortization
Accounts receivable............ccccccevninnnn. —
INVENTOTY ..oeeiiiiiiiiiieeee e $ (2,000)1 credit D1
Accounts payable...........ccccco —
LaNd......ooeiiiiieiiie e 90,000—  debit D2
Bonds payable ........ccccccvevvviiiiiiiiiiin, 4,000 5 debit D3 $ 800
BUIldiNgS ...cooveiiiiiiiiiie 100,00020 debit D4 5,000
Equipment...........coooiiiiiiii e, 30,000 5 debit D5 6,000
GOOdWIll ... 66,000 debit D6
Total adjustments............cccvvvveiinnnne $288,000
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2) Amortization Schedules
Year of Consolidation 3
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY.....eeeevieeeviee e, 1 $ (2,000) $ — $ (2,0000$  (2,000)
D1
Subject to amortization:
Bonds payable.................. 5 800 800 1,600 2,400 A3
BuildingsS.........cvvvvviivinninnnns 20 5,000 5,000 10,000 15,000 A4
Equipment.........cccccvvvinnnns 5 6,000 6,000 12,000 18,000
A5
Total amortizations ..... $11,800 $23,600 $35,400
Subsidiary Sailair Income Distribution
Internally generated net
INCOME....eeeeee e $35,000
Adjusted income.............cccvueee. $35,000
Parent Pcraft Income Distribution
Bonds amortization ...............ccc.vuueee. $ 800 Internally generated net
Buildings depreciation....................... 5,000 INCOME.....coiiiiiiiiiieieeeeeeeeeen $165,000
Equipment depreciation .................... 6,000 Controlling share of
subsidiary (100% x Sailair
adjusted income) .................. 35,000
Controlling interest ..................... $188,200
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Problem 3-9, Continued

Worksheet
Year of Consolidation 3

Controlling
Retained
Earnings

Consol.
Balance
Sheet

Cash...
......................................................... 140,000
Accounts Receivable..........ccccocveviiiiienines
......................................................... 145,000
INVENTOIY ..o
......................................................... 206,000
Land ...
......................................................... 250,000
Investment in Sailair..........cccccceeeiiiiiiiieneeen.
BUIlINGS.....cveeeeiiiieeece e
...................................................... 1,200,000
Accumulated Depreciation ..........c.cccceevrveenne
EQUIPMENt ..o
......................................................... 280,000
Accumulated Depreciation ............cccceeeeeeenne
T
........................................................... 66,000
Current LiabilitieS........ccceeeiiiiiiiieieeeiiiiee.
....................................................... (162,000)
Bonds Payable...........ccccoviieii
....................................................... (100,000)
Discount (Premium) .........ccveeveeeeniiiiieeeneennnne
Common Stock—Sailair..........cccceeeiiiiiieeenen.
Paid-In Capital in Excess of Par—Sailair ......
Retained Earnings—Sailair ...........ccccveevnee.

Eliminations Consolidated
Trial Balance and Adjustments Net
Pcraft Sailair Dr. Cr. Income NCI
80,000 60,000 .......ccoeiees s e e ————
90,000 55,000 ciiiiiiiiiiiies e eveeeeereeeiee eveeereeeeea———..
120,000 86,000 ...ovvviiiiies e eveeerreere—. eveeereesee—————.
100,000 60,000 (D2) 90,000...... i
595,000 ... e (CY1) 35,000......  ceeerrnnne
.................................. (CY2) 10,000
................................................... (EL) 282,000 ...............
................................................... (D) 288,000 ...............
800,000 300,000 (D4) 100,000 ....  coovvrrrriieieees e
(220,000) (80,000)............. (A4) 15,000...............
(315,000)
150,000 100,000 (D5) 30,000...... i
(90,000) (72,000).............. (AB) e 18,000...............
(180,000)
.................................. (D6) 66,000
(60,000) (102,000) ....ccccces v e e
................. (100,000)  .oeeviieens
.................................. (D3) 4,000
................................................... (A3) 2,400 ...............
1,600
................. (10,000) (EL) 10,000.................
................. (90,000) (EL) 90,000.................
................. (182,000) (EL) 182,000...............
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Common Stock—Pcraft........ccccovveeeiiiinens 00 X000 ) PR
....................................................... (100,000)
Paid-In Capital in Excess of Par—Pcratft....... (900,000) ..ccovcives e e e e aeneeee e
....................................................... (900,000)
Retained Earnings—Pcraft............ccccceeeee. (385,000) ..iiiiiieies e e e e v aeeaen————
................................................... (D1) 2,000 .cciiiiiiiiies v s e
.................................. (A3-AD) 23,600 (363,400)..
SAIES .o (800,000) (350,000) ....ccccccs e e, (1,150,000)........  eererrerieeen.
Cost Of GOOUS SOId ....rr.oroor oo 450,000 210,000 i e 660,000....orccrrie oo
Depreciation Expense—Buildings.................. 30,000 15,000 (A4) 5000........ e 50,000 ....ccccciiiiees e
Depreciation Expense—Equipment ............ 15,000 14,000  (AS5) 6,000 35,000 .cmriirrrs oo
Other EXPeNnSes ........eevveeeeiiiiiiiieeeee s 140,000 68,000 ....cccccveeees e e, 208,000.....cccccciivies v,
INterest EXPeNnSe ... e 8,000 (A3) 800 i 8,800....ccc. e
Subsidiary INCOME.......cccuvviriiiiiiiieceiee e (35,000)............. (CYL) 35,000 it e e e eenrree e
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Problem 3-9, Concluded

Trial Balance

Consolidated
Net

Income NCI

Controlling Consol.
Retained Balance
Earnings Sheet

Dividends Declared—Sailair
Dividends Declared—Pcraft

Worksheet

Year of Consolidation
(Concluded)

Eliminations
and Adjustments
Sailair Dr.
10,000  .eeeeeees
T 2 -

o OO PUURPPPPRRS

Controlling Retained Earnings

(531.600)

Eliminations and Adjustments:

(CY1)
(CY2)
(EL)
(D)
(A)

Eliminate current-year subsidiary income.

Current-year dividend.

Eliminate controlling interest in Sub equity.

Distribute excess.
Amortize excess.
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0} Cost Method Worksheet

Common information:

OWNEISNIP INTEIEST ...
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e,

Acquired Company’s Balance Sheet before Purchase

Ch. 3—Problems

100%
$500,000
3

Book Fair
Value Value Life

Priority assets:

Book Fair
Value Value Life

Accounts receivable................... 32,000 32,0001 Current liabilities ......... 90,000 90,0001

INVENLOIY ..o 40,000 38,0001....... Bonds payable 100,000 96,000
Total priority assets ............... ____ 72,000 70,000 ..o Total liabilities 190,000
186,000

Nonpriority assets:

(61 o Lo [ 60,000 150,000— Stockholders’ equity:

BUildingS......cooovveiiiiiiieccieces 250,000 300,00020 Common stock, $1 par 10,000

Accumulated depreciation........... (50,000) Paid-in capital in

Equipment........cccociiiiiiiiii, 100,000 100,0005 excess of par ........... 90,000

Accumulated depreciation........... (30,000) Retained earnings ... 112,000
Total nonpriority assets......... 330,000 550,000 ...oovviiiiiiiiiiieeeeeeee Total equity 212,000

Existing goodwill.............ccevvvennes

Total asSets .....cocceevvcveeeeiiiieeens 402,000 620,000 Value of net assets ... 212,000 434,000

Group Ownership Cumulative

Zone Analysis Total Portion Total

Priority acCoUNtS ........ccceeeevvivveeeeennne, $(116,000) $(116,000) $(116,000)

Nonpriority aCCoUNtS ...............evvvenees 550,000 550,000 434,000

Price Analysis

P e e $ 500,000

AsSign to priority aCCOUNTS ......ceuuueiiiiieeeiieeiiiee e (116,000) full value

Assign to NoNPriority aCCOUNTS .........ccevvveeeiiiiiiieeeeeeeeeeeiineann, 550,000 full value

(€000 .1 T 66,000

EXtraordinary gain...............eeeeeeeeeeeuiiiiiiiiiiiiiiiiiiiiieeeeenees —
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Problem 3-10, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $500,000
Less book value interest acquired:
CommON StOCK ...coevve e $ 10,000
Paid-in capital in excess of par............... 90,000
Retained earnings........ccccccvvvveiviieiennnnn. 112,000
Total qUILY ...cooevveeeeeeeiiee e, $212,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. x__100% 212,000
Excess of cost over book value (debit)......... $288,000
Adjustments: Amortization
Accounts receivable............ccccccevninnnn. —
INVENTOTY ..oeeiiiiiiiiiieeee e $ (2,000)1 credit D1
Land....o.oieiiiii e 90,000—  debit D2
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Bonds payable ........ccccccvevvviiiiiiiiiiin, 4,000 5 debit D3 $ 800
BUIldiNgS ...cooveiiiiiiiiiie 100,00020 debit D4 5,000
Equipment...........coooiiiiiiii e, 30,000 5 debit D5 6,000
GOOdWIll ... 66,000 debit D10
Total adjustments............cccvvvveiinnnne $288,000
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2) Amortization Schedules
Year of Consolidation 3
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY.....eeeevieeeviee e, 1 $ (2,000) $ — $ (2,0000$  (2,000)
D1
Subject to amortization:
Bonds payable.................. 5 800 800 1,600 2,400 A3
BuildingsS.........cvvvvviivinninnnns 20 5,000 5,000 10,000 15,000 A4
Equipment.........cccccvvvinnnns 5 6,000 6,000 12,000 18,000
A5
Total amortizations ..... $11,800 $23,600 $35,400
Subsidiary Sailair Income Distribution
Internally generated net
INCOME....eeeeee e $35,000
Adjusted income.............cccvueee. $35,000
Parent Pcraft Income Distribution
Bonds amortization ...............ccc.vuueee. $ 800 Internally generated net
Building depreciation ................c....... 5,000 INCOME.....coiiiiiiiiiieieeeeeeeeeen $165,000
Equipment depreciation .................... 6,000 Controlling share of
subsidiary (100% x Sailair
adjusted income) .................. 35,000
Controlling interest ..................... $188,200
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Problem 3-10 continues on page 132.
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Worksheet
Year of Consolidation 3

Ch. 3—Problems

Controlling Consol.
Retained Balance
Earnings Sheet

Cash...
......................................................... 140,000
Accounts Receivable..........ccccocveviiiiienines
......................................................... 145,000
INVENTOIY ..o
......................................................... 206,000
Land ...
......................................................... 250,000
Investment in Sailair..........cccccceeeiiiiiiiieneeen.
BUIlINGS.....cveeeeiiiieeece e
...................................................... 1,200,000
Accumulated Depreciation ..........c.cccceevrveenne
EQUIPMENt ..o
......................................................... 280,000
Accumulated Depreciation ............ccccceveeeeenne
T
........................................................... 66,000
Current LiabilitieS........ccceeeiiiiiiiieieeeiiiiee.
....................................................... (162,000)
Bonds Payable...........ccccoviieii
....................................................... (100,000)
Discount (Premium).........cccveeveeeeiiniiiieeeneennnns
Common Stock—Sailair..........cccceeeiiiiiieeenen.
Paid-In Capital in Excess of Par—Sailair ......
Retained Earnings—Sailair ...........ccccveevnee.

Eliminations Consolidated
Trial Balance and Adjustments Net
Pcraft Sailair Dr. Cr. Income NCI
80,000 60,000 .......ccoeiees s e e ————
90,000 55,000 ciiiiiiiiiiiies e eveeeeereeeiee eveeereeeeea———..
120,000 86,000 ...ovvviiiiies e eveeerreere—. eveeereesee—————.
100,000 60,000 (D2) 90,000...... i
500,000............. (cv) 70,000.......ccciitt
................................................... (EL) 282,000 ...............
................................................... (D) 288,000 ...............
800,000 300,000 (D4) 100,000 ....  coovvrrrriieieees e
(220,000) (80,000)............. (A4) 15,000...............
(315,000)
150,000 100,000 (D5) 30,000...... i
(90,000) (72,000).............. (AB) e 18,000...............
(180,000)
.................................. (D6) 66,000
(60,000) (102,000) ....ccccces v e e
................. (100,000)  .oeeviieens
.................................. (D3) 4,000
................................................... (A3) 2,400 ...............
1,600
................. (10,000) (EL) 10,000.................
................. (90,000) (EL) 90,000.................
................. (182,000) (EL) 182,000...............
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....................................................... (100,000)
Paid-In Capital in Excess of Par—Pcratft.......
....................................................... (900,000)

Interest EXPense .........oocccvvvieeiiniiieieee e
Dividend INCOME ......cccevviiiiiieeiiiee e

(800,000)

450,000

............ (A3-A5)
(350,000)......

210,000.......

15,000

14,000

8,000

(A3)
(CY2)

140

...... (D1)

(A4)

(A5)

800
10,000

(CV) 70,000......
2,000 ..o,

5,000........

6,000........


http://downloadslide.blogspot.com

Problem 3-10, Concluded

Ch. 3—Problems

Worksheet
Year of Consolidation 3
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Pcraft Sailair Dr. Cr. Income NCI Earnings Sheet
Dividends Declared—Sailair.........ccccoeeeeviiiiies cevveiieeeeeees 10,000 .o (CY2) 10,000 ...... oo e e
Dividends Declared—Pcraft ...........ccccvvvvnnne. 20,000 ....cccceeeee s e [ 20,000......
LI ] = L PSSP 0 0 687,400 687,400 .... it e e
(o] KTo] o Fotr=To I N =T A Toto] o 1= O PP PRSP P PP PPPPPPUPPPTOS (188,200) ....ccccciis e e
N T IS - 1= USROS
(el plige] [[Tao JES] g = U= SO PP PP PP PPPPPPPPPPTI 188,200............... (188,200)
N SRR
(e lalige][ITaTe [l RT= =TT aT=To I == T4 ol o PRSPPI (531,600)
(531,600)
0

Eliminations and Adjustments:

(CV) Convert to equity method, 100% x ($182,000 — $112,000).
(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.

(D) Distribute excess.

(A) Amortize excess.
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PROBLEM 3-11

0} Cost Method Worksheet

Common information:
OWNEISNIP INTEIEST ... 70%
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens $400,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 1

Acquired Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Life Value Value Life

Priority assets:
Accounts receivable................... 32,000 32,0001 Current liabilities ......... 90,000 90,0001
INVENLOIY ..o 40,000 38,0001....... Bonds payable 100,000 96,000

Total priority assets ............... 72,000 70,000 ..eiiiiiiieeeeeiieee e Total liabilities 190,000

186,000
Nonpriority assets:
(61 o Lo [ 60,000 150,000— Stockholders’ equity:
Buildings......ccccoevvviveeiiie e, 250,000 300,00020 Common stock, $1 par 10,000
Accumulated depreciation........... (50,000) Paid-in capital in
Equipment........cccociiiiiiiiii, 100,000 100,0005 excess of par ........... 90,000
Accumulated depreciation........... (30,000) Retained earnings ... 112,000

Total nonpriority assets......... 330,000 550,000 ...oovviiiiiiiiiiieeeeeeee Total equity 212,000
Existing goodwill.............ccevvvennes
Total assets ....cccccveveveveveeenenen, 402,000 620,000 Value of net assets ... 212,000 434,000

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts...........ccccccceeeeennneen. $(116,000) $ (81,200) $ (81,200)
Nonpriority aCCoUNtS ...............evvvenees 550,000 385,000 303,800
Price Analysis

P e e $400,000
AsSign to priority aCCOUNTS ......ceuuueiiiiieeeiieeiiiee e (81,200) full value
Assign to NoNPriority aCCOUNTS .........ccevvveeeiiiiiiieeeeeeeeeeeiineann, 385,000 full value
(€000 .1 T 96,200
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Price paid for investment ............cccccoeeviieeen. $400,000
Less book value interest acquired:
CommON StOCK ...coevve e $ 10,000
Paid-in capital in excess of par............... 90,000
Retained earnings........ccccccvvvveiviieiennnnn. 112,000
Total qUILY ...cooevvveeeeeciiee e, $212,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. X 70% 148,400
Excess of cost over book value (debit)......... $251,600
Adjustments:
Accounts receivable............ccccccevninnnn. $ —
INVENTOIY ..o (1,400)1
Land......ooeeeiiieiiiiiie e 63,000—
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Bonds payable.........cccccoeeeeeiiiiiiiiiien, 2,800 5
BUIldiNgS ...cooveiiiiiiiiiie 70,00020
Equipment...........coooiiiiiiii e, 21,000 5
GOOdWIll ... 96,200
Total adjustments............cccvvvveiinnnne $251,600
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Problem 3-11, Continued

2) Amortization Schedules
Year of Consolidation 1
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY....vveeeeeiiiee e 1 $(1,400) $ (1,400 $  (1,400)
D1
Subject to amortization:
Bonds payable.................. 5 560 560 560 A3
Buildings.........cccvvveeenenn. 20 3,500 3,500 3,500 A4
Equipment..........ccccuvvvinnns 5 4,200 4,200 4,200
A5
Total amortizations ..... $ 8,260 $ 8,260
Subsidiary Sailair Income Distribution
Internally generated net
INCOME....eeeeee e $34,000
Adjusted income...........cccuuee...... $ 34,000
NCIshare.....coccovvevieiiiiiiiiin x  30%
NCH. e, $10,200
Parent Pcraft Income Distribution
Bonds amortization............ccccevvunennn.. $ 560 Internally generated net
Building depreciation ..............c......... 3,500 INCOME..eneeeeeeeeeeeee e, $185,000
Equipment depreciation .................... 4,200 Inventory adjustment.................. 1,400
70% x Sailair adjusted
income of $34,000................ 23,800
Controlling interest ..................... $201,940
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Problem 3-11 continues on page 138.
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Problem 3-11, Continued

Worksheet
Year of Consolidation 1

Eliminations Consolidated Controlling
Trial Balance and Adjustments Retained
Pcraft Sailair Dr. Earnings

CaSh. ..o 177,000 31,000 .iiiiiciiiiies e e e e
......................................................... 208,000
Accounts Receivable..............ooovvveeeiiienninn, 80,000 35,000 c.ciiiiiiiiiis e e e e —
......................................................... 115,000
INVENTOIY .ot 90,000 52,000 c...iiiiiiiis s e e e
......................................................... 142,000
LaNd ..o 100,000 60,000  (D2) 63,000 ...... e e e
......................................................... 223,000
Investment in Sailair.........ccoooeeeviiviiiieeieeeeeenn, 400,000 ...ccooieiies s i e e e,
BUIlAINGS. ...t 800,000 250,000  (D4) = 70,000 ...... v e e
...................................................... 1,120,000
Accumulated Depreciation ............ccccceveeeeenne (200,000) (60,000).....cccccc...— (AD) 3500 s
...................................................................... (263,500)
EqQuipment ... 150,000 100,000  (D5) 21,000 ...... i e e,
......................................................... 271,000
Accumulated Depreciation ..........c.ccceeevvveenn. (75,000) (44,000).....cccc..... . (AB) 8,200 s e
...................................................................... (123,200)
GOOAWIID .. e e (DB) 96,200 i e s reeeee e e
........................................................... 96,200
Current Liabilities.........ccccoiiiiiiieiiiniiiieen, (50,000) (88,000) .....ccccciis i e s reeeeee e e
....................................................... (138,000)
Bonds Payable..........cccconis (100,000)  iieiiiieeiies s e e reeee e
....................................................... (100,000)
Discount (Premium) .......coiiieeeiiiiie s eerrire s eeeea e (D3) 2,800 i e s eeeeae e e
Common Stock—Sailair.......cccccceeiiiiiiiiis e (20,000) (EL) (3,000)......
Paid-In Capital in Excess of Par—Sailair ......  ................. (90,000) (EL)  63,000....ccccccceieens iieeeeeeeee e (27,000)
Retained Earnings—Sailair .......cccccooeciiviiiees eevvciieene, (112,000) (EL)  78,400.....ccccccmiies v e (33,600)
Common Stock—Pcraft........ccccovieieiiiieens (100,000) ..ccovciies e e e e e
....................................................... (100,000)
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Paid-In Capital in Excess of Par—Pcratft....... (900,000) ..ccovcvies e e e e e
....................................................... (900,000)
Retained Earnings—Pcraft............cccccceeeee. 6200 X010 ) PSP
...................................................................................................... (300,000) ..............
SAIES .o (750,000) (300,000) ....ccccce. e e, (1,050,000)........  eererrerreen,
COSt Of GOOUS SOI ..o 400,000 180,000 ........ (D1) 1,400 ..o 578,600..... oo
Depreciation Expense—Buildings ............. 30,000 10000  (Ad) 3500 .. 43,500 .o e
Depreciation Expense—Equipmen ............. 15,000 14000  (AS) 4200 . 33,200 .crrcrrrs oo
Other EXPENSES ....ro.cosveoversoroesoro 120,000 54,000 o 174,000 oo oo
INEIESE EXPENSE ..o oo 8,000 (A3) 560 oo 8,560, e oo
Dividend INCOME .....coccevviiiiiieeiiiee e (7,000)............ (CY2) 7,000 s e e e eeeeee e
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Problem 3-11, Concluded

Worksheet
Year of Consolidation 1
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Pcraft Sailair Dr. Cr. Income NCI Earnings Sheet
Dividends Declared—Sailair.........ccccoeeeeviiiiies cevveiieeeeeees 10,000 .o (CY2) 7,000........ 3,000......... e,
Dividends Declared—Pcraft ...........ccccvvvvnnne. 20,000 ....cccceeeee s e [ 20,000......
LI ] = L PSSP 0 0 416,660 416,660 ... ccccciiiiiiiiies i e
(o] KTo] o For=To I N =] g oto ] 1 41 TP PP PP PPPPPPUPPPIS (212,140) cccciiiiiiiis e e
N[O I 3 - T PSPPI 10,200 (10,200) ....  ceeeeriieeens
(el plige] [[Tao JES] g = U= SO PP PP PP PPPPPPPPPPTI 201,940............... _ (201,940)
N PSPPSRI (70,800)............... _
(70,800)
(e lalige][ITaTe [l RT=) =TT aT=To I == g ol o PSPPI (481,940)
(481,940)
0

Eliminations and Adjustments:
(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.
(D) Distribute excess.
(A) Amortize excess.
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0} Cost Method Worksheet
Common information:
OWNEISNIP INTEIEST ... 70%
Price paid (including direct acquiSItion COSES) ...........uuuurmmiimimiiiiiiiiiiiiiiiiiiiiinneens $400,000
Year of consolidation (1 = year of purchase) ............cccovvvviiiiii e, 3
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Life Value Value Life
Priority assets:
Accounts receivable................... 32,000 32,0001 Current liabilities ......... 90,000 90,0001
INVENLOIY ..o 40,000 38,0001....... Bonds payable 100,000 96,000
Total priority assets ............... ____ 72,000 70,000 ..o Total liabilities 190,000
186,000
Nonpriority assets:
(61 o Lo [ 60,000 150,000— Stockholders’ equity:
BUIIDINGS..c.vveiveeiieeieeeeeecieeie 250,000 300,00020 Common stock, $1 par 10,000
Accumulated depreciation........... (50,000) Paid-in capital in
Equipment........cccociiiiiiiiii, 100,000 100,0005 excess of par ........... 90,000
Accumulated depreciation........... (30,000) Retained earnings ... 112,000
Total nonpriority assets......... 330,000 550,000 ...oevvniiiiiee Total equity 212,000
Existing goodwill.............ccevvvennes
Total assets ....cccccveveveveveeenenen, 402,000 620,000 Value of net assets ... 212,000 434,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCoUNtS ........ccceeeevvivveeeeennne, $(116,000) $ (81,200) $ (81,200)
Nonpriority aCCoUNtS ...............evvvenees 550,000 385,000 303,800
Price Analysis
P e e $400,000
AsSign to priority aCCOUNTS ......ceuuueiiiiieeeiieeiiiee e (81,200) full value
Assign to NoNPriority aCCOUNTS .........ccevvveeeiiiiiiieeeeeeeeeeeiineann, 385,000 full value
(€000 .1 T 96,200
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Problem 3-12, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $400,000
Less book value interest acquired:
CommON StOCK ...coevve e $ 10,000
Paid-in capital in excess of par............... 90,000
Retained earnings........ccccccvvvveiviieiennnnn. 112,000
Total qUILY ...cooevvveeeeeciiee e, $212,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. X 70% 148,400
Excess of cost over book value (debit)......... $251,600
Adjustments: Amortization
Accounts receivable............ccccccoeinnnnn. $ —
INVENTOIY ..o (1,400)1  credit D1
Land....o.oieiiiii e 63,000— debit D2
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Bonds payable ........ccccccvevvviiiiiiiiiiin, 2,800 5 debit D3 $ 560
BUIldiNgS ...cooveiiiiiiiiiie 70,00020 debit D4 3,500
Equipment...........coooiiiiiiii e, 21,000 5 debit D5 4,200
GOOdWIll ... 96,200 debit D10
Total adjustments.............cccvvvvevennnne $251,600
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2) Amortization Schedules
Year of Consolidation 3
Account Adjustments Annual Current Prior
To Be Amortized Life Amount Year Years Total Key
INVENLOTY....vveeeeeiiiee e 1 $(1,400) $ — $ (1,400 (1,400)
D1
Subject to amortization:
Bonds payable.................. 5 560 560 1,120 1,680 A3
Buildings.........cccvvveeenenn. 20 3,500 3,500 7,000 10,500 A4
Equipment..........ccccuvvvinnns 5 4,200 4,200 8.400 12,600
A5
Total amortizations....... $ 8,260 $16,520 $24.780
Subsidiary Sailair Income Distribution
Internally generated net
INCOME....eeeeee e $35,000
Adjusted income...........cccuuee...... $35,000
NCI share.......coooevveeviiiiiieiien, x 30%
NCL e $10,500
Parent Pcraft Income Distribution
Bonds amortization ................ceevveeen. $ 560 Internally generated net
Buildings depreciation....................... 3,500 INCOME..eneeeeeeeeeeeee e, $165,000
Equipment depreciation .................... 4,200 70% x Sailair adjusted
income of $35,000................ 24,500
Controlling interest ..................... $181,240
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Problem 3-12 continues on page 144.
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Worksheet
Year of Consolidation 3

Ch. 3—Problems

Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Pcraft Sailair Dr. Cr. Income NCI Earnings Sheet
CaSh. ..o 177,000 60,000 ..coiiiiiiiies i e e e
......................................................... 237,000
Accounts Receivable..............ooovvveeeiiienninn, 90,000 55,000 c...iiiiiiics s e e e ——
......................................................... 145,000
INVENTOIY .ot 120,000 86,000 ....cciiiiiiis s e e e ——
......................................................... 206,000
LaNd ..o 100,000 60,000 (D2) 63,000 ...... oo e e
......................................................... 223,000
Investment in Sailair.........ccoooeeeviiviiiieeieeeeeenn, 400,000 .............. (cv) 49,000 ....ccciiiiiiiis i et e e,
................................................... (EL) 197,400 c..iiiiiiiiiis s e e
................................................... (D) 251,800 ..ccciiiiiiiins s e e
BUIlAINGS.....viiiieeiiecec e 800,000 300,000 (D4) 70,000 ...... oo e e
...................................................... 1,170,000
Accumulated Depreciation ............cccceevrveenn. (220,000) (80,000).............. (Ad) 10,500 ... e
...................................................................... (310,500)
EQUIPMENt ...t 150,000 100,000 (D5) 21,000 ... s e e
......................................................... 271,000
Accumulated Depreciation ............cccceeeeeeenne (90,000) (72,000)............. (A5) e 12,600 ....cciieiens i,
...................................................................... (174,600)
GOOAWIll ...t e e (D6) 96,200 i v e e
........................................................... 96,200
Current Liabilities..........ccocviiiiiiieeeiece (60,000) (102,000) ...ccvieies s e e e
....................................................... (162,000)
Bonds Payable..........cccciis e, (100,000)  iieiiiieeiis e e e reeea s
....................................................... (100,000)
Discount (Premilm) ... ereee e e e (D3) 2,800 s s e e eeeee e
................................................... (A3) 1,680 i e e
1,120
Common Stock—Sailair.......cccccceeiiiiiiiiies e (20,000) (EL) 7,000 i e, (3,000) ......  eeieers
Paid-In Capital in Excess of Par—Sailair ......  ................ (90,000) (EL) 63,000......cccciiiies e e, (27,000) ..............
Retained Earnings—Sailair ........ccccoocviiiiiiees evvvciiiene, (182,000) (EL) 127,400.....ccccccces i e, (54,600) ..............
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....................................................... (100,000)
Paid-In Capital in Excess of Par—Pcratft.......
....................................................... (900,000)

Interest EXPense .........oocccvvvieeiiniiieieee e
Dividend INCOME ......cccevviiiiiieeiiiee e

(800,000)

450,000

............ (A3-A5)
(350,000)......

210,000.......

15,000

14,000

8,000

(A3)
(CY2)
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Worksheet
Year of Consolidation 3
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Pcraft Sailair Dr. Cr. Income NCI Earnings Sheet
Dividends Declared—Sailair.........ccccoeeeeviiiiies cevveiieeeeeees 10,000 .o (CY2) 7,000........ 3,000......... e,
Dividends Declared—Pcraft ...........ccccvvvvnnne. 20,000 ....cccceeeee s e [ 20,000......
LI ] = L PSSP 0 0 531,180 531,180 ... it e e
(o] KTo] o Fotr=To I N =T A Toto] o 1= O PP PRSP P PP PPPPPPUPPPTOS (191,740) cccciiiiiiiis e e
N[O I 3 T T PSSP 10,500 (10,500) ....  eerriireens
(el plige] [[Tao JES] g = U= SO PP PP PP PPPPPPPPPPTI 181,240............... _ (181,240)
N PSPPSRI (92,100)............... _
(92,100)
(e lalige][ITaTe [l RT=) =TT aT=To I == g ol o PSPPI (510,120)
(510,120)
0

Eliminations and Adjustments:

(CV) Convert to equity method, 70% x ($182,000 — $112,000).
(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.

(D) Distribute excess.

(A) Amortize excess.
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PROBLEM 3-13

0} Sophisticated Equity Method Worksheet

Common information:
OWNEISNIP INTEIEST ... 100%
Price paid (including direct acquiSItion COSES) ...........uuuuurummmmiiiiiiiiiiiiiiiiiiiiiineneees $500,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 3

Acquired Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Life Value Value Life

Priority assets:
Accounts receivable................... 32,000 32,0001 Current liabilities ......... 90,000 90,0001
INVENLOIY ..o 40,000 38,0001....... Bonds payable 100,000 96,000

Total priority assets ............... 72,000 70,000 ..eiiiiiiieeeeeiieee e Total liabilities 190,000

186,000
Nonpriority assets:
(61 o Lo [ 60,000 150,000— Stockholders’ equity:
Buildings......ccccoevvviveeiiie e, 250,000 300,00020 Common stock, $1 par 10,000
Accumulated depreciation........... (50,000) Paid-in capital in
Equipment........cccociiiiiiiiii, 100,000 100,0005 excess of par ........... 90,000
Accumulated depreciation........... (30,000) Retained earnings ... 112,000

Total nonpriority assets......... 330,000 550,000 ...oovieiiiiiiiiee s Total equity 212,000
Existing goodwill.............ccevvvennes
Total asSets .....cocceevvcveeeeiiiieeens 402,000 620,000 Value of net assets ... 212,000 434,000

Group Ownership Cumulative

Zone Analysis Total Portion Total
Priority accounts...........ccccccceeeeennneen. $(116,000) $(116,000) $(116,000)
Nonpriority aCCoUNtS ...............evvvenees 550,000 550,000 434,000

Price Analysis

P e e $ 500,000
AsSign to priority aCCOUNTS ......ceuuueiiiiieeeiieeiiiee e (116,000) full value
Assign to NoNPriority aCCOUNTS .........ccevvveeeiiiiiiieeeeeeeeeeeiineann, 550,000 full value
(€000 .1 T 66,000
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Price paid for investment ............cccccoeevuieeen. $500,000
Less book value interest acquired:
CommON StOCK ...coevve e $ 10,000
Paid-in capital in excess of par............... 90,000
Retained earnings........ccccccvvvveiviieiennnnn. 112,000
Total qUILY ...cooevvveeeeeciiee e, $212,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. x__100% 212,000
Excess of cost over book value (debit)......... $288,000
Adjustments:
Accounts receivable............ccccccevninnnn. $ —
INVENTOIY ..o (2,000)1
Land......ooeeeiiieiiiiiie e 90,000—
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Bonds payable.........cccccoeeeeeiiiiiiiiiien, 4,000 5
BUIldiNgS ...cooveiiiiiiiiiie 100,00020
Equipment...........coooiiiiiiii e, 30,000 5
GOOdWIll ... 66,000
Total adjustments............cccvvvveiinnnne $288,000
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Problem 3-13, Continued

2) Amortization Schedules
Year of Consolidation 3
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY.....eeeevieeeviee e, 1 $(2,000) $ — $ (2,0000$  (2,000)
D1
Subject to amortization:
Bonds payable.................. 5 800 800 1,600 2,400 A3
BuildingsS.........cvvvvviivinninnnns 20 5,000 5,000 10,000 15,000 A4
Equipment.........cccccvvvinnnns 5 6,000 6,000 12,000 18,000
A5
Total amortizations ..... $11,800 $23,600 $35,400
Subsidiary Sailair Income Distribution
Internally generated net
INCOME....eeeeee e $35,000
Adjusted income.............cccvueee. $35,000
Parent Pcraft Income Distribution
Bonds amortization ...............ccc.vuueee. $ 800 Internally generated net
Buildings depreciation....................... 5,000 INCOME.....coiiiiiiiiiieieeeeeeeeeen $165,000
Equipment depreciation .................... 6,000 Controlling share of
subsidiary (100% x Sailair
adjusted income) .................. 35,000
Controlling interest ..................... $188,200
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Problem 3-13 continues on page 150.
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Problem 3-13, Continued

Worksheet
Year of Consolidation 3

Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Pcraft Sailair Dr. Cr. Income NCI Earnings Sheet
CaSN .t 80,000 510100
......................................................... 140,000
Accounts Receivable..............ooovvveeeiiienninn, 90,000 55,000 c...iiiiiiics s e e e ——
......................................................... 145,000
INVENTOIY .ot 120,000 86,000 ....cciiiiiiis s e e e ——
......................................................... 206,000
LaNd ..o 100,000 60,000 (D2) 90,000 ...... e e e
......................................................... 250,000
Investment in Sailair.........ccoooeeeviiviiiieeieeeeeenn, 561,600 ......ccc.... e, (CY1) 23,200 ...... s e e
.................................. (CY2) 10,000
................................................... (EL) 282,000 ..ccociiiiiiis e e eeeree e
................................................... (D) 266,400 ..cccciiiiiiiis e e eeere e
BUIlINGS.....cveeeeiiiieeece e 800,000 300,000 (D4) 100,000 .... v e e
...................................................... 1,200,000
Accumulated Depreciation ..........c.cccceevrveenne (220,000) (80,000).............. (D4) 10,000 ....ciiieeins e
...................................................................... (315,000)
................................................... (A4) 5,000 i s v areee e
EQUIPMENt ...t 150,000 100,000 (D5) 30,000 ...... e e e
......................................................... 280,000
Accumulated Depreciation ............ccccceeeeeeenne (90,000) (72,000)............. ((15) 12,000 ....ciiiiiins e
...................................................................... (180,000)
................................................... (A5) 6,000 ....iiiiiiiiits s e e
GOOAWIl .. eeeere e, reee e (D6) 66,000 i e e reee e s
........................................................... 66,000
Current Liabilities..........ccccviiiiiiiieeeiieee (60,000) (102,000) ...ccvieies s e e e
....................................................... (162,000)
Bonds Payable ... e 00 X010 ) PP
.................................. (D3) 4,000 (D3) 1,600 ... o e eeeaeeee e
................................................... (A3) 800 s e e 1,600
................. (10,000) (EL) 10,000 ..ciiiiiiiies e e e eeaeanee e
................. (90,000) (EL) 90,000 ... ciiiiiiiiis v e erreee e aenee e
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Retained Earnings—Sailair .......cccccoocviiiiiiees eevviiieene, (182,000) (EL) 182,000 . ...t i e e eereeeaaana—
Common Stock—PCraft..................o... 0101
....................................................... (100,000)
Paid-In Capital in Excess of Par—Pcraft....... (900,000) ..iiiiieeees i e e e e
....................................................... (900,000)
Retained Earnings—Pcraft............ccccceeeeee (363,400) .iiiiiiiies e e e v aeeren—————
...................................................................................................... (363,400) ..............
SAIES it (800,000) (350,000) ...ccccceee e e, (1,150,000).....c..  eerercireeeens
Cost Of GOOGS SOId ....rr.oroor oo 450,000 210,000 i e 660,000 . oriiirs oo
Depreciation Expense—Buildings............. 30,000 15000  (A4) 5000 50,000 ovriirrrs oo
Depreciation Expense—Equipment ............ 15,000 14,000 (AS5) 6,000 35,000 .cmriirrrs oo
Other EXPeNSeS .......ueevveeeeiiiiiiiieeee e 140,000 68,000 ....ccccceveees i e, 208,000.....ccccccivvees e,
INterest EXPEeNnSe ... e 8,000 (A3) 800 i 8,800....ccc. e
Subsidiary INCOME.......cccuvveviieieiiiieeecieee e (23,200)............. [ TR 7521 0
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Problem 3-13, Concluded

Worksheet
Year of Consolidation 3
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Pcraft Sailair Dr. Cr. Income NCI Earnings Sheet
Dividends Declared—Sailair.........ccccoeeeeviiiiies cevveiieeeeeees 10,000 .o (CY2) 10,000 ...... oo e e
Dividends Declared—Pcraft ...........ccccvvvvnnne. 20,000............. R, s [ 20,000......
LI ] = L PSSP 0 0 617,000 617,000 .... it e e
(oK To] o Fo=To l N =] ot o 1 T OO PP PP PP PPP PP PRI (188,200) ....ccccciis e e
N T IS - 1= USROS
(el plige] [[Tao JES] g = Ty TP PP PP PPPPP PRI 188,200............... (188,200)
N U PR
(e lalige][ITaTe [l RT= =TT aT=To I == T4 ol o PRSPPI (531,600)
(531,600)
0

Eliminations and Adjustments:

(CY1) Eliminate current-year subsidiary income net of amortizations of excess of $11,800.
(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.

(D) Distribute excess, net of prior two years’ amortizations of excess.

(A) Amortize excess for current year only.
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0} Equity Method Worksheet
Common information:
OWNEISNIP INTEIEST ... 100%
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens $800,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 1
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value  Value Life Value  Value Life
Priority assets:
Accounts receivable................... 40,000 40,0001 Current liabilities ......... 30,000 30,0001
INVENLOIY ..o 60,000 65,000 1.. Mortgage payable 200,000 205,000
Total priority assets ............... 100,000 105,000 .ooveveeiiiiiiiiieee e Total liabilities 230,000
235,000
Nonpriority assets:
Land ....ooooeeeeeeiie e 50,000 100,000—
BUildingS......cooovveiiiiiiieccieces 400,000 500,00020
Accumulated depreciation........... (50,000) Stockholders’ equity:
Equipment........cccociiiiiiiiii, 150,000 100,0005 Common stock, $1 par 100,000
Accumulated depreciation........... (30,000) Paid-in capital in
Patent (Net) .......coevvevvvvvvvieriininnnnns 40,000 50,000 5...cuviniin excess of par 200,000
Production backlog...................... 10,0002 Retained earnings....... 180,000
Total nonpriority assets......... 560,000 760,000 ....ovvvniee Total equity 480,000
Existing goodwill.............ccevvvennes 50,000
Total asSets ..ccccocvvevcveeeiieeiieens 710,000 865,000 Value of net assets ... 480,000 630,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvennnnnns $(130,000) $(130,000) $(130,000)
Nonpriority aCCoUNtS ...............evvvenees 760,000 760,000 630,000
Price Analysis
P e e $ 800,000
AsSign to priority aCCOUNTS ........uuueiii i (130,000) full value
AsSign t0 NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiieinieeeennees 760,000 full value
(€000 .1 T 170,000
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Problem 3-14, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $800,000

Less book value interest acquired:
COMMON StOCK ., $100,000
Paid-in capital in excess of par............... 200,000
Retained earnings........ccccccvvvveiviieiennnnn. 180,000

Total qUILY ...cooevvveeeeeciiee e, $480,000

Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. x__100% 480,000

Excess of cost over book value (debit)......... $320,000

Adjustments: Amortization
Accounts receivable............ccccccevninnnn. $ —
INVENTOIY ..evvvieiei e 50001 debitD1
Land....o.oieiiiii e 50,000— debit D2
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Mortgage payable ..........cccccoeeveiiininnnn. (5,000)5 credit D3 $(1,000)
BuildingS ...ccovvvvviiiiiiiiiiiieiieeeee 150,00020 debit D4 7,500
Equipment...........coooiiiiiiii e, (20,000)5 credit D5 (4,000)
Patent (N€t) ....cooeeeeeiiiieiicee e, 10,000 5 debit D6 2,000
Production backlog ..........cccccccvvvvvviinnnnnn. 10,000 2  debit D7 5,000
GOoOdWIll ..., 120,000 debit D8

Total adjustments............ccccvveeennnn. $320,000
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2) Amortization Schedules
Year of Consolidation 1
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY....vveeeeeiiiee e 1 $ 5,000% 5,000 5,000
D1
Subject to amortization:
Mortgage payable............. 5 (1,000) (1,000) (1,000) A3
BuildingsS.........cvvvvviivinninnnns 20 7,500 7,500 7,500 A4
Equipment..........ccccuvvvinnns 5 (4,000) (4,000) (4,000)
A5
Patent (Net) ........ccccvvvnnnns 5 2,000 2,000 2,000
A6
Production backlog........... 2 5,000 5,000 5,000
A7
Total amortizations ..... $ 9,500 $ 9,500
Subsidiary HD Air Income Distribution
Internally generated net
INCOME... e $47,500
Adjusted income.............cccuueee. $47,500
Parent Fast Cool Income Distribution
Inventory adjustment ..............ccc.eeees $5,000 Internally generated net
Buildings depreciation....................... 7,500 INCOME.....coiiiiiiiiiiiieeeeeeeeeen $253,000
Patent amortization...........cc.ccoveeun.. 2,000 Controlling share of
Production backlog adjustment......... 5,000 subsidiary (100% x HD Air
adjusted income) .................. 47,500
Mortgage amortization................ 1,000
Equipment depreciation.............. 4,000
Controlling interest ..................... $286,000
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Problem 3-14 continues on page 156.
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Problem 3-14, Continued

Worksheet
Year of Consolidation

Consolidated
and Adjustments

Ch. 3—Problems

Controlling Consol.
Retained Balance
Earnings Sheet

Cash...
......................................................... 184,000
Accounts Receivable..........ccccocveviiiiienines
......................................................... 170,000
INVENTOIY ..o
......................................................... 210,000
Land ...
......................................................... 160,000
Investment in HD Air ........ocoveeiiiiieniiiceee,
BUIlINGS.....cveeeeiiiieeece e
...................................................... 1,750,000
Accumulated Depreciation ..........c.cccceevvneenn.
EQUIPMENt ..o
Accumulated Depreciation ............cccceeeeeeenne
....................................................... (118,000)
Patent (Net) ......cceveeieeeiiii e
Production Backlog ...........cceeeiiiiieiiiiiienen.
GOOAWIIl ...
......................................................... 170,000
Current Liabilities.........ccccooiiiiiieiiiiiiieen.
....................................................... (120,000)
Mortgage Payable ...,
....................................................... (200,000)

Fast Cool HD Air

147,000

70,000 100,000

150,000

60,000 50,000

837,500 ............
................................. (Cy2
1200000 400,000

(176,000) (67,500)
(251,000)

140,000 150,000
270,000

(68,000) (54,000)
................. 32,000 (D6)
40000 .......................
................................. (D7)
5,000
................. 50,000 (D8)

(80,000) (40,000)

(200,000)
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.............................. (A3) 1,000
(4,000)
Common StOCK—HD Ail......cccccoiiiiiiiiiiiiiie e (100,000) (EL) 100,000...............
Paid-In Capital in Excess of Par—HD Aif...... oo (200,000) (EL) 200,000..........
Retained EQrningS—HD Aif........ooc.ooomriie oovoerronne (180,000) (EL) 180,000..............
Common Stock—Fast COOl...................... (100,000) e e e
....................................................... (100,000)
Paid-In Capital in Excess of Par—Fast Cool. (1,500,000) ..... e e
.................................................... (1,500,000)
Retained Earnings—Fast Cool..................... (400,000) ...ccccccees e e
SAIES ...ooooroee oo (700,000) (400,000).......... e
Cost of Goods Sold ...........cocveveiiiieeeiiieens 380,000 210,000 (D1) 5,000........
Depreciation Expense—Buildings ................. 10,000 17,500 (A4) 7,500........
Depreciation Expense—Equipment ............ 7,000 24,000 .......... (A5)
Other EXPENSES ........oo.oorvoosooosoesoon 50,000 85000  (A6) 2,000.......
.............................. (A7) 5,000
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Problem 3-14, Concluded

Worksheet
Year of Consolidation 1
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Fast Cool HD Air Dr. Cr. Income NCI Earnings Sheet
INtErest EXPENSE ...coeviiiiiiiiiiie e riees eeeviiee e 16,000 ..o (A3) 1,000 15,000...... i s
................................................... (0 2
Subsidiary INCOME.......ccuvviriiiieiiiiee e (47,500)............. (CYL) 47,500 cooiiiiciiiis e e e eenre e
Dividends Declared—HD Air.......cccooeeiiiiiiiies ceveeiieeeees 10,000 ..., (CY2) 10,000 ...... oo e e,
Dividends Declared—Fast Cool .................... 20,000 ..ccciiiiie e e [T 20,000 ......
LI ] = L PSSP 0 0 902,000 902,000 ... i e e,
[@do] g Yo} o Fo=To J NN =T A ] oo o 1= PRSPPI (286,000) .....ccccciiies e e
N[ I - SRR
(0ol a1 o] [ Ta o [ES] g = Uy = PRSP 286,000............... (286,000)..
N SRR
(e lalige][ITaTe [l RT= =T aT=To I == g ol o PRSPPI (666,000)
(666,000)

-0

Eliminations and Adjustments:

(CY1) Current-year subsidiary income.

(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.
(D) Distribute excess.

(A) Amortize excess.
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PROBLEM 3-15

0} Equity Method Worksheet

Common information:
OWNEISNIP INTEIEST ... 100%
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens $800,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 2

Acquired Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Life Value Value Life

Priority assets:
Accounts receivable................... 40,000 40,0001 Current liabilities ......... 30,000 30,0001
INVENLOIY ..o 60,000 65,000 1.. Mortgage payable 200,000 205,000

Total priority assets ............... 100,000 105,000 .oovveeeiiiiiiiieeeee e Total liabilities 230,000

235,000
Nonpriority assets:
Land ....cccceovevveeeeiiee e, 50,000 100,000—
Buildings......ccccoevvviveeiiie e, 400,000 500,00020
Accumulated depreciation........... (50,000) Stockholders’ equity:
Equipment........cccociiiiiiiiii, 150,000 100,0005 Common stock, $1 par 100,000
Accumulated depreciation........... (30,000) Paid-in capital in
Patent (Net) .......coevvevvvvvvvieriininnnnns 40,000 50,000 5...cuviniin excess of par 200,000
Production backlog...................... 10,0002 Retained earnings....... 180,000

Total nonpriority assets......... 560,000 760,000 ...oovvviieiiiiiiiieeeeeeee Total equity 480,000
Existing goodwill.............ccevvvennes 50,000 -
Total aSSets ....cocvvvevveiireeiieenens 710,000 865,000 Value of net assets ... 480,000 630,000

Group Ownership Cumulative

Zone Analysis Total Portion Total
Priority acCountsS ........cccceeeeevuveeeeennne. $(130,000) $(130,000) $(130,000)
Nonpriority aCCoUNtS ...............evvvenees 760,000 760,000 630,000

Price Analysis

P e $ 800,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (130,000) full value
AsSign t0 NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiieinieeeennees 760,000 full value
(€000 .1 T 170,000
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Price paid for investment ............cccccoeeviieeen. $800,000
Less book value interest acquired:
COMMON StOCK .o $100,000
Paid-in capital in excess of par............... 200,000
Retained earnings........ccccccvvvveiviieiennnnn. 180,000
Total qUILY ...cooevvveeeeeciiee e, $480,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. x__100% 480,000
Excess of cost over book value (debit)......... $320,000
Adjustments:
Accounts receivable............ccccccevninnnn. $ —
INVENTOTY .o, 5,000 1
Land......ooovvveiiiiiiiiiiiiee 50,000—
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Mortgage payable .........ccccoeeeeeiiiiiiiinnnnnn. (5,000)5
BuildingS ...ccovvvvviiiiiiiiiiiieiieeeee 150,00020
Equipment...........coooiiiiiiii e, (20,000)5
Patent (N€t) ....cooeeeeeiiiieiicee e, 10,000 5
Production backlog ........cccoeeeeeviiieiiinnnnnn. 10,000 2
GOoOdWIll ..., 120,000
Total adjustments............ccccvveeennnn. $320,000
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credit D3
debit D4
credit D5
debit D6
debit D7
debit D8

Amortization

$(1,000)

7,500

(4,000)
2,000
5,000
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Problem 3-15, Continued

(2) Amortization Schedules
Year of Consolidation 2
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY....vveeeeeiiiee e 1 $ 5,000 $ 5,000 $ 5,000
D1
Subject to amortization:
Mortgage payable............. 5 (1,000)  $(1,000) (1,000) (2,000) A3
BuildingsS.........cvvvvviivinninnnns 20 7,500 7,500 7,500 15,000 A4
Equipment.........cccccvvvinnnns 5 (4,000) (4,000) (4,000) (8,000)
A5
Patent (Net) ........ccccvvvnnnns 5 2,000 2,000 2,000 4,000
A6
Production backlog........... 2 5,000 5,000 5,000 10,000
A7
Total amortizations ..... $ 9,500 $ 9500 $ 19,000
Subsidiary HD Air Income Distribution
Internally generated net
INCOME... e $67,500
Adjusted income............ccccvueee. $67.500
Parent Fast Cool Income Distribution
Buildings depreciation....................... $7,500 Internally generated net
Patent amortization............c..coeeeuneeen. 2,000 INCOME..cuiiniieieeeeieeeeeeee e, $253,000
Production backlog adjustment......... 5,000 Controlling share of
subsidiary (100% x HD Air
adjusted income) .................. 67,500
Mortgage amortization................ 1,000
Equipment depreciation.............. 4,000
Controlling interest ..................... $311,000
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Problem 3-15 continues on page 162.
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Problem 3-15,

Continued

Worksheet
Year of Consolidation 2

Controlling
Retained
Earnings

Consol.
Balance
Sheet

Cash...
......................................................... 495,000
Accounts Receivable..........ccccocveviiiiienines
......................................................... 320,000
INVENTOIY ..o
......................................................... 215,000
Land ...
......................................................... 160,000
Investment in HD Air ........ocoveeiiiiieniiiceee,
BUIlINGS.....cveeeeiiiieeece e
...................................................... 1,750,000
Accumulated Depreciation ..........c.cccceevrveenne
EQUIPMENt ..o
Accumulated Depreciation ............cccceeeeeeenne
....................................................... (150,000)
Patent (Net) ......cceveeieeeiiii e
Production Backlog ...........cceeeiiiiieiiiiiienen.
GOOAWIIl ...
......................................................... 170,000
Current Liabilities.........ccccooiiiiiieiiiiiiieen.
....................................................... (200,000)
Mortgage Payable ...........ccocceviiiiiiiiiiinnnnn.
....................................................... (200,000)
Discount (Premium).........cocoveeeiiiirenninneennee.

Eliminations Consolidated

Trial Balance and Adjustments Net
Fast Cool HD Air Dr. Cr. Income NCI

396,000 99,000 ..ovvvviiiiies e eeeeeeeereie—. eeeeeeeeeeee———..

200,000 120,000 ... s

120,000 95,000 .ovvviviiiiies e eeeeeerreee—. veeereeeeea———.

60,000 50,000 (D2) 50,000...... i

895,000 ... e (CY1) 67,500......  errrriiiiennns
.................................. (CY2) 10,000
................................................... (EL) 517,500 ...............
................................................... (D) 320,000 ...............

1,200,000 400,000 (D4) 150,000 ....  coovvvrriiiiieees e

(200,000) (85,000)............. (A4) 15,000...............
(300,000)

140,000 150,000 ............. [(B13) 20,000...............
270,000

(80,000) (78,000) (A5) 8,000........ i
................. 24,000 (D6) 10,000.................
................................................... (AB) 4,000 ......0uuvueee
30,000
.................................. (D7) 10,000
................................................... (A7) 10,000 ...............
................. 50,000 (D8) 120,000...............

(150,000) (50,000) ....cccciiee e e e
................. (200,000)  .oeeerreens
................................................... (D3) 5,000 ......cvvveeee
.................................. (A3) 2,000
(3,000)
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Common StOCK—HD Ail......cccccoiiiiiiiiiiiiiiie e (100,000) (EL) 100,000 ...ccciiiiiiies i rreee e e ees eereeeaeana—
Paid-In Capital in Excess of Par—HD Aif...... .....c......... (200,000) (EL) 200,000.....orsiiiss oo ooeeeoeneiie oo oo
Retained EQrningS—HD Aif........ooccooomviie oovoersorne (217,500) (EL) 217,500 oo oo e oo oo
Common Stock—Fast COO.........o...oo.rm... (100,000) ooiiiie s i e e oo
....................................................... (100,000)
Paid-In Capital in Excess of Par—Fast Cool. (1,500,000) ..... e e e e eeeearee e
.................................................... (1,500,000)
Retained Earnings—Fast Cool...................... (680,500) ..cccicies i e e e e e
.................................. (D1) 5,000
.................................. (A3-A7) 9,500 (666,000) ..
SAIES .o (700,000) (500,000) ....cccccc. e e, (1,200,000)........  eererrerieeee
COSt Of GOOUS SOI ...r oo oo 380,000 260,000 s 640,000 ...rrrirris oo
Depreciation Expense—Buildings ................. 10,000 17,500 (A4) 7500..... Ll 35,000 ..ccciiiiiiiiins e
Depreciation Expense—Equipment .............. 7,000 24,000............... (A5) 4,000............... 27,000....... e
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Problem 3-15, Concluded

Worksheet
Year of Consolidation 2
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Fast Cool HD Air Dr. Cr. Income NCI Earnings Sheet

Other EXPeNSES ......coooviiiiviiiieiiiiee e 50,000 115,000 (AB) 720 P
.................................. (A7) 5,000 172,000.... v e
INterest EXPeNSE ........uuvvviuiiiiiiiiiiiiiiiiiiiiiies i 16,000 ... (A3) 1,000 15,000......  ciiieeiies e,
Subsidiary INCOME........ccvviriiiiiiiiieeeiiiec e (67,500)............. (CYL) 67,500 it e e e eerrre e
Dividends Declared—HD Air.......cccoeeeiiiiiiiies eevvviieeeeees 10,000 ..., (CY2) 10,000 ...... oo e e,
Dividends Declared—Fast Cool .................... 20,000 ....cccceeeee s s [ 20,000......
TOtAIS .. 0 0 974,000 974,000 ... it e e
[@o] Yo} o Fo=To J NN =T A ot o] o 1= RS RP (B11,000) ..ccviieiiies e e
N[ I 3 - SRR

(0ol a1 o] [[Ta o [RS] o= Uy = RS TRPI 311,000............... (311,000)
N SRR

(ofelnlige] [ITale [l RT= =TT aT=To I == Tq ol o K T O TP PO PP PPUPPPPP PP (957,000)
(957,000)

- 0

Eliminations and Adjustments:

(CY1) Current-year subsidiary income.

(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.
(D) Distribute excess.

(A) Amortize excess.
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0} Equity Method Worksheet
Common information:
OWNEISNIP INTEIEST ... 100%
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens $500,000
Year of consolidation (1 = year of purchase) ...........ccccccvieiiiiiiiiiiiiiicc e, 2
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value  Value Life Value  Value Life
Priority assets:
Accounts receivable................... 40,000 40,0001 Current liabilities ......... 30,000 30,0001
INVENLOIY ..o 60,000 65,000 1.. Mortgage payable 200,000 205,000
Total priority assets ............... 100,000 105,000 .ooveeeeiiiiiiiieeeeee e Total liabilities 230,000
235,000
Nonpriority assets:
Land ...oooeeveiieeeeeeee e 50,000 100,000—
BUIIDINGS..c.vveiveeiieeieeeeeecieeie 400,000 500,00020
Accumulated depreciation........... (50,000) Stockholders’ equity:
Equipment........cccociiiiiiiiii, 150,000 100,0005 Common stock, $1 par 100,000
Accumulated depreciation........... (30,000) Paid-in capital in
Patent (Net) .......coevvevvvvvvvieriininnnnns 40,000 50,000 5...cuviniin excess of par 200,000
Production backlog...................... 10,0002 Retained earnings....... 180,000
Total nonpriority assets......... 560,000 760,000 ...oovvviieiiiiiiiieeeeeeee Total equity 480,000
Existing goodwill.............ccevvvennes 50,000
Total asSets ..ccccocvvevcveeeiieeiieens 710,000 865,000 Value of net assets ... 480,000 630,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvennnnnns $(130,000) $(130,000) $(130,000)
Nonpriority aCCoUNtS...............eeveenees 760,000 760,000 630,000
Price Analysis
P e e $ 500,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (130,000) full value
AsSign t0 NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiieinieeeennees 630,000 allocate
GOOAWIIL.....ceeeeee e —
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Problem 3-16, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $500,000

Less book value interest acquired:
COMMON StOCK .o $100,000
Paid-in capital in excess of par............... 200,000
Retained earnings........ccccccvvvveiviieiennnnn. 180,000

Total qUILY ...cooevvveeeeeciiee e, $480,000

Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. x__100% 480,000

Excess of cost over book value (debit)......... $ 20,000

Adjustments: Amortization
Accounts receivable............ccccccevninnnn. $ —
INVENTOIY ..evvvieiei e 50001 debitD1
Land......ooovvveiiiiiiiiiiiiee 32,895—  debit D2
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Mortgage payable ..........cccccoeeveiiininnnn. (5,000)5 credit D3 $(1,000)
BuildingS ...ccovvvvviiiiiiiiiiiieiieeeee 64,47420 debit D4 3,224
Equipment...........coooiiiiiiii e, (37,105)5 credit D5 (7,421)
Patent (N€t) ....cooeeeeeiiiieiicee e, 1,447 5 debit D6 289
Production backlog ...........ccccccevvviiiinnnnn. 8,289 2 debit D7 4,145%*
GoodWill*.....cceeeeeeeeeeeee e, (50,000) credit D8

Total adjustments............ccccvveeennnn. $ 20,000

*Reduce existing goodwill by $50,000.
**Year 1 $4,145; Year 2 $4,144.
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Problem 3-16, Continued

2) Amortization Schedules
Year of Consolidation 2
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY....vveeeeeiiiee e 1 $ 5,000 $ 5,000 $ 5,000
D1
Subject to amortization:
Mortgage payable............. 5 (1,000)  $(1,000) (1,000) (2,000) A3
BuildingsS.........cvvvvviivinninnnns 20 3,224 3,224 3,224 6,448 A4
Equipment.........cccccvvvinnnns 5 (7,421) (7,421) (7,421) (14,842
A5
Patent (Net) ........ccccvvvnnnns 5 289 289 289 578 A6
Production backlog........... 2 4,145 4,144 4,145 8,289
A7
Total amortizations ..... $ (764) $ (763) $ (1,527)
Subsidiary HD Air Income Distribution
Internally generated net
INCOME..cuiiniiiiieeeieeee e, $67,500
Adjusted income.............cccuueee. $67.500
Parent Fast Cool Income Distribution
Buildings depreciation....................... $3,224 Internally generated net
Patent amortization............c..coeeeuneeen. 289 INCOME..cuieiiieieiieieeeeeeee e, $253,000
Production backlog adjustment......... 4,144 Controlling share of
subsidiary (100% x HD Air
adjusted income) .................. 67,500
Mortgage amortization................ 1,000
Equipment depreciation.............. 7,421
Controlling interest ..................... $321,264
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Problem 3-16 continues on page 168.
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Problem 3-16, Continued

Worksheet
Year of Consolidation 2

Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Fast Cool HD Air Dr. Cr. Income NCI Earnings Sheet
CaSh. ..o 396,000 99,000 ...oiiviiiiiies e s e e
......................................................... 495,000
Accounts Receivable..............ooovvveeeiiienninn, 200,000 120,000 ...ciceiicees e e e e
......................................................... 320,000
INVENTOIY .ot 120,000 95,000 ..uiiiiiiiiiis s e e e ——
......................................................... 215,000
LaNd ..o 60,000 50,000 (D2) 32,895 s s e e
......................................................... 142,895
Investment in HD AIr .......ceeevieiiiiiiiieeeeeeeeees 595,000 ....cccceeee. e, (CY1) 67,500 ...... it e e
.................................. (CY2) 10,000
................................................... (EL) 517,500 ..ooiiiiiiiiiis e e e
................................................... (D) 20,000 ..ooiiiiiiiiis e e e
BUIlAINGS.....viiiieeiiecec e 1,200,000 400,000 (D4) 64,474 ... s e e
...................................................... 1,664,474
Accumulated Depreciation ..........c.cccceevrveenne (200,000) (85,000)............. (A4d) 6,448 .....ccciiiiis s
...................................................................... 291,448
EQUIPMENt ...t 140,000 150,000............. [(5]5) R 37,105 s e,
...................................................................... 252,895
Accumulated Depreciation ............cccceeeeeeenne (80,000) (78,000) (AD) 14,842 ... s e
....................................................... (143,158)
Patent (Net) .....ccuveeeiiie s e 24,000 (D6) LAAAT it i e e e e
................................................... (A6) 578 s s e 24,869
Production Backlog .........cccoveeiiiiiiiiiiiies s e (D7) 8,289 it i i e e
................................................... (A7) 8,289 ittt i e e
GOOAWIll ..o e 50,000 .o (D8) 50,000 ...... v v e
Current Liabilities..........ccccoviiveiiiiieeiiiece (150,000) (50,000) ...cccciiiies i e s e
....................................................... (200,000)
Mortgage Payable ... e, 2200 X000 ) PP
....................................................... (200,000)
DiScouNnt (Premilm) .cc.ccoi i iiiiiiiieee e ees ereeeeeeriiiiee avrriireeee e reeeeeeaee e (D3) 5,000 ...t i e e
.................................. (A3) 2,000
(3,000)
Common StOCK—HD All......cccceiiiiiiiiiiiieiii e (100,000) (EL) 100,000 ....0ciiiiiiiis i e e eeeree s
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......................................................... (85,000)
Paid-In Capital in Excess of Par—Fast Cool.
.................................................... (1,215,000)

(200,000)  (EL) 200,000...............

(217,500)  (EL) 217,500...............

(85,000) ..o e e,
(1,215,000)..c.. e e,
(680,500) ..ocvvces e e,
................. (D1) 5,000 oo,
.................................. (A3-A7) 763
(700,000) (500,000)...cccccc. e,
380,000 260,000 ..ccoocois e,
10,000 17,500 (Ad) 3,224.........
7,000 24,000 .............. (A5)
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Worksheet
Year of Consolidation 2
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Fast Cool HD Air Dr. Cr. Income NCI Earnings Sheet

Other EXPeNSES ......coooviiiiviiiieiiiiee e 50,000 115,000 (AB) 251 P
.................................. (A7) 4,144 169,433.... e e
INterest EXPeNSE ........uuvvviuiiiiiiiiiiiiiiiiiiiiiies i 16,000 ... (A3) 1,000 15,000......  ciiieeiies e,
Subsidiary INCOME.......cccvvviriiiiiiiiieeeiieee e (67,500)............. (CYL) 67,500 it e e e eerrre e
Dividends Declared—HD Air.......cccoeeeiiiiiiiies eevvviieeeeees 10,000 ..., (CY2) 10,000 ...... oo e e,
Dividends Declared—Fast Cool .................... 20,000 ....cccceeeee s s [ 20,000......
TOtAIS .. 0 0 731,604 731,604 ... oot e e
[@o] Yo} o Fo=To J NN =T A ot o] o 1= RS RP (B21,264) cccciiiiiiies s e
N[ I 3 - SRR

(0ol a1 o] [[Ta o [RS] o= Uy = RS TRPI 321,264 ............... (321,264)
N SRR

(ofelnlige] [ITale [l RT= =TT aT=To I == Tq ol o K T O TP PO PP PPUPPPPP PP (977,527)
(977,527)

-0

Eliminations and Adjustments:

(CY1) Current-year subsidiary income.

(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.
(D) Distribute excess.

(A) Amortize excess.
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PROBLEM 3-17

0} Equity Method Worksheet

Common information:
OWNEISNIP INTEIEST ... 80%
Price paid (including direct acquiSItion COSES) ...........uuuurrimiimiiiiiiiiiiiiiiiieiiiiiieneees $700,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 1

Acquired Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Life Value Value Life

Priority assets:
Accounts receivable................... 40,000 40,0001 Current liabilities ......... 30,000 30,0001
INVENLOIY ..o 60,000 65,000 1.. Mortgage payable 200,000 205,000

Total priority assets ............... 100,000 105,000 .ooveveeiiiiiiiiieee e Total liabilities 230,000

235,000
Nonpriority assets:
Land ....cccceovevveeeeiiee e, 50,000 100,000—
Buildings......ccccoevvviveeiiie e, 400,000 500,00020
Accumulated depreciation........... (50,000) Stockholders’ equity:
Equipment........cccociiiiiiiiii, 150,000 100,0005 Common stock, $1 par 100,000
Accumulated depreciation........... (30,000) Paid-in capital in
Patent (Net) .......coevvevvvvvvvieriininnnnns 40,000 50,000 5...cuviniin excess of par 200,000
Production backlog...................... 10,0002 Retained earnings....... 180,000

Total nonpriority assets......... __ 560,000 760,000 ...oovvviieiiiiiiiieeeeeeee Total equity 480,000
Existing goodwill.............ccevvvennes 50,000 -
Total aSSets .....ccccevevveiiieeiieenenns 710,000 865,000 Value of net assets ... 480,000 630,000

Group Ownership Cumulative

Zone Analysis Total Portion Total
Priority accounts...........cccceeeeeeeennnneen. $(130,000) $(104,000) $(104,000)
Nonpriority aCCoUNtS ...............evvvenees 760,000 608,000 504,000

Price Analysis

P e e $ 700,000
AsSign to priority aCCOUNTS ......c.uuueiiiiieeeieeeiiie e (104,000) full value
AsSign t0 NONPIIOrity 8CCOUNTS ......uvvvvvviiiiiiiiiiiiiiiiiieinieeeennees 608,000 full value
(€000 .1 T 196,000
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Determination and Distribution of Excess Schedule

Ch. 3—Problems

Price paid for investment ............cccccoeeviieeen. $700,000
Less book value interest acquired:
COMMON StOCK .o $100,000
Paid-in capital in excess of par............... 200,000
Retained earnings........ccccccvvvveiviieiennnnn. 180,000
Total qUILY ...cooevvveeeeeciiee e, $480,000
Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. X 80% 384,000
Excess of cost over book value (debit)......... $316,000
Adjustments:
Accounts receivable............ccccccevninnnn. $ —
INVENTOTY .o, 4,000 1
Land......ooovvveiiiiiiiiiiiiee 40,000—
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Mortgage payable .........ccccooeeeeeiiiiiiiinnnnn. (4,000)5
BuildingS ...ccovvvvviiiiiiiiiiiieiieeeee 120,00020
Equipment...........coooiiiiiiii e, (16,000)5
Patent (N€t) ....cooeeeeeiiiieiicee e, 8,000 5
Production backlog ........cccoeeeeeviiieiiinnnnnn. 8,000 2
GOoOdWIll ..., 156,000
Total adjustments............ccccvveeennnn. $316.000
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debit D4
credit D5
debit D6
debit D7
debit D8

Amortization

$ (800)
6,000
(3,200)

1,600
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Problem 3-17, Continued

2) Amortization Schedules
Year of Consolidation 1
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY....vveeeeeiiiee e 1 $ 4,000% 4,000 4.000
D1
Subject to amortization:
Mortgage payable............. 5 (800) (800) (800) A3
Buildings.........cccvvveeenenn. 20 6,000 6,000 6,000 A4
Equipment..........ccccuvvvinnns 5 (3,200) (3,200) (3,200)
A5
Patent (net) ..o, 5 1,600 1,600 1,600
A6
Production backlog........... 2 4,000 4,000 4,000
A7
Total amortizations ..... $ 7,600 $ 7,600
Subsidiary HD Air Income Distribution
Internally generated net
INCOME... e $47,500
Adjusted income...........cccuuee..... $47,500
NCI share......cccooeeeeviiiieieiiiieeeees x_ 20%
NClic e, $ 9,500
Parent Fast Cool Income Distribution
Inventory adjustment ............cccc........ $4,000 Internally generated net
Buildings depreciation....................... 6,000 INCOME..eneeeeeeeeeeeeee e $253,000
Patent amortization...........cc.ccoevevneenn. 1,600 80% x HD Air adjusted
Production backlog adjustment......... 4000 income of $47,500................ 38,000
Mortgage amortization................ 800
Equipment depreciation.............. 3,200
Controlling interest ..................... $279,400
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Problem 3-17 continues on page 174.
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Problem 3-17, Continued

Controlling
Retained
Earnings

Consol.
Balance
Sheet

Cash...o
......................................................... 182,000
Accounts Receivable..........ccccocveviiiiienines
......................................................... 170,000
INVENTOIY ..o
......................................................... 210,000
Land ...
......................................................... 150,000
Investment in HD Air ........ocoveeiiiiieniiiceee,
BUIlINGS.....cveeeeiiiieeece e
...................................................... 1,720,000
Accumulated Depreciation ..........c.cccceevrveenne
EQUIPMENt ..o
Accumulated Depreciation ............cccceeeeeeenne
....................................................... (118,800)
Patent (Net) ......cceveeieeeiiii e
Production Backlog ...........ccceeeiiiiieiiiiiienee.
GOOAWIIl ...
......................................................... 206,000
Current Liabilities.........ccccooiiiiiieiiiiiiieen.
....................................................... (120,000)
Mortgage Payable ...........ccocceviiiiiiiiiiinnnnn.
....................................................... (200,000)
Discount (Premium).........cocoveeeiiiirenninneennee.

Worksheet
Year of Consolidation 1
Eliminations Consolidated

Trial Balance and Adjustments Net
Fast Cool HD Air Dr. Cr. Income NCI

145,000 37,000 cuuieiiiiies i e e

70,000 100,000 ...ccciicies e e

150,000 60,000 .....ccciiiiiis e e eee—

60,000 50,000 (D2) 40,000 ...... e e

730,000 .....ccceeee. e, (CY1) 38,000......  ereeeieee,
.................................. (CY2) 8,000
................................................... (EL) 384,000...............
................................................... (D) 316,000...............

1,200,000 400,000 (D4) 120,000 .... v e

(176,000) (67,500)............. (Ad) 6,000...............
(249,500)

140,000 150,000 ............. (1) IR 16,000...............
274,000

(68,000) (54,000) (A5) 3,200 s e e
................. 32,000 (D6) 8,000 ..oiiiiiiiiiiis e e,
................................................... (AB) 1,600 s e,
38,400
.................................. (D7) 8,000
................................................... (A7) 4,000 ...ciiis e,
4,000
................. 50,000 (D8) 156,000...............

(80,000) (40,000) c.cccciiiies e e e,
................. (200,000)  .ocoveveenne.
................................................... (D3) 4,000 ...coiiis e,
.................................. (A3) 800
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......................................................... (95,000)
Paid-In Capital in Excess of Par—Fast Cool.
.................................................... (1,405,000)

(100,000) (EL) 80,000.................

(200,000)  (EL) 160,000...............

(180,000) (EL) 144,000...............

(95,000) ..o e e,
(1,405,000) ... e e,

(400,000) oo e e
(700,000) (400,000)......... B
380,000 210,000  (D1) 4,000........
10,000 17,500 (A%) 6,000........
7,000 24,000 .............. (A5)
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Problem 3-17, Concluded

Trial Balance

Worksheet

Year of Consolidation
(Concluded)

Eliminations
and Adjustments

Consolidated

HD Air Dr.

Interest Expense

Subsidiary Income
Dividends Declared—HD Air

(103,500)

Controlling Retained Earnings

(659,400)

Eliminations and Adjustments:

Current-year subsidiary income.
Current-year dividend.

Eliminate controlling interest in Sub equity.

(CY1)
(CY2)
(EL)
(D)
(A)

Distribute excess.
Amortize excess.

85,000 (A6)

............ (Cy1) 38,000

10,000 ...
............ 0_ 781300

[ PP TT PP

190

9,500

Controlling Consol.
Retained Balance
Earnings Sheet

2,000, s o

20,000 ......

(9.500) . oo

(279,400)

- (659.400)
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PROBLEM 3-18

Ch. 3—Problems

(1) Equity Method Worksheet
Common information:
OWNEISNIP INTEIEST ... 80%
Price paid (including direct acquiSIition COSES) ..........uuuuuirimmmmiiiiiiiiiiiiiiiiiiiiineienens $700,000
Year of consolidation (1 = year of purchase) ............cccovveiiiiiii e, 2
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Life Value Value Life
Priority assets:
Accounts receivable................... 40,000 40,0001 Current liabilities ......... 30,000 30,0001
INVENLOIY ..o 60,000 65,000 1.. Mortgage payable 200,000 205,000
Total priority assets ............... 100,000 105,000 .ooveeeeiiiiiiiieeeeee e Total liabilities 230,000
235,000
Nonpriority assets:
Land ...oooeeveiieeeeeeee e 50,000 100,000—
BUIIDINGS..c.vveiveeiieeieeeeeecieeie 400,000 500,00020
Accumulated depreciation........... (50,000) Stockholders’ equity:
Equipment........cccociiiiiiiiii, 150,000 100,0005 Common stock, $1 par 100,000
Accumulated depreciation........... (30,000) Paid-in capital in
Patent (Net) ........oevvvvvvvvvvieiiiniinnnns 40,000 50,000 5...cuviniin excess of par 200,000
Production backlog...................... 10,0002 Retained earnings....... 180,000
Total nonpriority assets......... 560,000 760,000 ...oovvviieiiiiiiiieeeeeeee Total equity 480,000
Existing goodwill.............ccevvvennes 50,000
Total asSets ..ccccocvvevcveeeiieeiieens 710,000 865,000 Value of net assets ... 480,000 630,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvnnnnnnns $(130,000) $(104,000) $(104,000)
Nonpriority aCCoUNtS ...............eevvennes 760,000 608,000 504,000
Price Analysis
Pl O e $ 700,000
AsSign to priority aCCOUNTS ........uuueiiiieeeeiieeiie e (104,000) full value
AsSign t0 NONPIIOrity 8CCOUNTS .......vvvvvviiiiiiiiiiiiiiiiiieinieneannees 608,000 full value
(€000 .1 T 196,000
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Problem 3-18, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeeviieeen. $700,000

Less book value interest acquired:
COMMON StOCK ., $100,000
Paid-in capital in excess of par............... 200,000
Retained earnings........ccccccvvvveiviieiennnnn. 180,000

Total qUILY ...cooevvveeeeeciiee e, $480,000

Interest acquired ..........cccceeeeeeeeiiieeiiinnnnn. X 80% 384,000

Excess of cost over book value (debit)......... $316,000

Adjustments: Amortization
Accounts receivable............ccccccevninnnn. $ —
INVENTOTY .ceviiiiii e, 4,000 1 debit D1
Land......ooovvveiiiiiiiiiiiiee 40,000—  debit D2
Accounts payable..........cccceeeeeiiiiiiiiiinnnnn. —
Mortgage payable ..........cccccoeeveiiininnnn. (4,000)5 creditD3 $ (800)
BuildingS ...ccovvvvviiiiiiiiiiiieiieeeee 120,00020 debit D4 6,000
Equipment...........coooiiiiiiii e, (16,000)5 credit D5 (3,200)
Patent (N€t) ....cooeeeeeiiiieiicee e, 8,000 5 debit D6 1,600
Production backlog ...........ccccccevvviiiinnnnn. 8,000 2  debit D7 4,000
GOoOdWIll ..., 156,000 debit D8

Total adjustments............ccccvveeennnn. $316.000
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2) Amortization Schedules
Year of Consolidation 2
Annual Current Prior
Account Adjustments Life Amount Year Years Total Key
INVENLOTY....vvveeeeiiieeeeeiiieeea, 1 $ 4,000 $ 4,000 $ 4.000
D1
Subject to amortization:
Mortgage payable............. 5 (800) $ (800) (800) (1,600) A3
BuildingsS.........cvvvvviivinninnnns 20 6,000 6,000 6,000 12,000 A4
Equipment.........cccccvvvinnnns 5 (3,200) (3,200) (3,200) (6,400)
A5
Patent (Net) ........ccccvvvnnnns 5 1,600 1,600 1,600 3,200
A6
Production backlog........... 2 4,000 4,000 4,000 8,000
A7
Total amortizations ..... $ 7,600 $ 7600 9% 15,200
Subsidiary HD Air Income Distribution
Internally generated net
INCOME... e $67,500
Adjusted income...........cccuuee..... $67,500
NCI share......ccccoeevvviviiiicienee, x_ 20%
N [ PP $13,500
Parent Fast Cool Income Distribution
Buildings depreciation....................... $6,000 Internally generated net
Patent amortization...........cc.ccoveeune.. 1,600 INCOME..eneeeeeeeeeeeeee e $253,000
Production backlog adjustment......... 4,000 80% x HD Air adjusted
income of $67,500................ 54,000
Mortgage amortization................ 800
Equipment depreciation.............. 3,200
Controlling interest ..................... $299,400
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Problem 3-18 continues on page 180.
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Controlling Consol.
Retained Balance
Earnings Sheet

Cash...
......................................................... 491,000
Accounts Receivable..........ccccocveviiiiienines
......................................................... 320,000
INVENTOIY ..o
......................................................... 215,000
Land ....covveiiiee e
......................................................... 150,000
Investment in HD Air ........ocoveeiiiiieniiiceee,
BUIlINGS.....cveeeeiiiieeece e
...................................................... 1,720,000
Accumulated Depreciation ............cccceevrveenn.
EQUIPMENt ..o
Accumulated Depreciation ............cccceeeeeeenne
....................................................... (151,600)
Patent (Net) ......cceveeieeeiiii e
Production Backlog ...........ccceeeiiiiieiiiiiienee.
GOOAWIll ..o
......................................................... 206,000
Current Liabilities.........cccccooiiiiiiieiiiiiiieen.
....................................................... (200,000)
Mortgage Payable ............cccccceiiiiiiiii.
....................................................... (200,000)
Discount (Premium).........cocvveeeiiiieenninieennee.

Worksheet
Year of Consolidation 2
Eliminations Consolidated

Trial Balance and Adjustments Net
Fast Cool HD Air Dr. Cr. Income NCI

392,000 99,000 ..uiiiiiiiiees i e e

200,000 120,000 ...ccciiciies e e

120,000 95,000 .uiiiiiiiiiiies e e eeere—

60,000 50,000 (D2) 40,000 ...... e e

776,000 .....ccccc... e, (CY1) 54,000......  .coiereiins
.................................. (CY2) 8,000
................................................... (EL) 414,000 .....ccoiie e,
................................................... (D) 316,000...............

1,200,000 400,000 (D4) 120,000 .... v e

(200,000) (85,000)............. (A4) 12,000...............
(297,000)

140,000 150,000 ............. (1) IR 16,000...............
274,000

(80,000) (78,000) (A5) 6,400 ... e e
................. 24,000 (D6) 8,000 ..oiiiiiiiiiiis e e,
................................................... (AB) 3,200 s e,
28,800
.................................. (D7) 8,000
................................................... (A7) 8,000 ...ciiieirs e,
................. 50,000 (D8) 156,000...............

(150,000) (50,000) ccciciiiies e e s
................. (200,000)  .ooveveen
................................................... (D3) 4,000 ...coiiis e,
.................................. (A3) 1,600
(2,400)
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......................................................... (95,000)
Paid-In Capital in Excess of Par—Fast Cool.
.................................................... (1,405,000)

................. (100,000) (EL) 80,000.................
................. (200,000)  (EL) 160,000...............
................. (217,500)  (EL) 174,000...............
(95,000) ..o e e,
(1,405,000) ... e e,
(671,000) oo e e
.................................. (D1) 4,000 oo,
.................................. (A3-A7) 7,600 e,
(700,000) (500,000)...cccccc. e,
380,000 260,000 ccocoiccis e,
10,000 17,500 (Ad) 6,000.......
7,000 24,000 ............... (A5)
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Worksheet
Year of Consolidation 2
(Concluded)
Eliminations Consolidated Controlling Consol.
Trial Balance and Adjustments Net Retained Balance
Fast Cool HD Air Dr. Cr. Income NCI Earnings Sheet
Other EXPeNSES ......coooviiiiviiiieiiiiee e 50,000 115,000 (AB) 1,800 i e s e e —
.................................. (A7) 4,000 170,600.... v e
INterest EXPEeNnSe ... e 16,000  .eeiiiens (A3) 800 15,200...... oo e
Subsidiary INCOME.......cccvvviriiiiiiiiieeeiieee e (54,000)............. (CYL) 54,000  cooiiiciiiiis e e e eenaee e
Dividends Declared—HD Air.......cccoeeeiiiiiiiies eevvviieeeeees 10,000 ..., (CY2) 8,000........ 2,000.........  eeeeeeeiees
Dividends Declared—Fast Cool .................... 20,000 ....cccceeeee s s [ 20,000......
TOtAIS .. 0 0 839,200 839,200 ... iierciiieiiiis e e
[@o] Yo} o Fo=To J NN =T A ot o] o 1= RS RP (312,900) ....cviiiiiies e e
N[O IS 3 - 1 PSR SURP 13,500 (13,500) ... ererieeeee
(0ol a1 o] [[Ta o [RS] o= Uy = RS TRPI 299,400............... _ (299,400)
N L PP OPR PR (115,000)............... _
(115,000)
(ofelnlige] [ITale [ RT=y Tl aT=To I == Tq ol o T T PO TP PO P PP OPPPPT PRI (938,800)
(938,800)
0

Eliminations and Adjustments:

(CY1) Current-year subsidiary income.

(CY2) Current-year dividend.

(EL)  Eliminate controlling interest in Sub equity.
(D) Distribute excess.

(A) Amortize excess.

197


http://downloadslide.blogspot.com

Ch. 3—Problems

Entry to record investment:

PROBLEM 3A-1

INVESTMENT IN JOSNUA.....eniieiie e e e 800,000
COMMON SEOCK .ttt e e 100,000
Paid-In Capital in Excess of Par.........cccccccceeiiiiiiivieiiicieneee, 700,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts (net of liabilities)..... $209,000 $188,100 $188,100
Nonpriority accounts............ccccvvvveenn. 470,000 423,000 611,100
Price Analysis
PTG e $800,000
ASSIgN tO Priority @CCOUNES ........uvvurreiiiiiiiiiiiiiiiieiiieiiiinieeninees 188,100 full value
Assign to NoNPriority aCCoOUNtS ..........ccceevvvvviiieeeeeee e, 423,000 full value
Goodwill (net of deferred tax liability) ...........cccccoeeeeeeieniinnn, 188,900

Determination and Distribution of Excess Schedule

Price paid for investment ...............ccccceevvenn. $800,000

Less book value interest acquired:
CommON StOCK .....cvvieiie e $100,000
Paid-in capital in excess of par............... 150,000
Retained earnings..........ccceeeeeeevieeenvnnnnnn. 250,000

Total @qUILY ...eeevveeeeeeeiiiiiieeeeeeeeee, $500,000

Interest acquired .........ccccevvvevviiiiininnnnnn. X 90% 450,000

Excess of cost over book value (debit)......... $350,000

Adjustments:
INVENTOIY ..o $ 45,000 debit D1
Deferred tax liability ...........cccccvvvvvvinnnnnn. (13,500) credit D1t
Investment in marketable securities ....... 18,000 debit D2
Deferred tax liability ..........cccccvvvviiinnnnnn. (5,400) credit D2t
Current deferred tax expense................. 10,800 debit D3
Noncurrent deferred tax expense........... 43,200 debit D4
Depreciable fixed assets...........ccccuvueeen. 90,000 debit D5
Deferred tax liability ..........cccccovvvivinnnnnn. (27,000) credit D5t
Goodwill (net of deferred tax liability) ..... 188,900 debit D6
Extraordinary gain.........ccccoooeeeevieeeennnnnnn. —

Total adjustments...............evvvvevennnns $350,000

Goodwill ($188,900 + 70%0).....cccceeerriiinrrennnn. $269,857

Deferred tax liability, 30% ..........ccceiveeeenineenns (80,957)
Net goodWill .........coevvvviiiiiiiiiiiiiiiiiiiiii, $188,900
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PROBLEM 3A-2

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts (net of liabilities)..... $ (253,000) $ (202,400) $ (202,400)
Nonpriority accounts (net of DTL) ..... 2,730,000 2,184,000 1,981,600

Price Analysis

P IIC e ee e s $2,400,000

ASSIgN tO Priority @CCOUNES ........uvurreiiriiiiiiiiiiieineieieiiiniieieeeens (202,400) full value
AsSign to NONPIIOrity BCCOUNTS .......vvvvveiiiiiiiiiiiiiiiiniiieinennnnees 2,184,000  full value
Goodwill (net of deferred tax liability) ...........cccccoeeeeeeienninnn, 418,400

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevueeeen. $2,400,000
Less book value interest acquired:
CommOoN StOCK ...covve e $1,000,000
Paid-in capital in excess of par............... —
Retained earnings..........ccceeeeeeevieeevinnnnnn. 847,000
Total @qUILY ...eeeveeeeeeeiciiiiieeeeeeeeee, $1,847,000
Interest acquired ..........cccevvvvvviiiiinnennnnn. X 80% _1.,477,600
Excess of cost over book value (debit)......... $ 922,400
Adjustments:
Depreciable fixed assets...........cccceeeeen.. $ 720,000 debit D1
Deferred tax liability ..........cccccvvvvivinnnnnn. (216,000) credit D1t
Goodwill (net of deferred tax liability) 418,400 debit D2
Extraordinary gain............ccooevvviiienieeeeseennnns —
Total adjustments.............cccvvvvveennnnns $ 922,400
Goodwill ($418,400 + 70%)....ccceevverereeeenannn. $ 597,714
Deferred tax liability, 30% ..............cevvvvvnnnnnee (179,314)
Net goodWill .........ooovvviiiiiiiiiiiiiiiiiiiiiie, $ 418,400
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Problem 3A-2, Continued

Tip Company and Subsidiary Kim Company
Worksheet for Consolidated Balance Sheet
December 31, 20X6

Financial Eliminations Non-
Statements and Adjustments controlling Consoli-
Tip Kim Dr. Cr. Interest dated
Cash....cccciiiii 1,200,000 50,000 ....cccciiins i e
Accounts Receivable.................... 2,400,000 300,000 ....ccccccies e e
INVENTOIY ..o 11,200,000 1,500,000 ....cc.... s e
Prepayments ..........ccc.evvvvveveievnnnnnns 422,000 A7,000 cc.iiiiiies i e
Depreciable Fixed Assets (net) .... 18,978,000 2,100,000 (D1) 720,000.. .o
Investment in Kim.........cccceeeeeeenen 2,400,000....... et (EL) 1,477,600 . ...eeennnnnn.
................................................. (D) 922,400 .....ccciiis e
GOOAWIll ..o e e (D2) 597,714 it 597,
Payables ........ccccooiiiicniiciee, (7,200,000) (1,750,000)........ e e
ACCIUAlS .. (1,615,000) (400,000).....cccccc v e
Deferred Tax Liability .......ccooceiiii v s e (D1T) 216,000.............. (395
................................................. (D2T) 179,314 it e
Common Stock—Tip ....ccceevvvveeenne (10,000,000)...... e e (20,
Retained Earnings—Tip............... (17,785,000)...... v e e a7,
Common Stock—Kim.......c.ococeeiis eevviieene. (1,000,000) (EL) 800,000....cccccccc. e (200,000)
Retained Earnings—Kim.........cccc. coceeevieeeen... (847,000) (EL) 677,600...cccccceeee e (169,400)
TOtal.oeeeiicicee e 0 0 2,795,314 2,795,314 . ..o,
B o] 2= 1N [ TP POURT PRSI (369,400) (369
N

Eliminations and Adjustments:

(CY) N/A because worksheet is prepared on the same day as consolidation.

(EL)  Elimination of 80% of the subsidiary equity against the investment.

(D) Distribute the balance of the investment account, $922,400, to the specific subsidiary ac-
counts to the Determination and Distribution of Excess Schedule:

(D1) Increase depreciable fixed assets by $720,000.

(D1T) Record a deferred tax liability of $216,000 relating to the increase in depreciable fixed as-
sets.

(D2)  Record goodwill of $597,714.

(D2T) Record a deferred tax liability of $179,314 relating to the goodwill.

200


http://downloadslide.blogspot.com

Problem 3A-2, Concluded

Tip Company and Subsidiary Kim Company
Consolidated Balance Sheet
December 31, 20X6

Ch. 3—Problems

Assets
Current assets:
(OF= 1= 1 [T $ 1,250,000
ACCOUNES rECEIVADIE ....ev e 2,700,000
[ LY=o (0] USSP 12,700,000
PrepaymMeNntS........cooviiiiiiiiieiieeeeeeeeeeeeeeeeeee e 469,000 $17,119,000
EQUIDIMENT ..o e a e $21,798,000
(€070 o 1711 | T 597,714
22,395,714
O] 7= L I= 13T < £ $39,514,714
Liabilities and Stockholders’ Equity
e Y= 10 $ 8,950,000
Y Yoo (U= = 2,015,000
Deferred tax Hability ...............uuuumeuiimiiiiiiiiiiiiii e 395,314
o] =1 L T= T o1 [ T=T T $11,360,314
Stockholders’ equity:
NONCONLrOllNG INEIESE ...vuee e 369,400
Controlling interest:
COMMON SEOCK et $10,000,000
Retained earnings...........veeeiieeeiiieiiice e 17,785,000
27,785,000
Total liabilities and stockholders’ equity ..., $39,514,714
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CHAPTER 4

UNDERSTANDING THE ISSUES

1. The intercompany sale will cause both sales

and costs of goods sold to be overstated by
$40,000 on the consolidated income statement.
The amount remaining in ending inventory will
cause cost of goods sold to be understated by
$2,500 (1/4 x $10,000) on the consolidated in-
come statement and inventory to be overstated
by $2,500 (1/4 x $10,000) on the consolidated
balance sheet.

Debit Sales and credit Cost of Goods Sold for
$40,000. Debit Cost of Goods Sold and credit
Inventory for $2,500 (1/4 x $10,000).

20X1  20Xx2
NCI $ 0 $ 400 ($2,000 x 20%)
Controlling
Interest 0 5,600 [$4,000 +
($2,000 x 80%)]
Totalprofit $§ 0  $6,000

Company S has realized a $50,000 profit; how-
ever, it is not immediate. The profit will be
realized over the five-year life of the asset.
Company S will realize the profit by reducing
consolidated depreciation expense by $10,000

187

($50,000 + 5 years) each year for five years.
NCI will realize $2,000 (20% x $10,000) each
year.

a. Company S is better off borrowing the
funds from Company P since it will receive
a lower interest rate (9.5% instead of 10%).
Therefore, Company S will have lower an-
nual interest charges.

b. During 20X2, Company P will record inter-
est revenue and Company S will record in-
terest expense of $47,500 ($500,000 x
9.5%). However, the interest expense and
interest revenue are eliminated during the
consolidation process. Only the $40,000 of
external interest expense remains on the
consolidated statements.

c. Intercompany interest expense and interest
revenue should not appear in the 20X1
consolidated income statement. Only the
external interest expense of $40,000 will
appear in the consolidated income state-
ment.
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EXERCISES

EXERCISE 4-1

Painter Company and Subsidiary Solvent Company
Consolidated Income Statement
For the Year Ended December 31, 20X1

Sales ($250,000 + $500,000 — $100,000) .......ccceeviiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeee $ 650,000
Cost of goods sold [$150,000 + $310,000 — $100,000 + (40% x $20,000)]...... 368,000
GrOSS PrOfit e $ 282,000
Expenses ($45,000 + $120,000) .......ccccuiiuiiiiiieeiiieiiiiiee e e e 165,000
Consolidated NEL INCOME ....c.ueiiie e e e e $117.000
(DS 1] o181 =Te IR (o TN VL E TR $ 9,400
Distributed to controlling iNTEreSt..........cooiiiiiiiiiiiiiie e $ 107,600
Solvent Income Distribution Schedule
Unrealized profit in ending Internally generated income........... $55,000
inventory (40% x $20,000)...... $8,000

Adjusted income............ccccuvveeeen.... $47,000

NCI shar€......ccoeveviieviiiicieeeeenn, x_ 20%

NCLeee e $ 9,400

Painter Income Distribution Schedule
Internally generated income........... $ 70,000
80% x Solvent’s adjusted
income of $47,000................... 37,600
Controlling interest ............ccccuvuee. $107,600
Painter Company and Subsidiary Solvent Company
Consolidated Income Statement
For the Year Ended December 31, 20X2

Sales ($300,000 + $540,000 — $110,000) ......ccceiiiiiiiiiiieiieeeeeeeeeeeeee e $ 730,000
Cost of goods sold [$180,000 + $360,000 — $110,000 — (40% x $20,000)

+ (40% X $30,000)] .. .uuvvrrieiieeeee i e e e e 434,000
(10T ISR o] | USSR $ 296,000
Expenses ($56,000 + $125,000) .....cuureiieeeiiiiiiiiiiieiaee e ssiiiiiieeeee e e e e sniieeeeeeeea s 181,000
(Od6] Yol [0 F=1 (=T I g <Y T (10 ] 1 LIPS $ 115,000
[D]ESY A1 10 =10 I o 1N N L TP $ 12,000
Distributed to controlling INTErest..........ovvvviiiiii e $ 103,000
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Exercise 4-1, Concluded

Solvent Income Distribution Schedule

Ch. 4—Exercises

Unrealized profit in ending Internally generated net
inventory (40% x $30,000)...... $12,000 INCOME.. e $64,000
Realized profit in beginning
inventory (40% x $20,000) ...... 8,000
Adjusted income...........ccceeeeenneen.. $60,000
NCI share......cccccovvvviiiiiiiiiiiiiiinn, x_20%
[ $12,000
Painter Income Distribution Schedule
Internally generated net income ....  $ 55,000
80% x Solvent’s adjusted
income of $60,000................... 48,000
Controlling interest ............cccvvveeees $103,000
EXERCISE 4-2
(1) Gross profit recorded on the separate books:
Gross profit—Hide:
SO e $400,000
Gross profit (20% x $400,000) .........uvrrrmmmmmrrrrrnrninirnnnnnnnnn. 80,000
Gross profit—Seek:
Sl e $416,000
Cost of goods sold (80% x $400,000) ........cccccvvvvreeeerennns $320,000
Add write-down of ending inventory ...........cccccceeeeeeeennnnnn, 10,000 330,000
GroSS Profit ...oooeeeeiiiee e $ 86,000
(2) Consolidated gross profit:
Sl S i $416,000
Cost of goods sold to consolidated group* ..............cc....... 256,000
GrOSS PrOfit oo $160,000
*Cost of goods sold is computed as follows:
Purchases at cost (80% x $400,000) .........cceeeeeeeeeeeeeeeeeeeeeenn, $320,000

Less ending inventory at cost ($80,000 X 80%0) ..........cccceevrnnee

(note that cost is less than market)

Cost 0f gO0AS SOId.....veiiieee e
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64,000

$256,000
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EXERCISE 4-3

Source of income components:
Consolidated

Income
Van Nick Eliminations Statement

SaleS .o (220,000) (120,000) (15) 70,000
................................................ (270,000)
Cost of goods sold............ccoevvviiiiiiinnnnnnn. 150,000 90,000 (1S) (70,000)

(Bl (3,750)

(=) 5,000 171,250
Other iNCOMEe .....covveeeiiiiiiice e, (5,000) (S) 5,000
Other eXpenses .......coovvvvvieeeieeeeeeeeeiinnnn, 40,000 12,000 (S) (5,000)
.................................................... 47,000
Consolidated netincome ...............c........ (51,750)
Distributed to NCI ......ccoovviiiiiiiiiiceeeee, 3,350
Distributed to controlling interest............. (48,400)

Eliminations and Adjustments:

(IS) Elimination of intercompany sales.

(Bl) Elimination of 25% profit from beginning inventory; debit would be to Retained Earnings; allo-
cated 80% to the controlling interest and 20% to the NCI.

(El) Elimination of 25% profit from ending inventory; credit would be to inventory account.

(S) Elimination of consulting services transaction.

Note: The above format and presentation is not to be expected of the student. All that is required is
the final consolidated income statement and its distribution to controlling and noncontrolling in-
terests. This format is presented to aid explanation of the exercise as it shows the sources of
the numbers that determine the income statement. This form will be used for future exercises
and problems to aid the instructor.

Subsidiary Nick Company Income Distribution

Unrealized ending inventory Internally generated net
Profit......eeveeeiieiiiiiiiiiiiiiiiines (=) $5,000 INCOME.....cooviiiiiiiiieeeeeeee, $18,000
Realized beginning inventory
Profit......ccooiiviiiiiieeeeeees (BI) 3,750
Adjusted income...........ccc....... $16,750
NCIl share..........coevvvviiceeneeenn, x_ 20%
O $ 3,350

Parent Van Corporation Income Distribution

Internally generated net

INCOME....oeiciieeciee e $35,000
80% x Nick adjusted income
of $16,750 ........ccccvvrreeennnnn. 13,400
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Controlling interest .................. $48,400

191


http://downloadslide.blogspot.com

Ch. 4—Exercises

EXERCISE 4-4

(1) Inthe year of sale, eliminate the $15,000 gain on the sale of the machine, and adjust the machine
to its net book value on the date of the sale. Reduce Depreciation Expense and Accumulated De-
preciation by $3,000 to reflect depreciation based on the consolidated book value.

For 20X3 to 20X6, eliminate unamortized gain as reflected in Jungle’s beginning retained earnings.
Adjust Machinery to reflect book value on the date of the sale.

(2) Gain on Sale of Machinery ... 15,000
MaCRINEIY ... 15,000

Accumulated Depreciation..........ccccoeevvvveviiiiiiiie e, 3,000
Depreciation EXPENSE..........couviiiiiiiieeeieieiiiiie e 3,000

(3) Retained Earnings—Jungle Company ..........cccceeeeeeeeeeeeeeeeeenn. 12,000

Accumulated Depreciation...........ccovveeeveiinieeeeeeeeiiices e e e 3,000
MaCRINEIY ... e 15,000

Accumulated Depreciation...........ccooeeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeee, 3,000
Depreciation EXPENSE.........ccouviiiiiiiieeeeeeeiiiiee e, 3,000

(1) Gainon Sale of Land.........ccoooeeeieieieeeeeeeeeeeeeeeeeeeeeee e 50,000

Gain oN BUildiNg ....cccvvueiiiieeee e 150,000
6T o o [ 50,000
BUIIAING ... 150,000

To defer unrealized gain on sale of land and
on building and reduce the assets to the cost
to the consolidated entity.

(2) Retained Earnings—Saynert........ccccoeeveeeeiiieiiiiiieeee e, 38,500
Retained Earnings—Wavemasters** ...........cccccvvvvvviciiieeeeeeeennn, 154,000
Accumulated Depreciation ($150,000 + 20 years) ................... 7,500

2 7011 [T T U 150,000

=1 Lo [T 50,000

*[$50,000 land + (19 + 20 x $150,000 on building)] x 20%
**$192,500 x 80%

Accumulated Depreciation...................eeeeeeeeeeuieiiiiieiiinieneeeeeenes 7,500
Depreciation EXPENSE.........uuuuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiineennnnnnenes 7,500
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EXERCISE 4-6

Consolidated

Income
Dark Light Eliminations Statement

SaleS ..o, (700,000) (280,000) (F1) 60,000
................................................ (920,000)
Cost of goods sold.........ccccceeeiieiiiiieininnnnn. 450,000 190,000 (F1) (50,000)
................................................... 590,000
Other exXpenses .......ccoeeevveiiiieeeeeeeeeiinnnn, 180,000 70,000 (F2a) (2,000)

(F2b) (4,000) 244,000
Otherincome ... (20,000) (20,000)
Consolidated net income ............ccccuvuee.. (106,000)
Distributed to NCI .......cooeiiiiiiiiiiiiienee, (1,200)
Distributed to controlling interest............. (104,800)
Eliminations and Adjustments:
(F1) Eliminate the gain on the intercompany machine sale. The machine account is credited for

the $10,000 gain.

(F2a) Reduce Machine Depreciation Expense to reflect depreciation based on the consolidated

book value of the asset ($10,000 profit + 5 years = $2,000 per year). The debit is to Accu-
mulated Depreciation.

(F2b) Reduce Building Depreciation Expense to reflect depreciation based on the consolidated
book value of the asset ($80,000 profit + 20 years = $4,000 per year). The debit is to Ac-
cumulated Depreciation.

Subsidiary Light Company Income Distribution

Unrealized gain on sale Internally generated net
of machine ........cccceevvnvennnnn (F1) $10,000 INCOME...uiivniiiiiieiieeieees $20,000
Realized gain through use
of machine......................... (F2a) 2,000
Adjusted income...........c.......... $12,000
NCI share.......cccoeeeeeeiiveeeeiennnn. x 10%
NCL e $ 1,200

Parent Dark Company Income Distribution

Internally generated net

INCOME...uiivniiieiieiieeeeees $ 90,000
Gain realized on use of building

sold to subsidiary............... (F2b) 4,000
90% x Light adjusted

income of $12,000............. 10,800
Controlling interest .................. $104,800
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20X1

EXERCISE 4-7

Subsidiary Sandbar Company Income Distribution

Unrealized profit in ending Internally generated net
inventory (40% x $15,000)...... $6,000 INCOME...ccoiiiiiiiiiiee e $250,000
Adjusted income...........cccceeeeennnnn. $244,000
NCI share......ccccccvvvviiiiiiiiiiiiiiin, x_ 20%
NCloiiiiiiiiiiiiiii $ 48,800
Parent Peninsula Company Income Distribution
Gain on sale of real Internally generated net
estate.......cceeevieieiiieeeeee e, $200,000 INCOME...ccoiiiiiiiiieee e $520,000
Realized gain on use of
sold real estate
[(80% x $200,000)/20]............. 8,000
80% x Sandbar adjusted
income of $244,000................. 195,200
Controlling interest ............ccceeeeeee. $523,200
20X2
Subsidiary Sandbar Company Income Distribution
Unrealized profit in ending Internally generated net
inventory (40% x $20,000)...... $8,000 INCOME.. e $235,000
Realized profit in beginning
INVENLONY.....covvvviieee e, 6,000
Adjusted income...........cccceeeeennen. $233,000
Minority share..........cccccceeiiiiiiieis X 20%
Minority interest.........cccccvvvvvveennnnn. $ 46,600
Parent Peninsula Company Income Distribution
Internally generated net
1 aTe70] 1 1 [T $340,000
Realized gain on use of
sold real estate.........ccccvevnnn.n. 8,000
80% x Sandbar adjusted
income of $233,000................. 186,400
Controlling interest .................. $534,400
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0} Saratoga
Notes Receivable ...........
Cash oo,

To record receipt
of note on May 1,

20X3. 20X3.
Accrued Interest Interest Expense ..........
Receivable................... 2,000* Accrued Interest
Interest Revenue........ 2,000 Payable .................
Year-end interest Year-end interest
accrual. accrual.
*$50,000 x 6% x 8/12
(2) Eliminations:
LN1 Notes Payable ...
Accrued Interest Payable.............cccceviiiiiiiiiiiiiiiiiiiiiis
Notes ReCEIVADIE. ........cooeiieeeee e
Accrued Interest Receivable .........ocoovveviiiiiiiiiiin,

EXERCISE 4-8

Windsor
50,000

50,000 Notes Payable..........

To record receipt
of cash on May 1,

(1)

To eliminate intercompany note and accrued
interest applicable to the note.

LN2  INtereSt REVENUE .........uoiiiiiiiiiieieiie e
INnterest EXPeNSe........ovivviiiiiiii e
To eliminate intercompany interest revenue
and expense.

EXERCISE 4-9

Saratoga
May 1
To record receipt of note.

July 1

To accrue interest for two months
(6% x $50,000 x 2/12).

July 1

To record proceeds of discounting note at 8%.
(See schedule of computation of proceeds.)
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Accrued Interest Receivable .........coooviviiiiiiieeece e
INTErESt REVENUE ...

Interest Expense (loss on discounting) ................eeveeeeeeennnes
(= 1] o I
Notes RECEIVADIE .........ooveiieiieee e,
Accrued Interest Receivable.......ccoocovvvviiiiiiiiiieiieceeen,
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e 50,000
e 50,000
- 2,000
- 2,000
50,000
2,000
50,000
2,000
2,000
2,000
50,000
50,000
500
500
1,033
49,467
50,000
500
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Exercise 4-9, Concluded

NOteS PayabIe...........uuuiiiiiiiiiiiiiiiiiiiiieiiiiiieeeeeeeeees

APr. 1 Cash
To record receipt of cash.
June 30 INtereSt EXPENSE.......ciiiiiiiii i

Interest Payable ..........cccoceeiiiiiiii

To record year-end accrual
(6% x $50,000 x 8/12).

Computation of Proceeds

Windsor

Principal of NOtE ........uciiiiiiie e,
Interest due at maturity, 6% x $50,000............cccevvvvrrinceennnn..
Total maturity Value..........ccoovvviiiiiiiiiiiiiiiieeee
Less maturity value multiplied by 8% discount rate

for 10/12 of period .........cccceeeviiiiiiiicce e,
Net proceeds of NOE..........covviiiiiiiiii e,

(2) Eliminations:

LN1 Notes Receivable Discounted...........ccoeeevviiviiiiinniiinnnnns
Notes Receivable.........ccooooveiiiiiiiiiii e,
To eliminate intercompany note and reclassify
the discounted note receivable as a note

payable at its face value.

LN2  INtereSt REVENUE .........uoiiiiiiiiiieieiie e
INtErest EXPENSE.....c.ovviii e
To eliminate intercompany interest prior to the

discounting.
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PROBLEMS

PROBLEM 4-1

Plaid Corporation and Subsidiary Solid Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X1

Eliminations Consolidated  Controlling  Consolidated
Trial Balance and Adjustments Income Retained Balance
Plaid Solid Dr. Cr. Statement Earnings Sheet
Cash.....cooii 810,000 170,000 oo e e 980,000
Accounts Receivable............cccccovciieiiinneennn 425,000 365,000 i (1A) 25,000...... e 765,000
INVENTOTY .ot 600,000 275,000 e (=) 30,000...... e 845,000
Property, Plant, and Equipment (net).......... 4,000,000 2,300,000 (D) 400,000(A)  cceeeeeeeen. 40,000..........c....
Investment in Solid Company .................... 3,410,000 .......... e (CY1) 210,000.....ccciciiiens e e
................................................... (EL) 2,800,000..........
................................................... D) 400,000.................
Accounts Payable ...........ccccoooiiiiiiiniienn. (35,000) (100,000)  (I1A) 25,000...... e e
Common Stock ($10 par)—Plaid................ (1,000,000) ...cccccc e e e e (1,000,0¢
Paid-In Capital in Excess of Par—Plaid ..... (1,500,000) ...cccccc i v e e (1,500,0¢
Retained Earnings—Plaid.............cccccevuneee. (5,500,000) ....ccccc e e e (5,500,000).........
Common Stock ($10 par)—Solid........ccceee. ceiiviiieennn, (400,000)  (EL) 400,000.....cc000cc e s e
Paid-In Capital in Excess of Par—Solid .....  .....cccceene (200,000)  (EL) 200,000.....cc00cit e e e
Retained Earnings—Solid..........cccccveviiiiees v (2,200,000) (EL) 2,200,000, s e e
SAIES .. (12,000,000) (1,000,000) (IS) 400,000.... e (12,600,000).........
Cost of Goods Sold..........cccceevvvieeeiiiirennns 7,000,000 750,000 (=) 30,000 (1S) 400,000............... 7,380,000..........
Other EXPENSES ....ccovvieiieeiiieiiee e 4,000,000 40,000 (A) 40,000...... e 4,080,000..........
Subsidiary Income..........cccccceeeiiiiiiiinnen. (210,000) _ (CY1)_210,000  .ceeeeeens e e
0 0 3,905,000 3,905,000... _ v e
(@foTaTSTol 1o Fola=To l N [=y A oty TSROSO OPPTRN (1,140,000) (1,140,000).........
Retained Earnings—Controlling Interest, DECEMDBDEr 31, 20X .....ciiiuiiiiiiee ittt e e e e e s b e e e e e e s asab b e e e e e e e e e anraeeeeeens (6,640,000) (6,640,000)
0
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Problem 4-1, Concluded

Determination and Distribution of Excess Schedule

Price paid for investment ......................ooee. $3,200,000
Less book value of interest acquired:
Common stock ($10 par)........ccceeeeneee $ 400,000
Paid-in capital in excess of par............. 200,000
Retained earnings...........cccceeevvvveeeeennn. 2,200,000
Total stockholders’ equity .............. $2,800,000
Interest acquired ...............eevvveveeeininnnns X 100% _2,800,000 Amortization
Periods Amortization
Equipment.......ccccveeiiiiieeeeeee e $ 400,000 Dr. 10 $40,000

Eliminations and Adjustments:
(CY1) Eliminate the entry recording the parent’s share (100%) of the subsidiary’s net income.
(EL) Eliminate the subsidiary’s equity balances.

(D) Distribute excess to equipment.

(A) Increase depreciation expense.

(1S) Eliminate the intercompany sale of $400,000.

(1A) Eliminate the intercompany trade balances of $25,000.

(ED Eliminate the intercompany profit (30%) applicable to $100,000 ($400,000 — $300,000)
of intercompany goods in Plaid’s ending inventory.

Note: An income distribution schedule is not needed because all income goes to the 100% con-
trolling interest.
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(1) Baxter Corporation and Subsidiary Crystal Company
Worksheet for Consolidated Financial Statements
For Year Ended March 31, 20X3
Eliminations Consolidated Controlling Consolidated
Trial Balance and Adjustments Income Retained Balance
Baxter Crystal Dr. Cr. Statement NCI Earnings Sheet

Cash. ..o 216,200 44,300 ....iciciiiiies e e e e
......................................................... 260,500
Accounts Receivable (net) .........ccecvvevnneeenne 290,000 97,000 .......cc...... (IAP) . 10,000 ... e e
......................................................................................................................... 1AS) 5000 .

372,000
INVENTOTY it 310,000 80,000 ............... (EIP) e, 1,320 s s e
......................................................................................................................... &) o 387930
Investment in Crystal Company .................... 425,000 ............. (cv) 32,000 (EL) s 352,000 ...t e
....................................................................................... (D) 105,000 ovveoieiies oo eeeeereeeeeeeies oo
LaNd ..o 1,081,000 150,000 ...ciiiiiins e e e e
...................................................... 1,231,000
Building and Equipment .........ccccoovciiieieeeeennne 1,850,000 400,000 ....cciiieies s e e e
...................................................... 2,250,000
Accumulated Depreciation ............ccceeevvveenn. (940,000) (210,000) ...ccvieies i e e e
.................................................... (1,150,000)
GOoOAWIll ..o 60,000 ............. (D) 105,000 ..cccciiiis e e e
......................................................... 165,000
Accounts Payable...........cccccciiiiiiiiiie (242,200) (106,300) (IAP) 10,000 ...... i e eeeeee e
........................................................................................................ (AS) 5,000

(333,500)
Bonds Payable.........cccooiiiiiiiiiiiiie (400,000) ..oviiieeees e e e eeee e, aaereeeeaee e
....................................................... (400,000)
Common Stock—Baxter.........cccocveeeiiiieenns (250,000) ..ccovciies e e e e
....................................................... (250,000)
Paid-In Capital in Excess of Par—Baxter ...... (1,250,000) ..... e e e e eeeeaee e
.................................................... (1,250,000)
Retained Earnings, April 1, 20X2—Baxter .... (1,105,000) ..... e (CV) 32,000 ...... e e e

.................................. (BIP) 1,350

.................................. (BIS) 560 (1,135,090)........
Common Stock—Crystal........cccvvviiiiiiiiiiies e (200,000) (EL) 160,000.....ccccceies i e, (40,000) ..............
Paid-In Capital in Excess of Par—Crystal ... ..o.ccccc...... (100,000) (EL) 80,000 s e (20,000) ....vv........
Retained Eamnings, April 1, 20X2—Crystal....  ................ (140,000) (EL) 112,000 oo oo oo oo
"""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" (BIS) 140 (27,860)..ccooos
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SAIES . (880,000) (630,000) (ISP) 32,000 ..cc.. s e e e
........................................................................................................ (S5) 30,000 (LABO00) s o
Dividend Income from Crystal ....................... (24,000)............. (CY2) 24,000 it e e e aenaree e
Cost of Goods SOId ........cceeeveeiiiiiiiieiieee, 704,000 504,000 (EIP) 1,320 BIP) ..o 1,350 ciiiiiiiiiiies s e
........................................................................................................ (EIS) 750 (ISP) 32,000 ...iiiiiiiiiiis e e e
................................................... (BIS) TO0 it e s
................................................... (ISS) 30,000 1,146,020, v e
Other EXPeNSES .......vvvveeeeeiiiiiiiieee e 130,000 81,000.......... (A e e, 211,000.ciicciiiiies e,
6,000........
To NCI (see distribution SCHEAUIE) .........ociiiiiieei e 8,990 (8,990) .....  eeiiiiees
To Controlling Interest (see distribution SChEAUIE) ...........ouiiiiiiiii e 81,990......ccc...ee _ (81,990).....
LI 2= LN N PSSR (90,850).............. -
.......................................................................................................................................................................................... (90,850)
Retained Earnings—Controlling INterest, March 31, 20X3 ... ... .uuiiiiiieiiiiiiiiit e e ettt et e e e e e et et e eeeeaa s st taeeeeaeeesasaaaeeeaeeesaasestseeeaeesaasntsneeaeesaannsaneens (1,192,080)
............................................................................................................................................................................................................ (1,192,080)
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Problem 4-2, Continued

Eliminations and Adjustments:

(cv) Convert to equity method:
Change in equity x 80% = $40,000 x 80% = $32,000.

(CY2) Eliminate intercompany dividends.

(EL) Eliminate parent’s share of subsidiary equity.

(D) Distribute excess to goodwill, according to determination and distribution of excess
schedule.

(BIP) Eliminate intercompany profit from beginning inventory on sales from Baxter to Crystal,
$9,000 x 15% = $1,350.

(ISP) Eliminate sales from Baxter to Crystal from April 20X2—March 20X3 ($32,000).

(EIP) Eliminate intercompany profit from ending inventory on sales from Baxter to Crystal,
$6,000 x 22% = $1,320.

(IAP) Eliminate intercompany trade balances on sales from Baxter to Crystal.

(BIS) Eliminate intercompany profit from beginning inventory on sales from Crystal to Baxter,
$3,500 x 20% = $700.

(ISS) Eliminate sales from Crystal to Baxter.

(EIS) Eliminate intercompany profit from ending inventory on sales from Crystal to Baxter,
$3,000 x 25% = $750.

(IAS) Eliminate intercompany trade balances on sales from Crystal to Baxter.

Determination and Distribution of Excess Schedule

PIICE PAIH.....eeiiiiiiie ettt e $425,000
Less interest acquired:

Total stockholders’ equity...........ccoovvvviiiiiiiiiiiiiiiiieee $400,000

INtEreSt ACUINEd .........uuveriiiiiiiiiiiiiiiiiiieiiiieeie e x_ 80% 320,000
(€7 o o 111/ | $105,000Dr.

Subsidiary Crystal Company Income Distribution

Unrealized profit in ending Internally generated net
INVENLOTY ..vvveeeeeee e, $750 INCOME... e $45,000
Realized profit in beginning
INVENTONY ...coooeeieeieeeeeeeeeeeeeee, 700
Adjusted income...........cccceeeeennen. $44,950
NClIshare......cccocovvvviviiiiiiiiiiiieee x_20%
NCliiiiiiiee e $ 8,990
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Problem 4-2, Concluded

Parent Baxter Corporation Income Distribution

Unrealized profit in ending Internally generated net
INVENTOTY ..vvveeeeciiiee e $1,320 INCOME.. e $46,000
Realized profit in beginning
101Y/=] 01 o] oY A 1,350
80% x Crystal adjusted
income of $44,950................... 35,960
Controlling interest .................. $81,990
(2) Baxter Corporation and Subsidiary Crystal Company

Consolidated Income Statement
For Year Ended March 31, 20X3

Sl S e ——————— $1,448,000
COSt Of GOOUS SOI ... 1,146,020
GrOSS PrOfIt e $ 301,980
E XIS S .. ittt 211,000
Consolidated NEt INCOME......cccoeiiiiee e $ 90,980
1Y 1] o 10 (= o 1 (o T\ 8,990
Distributed to controlling INTEreSt.........ccoiviiiiiiiie e $ 81,990

PROBLEM 4-3

QD Intercompany Merchandise Sales

Common Information:

OWNEISNIP INTEIEST.....coiiiiiieiii e 70%
Price paid (including direct acquisition COSES) ........cuuuuiiiiiriiiiiiiiiiie e, $350,000
Year of consolidation (1 = year of purchase)..........ccooeuuiiiiiiiiiiiiie e, 2
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Spider Corporation’s Balance Sheet before Purchase

Ch. 4—Problems

Priority assets:
Accounts receivable

Book Fair
Value Value Life

.................... 60,000 60,0001 Accounts payable ........

Book Fair
Value Value Life

40,000 40,0001

INVENTONY ..o 40,000 40,000 1 Bonds payable.......... 100,000 100,0005
Total priority assets ............... 100,000 100,000 Total liabilities ........ 140,000 140.000
Nonpriority assets:
Land ...ooeveeeeiieee e, 60,000 60,000—  Stockholders’ equity:
BUIldiNgS......cvvvviiieieieiiiiiiieiiiiiiinns 200,000 300,00020 Common stock, $1 par 10,000
Accumulated depreciation........... (50,000) Paid-in capital in
Equipment........cccociiiiiiiii, 72,000 100,0005 excess of par............ 90,000
Accumulated depreciation........... (30,000) Retained earnings .... 112,000
Total nonpriority assets......... 252,000 460,000 Total equity............... 212,000
Existing goodwill.............cccoonnee.
Total asSets ..ccccocvvvevceeevieeiieens 352,000 560,000 Value of net assets .... 212,000 420,000
Intercompany Merchandise Information
Parent Parent Subsidiary Subsidiary
Sales Percent Sales Percent
Current-year sales............ccccccevvvinnnnnnnn. $30,000
Unpaid account balance, year-end......... 6,000
Beginning inventory ............ccccccveeeeeeeenn. 8,000 25%
Ending inventory ............ccccvvveveiiiiiiinnnns 6,000 30%
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCoUNtS ........ccceeeevvivveeeeennne, $ (40,000) $ (28,000) $ (28,000)
Nonpriority aCCOUNtS ...............evveennes 460,000 322,000 294,000
Price Analysis
P e $350,000
ASSIgN tO Priority @CCOUNES .......uuvveviiiiiiiiiiiiiiiiiiiieiiiiiiiieeennees (28,000) full value
Assign to NONPriority aCCOUNTS ..........ceevieieiiiiiiieee e, 322,000 full value
GOoOAWIIL.....cee e 56,000
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Problem 4-3, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ....................o.ooee. $350,000
Less book value interest acquired:
Common StOCK ......ccceeeviiiiiiiiiiieeee e, $ 10,000
Paid-in capital in excess of par............. 90,000
Retained earnings...........cccceevvvvveeeeennn. 112,000
Total eqUItY.....cceviveeeeeiiieee e, $212,000
Interest acquired ............ccevvveevieenninnnnns x_  70% 148,400
Excess of cost over book value (debit)......... $201,600
Amortization
BUIlAINGS ...evvvviiiiiiiiiiiiiiiiiiaeees $105,000 20 debit D1 $5,250
Equipment ... 40,600 5 debit D2 8,120
GOoOodWill.....cooiiiiiii 56,000 debit D3
Total adjustments..........cccccvvvvvveinnnnnnn. $201,600
2) Amortization Schedules
Year of Consolidation 2
Account Adjustments Annual Current Prior
To Be Amortized Life  Amount Year Years Total Key
2T o 1o F 20 $ 5,250% 5,250% 5,250 $10,500A1
Equipment .........ccccvvviviviiiiiiiiiiians 5 8,120 8,120 8,120 16,240A2
Total amortizations....................... $13,370 $13,370 $13,370 $26,740
Intercompany inventory profit deferral:
Parent Parent Parent Sub. Sub. Sub.
Amount Percent Profit Amount Percent Profit
Beginning...........coeecuvvveeeen... — 0% — $8,000 25% $2,000
=0 o 1 0o [ — 0% — 6,000 30% 1,800
Subsidiary Spider Income Distribution
Ending inventory profit .................. $1,800 Internally generated net
1 aTe70] 0 1 [T $20,000
Beginning inventory profit.............. 2,000
Adjusted income...........cccceeeeennen. $20,200
NCI share......cccooeeeeviiieeeeiiieeeeeenen, x_ 30%
NCloiiiiiiiiiiieeeee $ 6,060
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Problem 4-3, Continued

Parent Panther Income Distribution

Buildings depreciation................... $5,250 Internally generated net
Equipment depreciation ................ 8,120 INCOME.....cceiiiiiiiee e, $165,000
70% share of Spider adjusted
income of $20,200................... 14,140
Controlling interest .................. $165,770
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Problem 4-3, Continued

Year of Consolidation 2
Consolidated Controlling Consolidated
Trial Balance Eliminations Net Retained Balance
Panther Spider Dr. Cr. Income NCI Earnings Sheet

CaSh. ..o 116,000 132,000 s i e e e 248,000

Accounts Receivable...........ccooovviivieieiiinneennn, 90,000 45,000 e (1A) 6,000 o e, 129,000

INVENTOTY .ot 120,000 56,000 @ e (El) 1,800 i e e 174,200

LaNd ..o 100,000 60,000 s i e e 160,000

Investment in Spider.........cccccceeeeeiviiiiieieeeeen, 378,000 s e, (CYL1) 14,000 i i e e,
........................... (CYy2) 7,000
......................................... (EL) 169,400  ....ccceevenenn
......................................... (D) 201,600 ..o

BUIlINGS....cvveeeiiieee e 800,000 200,000 (D1) 105,000 e e e e 1,105,000

Accumulated Depreciation ............cccceeevveennn. (220,000) (65,000)............ (A1) ... 10,500 i e

....................................................... (295,500)

EQUIPMENT ...t 150,000 72,000 (D2) 40,600 e e C e e 262,600

Accumulated Depreciation ............cccceevvveenn. (90,000) (46,000)............ (A2) ... 16,240  n s

....................................................... (152,240)

GOOAWIll ..o e e (D3) 56,000 e e e 56,000

Accounts Payable............ccccconiiiiiiieen (60,000) (102,000) (IA) 6,000..... s e e

....................................................... (156,000)

Bonds Payable........ccccccoiis e, (100,000) oo i e e e

....................................................... (100,000)

[T Yoo 10T o1 R (o] =10 0110 o0 PO

Common StOCK—SPIder......ccccccviiiiiiiiiiiies e (10,000) (EL) 7,000 .o (3,000)...  eeerieees

Paid-In Capital in Excess of Par—Spider......  .............. (90,000) (EL) 63,000 ...ocviiiiins e, (27,000) e

Retained Earnings—Spider........cccvvvcceiiiiies e, (142,000) (EL) 99,400 ..oiiiiiiiiis s e e e
........................... (BI) 600 (42,000) ..ccovvevies e

Common Stock—Panther...........c..cccoocuiieeeen. (100,000) ..vvvveeeees i e e e

....................................................... (100,000)

Paid-In Capital in Excess of Par—Panther.... (800,000) ..ccvvveeees i e e e

....................................................... (800,000)

Retained Earnings—Panther......................... (325,000) ............ (A1-A2)13,370 it e e e e
........................... (BI) 1,400
..................................................................................... (310,230)....ccccnvee.

SAIES i (800,000) (350,000) (IS) 30,000 (1,120,000)  ccoeviiiei e

Cost of GO0dS SOId .......cccevevveeiiiiiiieciieeeen 450,000 208,500 e (1S) 30,000 i e e
........................... (=) 1,800 (BI) 2,000 628,300

Depreciation Expense—Buildings.................. 30,000 7,500 (A1) 5250 42,750 it e e

Depreciation Expense—Equipment .............. 15,000 8,000 (A2) 8,120 .. 31,120 et e e

Other EXPENSES ......cvvvvveeeeiiiiiiiieee e 140,000 98,000 s e, 238,000 s s e,

INterest EXPeNnSe ... s 8,000 s s 8,000 s e

Subsidiary INCOME.......cccvviriiiiiiiieeeiieee s (14,000)............. (CY1) 14,000 c..cccoiiiiis e e e e

Dividends Declared—Spider ........cccccceeeeiiiies ceviiiiieeen. 10,000 . (CY2) 7,000 .o 3,000 e
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Dividends Declared—Panther....................... 20,000 s ennneeenn tinieiiie e e, 20,000 ..
TOtAIS ... 0 0 458,540 458,540 i e e e
(oK To] o Fott=To I N =] A o Toto] o 1 OO OO PP PPPRP PRI (171,830) ..coovccis e e
N[O IS - T PP P SRR 6,060 (6,060) cvvveviies e,
(ool plige] [[TaTo [ES] g = Uy O OO PP PP PTPRP PRI 165,770 ............. (165,770)......ueeeee...
[ OO PPPPPPTTUPR (75,060) ............. (75,060)
(%] e 7o) [ITale W R Lo e= Ul I=Te l SF Ta a1l o TSP PPPPROE (456,000) (456,000)
LI ] = 1 SRR 0
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Problem 4-3, Concluded

Eliminations and Adjustments:
(CY1)  Current-year subsidiary income.
(CY2)  Current-year dividend.

(EL) Eliminate controlling interest in subsidiary equity.
(D) Distribute excess.
(A) Amortize excess.
(1S) Eliminate intercompany sales during current period.
(1A) Eliminate intercompany unpaid trade accounts.
(Bl Defer beginning inventory profit.
(ED Defer ending inventory profit.
PROBLEM 4-4
QD Intercompany Merchandise Sales

Common Information:

OWNEISNIP INTEIEST ... e e e e e e e et e e e 70%
Price paid (including direct acquiSItion COSES) ..........uuuuuruimmimiiiiiiiiiiiiiiiiiiiiiieiennes $350,000
Year of consolidation (1 = year of purchase) ..........ccccoeieee, 2

Acquired Company's Balance Sheet before Purchase

Book Fair Book Fair
Value Value Life Value Value Life
Priority assets:
Accounts receivable ............... 60,000 60,0001  Accounts payable ......... 40,000 40,0001
Inventory........cccccevvveviiiienenen, 40,000 40,000 1 Bonds payable ....... 100,000 100,0005
Total priority assets........... 100,000 100,000 Total liabilities ......... 140,000 140,000
Nonpriority assets:
Land.....ccooeeiiiiiiie, 60,000 60,000— Stockholders’ equity:
Buildings ..., 200,000 300,00020 Common stock, $1 par . 10,000
Accumulated depreciation...... (50,000) Paid-in capital in
Equipment ........cccceeiiiiiienne 72,000 100,0005 excess of par............. 90,000
Accumulated depreciation...... (30,000) - Retained earnings ..... 112,000
Total nonpriority assets ... 252,000 460,000 Total equity................ 212,000
Existing goodwill......................
Total asSetS......ccccvvevveeireeneene 352,000 560,000 Value of net assets...... 212,000 420,000
Intercompany Merchandise Information
Parent Parent Subsidiary Subsidiary
Sales Percent Sales Percent
Current-year sales ..........c.cecvveeeeiveeeennn, $60,000 $40,000
Unpaid account balance, year-end......... 12,000 11,000
Beginning inventory ........ccccceeeevveivvvennnnn. 15,000 40% 10,000 25%
Ending inventory ..........ccccceeeeiiiiiiieeenen. 22,000 35% 6,000 30%
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Problem 4-4, Continued

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority acCoUNtS ........ccceeeeveivveeeeennnee. $ (40,000) $ (28,000) $ (28,000)
Nonpriority aCCOUNtS ..............evvvvennnes 460,000 322,000 294,000
Price Analysis
PG ettt a e e e e $350,000

AsSign to Priority aCCOUNES .........uvceeieeeeiieeeiiiee e,
Assign to NoNPriority aCCOUNTS ..........ceevvvvvviiiiieeeeeee e,
GOOAWIIL.....ceeeeeee e

(28,000) full value
322,000 full value
56,000

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevuneen. $350,000
Less book value interest acquired:
CommoN StOCK ...cvveeeeeeeee e $ 10,000
Paid-in capital in excess of par............. 90,000
Retained earnings...........ccccevvvvveenennn. 112,000
Total equity......cceeveeeeeeiiiiiiiieeeeenn. $212,000
Interest acquired ...............eevvveveeeininnnns x_  70% 148,400
Excess of cost over book value (debit)......... $201,600 Amortization
Periods Amortization
BUIlAINGS ...evvviiiiiiiiiiiiiiiiiiiieees $105,000 20 debit D1 $5,250
EQUIPMENt ... 40,600 5 debit D2 8,120
GoodWill....ccoeiieiii 56,000 debit D3
Total adjustments..........ccccceeeeeeeiiieiiinnnnn. $201,600
(2) Amortization Schedules
Year of Consolidation 2
Account Adjustments Annual Current Prior
To Be Amortized Life Amount Year Years Total Key
BuildingS.........vvvvvvvviiniiniinnns 20 $ 5,250 $ 5250 % 5,250
$10,500 ......ccumiiiiiirninnnns Al
Equipment ..........cccccvviiiiinnnns 5 8,120 8,120 _8,120 16,240
A2
Total amortizations............ $13,370 $13,370 $13,370 $26,740
Intercompany inventory profit deferral:
Parent Parent Parent Sub. Sub. Sub.
Amount Percent Profit Amount Percent Profit
Beginning.........ccoceeeeeecveeeen, $15,000 40% $6,000 $10,000 25%
=10 e |1 0o [ 22,000 35% 7,700 6,000 30%
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Problem 4-4, Continued

Subsidiary Spider Income Distribution

Ending inventory profit................... $1,800 Internally generated net
INCOME.. e $20,000
Beginning inventory profit.............. 2,500
Adjusted income...........ccccuvvveeeeennn. $20,700
NCI share......ccccccvvvviiiiiiiiiiiiiiin, x_30%
NCloiiiiiiiiiiiiiii $ 6,210

Buildings depreciation................... $5,250 Internally generated net
Equipment depreciation................. 8,120 INCOME....ccoviieeiiiie e $165,000
Ending inventory profit................... 7,700 70% share of Spider adjusted
income of $20,700................... 14,490
Beginning inventory profit.............. 6,000
Controlling interest .................. $164,420
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Year of Consolidation 2
Consolidated Controlling Consolidated
Trial Balance Eliminations Net Retained Balance
Panther Spider Dr. Cr. Income NCI Earnings Sheet

Cash. ..o 116,000 132,000 s e e e e 248,000

Accounts Receivable...........ccooovviiiiiieiiineeennn, 90,000 45,000 e, (1A) 23,000 s e e 112,000

INVENTOTY e 120,000 56,000 @ e (ED) 9,500 i e e 166,500

LaNd ..o 100,000 60,000 s s e e e 160,000

Investment in Spider.........ccccceeeeeiviiiieieeeeen, 378,000 ..ccciiiiees e, (CY1) 14,000 et e e e
.................................. (Cy2) 7,000
................................................... (EL) 169,400 it e e e
................................................... (D) 201,600 i e e

BUIlAINGS.....veiiiieriieee e 800,000 200,000 (D1) 105,000 i s e e 1,105,000

Accumulated Depreciation ............cccceeevveennn. (220,000) (65,000)............. (A1) ... 10,500 i e

....................................................... (295,500)

EQUIPMENt ...t 150,000 72,000 (D2) 40,600 i e e e 262,600

Accumulated Depreciation ............cccceeevveennn. (90,000) (46,000)............. (A2) ... 16,240 it e

....................................................... (152,240)

GOOAWIll ... e e (D3) 56,000 e e e e 56,000

Accounts Payable............ccccconiiiiiiieen (60,000) (102,000) (IA) 23,000 ...... e e

....................................................... (139,000)

Bonds Payable.........cccccoviiiiiiis e, 1001000 ) P

....................................................... (100,000)

[T E=Tod o 10T o1 R (o] £=10 0110 o o) P PUOR PO

Common StOCK—SPIder.......cccccvviiiiiiiiiiciiis e (10,000) (EL) 7,000 s e (3,000) ... e

Paid-In Capital in Excess of Par—Spider......  ........ccccce... (90,000) (EL) 63,000.....cccciiiiees e ..(27,000) .

Retained Earnings—Spider.......cccccovviiiiiiies evvvciiieene, (142,000) (EL) 99,400 .....cccciiiies i e e e
.................................. (BI) 750 (41,850)..ccccvieiies e

Common Stock—Panther...........c..cccoocuiieeeen. (100,000) ..vviiieeees e e e e e

....................................................... (100,000)

Paid-In Capital in Excess of Par—Panther.... (800,000) ..evvvieeees e e e e e

....................................................... (800,000)

Retained Earnings—Panther............c............ (325,000)............. (A1=A2)13,370 cooeeiiiiieiis e e e eerare e
.................................. (BI) 7,750
...................................................................................................... (303,880).....c...uue.

SAIES i (800,000) (350,000) (IS) 100,000.... (1,050,000)  ccoiiiiieis e

Cost of Goods Sold ...........coovveeiiiieieiiiieens 450,000 208,500 e (1s) 100,000 i e v e
.................................. (ED) 9,500 (BI) 8,500 559,500 it v e

Depreciation Expense—Buildings.................. 30,000 7,500 (A1) 5250 42,750 it e e

Depreciation Expense—Equipment .............. 15,000 8,000 (A2) 8,120 31,120 i e e

Other EXPeNSES ......cvvvveeeeeiiiiiiiieee e 140,000 98,000 s e, 238,000 e s e

INterest EXPeNSE .........euvviiiiiiiiiiiiiiiis e 8,000 s s 8,000 e e e

Subsidiary INCOMe........oooiiiiiiiiiiieiiee, (14,000) ............ (CY1)14,000 et e e eeeeeeee e eeeeae e

Dividends Declared—Spider ........ccccvccveeiiiies ceveveiiiiienen. 10,000 (CY2) 7,000 ... 3,000 i e

Dividends Declared—Panther....................... 20,000  iiiiiiiiiiiies iiieiiiieeiie iiiieesieieeiss eeeeeeeeeeseeeees eeeereeeeeeaan 20,000 ..
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TOtAlS...eeeee e 0 0 559,740 559,740  iciiicciiiiiiis e s eeeraee e
(%] a1o][{o Fo1 (=To N =] a1 (oo 0 L= SRRSO PPRPR (170,630) .cccviieiiis e e
N[O IS 3 - T SRS 6,210 (6,210) ...co. e
(ool plige] [[TaTo [ES] g = U= O OO EPPPRPPUPRP PRI 164,420............... _ (164,420)
N[ PSP PPPPPPTTPR (75,060).............. _
.......................................................................................................................................................................................... (75,060)

(%]l n 7o) [ITale W R TE t= Ul I=Te l =F Ta a1l o TP UP PP PPPPRROE (448,300)
............................................................................................................................................................................................................... (448,300)
10 =L PO SO PRTURP PRI 0
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Problem 4-4, Concluded

Eliminations and Adjustments:

(CY1)  Current-year subsidiary income.

(CY2)  Current-year dividend.

(EL) Eliminate controlling interest in subsidiary equity.

(D) Distribute excess.

(A) Amortize excess.

(1S) Eliminate intercompany sales during current period.

(1A) Eliminate intercompany unpaid trade accounts.

(Bl Defer beginning inventory profit [Panther = $6,000 + (70% x $2,500)].

(ED Defer ending inventory profit.

PROBLEM 4-5
Determination and Distribution of Excess Schedule

Price paid for investment in Jenkins Company.............cccccevueeennnns $960,000
Less interest acquired:

Common StOCK ($5 Par)...ccceeeeeeieeeeeen $ 450,000

Paid-in capital in @XCess Of Par............cccuvvevvieeiiiiiiiiiiiiiiiinnns 180,000

Retained €arniNgS..........uuuuuuuuuuuiiiiiiiiiiiiiiiiiieiiiiieieeeieenieeeennes 370,000

Total stockholders’ equity ..o, $1,000,000

INtEreSt ACUIrEd .........uuviiiiiiiiiiiiiiiiiiiiiiiiieee e X 80% 800,000
Excess of price paid over book value (debit balance) ................... $160,000
Adjustments to accounts:

Land ($75,000 X 80%0).....ccceerrirumrrrrrieeeeeeaaiiiiiereeeee e e $ 60,000 Dr.

GOOAWIIL ... 100,000 Dr.
Total adjUSIMENTS ....ccoiiiiiiii e $160,000
Price paid for investment in Jenkins Company stock:
Jenkins Company stock outstanding ($450,000 + $5 par)............. 90,000 shares
OWNErShiP INTEIEST......ccoiiiiiiiiii x_ 80%
Shares acquired.........ccooovviiiiiii 72,000
Silvio Corporation shares issued (72,000 + 3)......ccccevvvviiiiiinnnnnnn. 24,000
Market value of Shares...........ccccocvveeeiiiiiice e X $40
Price paid for 70% iNteresSt.........ccovv e $960,000

Eliminations and Adjustments:

(CY1l) Eliminate the entry recording the parent’s share of the subsidiary’s net income.

(EL) Eliminate the parent’s (80%) share of Jenkins Company equity against the investment.

(D) Distribute excess according to the determination and distribution schedule.

(Bl Eliminate the intercompany profit of $7,500 (30% x $25,000) from beginning inventory.

(1S) Eliminate intercompany sales.

(ED Eliminate intercompany profit remaining after write-down of ending inventory,

(30% x $35,000) — $7,000 = $3,500.
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Problem 4-5, Continued

(LN1) Eliminate intercompany note.

(LN2) Eliminate the intercompany interest on note, accrued receivable, and accrued payable

(12% x 4/12 x 1/2 x $10,000).

Subsidiary Jenkins Com

pany Income Distribution

Internally generated net

INCOME.. e $110,000
Adjusted income...........ccoeeeeenneen.. $110,000
NCI share.......ccooeveeviiiieeeeeieeeeeeeen, X  20%
NCL e $ 22,000
Parent Silvio Corporation Income Distribution

Unrealized profit in ending Internally generated net
INVENTOTY ..vvvvvvveviiiiiiiiiiiiivaeaaans $3,500 INCOME...n e $116,500

80% x Jenkins adjusted
income of $110,000................. 88,000

Realized profit on beginning

INVENTONY.....covviviieee e, 7,500
Controlling interest .................. $208,500

214


http://downloadslide.blogspot.com

Ch. 4—Problems

Problem 4-5, Concluded

Silvio Corporation and Subsidiary Jenkins Company
Worksheet for Consolidated Financial Statements
For Year Ended December 31, 20X3

Eliminations Consolidated Controlling Consolidated
Trial Balance and Adjustments Income Retained Balance
Silvio Jenkins Dr. Cr. Statement NCI Earnings Sheet
Cash. ..o 140,000 205,200 e e e e e 345,200
Accounts Receivable...........ccooovviiveeieiiinieennn, 285,000 110,000 e s e e e ———
Interest Receivable...........cccccoiiiiiiiiinnnn. 1,500 s e, (LN2) 200 s e e
Notes Receivable.........cccccceeveiiiiiiiiieiiieeenen, 50,000 .ooiiiiiiiis e (LN1) 10,000 i s e
INVENTOTY .o 470,000 160,000 e (ED) 3,500 s e
LaNd ..o 350,000 300,000 (D1) 60,000 i e e e
Depreciable Fixed Assets.......c.ccccocevvveeneennn. . 1,110,000 810,000 s i e e e
Accumulated Depreciation ............cccceeevveennn. (500,000) (200,000) ....cccciie i e e eeveee e
....................................................... (700,000)
Intangibles........coooveviiiie B0,000 i e e e ——
Investment in Jenkins Company ................... 1,128,000 .cccocveiiiiiees e (CY1) 88,000 it e e
................................................... (EL) 880,000 it e e
................................................... (D) 160,000 i e e
GOOAWIll ..ot e e (D2) 100,000 s e e e
Accounts and Notes Payable ...................... (611,500) (175,000) (LN1) 10,000.....ccccciiiics erevrviieeiiiies aeerieee s eerreee e
....................................................... (776,500)
Interest Payable ..........ccccooiiiiiiis e, (200) (LN2) 200 e i e e e
Common Stock—SilViO.........cuveveeieeiiiiiiieee. (400,000) ..eviiieeees e e e e e
....................................................... (400,000)
Paid-In Capital in Excess of Par—Silvio........ (1,235,000) ..... s e s e e
.................................................... (1,235,000)
Retained Earnings, January 1, 20X3—Silvio..... (958,500) ..eviiiieies s e e e reeeea e aeeeaeaeeeeans
.................................. BI) 7,500 (951,000)...............
Common Stock—Jenkins.......cccoocieiiiiiiiiies e (450,000) (EL) 360,000......ccccciis e ...(90,000) .o,
Paid-In Capital in Excess of Par—Jenkins.....  ................. (180,000) (EL) 144,000.....ccccccccees iveeieee, ...(36,000) ..
Retained Earnings, January 1, 20X3—Jenkins — ................. (470,000) (EL) 376,000......cccciis e ... (94,000) ..
Treasury Stock (at COSt) ........oovcvvieeeieeriiiiins 0 31151100 PP 315,000
SAIES oo (1,020,000) (500,000) (IS) 140,000 (1,380,000)  .iovviiiiis e,
INterest INCOME .......oooeivviiiiiiieceeeeeeee (1,500)............ (LN2) 200 e (1,300) ciiiiiiiiiiies e e
Subsidiary INCOME ..o, (88,000)............. (CY1)88,000 oot e e eeeeerreeeees eeeeae e
Cost of GO0dS SOId ........cceveveeiiiiiiie e 705,000 300,000 (EI) 3,500 (BI) 7500 oo e e
................................................... (1s) 140,000 861,000 it v e
Other EXPENSES ......covvviiiviiiiieiiieeiee e 200,000 90,000 ... (LN2) 200 289,800 v e e
0 0 1,289,400 1,289,400  iicciiiciiiiis i e e
(0o ETo] o Fott=To l N =T o o Toto] 1 1 OSSP PRI 230,500) cciiiiiiiies e e
NCI (s€e diStrIDULION SCREAUIE) ....ccoiiiiiiiieie et e e st e e et e e s anbe e e e s nreee s 22,000 (22,000)...cccciiiiees e
Controlling Interest (see distribution SChETUIE) ...........oooiiiiiiii e 208,500  Leeeeeeen... (208,500)...............
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Retained Earnings—Controlling Interest, DECEMDET 31, 20X3 ... oot i ittt ettt e e e e e et et et ae e e e s e ateeeeaaaaaaaaseseeeeaaaeaaasssseeaaaaesaannssneeaeeeaannesneens (1,159,500)
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PROBLEM 4-6

Parcel Corporation and Subsidiary Sack Corporation
Worksheet for Consolidated Financial Statements
For Year Ended August 31, 20X3

Ch. 4—Problems

Controlling Consolidated

CaSN .
Accounts Receivable (net) .........ccccveeveneeen.
Notes Receivable ..........cccocveiiiieeeniiieennen.
Inventory, August 31, 20X3.........cueuemvmininnnnnne
Investment in Sack Corporation ...................
Plant and EQUIPMENt.........ccoeeeiiiieeniiiie e,
Accumulated Depreciation ............ccccceveeeeenn.
Other ASSEtS ....coooiiiiiiieeee e
Accounts Payable ...........cccccoiiiiiiiine
....................................................... (130,200)
Notes Payable.........cocoveiviiieiiiie e,
......................................................... (25,000)
Bonds Payable..........ccccooviiiiii
....................................................... (300,000)
Common Stock ($10 par)—Parcel ................
....................................................... (290,000)
Paid-In Capital in Excess of Par—Parcel.......
....................................................... (110,000)
Retained Earnings, September 1, 20X2—Parcel
Common Stock ($10 par)—SacK...................
Paid-In Capital in Excess of Par—Sack ........

Subsidiary INCOME........cceeeriiiiiiiieieiiieee
Interest INCOME ...........euvvieiminiiiiiiiiiiiiee
Interest EXpense .........cccccvvvvivininininiiiiinininnnn,
Gain on Sale of Equipment ...........cc.occvveeeen.
Dividends Declared ............cccccovviveriiniennnnnn.

Eliminations Consolidated

Trial Balance and Adjustments Income
Parcel Sack Dr. Cr. Statement NCI
120,000 50,000 e s s
115,000 18,000 s e e rrerrr—————
................. 10,000
175,000 34,000 e
217,440 ...cooeee (CY2) 5,600 (CY1) 23,040 .t s
................................................... (EL) 200,000 ...
990,700 295,000 e (F1S) 9,000 s s
................................................... (F1P) 63,000 ...
(170,000) (85,000) (F1S) 3,000 ..ccooviiiiiiies e eeeeeeeen
.................................. (F2S) 3,000
.................................. (F2P) 6,300
28,000 oo
(80,000) (50,200) ...ccccieiee i e eeeeree e
22510100 PP
(300,000) ..ccccciies i e e eeear -
(290,000) ...cccciies i e e eeeaa -
(110,000) .ccccciiies i e e eeera e
(498,850)............ (F1S)4,800 coiiiiiiiis e e

................. (70,000) (EL) 56,000.................

................. (62,000) (EL) 49,600.......ccccee....

................. (118,000) (EL) 94,400.................
.................................. (F1S) 1,200
(920,000) (240,000)....ccccce. e, (1,160,000)
598,000 132,000 e e, 730,000  ...oeeeeeeeeeees
108,000 80,000 ...l (F2S) 3,000 178,700  .ooeeeeeeees
................................................... (F2P) 6,300 ..o
(23,040)............. (CY1)23,040 it e e
................. (800) [(21010) IR
37,750 s i i 37,750
(63,000)............. (FIP)B3,000 cociiiiiiieiis e e
90,000 7,000 ... (CY2) 5600 ..o, 1,400
0 0 309,940 309,940 s e

Retained Balance
Earnings Sheet
................ 170,000
................. 133,000
................. 10,000
................. 209,000
1,213,700
e (242,700)
e 28,000
(494,050)...............
... (14,000) .o,
.. (12,400) e,
... (22,400) e,
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CoNSONAAtEA NEL INCOIME ......oiiiiiiiiie ittt e et b e e e b e et e e e sbe e e nbe e e nne e e nbneennee s
To NCI (see distribution schedule).............cccociiiniieeiinnenn.
To Controlling Interest (see distribution schedule)
TOAI NCI ..o e
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Problem 4-6, Concluded

Subsidiary Sack Corporation Income Distribution

Internally generated net

INCOME....ceeieeeeeee e, $28,800
20X3 amortization of

deferred gain on 20X1

sale of truck............c.ooeeeee. (F2S) 3,000
Adjusted income...........cc......... $31,800
NCI share.......ccooveevvviiiiieiinn, x  20%
NCLoeeei e, $ 6,360

Parent Parcel Corporation Income Distribution

20X3 deferred gain on Internally generated net
sale of equipment............... (F1P) $63,000 INCOME.......oeeiiiiiiieeeeeee, $239,250
20X3 amortization of the
deferred gain..................... (F2P) 6,300
80% x Sack adjusted
income of $31,800............. 25,440
Controlling interest .................. $207,990

Eliminations and Adjustments:

(CY1) Eliminate the entry recording the parent’s share of the subsidiary net income.

(CY2)  Eliminate the parent’s share of Sack’s dividends declared.

(EL) Eliminate the investment in Sack and the parent’s share (80%) of the subsidiary equity
balances.

(F1S)  Eliminate the prior-year intercompany gain ($14,000 — $5,000 = $9,000) less the $3,000
realized gain. Adjust the asset and the accumulated depreciation.

(F29) Adjust current-year Depreciation Expense and Accumulated Depreciation for the inter-
company truck sale effect ($9,000 + 3 = $3,000).

(F1P) Eliminate the current period intercompany gain on the sale of the equipment, and re-
establish its net book value by reducing the account by $63,000.

(F2P) Adjust current-year Depreciation Expense and Accumulated Depreciation for the inter-
company sale of equipment effect ($63,000 +~ 10 = $6,300).
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PROBLEM 4-7

(1)

Intercompany Merchandise Sales
Fixed Asset Profit

Common Information:

OWNEISNIP INTEIEST ... 80%
Price paid (including direct acquisition COStS) ..........cceeiieeeiiiiiiiiiiiee e, $440,000
Year of consolidation (1 = year of purchase) ...........ccccvvvviiiiiiiiiiiee e, 2

Salsa Company’s Balance Sheet before Purchase

Book Fair Book Fair
Value Value Life Value Value Life
Priority assets:
Accounts receivable................... 60,000 60,0001  Accounts payable ......... 40,000 40,0001
INVENLOIY ... 40,000 40,000 1 Bonds payable ....... 100,000 100,0005
Total priority assets ......