Advanced Accounting 12th Edition Fi scher Sol utions Manual

CHAPTER 2

UNDERSTANDING THE ISSUES

1. (a) Jacobson has a passive level of own-
ership and in future periods will record
dividend income of only 15% of Bil-
trite’s declared dividends. Jacobson will
also have to adjust the investment to
market value at the end of each period.
Jacobson has an influential level of
ownership and in future periods will
record investment income of 40% of
Biltrite’s net income. Any dividends
declared by Biltrite will reduce the in-
vestment account but will not affect the
investment income amount.

Jacobson has a controlling level of
ownership and in future periods will add
100% of Biltrite’s net income to its own
net income. Biltrite’s nominal account
balances will be added to Jacobson’s
nominal accounts. Any dividends de-
clared by Biltrite will not affect Jacob-
son’s income.

(b)

(c)

(d) Jacobson has a controlling level of
ownership and in future periods will add
100% of Biltrite’s net income to its own
net income. All (100%) of Biltrite’s nom-
inal account balances will be added to
Jacobson’s nominal account balances.
This will result in consolidated net in-
come, followed by a distribution to the
non-controlling interest equal to 20% of
Biltrite’s income. Any dividends de-
clared by Biltrite will not affect Jacob-
son’s income.

2. The elimination process serves to make the
consolidated financial statements appear
as though the parent had purchased the
net assets of the subsidiary. The invest-
ment account and the subsidiary equity ac-
counts are eliminated and replaced by the
subsidiary’s net assets.

3. (a) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value.........ccccocoeeviiiinieeeeene $1,200,000 $1,200,000 N/A
Fair value of net assets excluding goodwill. 800,000 800,000
GoOdWill ... $ 400,000 $ 400,000
Net Assets—marked up 300,000 ($800,000 fair value — $500,000 book value)
Goodwill—$400,000 ($1,200,000 — $800,000)
(b) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........cccccoeeveeeniiiennnne $1,200,000 $960,000 $240,000
Fair value of net assets excluding goodwill. 800,000 640,000 160,000
GOoOAWIll ... $ 400,000 $320,000 $ 80,000

Net Assets—marked up $300,000 ($800,000 fair value — $500,000 book value)

Goodwill—$400,000 ($1,200,000 — $800,000)

The NCI would be valued at $240,000 (20% of the implied company value) to allow the full rec-

ognition of fair values.
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4. (a) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........c.cccoueeveecreecreenen. $1,000,000 $1,000,000 N/A
Fair value of net assets excluding goodwill. 850,000 850,000
GOoOAWIll ... $ 150,000 $ 150,000

The determination and distribution of excess schedule would make the following adjustments:
$1,000,000 price — $350,000 net book value = $650,000 excess to be allocated as follows:

Current assets ........cocoveeeeiiiiie e $ 50,000
Fixed assets .......ccccoveeeieeiii i 450,000
GoOodWill ..o 150,000
$650,000
(b) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value..........cccoocevrieiieninnnens $ 500,000 $ 500,000 N/A
Fair value of net assets excluding goodwiill. 850,000 850,000
Gain on acquisition ..........cccccoiiiiiiiieeen. $ (350,000) $ (350,000)

The determination and distribution of excess schedule would make the following adjustments:
$500,000 price — $350,000 net book value = $150,000 excess to be allocated as follows:

CUIrent @sSetS.........coocueeeceeeeceeeee e $ 50,000
Fixed assets.......ccccciniiii 450,000
Gain on acquisition ..........ccccceeeeiiiiice e, (350,000)
$ 150,000
5. (a) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fairvalue............ccocoeeeveeenececnneen. $1,000,000* $800,000 $200,000
Fair value of net assets excluding goodwiill. 850,000 680,000 170,000
GOoOodWIll.....oeeeeiiiiiieeeie e $ 150,000 $120,000 $ 30,000

*$800,000/80% = $1,000,000.

The determination and distribution of excess schedule would make the following adjustments:

$800,000 parent’s price — (80% x $350,000 net book value) ............. $520,000
NCI adjustment, $200,000 — (20% x $350,000 net book value) ......... 130,000
Total adjustment to be allocated ..........ccceeeeeiiiiiiiiieee e, $650,000 as follows:
CUITENE @SSEES ...eveiieiie ettt $ 50,000
FiXed @SSEIS ...euii s 450,000
GOOAWI ...t a e e 150,000
$650,000
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Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........c.cccoueeveecreecreenen. $770,000** $600,000 $170,000*
Fair value of net assets excluding goodwill. 850,000 680,000 170,000
Gain on acquisition ..........ccccceeeeiiiciiiieeee, $(80,000) $(80,000) N/A
*Cannot be less than the NCI share of the fair value of net assets excluding goodwiill.
**$600,000 parent price + $170,000 minimum allowable for NCI = $770,000.
$600,000 parent’s price — (80% x $350,000 book value) ............... $320,000
NCI adjustment, $170,000 — (20% x $350,000 net book value)..... 100,000
Total adjustment to be allocated ...........ccooeiiiiii e, $420,000 as follows:
(101 (=Y a1 (=TT 1= £ PO $ 50,000
FiXed @SSELS ..covveeieeeeeeeee e 450,000
Gain ON ACUISITION .....eeviiiiiie e (80,000)
$420,000
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............c.ccoeeeveeirereneenen. $1,000,000* $800,000 $200,000
Fair value of net assets excluding goodwill. 850,000 680,000 170,000
GOoOAWIll ... $ 150,000 $120,000 $ 30,000

*$800,000/80% = $1,000,000

The NCI will be valued at $200,000, which is 20% of the implied company value. The NCI ac-
count 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 in excess of par, and retained earnings.
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Ch. 2—Exercises 2-4
EXERCISES
EXERCISE 2-1
Santos Corporation
Pro Forma Income Statement
Ownership Levels
10% 30% 80%
SAIES ... $700,000 $700,000 $1,150,000
Cost of goods SOId ........evvvviiiiiiiiiiiiiiiiaes 300,000 300,000 600,000
Gross Profit ..o $400,000 $400,000 $ 550,000
Selling and administrative expenses.............ccccco..... 120,000 120,000 200,000
Operating iNCOME..........cccuveieiiiieeiee e $280,000 $280,000 $ 350,000
Dividend income (10% x $15,000 dividends)........... 1,500
Investment income (30% x $70,000 reported
INCOIME) ..t 21,000
NEt INCOME ... $281,500 $301,000 $ 350,000
Noncontrolling interest (20% x $70,000 reported
INCOIME) ..tiiiiee et 14,000
Controlling interest..........ccccciiiiiiiiiiciiceccee e, $ 336,000
EXERCISE 2-2
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value ...........cccceeeeeveeeeeiiiiee e, $530,000 $530,000 N/A
Fair value of net assets excluding goodwill
($280,000 book value + $20,000)...........ccccnuee 300,000 300,000
GOOAWIll ..o $230,000 $230,000
1. (@) CaSh . 20,000*
Accounts Receivable. ..., 70,000
[ LY=o (o] Y 100,000
Property, Plant, and Equipment ($270,000 + $20,000)..... 290,000
GOOAWIll ... 230,000
Current LiabilitieS.......ccuvveeeeeeeeeeeeeee e 80,000
Bonds Payable ... 100,000
CaSh . 530,000*

*Cash may be shown as a net credit of $510,000.
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Exercise 2-2, Concluded

(b) Glass Company
Balance Sheet
Assets

Current assets:

Cash ... $ 30,000

Accounts receivable ..o, 120,000

INVENOTY ... 150,000 $ 300,000
Property, plant, and equipment (net)..................... 520,000
GOoOAWIll .. 230,000
Total assets.........coovvviiiiiiiiiiiee $1,050,000

Liabilities and Stockholders’ Equity

Liabilities:

Current liabilities ..o $220,000

Bonds payable............cccceeieieieiieiece e, 350,000 $ 570,000
Stockholders’ equity:

Common stock ($100 par).......ccccceeeeeeveeeenneee. $200,000

Retained earnings .........cccovviiiiiieiii e 280,000 480,000
Total liabilities and stockholders’ equity ................ $1,050,000

2. (a) Investmentin PlastiC........ccccccouniimiiiiiiiiiiiniiiin 530,000
Cash .. 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).
EXERCISE 2-3
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value ..........ccoooiiiiiieiiiieeeeeen To be determined N/A
Fair value of net assets excluding goodwill.............. $580,000* $580,000
Goodwill

Gain on acquisition

*$420,000 net asset book value + $40,000 inventory increase + $20,000 land increase +
$100,000 building increase = $580,000 fair value.

(1) Goodwill will be recorded if the price is above $580,000.
(2) A gain will be recorded if the price is below $580,000.
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2-6
EXERCISE 2-4
(1) Investmentin Paint, INC. .......coooiiiiiiiiiiii e 980,000
CaSN e 980,000
Acquisition Costs EXpense ...........ccccceevvviiiiiiiieeeeeeeeee 10,000
CaASN e ————— 10,000
(2) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccccceeeeeiieeecieciee e, $980,000 $980,000 N/A
Fair value of net assets excluding goodwill ...... 900,000* 900,000
GOoOAWill...evveeeeeeieeeee e $80,000 $80,000

*$700,000 net book value + $50,000 inventory increase + $150,000 depreciable fixed

assets increase = $900,000 fair value.

Determination and Distribution of Excess Schedule

Company Parent
Implied Price
Fair Value (100%)
Fair value of subsidiary.............. $980,000 $980,000
Less book value of interest acquired:
Common stock ($10 par)........ $300,000
Paid-in capital in excess of par 380,000
Retained earnings .................. 20,000
Total stockholders’ equity... $700,000 $700,000
Interest acquired..................... 100%
Book value..........ccceeveviiiiiiiiinnnns $700,000
Excess of fair value over book
value.......ooooee $280,000 $280,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($250,000 fair —
$200,000 book value)............. $ 50,000 debit D1
Depreciable fixed assets
($750,000 fair — $600,000
book value)..........ccccuuvueieennenn. 150,000 debit D2
GoodWill......coeveiiiiiiiiieee e, 80,000 debit D3

Total ... $280,000

NCI
Value

(0%)
N/A
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Exercise 2-4, Concluded

Elimination entries:

Ch. 2—Exercises

Common Stock ($10 par)—Paint...........cccoeoieiiiiiieieeeee 300,000
Paid-In Capital in Excess of Par—Paint ............ccccovvvvvieennennn. 380,000
Retained Earnings—Paint ..........cccooiiiiiie 20,000
Investment in Paint, INC..........ccoooviiiiiiii e, 700,000
L NVZ=T ] (o] Y 50,000
Depreciable Fixed ASSetS.......ccccvvvviiiiii e 150,000
GOOAWIll ... 80,000
Investment in Paint, INC......oooniieiie e 280,000
EXERCISE 2-5
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccoceeeeeiieeecieciiee e, $ 700,000 $ 700,000 N/A
Fair value of net assets excluding goodwill ...... 885,000 885,000
Goodwill
Gain on acquisition ..............uevvveiiieiiiiii, $(185,000)  $(185,000)
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Price paid for investment........... $700,000 $700,000 N/A
Less book value of interest acquired:
Common stock ($5 par).......... $200,000
Paid-in capital in excess of par 300,000
Retained earnings .................. 175,000
Total equity........cccceevrenenee. $675,000 $675,000
Interest acquired.................... 100%
Book value..........cccevveviiiiiiiiinnns $675,000
Excess of fair value over book
Value...ooooooiiiiieee e $ 25,000 $ 25,000
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Exercise 2-5, Concluded
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($215,000 fair —
$200,000 book value)............. $ 15,000 debit D1
Property, plant, and equipment
($700,000 fair — $500,000
book value)..........cccvuvieeeennnn. 200,000 debit D2
Computer software ($130,000
fair — $125,000 book value).... 5,000 debit D3
Premium on bonds payable
($200,000 fair — $210,000
book value).........cccccvvvvivinnnnnns (10,000) credit D4
Gain on acquisition .................... (185,000) credit D5
Total . $ 25,000
Elimination entries:
Common Stock ($5 par)}—Genall...........cccccovevveiiiieiieeiieeee 200,000
Paid-In Capital in Excess of Par—Genall .............ccccoevveveeenen. 300,000
Retained Earnings—Genall ..............ccoooviiiiiiii 175,000
Investment in Genall Company .........cccccovviiiiiieiiie e 675,000
INVENTONY .. 15,000
Property, Plant, and Equipment.............ccovviiiiiiin e, 200,000
Computer SOftWare...........uuuuuuuiiiii e 5,000
Gain on ACQUISILION .......vuuiiiieiieece e 185,000
Premium on Bonds Payable...........cccccciiiiiiiiiieeicceee e, 10,000
Investment in Genall Company .............cccoeeeeeeeiiii e, 25,000
EXERCISE 2-6
(a) Value of NCI implied by price paid by parent
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........cccccoeeeevneeececieeeee, $1,000,000* $800,000 $200,000**
Fair value of net assets excluding goodwill ...... 820,000 656,000 164,000
GOoOAWill ... $ 180,000 $144,000 $ 36,000

*$800,000/80% = $1,000,000.
**$1,000,000 x 20% = $200,000.
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Exercise 2-6, Continued

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $1.000,000 $800,000 $200,000
Less book value of interest
acquired:
Common stock ($5 par).......... $ 100,000
Paid-in capital in excess of par 150,000
Retained earnings .................. 250,000
Total equity......cccoovvieennns $ 500,000 $500,000 $500,000
Interest acquired..................... 80% 20%
Book value..........ccccovveeeeecienenns $400,000 $100,000
Excess of fair value over book
ValUE ...ooviiiiiie e $ 500,000 $400,000 $100,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($250,000 fair —
$200,000 book value)............. $ 50,000 debit D1
Land ($200,000 fair —
$100,000 book value)............. 100,000 debit D2
Building ($650,000 fair —
$450,000 book value)............. 200,000 debit D3
Equipment ($200,000 fair —
$230,000 book value)............. (30,000) credit D4
GoodWill.....cooveeiiiiiiiiieee e, 180,000 debit D5
Total oo $500,000
(b) NCI = 4,000 shares at $45
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........ccccceeeeecveeececieeee, $980,000 $800,000 $180,000*
Fair value of net assets excluding goodwill ...... 820,000 656,000 164,000
GOOAWIll ... $160,000 $144.000 $ 16,000

*4,000 shares x $45.
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Exercise 2-6, Continued

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $980,000 $800,000 $180,000
Less book value of interest acquired:
Common stock ($5 par).......... $100,000
Paid-in capital in excess of par 150,000
Retained earnings .................. 250,000
Total equity........cccvvvveeneen. $500,000 $500,000 $500,000
Interest acquired.................... 80% 20%
Book value..........cccoveeeveeeeiins $400,000 $100,000
Excess of fair value over book
Value....ooooeiiiiiiee e $480,000 $400,000 $ 80,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($250,000 fair —
$200,000 book value)............. $ 50,000 debit D1
Land ($200,000 fair —
$100,000 book value)............. 100,000 debit D2
Building ($650,000 fair —
$450,000 book value)............. 200,000 debit D3
Equipment ($200,000 fair —
$230,000 book value)............. (30,000) credit D4
GoodWill......coeeeiiiiiiiiiiieee e, 160,000 debit D5
Total . $480,000
(c) NCI = 20% of fair value of net tangible assets
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............cccceevivenieiiieceeien $964,000 $800,000 $164,000*
Fair value of net assets excluding goodwill ...... 820,000 656,000 164,000
GOOAWIll ... $144,000 $144,000 $ 0

*Equal to 20% of fair value of net identifiable assets.
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Exercise 2-6, Continued

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $964,000 $800,000 $164,000
Less book value of interest acquired:
Common stock ($5 par).......... $100,000
Paid-in capital in excess of par 150,000
Retained earnings .................. 250,000
Total equity.......cccevvinennns $500,000 $500,000 $500,000
Interest acquired..................... 80% 20%
Book value..........cccoeeeeeeeeiiinns $400,000 $100,000
Excess of fair value over book
Value...oooooiiiiiiiiee e $464,000 $400,000 $ 64,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($250,000 fair —
$200,000 book value)............. $ 50,000 debit D1
Land ($200,000 fair —
$100,000 book value)............. 100,000 debit D2
Building ($650,000 fair —
$450,000 book value)............. 200,000 debit D3
Equipment ($200,000 fair —
$230,000 book value)............. (30,000) credit D4
GoodWill.....cooveeiiiiiiiiieee e, 144,000 debit D5
Total o, $464,000
(2) Elimination entries:
(a) Value of NCI implied by price paid by parent
Common Stock ($5 par}—Commo (80%).......cceeeueereerieernennne 80,000
Paid-In Capital in Excess of Par—Commo (80%) ..........cccc...... 120,000
Retained Earnings—Commo (80%) .......ccceeevvcviiieiiiiiiieeeiee. 200,000
Investment in Commo Company .........cccoeeeeeeeieeeeeee e 400,000
L NVZ=T ] (o] Y 50,000
6= o PR 100,000
BUIIAING ..t 200,000
GOOAWIll ... 180,000
EQUIPMENt ... 30,000
Investment in Commo Company (excess remaining)........... 400,000
Noncontrolling Interest (to adjust to fair value)..................... 100,000
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Exercise 2-6, Concluded

(b) NCI = 4,000 shares at $45

Common Stock ($5 par)}—Commo (80%).......ccceerurereerieernennne 80,000
Paid-In Capital in Excess of Par—Commo (80%) ..........cccc...... 120,000
Retained Earnings—Commo (80%) ........ccceeevvciiiieiiiiiiicceee. 200,000
Investment in Commo Company .........cccoeevviiieeeeeeeniniieee 400,000
L NVZ=T ] (o] Y 50,000
6= o RPN 100,000
BUIIAING .. 200,000
GOOAWIll ... 160,000
EQUIPMENt ... 30,000
Investment in Commo Company (excess remaining)........... 400,000
Noncontrolling Interest (to adjust to fair value)..................... 80,000
(c) NCI = 20% of fair value of net tangible assets
Common Stock ($5 par)—Commo (80%)........ccccvuveeireeerrrrennne. 80,000
Paid-In Capital in Excess of Par—Commo (80%) ..........c......... 120,000
Retained Earnings—Commo (80%) .......cccceeevvviiieiiiiiiicceiee. 200,000
Investment in Commo Company .........cccoeevviieeeeeieenieiiieee 400,000
LY=o (o] Y 50,000
6= o To [ PR SSSPPPRRP 100,000
BUIIAING ..o 200,000
L€ ToTo T 11/ PP 144,000
EQUIPMENt ... 30,000
Investment in Commo Company (excess remaining)........... 400,000
Noncontrolling Interest (to adjust to fair value)..................... 64,000
EXERCISE 2-7
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........cccceeeeevveeececieeee, $646,000 $512,000**  $134,000*
Fair value of net assets excluding goodwill ...... 670,000 536,000 134,000
Gain on acquisition ..............ccceeeeiieiiiiiiiiiiiiinnes $(24,000) $(24,000) N/A

*Must at least equal fair value of assets.
**8,000 shares x $64.
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Exercise 2-7, Concluded

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Price paid for investment........... $646,000 $512,000 $134,000
Less book value of interest acquired:
Common stock ($5 par).......... $ 50,000
Paid-in capital in excess of par 130,000
Retained earnings .................. 370,000
Total equity........cccvvvveeeenn. $550,000 $550,000 $550,000
Interest acquired.................... 80% 20%
Book value.........ccccvveeeveeeeiins $440,000 $110,000
Excess of fair value over book
valu€.......ooovveviieei e, $ 96.000 $ 72,000 $ 24,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key

Inventory ($400,000 fair —

$280,000 book value)............. $ 120,000 debit D1
Property, plant, and equipment

($500,000 fair — $400,000

book value).........cccceecuveveennnne 100,000 debit D2
Goodwill ($0 fair — $100,000
book value)..........ccccvvvvivinnnnnes (100,000) credit D3
Gain on acquisition .................... (24,000) credit D4
Total . $ 96,000

(2) Elimination entries:

Common Stock ($5 par) (80%) ....c.eeeeveeeeeeiieeeeeieeeiee e 40,000

Paid-In Capital in Excess of Par (80%).........cccovviiiiviieeeeeennnnns 104,000

Retained Earnings (809%0).... . ueerieeeiiiiiiiiieeie e 296,000
Investment in Sundown Company ..........cocccueiieeeeeeeniinnnnee. 440,000

L NYZ=T ] (o] Y 120,000

Property, Plant, and Equipment..............cccvieiiiiin e, 100,000
(€ 0T o 11 | PSP 100,000
Gain on Acquisition (Venus retained earnings).................... 24,000
Investment in Sundown Company (excess remaining)........ 72,000
Noncontrolling Interest (to adjust to fair value)..................... 24,000
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EXERCISE 2-8
(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............cccceevvivenieiiieieeinnn $500,000 $400,000* $100,000
Fair value of net assets excluding goodwill ...... 390,000 312,000 78,000
GOOAWIl ... $110,000 $ 88,000 $22,000

*1,000 prior shares included at $50 ($350,000/7,000 shares) per share, the market value

on January 1, 2020. $350,000 + $50,000 = $400,000.

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $500,000 $400,000 $100,000
Less book value of interest acquired:
Common stock ($10 par)........ $100,000
Retained earnings .................. 240,000
Total equity.......ccccvvveennnnen. $340,000 $340,000 $340,000
Interest acquired.................... 80% 20%
Book value........ccccceeuvveecuneennen. $272,000 $ 68,000
Excess of fair value over book
Value...oooooiiiiiieee e $160,000 $128,000 $ 32,000

Adjustment of identifiable accounts:

Worksheet
Adjustment Key
Equipment ($150,000 fair —
$100,000 book value)............. $ 50,000 debit D1
GoOodWill ....oveeeeieeieeeeeeeeeeee, 110,000 debit D2
Total oo, $160,000
(2) Investmentin Delta..........coooviviiiiiiiiiiiiiiiiiieeeeeeeeeeee s 350,000
CaAS N s
Investment in Delta (1,000 % $50) .......ccccoveeeieiiieeeeeieee e 50,000

Available-for-Sale Investment ...
Unrealized Gain on Investment

350,000

42,000
8,000

Note: Applicable allowance for any market value adjustment would also be reversed.
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EXERCISE 2-9

Ch. 2—Exercises

(1) Investment in Craig Company ........ccccccceeeiiiiiiiiiiieeiee e 950,000
CaSN e 950,000
(2) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value..........ccccceeveeeiieeeiiie e $950,000 $950,000 N/A
Fair value of net assets excluding goodwill ...... 900,000
GOOAWIll ... $ 50,000
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Fair value of subsidiary.............. $950,000 $950,000 N/A
Less book value of interest acquired:
Common stock ($10 par)........ $300,000
Retained earnings .................. 420,000
Total equity.......ccccvvveeveenee.. $720,000 $720,000
Interest acquired..................... 100%
Book value...........ccoevvveeeiieinnnnn, $720,000
Excess of fair value over book
Value...oooooviiiiieeeee e $230,000 $230,000

Adjustment of identifiable accounts:

Worksheet
Adjustment Key

Land ($250,000 fair — $200,000

book value)..........ccccuvvieeennnnn. $ 50,000 debit D1
Building ($700,000 fair —

$600,000 book value)............. 100,000 debit D2
Discount on bonds payable

($280,000 fair — $300,000

book value).........cccccvvvevininnnns 20,000 debit D3
Deferred tax liability ($40,000

fair — $50,000 book value)...... 10,000 debit D4
GoodWill.....cooveeiiiiiiiiiieee e, 50,000 debit D5

Total coveeeieei $230,000
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Exercise 2-9, Concluded

(3) Adjustments on Craig books:

1= T T 50,000
=W o [T o PP 100,000
Discount on Bonds Payable............ccccccovviiiiiiiiiiiiiiiiiiiie 20,000
(€070 o 171 T 50,000
Deferred Tax Liability........coooevveiiiiiiiiiiieiiieeeeeeeeeeeeeeeeeeeeeeee 10,000
Paid-In Capital in Excess of Par............ccccceeeeeiii 230,000

(4) Elimination entries:

1070110100 10] 0 1S ) (o] QR 300,000
Paid-In Capital in Excess of Par ..o, 230,000
Retained Earnings .........ovciiiiiiiiieci e 420,000
Investment in Craig Company ..........cccceevviiiiiiieeieeeeeene 950,000
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APPENDIX EXERCISE

EXERCISE 2A-1

Ch. 2—Exercises

Big
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (60%)"° (40%)°
Company fair value ..........cccooceiiiiiiiiie e $5,000° $5,000
Fair value of net assets excluding goodwill.............. 3,000 3.000
GOOAWIll ..o $2,000 $2,000
@Values are prior to acquisition (200 shares x $25 market value).
Determination and Distribution of Excess Schedule
Big
Company Parent
Implied Price NCI
Fair Value (100%) Value
Fair value of subsidiary .................... $5,000 $5,000 Less book value of interest
acquired:
Common stock ($1 par)............... $ 200
Paid-in capital in excess of par ... 800
Retained earnings............c.oee. 1,000
Total equity.......ccoecvvvieeeennenn. $2,000 $2,000
Interest acquired ..........ccceevvvennes 100%
Book value ..........ccoooevivieiiiiniiiiiininnn, $2,000
Excess of fair value over book
ValUB...oooiiii i 3,000 3,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Fixed assets ($3,000 fair —
$2,000 book value)...................... $1,000 debit D1
GoodWill ...eeeeeieeiii 2,000 debit D2
Total e $3,000
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(1)

2-18
PROBLEMS
PROBLEM 2-1
Investment in Downes Company .............ceeeveeiiiiniiiiieeeeee e 810,000*
Common StOCK ($71 PAr) ..cveeeeeeeieeie e 18,000
Paid-In Capital in Excess of Par ($810,000 — $18,000 par). 792,000
*18,000 shares x $45.
Acquisition Expense (close to Retained Earnings).................. 40,000
CaASN e ———————— 40,000
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccccceeeeecieeecieiiee e, $810,000 $810,000 N/A
Fair value of net assets excluding goodwill ...... 430,000 430,000
GOoOAWill ... $380,000 $380,000
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Fair value of subsidiary.............. $810,000 $810,000 N/A
Less book value of interest acquired:
Common stock ($1 par).......... $ 20,000
Paid-in capital in excess of par 180,000
Retained earnings .................. 140,000
Total equity.......ccccvvvveeennenn. $340,000 $340,000
Interest acquired.................... 100%
Book value...........ccoevvveeeiieinnenn, $340,000
Excess of fair value over book
Value...oooooiiiiiiiieee e $470,000 $470,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($80,000 fair —
$60,000 book value)............... $ 20,000 debit D1
Land ($90,000 fair — $40,000
book value).........cccccvvveiinnnnnes 50,000 debit D2
Building ($150,000 fair —
$120,000 book value)............. 30,000 debit D3
Equipment ($100,000 fair —
$110,000 book value)............. (10,000) credit D4
GoodWill.....cooveeeiiiiiiiieeeees 380,000 debit D5
Total ., $470,000
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Ch. 2—Problems

Problem 2-1, Concluded

Roland Company and Subsidiary Downes Company
Consolidated Balance Sheet
July 1, 2016

Assets

Current assets:

O NEE @SSELS ... et $ 80,000*

Inventory (including $20,000 adjustment) ............cc............. 200,000

$ 280,000

Long-lived assets:

Land (including $50,000 increase)..........cc.ccccvvveeeeecveeeeennnee. $190,000

Building (including $30,000 increase) ...........ccceeeevveeeuvennnee. 450,000

Equipment (including $10,000 decrease)............cccccccuve...... 530,000

(€ ToT0 o 1T/ 1| TN 380,000 1,550,000
TOtAl @SSELS . .ceeeieeeeee e $1,830,000

Liabilities and Stockholders’ Equity

Current Habilities .......ooueeee e $ 240,000
Stockholders’ equity:

CommoN StOCK, PAr.......c..eeeeiecieee et $ 58,000

Paid-in capital in excess of par ......cccccoeeeviiiiieiiiiiie, 1,152,000

Retained earnings ... 380,000**
Total stockholders’ equIty ..........cccuvviiiiiiiiiiie e 1,590,000
Total liabilities and stockholders’ equity.........ccccccceeeiierieeninnnnnnn. $1,830,000

*$50,000 + $70,000 less $40,000 acquisition costs.
**$420,000 less $40,000 acquisition costs.
PROBLEM 2-2

Investment in Downes Company..........ccccccvvevviieviieeieeeeieeeeeee, 630,000*

Common StOCK ($71 PAI) ..cveeeeeeeiieciieeieeee e 14,000

Paid-In Capital in Excess of Par ($630,000 — $14,000 par). 616,000
*14,000 shares x $45.
Acquisition Expense (close to Retained Earnings)................... 40,000

LOF= 1= o [T 40,000
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Problem 2-2, Continued

(2) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value.........c.cccceeeeevieeecieecce, $787,500* $630,000 $157,500
Fair value of net assets excluding goodwill ...... 430,000 344,000 86,000
GOOAWIl ... $357,500 $286,000 $ 71,500
*$630,000/80%.

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $787,500 $630,000 $157,500
Less book value of interest acquired:
Common stock ($10 par)........ $ 20,000
Paid-in capital in excess of par 180,000
Retained earnings .................. 140,000
Total equity.......ccccvvveennnnen. $340,000 $340,000 $340,000
Interest acquired.................... 80% 20%
Book value........ccccceeuvveecuneennen. $272,000 $ 68,000
Excess of fair value over book
Value...oooooiiiiiieee e $447.500 $358,000 $ 89,500

Adjustment of identifiable accounts:

Worksheet
Adjustment Key

Inventory ($80,000 fair —

$60,000 book value)............... $ 20,000 debit D1
Land ($90,000 fair — $40,000

book value)..........ccccevverinnnnnns 50,000 debit D2
Building ($150,000 fair —

$120,000 book value)............. 30,000 debit D3
Equipment ($100,000 fair —

$110,000 book value)............. (10,000) credit D4
GoodWill......coeveiiiiiiiiiiiieee, 357,500 debit D5

Total .o $447.500
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Problem 2-2, Concluded

(3) Roland Company and Subsidiary Downes Company
Consolidated Balance Sheet
July 1, 2016

Assets
Current assets:
O NEE @SSELS ... et $ 80,000*
Inventory (including $20,000 adjustment) ............cc............. 200,000
$ 280,000
Long-lived assets:
Land (including $50,000 increase)..........cc.ccccvvveeeeecveeeeennnee. $190,000
Building (including $30,000 inCrease) .........ccccoevvevveevveenenns 450,000
Equipment (including $10,000 decrease)........c.cccceeeueenenne. 530,000
GOOAWIll . 357,500 1,527,500
Total @sSSets ..coooveeieei i $1,807,500
Liabilities and Stockholders’ Equity
Current Habilities .......ooueeee e $ 240,000
Stockholders’ equity:
Common StOCK (PAr).....cc.ueieeieciiie e $ 54,000
Paid-in capital in excess of par ......cccccoeeeviiiiieiiiiiie, 976,000
Retained earnings ... 380,000**
Total controlling interest............oooooeiiii $1,410,000
Noncontrolling interest ..., 157,500
Total stockholders’ equity .........ccooeeevieiiii $1,567,500
Total liabilities and stockholders’ equity.............ccccceeeiiiiininnee. $1,807,500
*$50,000 + $70,000 less $40,000 acquisition costs.
**$420,000 less $40,000 acquisition costs.
PROBLEM 2-3
(1) Investment in Entro Corporation ...........cccccoviiiiiiiiiiiiieeeiniiie 400,000
CaASN e 400,000
(2) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........cccceeeeeviiiee i $400,000 $400,000 N/A
Fair value of net assets excluding goodwill ...... 420,000 420,000
Gain on acquisition (retained earnings)............ $(20,000) $(20,000)
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Problem 2-3, Concluded

Determination and Distribution of Excess Schedule

Company Parent
Implied Price
Fair Value (100%)
Price paid for investment........... $400,000 $400,000
Less book value of interest acquired:
Common stock ($5 par).......... $ 50,000
Paid-in capital in excess of par 250,000
Retained earnings .................. 70,000
Total equity......c..cceevvenene.. $370,000 $370,000
Interest acquired.................... 100%
Book value..........cceevviiiiiiiiiennn, $370,000
Excess of fair value over book
valu€.......oooovieiiicei e, $ 30.000 $ 30,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($100,000 fair —
$80,000 book value)............... $ 20,000 debit D1
Land ($40,500 fair — $40,000
book value).........ccccvvvvivininnnns 500 debit D2
Building ($202,500 fair —
$180,000 net book value)....... 22,500 debit D3
Equipment ($162,000 fair —
$160,000 net book value)....... 2,000 debit D4
Discount on bonds payable
($95,000 fair — $100,000
book value)..........cccevvvvvivinnnns 5,000 debit D5
Gain on acquisition .................... (20,000) credit D6
Total covveeieee $ 30,000
(3) Elimination entries:
Common StOCK—ENTrO........uuuuiieii
Paid-In Capital in Excess of Par—ENntro........ccccccceevvvevveeennnnnee.

Retained Earnings—Entro
Investment in Entro Corporation

BUIIAING ..o
Equipment........oo

Discount on Bonds

Payabile...........

Retained Earnings, Carlson (controlling gain).....................

Investment in Entro Corporation

NCI
Value

(0%)
N/A

50,000

70,000

2-22

370,000

20,000
30,000
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(1)

(2)

Ch. 2—Problems

PROBLEM 2-4
Investment in Express Corporation...........ccccccvvvvvvieviieiiieiiennnnnn. 320,000
CaSN e 320,000
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value..........cccceeeeeeiieeececiieeee, $405,400**  $320,000 $85,400*
Fair value of net assets excluding goodwill ...... 427,000 341,600 85,400
Gain on acquisition (retained earnings)............ $(21,600) $(21,600) $ 0]
*NCI minimum allowed is equal to fair value of net assets.
**Parent’s 80% + NCI's minimum.
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Price paid for investment............ $405,400 $320,000 $ 85,400
Less book value of interest acquired:
Common stock ($10 par)........ $ 50,000
Paid-in capital in excess of par 250,000
Retained earnings .................. 70,000
Total equity.......ccccvvvieeennnnn. $370,000 $370,000 $370,000
Interest acquired..................... 80% 20%
Book value..........cccovveeeeecnenenn, $296,000 $ 74,000
Excess of fair value over book
Value..oooooiiiiiiiieiee e $ 35,400 $ 24,000 $ 11,400
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($100,000 fair —
$80,000 book value)............... $20,000 debit D1
Land ($50,000 fair — $40,000
book value)..........ccccevvevnnnnnnns 10,000 debit D2
Buildings ($200,000 fair —
$180,000 net book value)....... 20,000 debit D3
Equipment ($162,000 fair —
$160,000 net book value)....... 2,000 debit D4
Discount on bonds payable
($95,000 fair — $100,000
book value)..........ccccvvveninnnnnns 5,000 debit D5
Gain on acquisition..................... (21,600) credit D6
Total . $ 35,400
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2-24
Problem 2-4, Concluded
(3) Elimination entries:
Common Stock—Express ($50,000 % 80%).......cceereerrueerunnnne. 40,000
Paid-In Capital in Excess of Par—Express ($250,000 x 80%). 200,000
Retained Earnings—Express ($70,000 x 80%).........cccccveeueenne 56,000
Investment in Express Corporation...........cccooeeeeeeiieeeen. 296,000
L NVZ=T ] (o] Y 20,000
6= o RPN 10,000
BUIIAINGS oo 20,000
EQUIPMENT.....oee 2,000
Discount on Bonds Payable.........ccccccceeiiiiiiiiiiicci e, 5,000
Retained Earnings—Penson (controlling gain) .................... 21,600
Investment in Express Corporation...........ccooeeeeeiieeieeen. 24,000
Retained Earnings—Express (NCI equity share)................. 11,400
PROBLEM 2-5
Investment in Robby Corporation ............cccccooiiiiiiiiiiiis 480,000
CaASN e 480,000
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............cccceeeeeciiee e, $480,000 $480,000 N/A
Fair value of net assets excluding goodwill ...... 417,000 417,000
GOoOAWIll ... $ 63,000 $ 63,000
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Fair value of subsidiary.............. $480,000 $480,000 N/A
Less book value of interest acquired:
Common stock ($5 par).......... $ 50,000
Paid-in capital in excess of par 250,000
Retained earnings .................. 70,000
Total equity......c..cceevvennnne.. $370,000 $370,000
Interest acquired.................... 100%
Book value.........ccccevviiiiiiiiiiinnn, $370,000
Excess of fair value over book
value.......ooooe $110,000 $110,000
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Problem 2-5, Concluded

Adjustment of identifiable accounts:

Inventory ($100,000 fair —
$80,000 book value)
Land ($55,000 fair — $40,000

book value)

Buildings ($200,000 fair —
$180,000 net book value)

Equipment ($150,000 fair —
$160,000 net book value)

Discount on bonds payable
($98,000 fair — $100,000

book value)

GoodWill .....eeveeeiiiiin

Buildings .........cooevveeiinnnnn.
Discount on Bonds Payable
Goodwill........uveeniiiiiinnnnes

Equipment

Paid-In Capital in Excess of Par

Worksheet

Adjustment Key

$ 20,000 debit D1
15,000 debit D2
20,000 debit D3
(10,000)  credit D4
2,000 debit D5

63,000 debit D6
$110,000

Ch. 2—Problems

20,000
15,000
20,000
2,000
63,000
10,000
110,000
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PROBLEM 2-6
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccoceeeeviiiee e, $450,000 $450,000 N/A
Fair value of net assets excluding goodwill ...... 335,000 335,000
GOOAWIll ... $115,000 $115,000
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Fair value of subsidiary.............. $450,000 $450,000 N/A
Less book value of interest acquired:
Common stock ($5 par).......... $ 50,000
Paid-in capital in excess of par 70,000
Retained earnings .................. 130,000
Total equity........ccccovevvenennen. $250,000 $250,000
Interest acquired..................... 100%
Book value..........ccceeveviiiiiiiiinnns $250,000
Excess of fair value over book
valu€.......ooooiveiiieei e, $200,000 $200,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($140,000 fair —
$120,000 book value)............. $ 20,000 debit D1
Land ($45,000 fair — $35,000
book value)..........ccccvveveennnennn. 10,000 debit D2
Building and equipment
($225,000 fair — $180,000
net book value)............ccc.uueee. 45,000 debit D3
Copyright ($25,000 fair —
$10,000 book value)............... 15,000 debit D4
Premium on bonds payable
($105,000 fair — $100,000
book value)..........ccccuvvveeeenennn. (5,000) credit D5
Goodwill ($450,000 —
$335,000) ....ccciiieiieeeieeeee, 115,000 debit D6
Total . $200,000
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Problem 2-6, Concluded

(2) Aron Company and Subsidiary Shield Company
Worksheet for Consolidated Balance Sheet

December 31, 2015

Ch. 2—Problems

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Aron Shield Dr. Cr. Sheet
Cash ..o 185,000 40,000 s e, 225,000
Accounts Receivable.................. 70,000 30,000 100,000
Inventory........ccccoeceeeeiiieee e, 130,000 120,000 (D1) 20,000 ... 270,000
Investment in Shield................... 450,000  eeees (EL) 250,000  ............
..................................... (D) 200,000
Land ..o 50,000 35,000 (D2) 10,000 ... 95,000
Buildings and Equipment ........... 350,000 230,000 (D3) 45,000 ... 625,000
Accumulated Depreciation ......... (100,000)  (50,000) e e (150,000)
Copyrights ......coooeiviiiieeiiieees 40,000 10,000 (D4) 15,000 ... 65,000
GOoOAWIll....vveeeciiiiiccicc e e e, (D6) 115,000 ... 115,000
Current Liabilities ....................... (192,000) (65,000) e e, (257,000)
Bonds Payable........c.cccccccveveveiees i, (100,000) s e (100,000)
Discount (premium)......cccccvvciies it eeeeeeee e (D5) 5,000 (5,000)
Common Stock—Shield ..............  ........... (50,000) (EL) 50,000 e
Paid-In Capital in Excess of
Par—Shield.....cccccovviiiiiiiiis e, (70,000) (EL) 70,000 s e
Retained Earnings—Shield........  ............ (130,000) (EL) 130,000
Common Stock—Aron ............... (100,000)  .oooeceeeees e e, (100,000)
Paid-In Capital in Excess of
Par—Aron ......ccccceevcveeeeiee, (250,000)  cooeeeeeees e e, (250,000)
Retained Earnings—Aron .......... (633,000) oo e eeeiisee.. (633,000)
Totals v 0 0 455,000 455,000 0
Eliminations and Adjustments:
(EL) Eliminate investment in subsidiary against subsidiary equity accounts.
(D) Distribute $200,000 excess of cost over book value to:
(D1) Inventory, $20,000.
(D2) Land, $10,000.
(D3) Buildings and equipment, $45,000.
(D4) Copyrights, $15,000.
(D5) Premium on bonds payable, ($5,000).
(D6) Goodwill, $115,000.
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PROBLEM 2-7
(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............cccceevvivenieiiieieeinnn $400,000 $320,000 $80,000
Fair value of net assets excluding goodwill ...... 335,000 268,000 67,000
GOOAWIll ... $65,000 $52,000 $13,000
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $400,000 $320,000 $ 80,000
Less book value of interest acquired:
Common stock ($5 par).......... $ 50,000
Paid-in capital in excess of par 70,000
Retained earnings .................. 130,000
Total equity........cccvvvveeeenn. $250,000 $250,000 $250,000
Interest acquired..................... 80% 20%
Book value..........cccoveeeeeeeiiins $200,000 $ 50,000
Excess of fair value over book
Value....ooooviiiiieee e $2150000 $120,000 $ 30,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($140,000 fair —
$120,000 book value)............. $ 20,000 debit D1
Land ($45,000 fair — $35,000
book value)..........ccccvveveennnennn. 10,000 debit D2
Buildings and equipment
($225,000 fair — $180,000
net book value)............ccc.uueee. 45,000 debit D3
Copyrights ($25,000 fair —
$10,000 book value)............... 15,000 debit D4
Premium on bonds payable
($105,000 fair — $100,000
book value)..........ccccuvvveeeenennn. (5,000) credit D5
GoodWill.....cooveeiiiiiiiiiiieeeeees 65,000 debit D6

Total ..o $150,000
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Problem 2-7, Concluded

Ch. 2—Problems

(2) Aron Company and Subsidiary Shield Company
Worksheet for Consolidated Balance Sheet
December 31, 2015
Eliminations Consolidated
Balance Sheet and Adjustments Balance
Aron Shield Dr. Cr. NCI Sheet
Cash ..o, 315,000 40,000 s e e, 355,000
Accounts Receivable.............. 70,000 30,000 e e v, 100,000
Inventory........ccccoveeeeecveeeeenee, 130,000 120,000 (D1) 20,000 e 270,000
Investment in Shield............... 320,000 s (EL) 200,000  .coooeeeees e,
..................................... (D) 120,000
Land....ccccoeviiiiieeiiee e 50,000 35,000 (D2) 10,000 e 95,000
Buildings and Equipment........ 350,000 230,000 (D3) 45,000 @ e 625,000
Accumulated Depreciation ..... (100,000)  (50,000) et e e, (150,000)
Copyrights ......coooviiiiiiiiee 40,000 10,000 (D4) 15,000 @ eh e 65,000
L€ ToTo o 171/ | (D6) 65,000 e 65,000
Current Liabilities.................... (192,000) (65,000) s e e (257,000)
Bonds Payable .........cccccccceeeee. i, (100,000) e e, (100,000)
Discount (premium) ......cccccceee vvviiiies e, (D5) 5,000 (5,000)
Common Stock—Shield .........  ........... (50,000) (EL) 40,000 ... (10,000)  ............
Paid-In Capital in Excess of
Par—Shield ......cccccccvvviiiices e (70,000) (EL) 56,000 ... (14,000) ............
Retained Earnings—Shield .... ............ (130,000) (EL) 104,000 (NCI) 30,000 (56,000) ............
Common Stock—Aron............ 100,000)  cccoceeeees v e (100,000)
Paid-In Capital in Excess of
Par—Aron ......cccocvveeiinen, (250,000)  ccccceeeees s e e (250,000)
Retained Earnings—Aron....... (633,000)  .eooieeiees e e, (633,000)
Noncontrolling Interest ...........  _cccoeeeee evvvvieeees s i, (85,000)__ (85,000)
TotalS...ooooiiiieeceieee e, 0 0 355,000 355,000 0 0

Eliminations and Adjustments:

(EL)

(D)/(NCI)

(D1) Inventory, $20,000.

(D2) Land, $10,000.

(D3) Buildings and equipment, $45,000.
(D4) Copyrights, $15,000.

(D5) Premium on bonds payable, ($5,000).
(D6) Goodwill, $65,000.

Eliminate investment in subsidiary against 80% of the subsidiary equity accounts.
Distribute $120,000 excess of cost over book value and $30,000 NCI adjustment to:
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PROBLEM 2-8
(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccoceeeeviiiee e, $500,000 $500,000 N/A
Fair value of net assets excluding goodwill ...... 450,000 450,000
GOOAWIll ... $ 50,000 $ 50,000
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Fair value of subsidiary.............. $500,000 $500,000 N/A
Less book value of interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 90,000
Retained earnings .................. 60,000
Total equity........ccccovevvenennen. $160,000 $160,000
Interest acquired..................... 100%
Book value..........ccceeveviiiiiiiiinnns $160,000
Excess of fair value over book
valu€.......ooooiveiiieei e, $340,000 $340,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($60,000 fair —
$50,000 book value)............... $ 10,000 debit D1
Land ($80,000 fair — $40,000
book value)..........ccccvveveennnennn. 40,000 debit D2
Buildings ($320,000 fair —
$150,000 net book value)....... 170,000 debit D3
Equipment ($60,000 fair —
$40,000 net book value)......... 20,000 debit D4
Copyright ($50,000 fair —
$0 book value)..........ccceeenneee.. 50,000 debit D5
GoodWill.....covveeiiiiiiiiieees 50,000 debit D6
Total . $340,000
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Problem 2-8, Concluded

(2) Palto Company and Subsidiary Saleen Company
Worksheet for Consolidated Balance Sheet
January 1, 2015

Ch. 2—Problems

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Palto Saleen Dr. Cr. Sheet
Cash ..o, 61,000  .eees e 61,000
Accounts Receivable.............. 65,000 20,000 85,000
Inventory........ccccoveeeeecveeeeenee, 80,000 50,000 (D1) 10,000 ... 140,000
Investment in Saleen.............. 500,000 ... (EL) 160,000 ...
..................................... (D) 340,000
Land....ccccoeviiiiieeiiee e 100,000 40,000 (D2) 40,000 ... 180,000
Buildings .......coovvvciiieiiiiiees 250,000 200,000 (D3) 170,000 .......... 620,000
Accumulated Depreciation ..... (80,000) (50,000) s e (130,000)
Equipment ... 90,000 60,000 (D4) 20,000 ... 170,000
Accumulated Depreciation ..... (40,000) (20,000) s e (60,000)
Copyright ...t e e (D5) 50,000 ... 50,000
GOoOAWill.....coiiiiiiiiiii e e e (D6) 50,000 ... 50,000
Current Liabilities.................... (80,000) (40,000) s e, (120,000)
Bonds Payable ....................... (200,000) (100,000) e e (300,000)
Common Stock ($1 par)—
Saleen ... e, (10,000) (EL) 10,000 s e
Paid-In Capital in Excess of
Par—Saleen......ccccccvvcvcces veviiieen, (90,000) (EL) 90,000 n e
Retained Earnings—Saleen... ........... (60,000) (EL) 60,000 ...h e
Common Stock—Palto........... (20,000) e e (20,000)
Paid-In Capital in Excess of
Par—Palto..........ccceeeeeenneee.. (180,000)  ccoveeeeees e e (180,000)
Retained Earnings—Palto....... (546,000) oo ieeeieenn meeeeeea (546,000)
TotalS...ooooicieieceeeee e, 0 0 500,000 500,000 ...
NONCONErOllING INTEFEST ... e e
Controlling Retained Earnings..........coouiiiiiiiiiiiiiiee e ieee s aeeeeesies
o= 7P 0
Eliminations and Adjustments:
(EL) Eliminate the investment in the subsidiary against the subsidiary equity accounts.
D) Distribute $340,000 excess of cost over book value as follows:

1) Inventory, $10,000.
2) Land, $40,000.

3) Buildings, $170,000.
4) Equipment, $20,000.
5) Copyright, $50,000.
6) Goodwill, $50,000.
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PROBLEM 2-9
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccoceeeeviiiee e, $400,000 $400,000 N/A
Fair value of net assets excluding goodwill ...... 450,000 450,000
Gain on acquisition ..............eevvvviiieiiiii, $(50,000) $ (50,000)
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Price paid for investment........... $400,000 $400,000 N/A
Less book value of interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 90,000
Retained earnings .................. 60,000
Total equity........ccccovevvenennen. $160,000 $160,000
Interest acquired..................... 100%
Book value..........ccceeveviiiiiiiiinnns $160,000
Excess of fair value over book
valu€.......ooooiveiiieei e, $240,000 $240,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($60,000 fair —
$50,000 book value)............... $ 10,000 debit D1
Land ($80,000 fair — $40,000
book value)..........ccccvvvvvinnnnnns 40,000 debit D2
Buildings ($320,000 fair —
$150,000 net book value)....... 170,000 debit D3
Equipment ($60,000 fair —
$40,000 net book value)......... 20,000 debit D4
Copyright ($50,000 fair —
$0 book value)..........cccceeennee. 50,000 debit D5
GaiN ..o (50,000) debit D6
Total . $240,000
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Problem 2-9, Concluded

Ch. 2—Problems

(2) Palto Company and Subsidiary Saleen Company
Worksheet for Consolidated Balance Sheet
January 1, 2015
Eliminations Consolidated
Balance Sheet and Adjustments Balance
Palto Saleen Dr. Cr. Sheet
Cash ..o 161,000  .coocccees s e 161,000
Accounts Receivable.............. 65,000 20,000 85,000
Inventory........ccccoveeeeecveeeeenee, 80,000 50,000 (D1) 10,000 ... 140,000
Investment in Saleen.............. 400,000 ... . (EL) 160,000 ...
..................................... (D) 240,000
Land....ccccoeviiiiieeiiee e 100,000 40,000 (D2) 40,000 ... 180,000
Buildings .......coovvvciiieiiiiiees 250,000 200,000 (D3) 170,000 .......... 620,000
Accumulated Depreciation ..... (80,000) (50,000) s e (130,000)
Equipment ... 90,000 60,000 (D4) 20,000 ... 170,000
Accumulated Depreciation ..... (40,000) (20,000) s e (60,000)
Copyright ...t e e (D5) 50,000 ... 50,000
L0 Yo A1/ 1 N
Current Liabilities.................... (80,000) (40,000) s e, (120,000)
Bonds Payable ....................... (200,000) (100,000) e e (300,000)
Common Stock ($1 par)—
Saleen ... e, (10,000) (EL) 10,000 s e
Paid-In Capital in Excess of
Par—Saleen......ccccccvvcvcces veviiieen, (90,000) (EL) 90,000 n e
Retained Earnings—Saleen... ........... (60,000) (EL) 60,000 ...h e
Common Stock—Palto........... (20,000) e e (20,000)
Paid-In Capital in Excess of
Par—Palto..........ccceeeeeenneee.. (180,000)  ccoveeeeees e e (180,000)
Retained Earnings—Palto....... (546,000) oo i, (D6) 50,000 (596,000)
TotalS...ooooicieieceeeee e, 0 0 450,000 450,000 ...l
NONCONErOllING INTEFEST ... e e
Controlling Retained Earnings..........coouiiiiiiiiiiiiiiee e sieee e siees eeeeesies
TOtalS. . e, 0
Eliminations and Adjustments:
(EL) Eliminate the investment in the subsidiary against the subsidiary equity accounts.
D) Distribute $240,000 excess of cost over book value as follows:

Land, $40,000.

Inventory, 10,000.

1)

2)

3) Buildings, $170,000.
4) Equipment, $20,000.
5) Copyright, $50,000.
6) Gain on acquisition (close to Palto’s Retained Earnings), $50,000.
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PROBLEM 2-10

(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............cccceevvivenieiiieieeinnn $492,000 $400,000 $92,000*
Fair value of net assets excluding goodwill ...... 450,000 360,000 90,000
GOOAWIl ... $ 42,000 $ 40,000 $ 2,000

*2.,000 shares x $46.

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $492,000 $400,000 $ 92,000
Less book value of interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 90,000
Retained earnings .................. 60,000
Total equity.......ccccvvveennnnen. $160,000 $160,000 $160,000
Interest acquired.................... 80% 20%
Book value..........ccccovveeeeecuneneen, $128,000 $ 32,000
Excess of fair value over book
Value...oooooiiiiiieee e $332,000 $272,000 $ 60,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($60,000 fair —
$50,000 book value)............... $ 10,000 debit D1
Land ($80,000 fair — $40,000
book value)..........ccccvvvveeennnnn. 40,000 debit D2
Buildings ($320,000 fair —
$150,000 net book value)....... 170,000 debit D3
Equipment ($60,000 fair —
$40,000 net book value)......... 20,000 debit D4
Copyright ($50,000 fair —
$0 book value)..........ccceeeee.... 50,000 debit D5
GoodWill.....covveeeiiiiiiiieeeees 42,000 debit D6
Total . $332,000
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Problem 2-10, Concluded

Ch. 2—Problems

(2) Palto Company and Subsidiary Saleen Company
Worksheet for Consolidated Balance Sheet
January 1, 2015
Eliminations Consolidated
Balance Sheet and Adjustments Balance
Palto Saleen Dr. Cr. NCI Sheet
Cash ..o 161,000  ooiies s e e, 161,000
Accounts Receivable.............. 65,000 20,000 s e e 85,000
Inventory........ccccoveeeeecveeeeenee, 80,000 50,000 (D1) 10,000  r e 140,000
Investment in Saleen.............. 400,000 ... e, (EL) 128,000  .ccooeeee.
..................................... (D) 272,000
Land....ccccoeviiiiieeiiee e 100,000 40,000 (D2) 40,000 s e 180,000
Buildings .......coovvvciiieiiiiiees 250,000 200,000 (D3) 170,000  eh e 620,000
Accumulated Depreciation ..... (80,000) (50,000) s e e (130,000)
Equipment ... 90,000 60,000 (D4) 20,000 s e 170,000
Accumulated Depreciation ..... (40,000) (20,000) s e e (60,000)
Copyright ...t e e (D5) 50,000 e 50,000
GOoOAWill.....coiiiiiiiiiii e e e (D6) 42,000 s e 42,000
Current Liabilities.................... (80,000)  (40,000) s i e (120,000)
Bonds Payable ....................... (200,000) (100,000) e e e (300,000)
Common Stock ($1 par)—
Saleen ... e, (10,000) (EL) 8,000 ... (2,000) ............
Paid-In Capital in Excess of
Par—Saleen......ccccccvvcvcces veviiieen, (90,000) (EL) 72,000 ... (18,000) ............
Retained Earnings—Saleen... ............ (60,000) (EL) 48,000 (NCI) 60,000 (72,000) ............
Common Stock—Palto........... (20,000) i s i e (20,000)
Paid-In Capital in Excess of
Par—Palto..........ccceeeeeenneee.. (180,000)  ccooeeeeeees s e e (180,000)
Retained Earnings—Palto....... (546,000) oo s e e (546,000)
TotalS...ooooicieieceeeee e, 0 0 460,000 460,000  eeeeee e,
NONCONEIOIING INTEIEST ... e (92,000) (92,000)
Controlling Retained Earnings.........coiuiiii ittt e s _eriereiees
TOtAIS 0

Eliminations and Adjustments:

(EL)

(D)/(NCI)

(D1) Inventory, $10,000.
(D2) Land, $40,000.

(D3) Buildings, $170,000.
(D4) Equipment, $20,000.
(D5) Copyright, $50,000.
(D6) Goodwill, $42,000.

Eliminate the investment in the subsidiary against the subsidiary equity accounts.
Distribute $272,000 excess and adjust NCI $60,000 (total $332,000 excess) as follows:
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PROBLEM 2-11

(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............cccceevvivenieiiieieeinnn $390,000 $300,000 $90,000*
Fair value of net assets excluding goodwill ...... 450,000 360,000 90,000
Gain on acquisition ..............evvvvviiiiiiiiii, $(60,000) $(60,000) $ 0

*NCI minimum allowed.

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Price paid for investment............ $390,000 $300,000 $ 90,000
Less book value of interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 90,000
Retained earnings .................. 60,000
Total equity.....cccceeevviienenns $160,000 $160,000 $160,000
Interest acquired.................... 80% 20%
Book value........ccccceeuvveecuneennen. $128,000 $ 32,000
Excess of fair value over book
ValUE ...ooeieiiiiie e $230,000 $172,000 $ 58,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($60,000 fair —
$50,000 book value)............... $ 10,000 debit D1
Land ($80,000 fair — $40,000
book value)..........ccccvvvvvininnnns 40,000 debit D2
Buildings ($320,000 fair —
$150,000 net book value)....... 170,000 debit D3
Equipment ($60,000 fair —
$40,000 net book value)......... 20,000 debit D4
Copyright ($50,000 fair — $0
book value)........cccccoevevveennnee. 50,000 debit D5
Gain on acquisition .................... (60,000) credit D6
Total oo $230,000
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Problem 2-11, Concluded

(2) Palto Company and Subsidiary Saleen Company
Worksheet for Consolidated Balance Sheet
January 1, 2015

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Palto Saleen Dr. Cr. NCI Sheet
Cash ..o 261,000 s e e, 261,000
Accounts Receivable.............. 65,000 20,000 s e e 85,000
Inventory........ccccoveeeeecveeeeenee, 80,000 50,000 (D1) 10,000  r e 140,000
Investment in Saleen.............. 300,000 ... (EL) 128,000  .ccooeeee.
..................................... (D) 172,000
Land....ccccoeviiiiieeiiee e 100,000 40,000 (D2) 40,000 s e 180,000
Buildings .......coovvvciiieiiiiiees 250,000 200,000 (D3) 170,000  eh e 620,000
Accumulated Depreciation ..... (80,000) (50,000) s e e (130,000)
Equipment ... 90,000 60,000 (D4) 20,000 s e 170,000
Accumulated Depreciation ..... (40,000) (20,000) s e e (60,000)
Copyright ...t e e (D5) 50,000 e 50,000
Lo o o L. |
Current Liabilities.................... (80,000)  (40,000) s i e (120,000)
Bonds Payable ....................... (200,000) (100,000) e e e (300,000)
Common Stock ($1 par)—
Saleen ... e, (10,000) (EL) 8,000 ... (2,000) ............
Paid-In Capital in Excess of
Par—Saleen......ccccccvvcvcces veviiieen, (90,000) (EL) 72,000 ... (18,000) ............
Retained Earnings—Saleen... (60,000) (EL) 48,000 (NCI) 58,000 (70,000) ............
Common Stock—Palto........... (20,000) e s v e (20,000)
Paid-In Capital in Excess of
Par—Palto..........ccceeeeeenneee.. (180,000)  ccooeeeeeees s e e (180,000)
Retained Earnings—Palto....... _(546,000) e e (D6) _60,000 ............ (606,000)
TotalS...ooooicieieceeeee e, 0 0 418,000 418,000  oooreeeee e,
NONCONEIOIING INTEIEST ... e (90,000)  (90,000)
Controlling Retained Earnings.........coiuiiii ittt e _erieieiee
10} = SR 0
Eliminations and Adjustments:
(EL) Eliminate the investment in the subsidiary against the subsidiary equity accounts.
(D)/(NCI) Distribute $172,000 excess and adjust NCI $58,000 (total $230,000 excess) as follows:
(D1) Inventory, $10,000.
(D2) Land, $40,000.
(D3) Buildings, $170,000.
(D4) Equipment, $20,000.
(D5) Copyright, $50,000.
(D6) Gain on acquisition (close to Palto’s Retained Earnings), $60,000.
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PROBLEM 2-12

(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccoceeeeviiiee e, $1,100,000 $1,100,000 N/A
Fair value of net assets excluding goodwill ...... 850,000 850,000
GOOAWIl ... $ 250,000 $ 250,000

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Fair value of subsidiary.............. $1.,100,000 $1,100,000 N/A
Less book value interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 190,000
Retained earnings .................. 140,000
Total equity........cccvvvveeeenn. $ 340,000 $ 340,000
Interest acquired..................... 100%
Book value.........ccceeeueveviiieenne. $_340,000
Excess of fair value over book
ValUe.....ooeioiiieeeeee e, $ 760,000 $ 760,000

Adjustment of identifiable accounts:

Worksheet
Adjustment Key

Inventory ($100,000 fair —

$120,000 book value)............. $(20,000) credit D1
Land ($200,000 fair — $100,000

book value)........cccceevevevinnnnne 100,000 debit D2
Buildings ($400,000 fair —

$200,000 net book value)....... 200,000 debit D3
Equipment ($200,000 fair —

$90,000 net book value)......... 110,000 debit D4
Patent ($150,000 fair —

$10,000 book value)............... 140,000 debit D5
Computer software ($50,000

fair — $0 book value)............... 50,000 debit D6
Premium on bonds payable

($210,000 fair — $200,000

book value)..........ccccuvveeeeennnnn. (10,000) credit D7
Goodwill ($250,000 fair —

$60,000 book value)............... 190,000 debit D8

Total oo $760,000
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Problem 2-12, Concluded

(2) Purnell Corporation and Subsidiary Sentinel Corporation
Worksheet for Consolidated Balance Sheet
December 31, 2015

Ch. 2—Problems

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. Sheet
Cash...oocoveeiiiiieeeee e, 20,000 s e 20,000
Accounts Receivable........... 300,000 50,000 @ 350,000
Inventory.........ccoceeevvieeeennns 410,000 120,000 ...l (D1) 20,000 510,000
Investment in Sentinel......... 1,100,000 ... . (EL) 340,000 ...
..................................... (D) 760,000
Land....cccoovviiiieiiiee e, 800,000 100,000 (D2) 100,000 ... 1,000,000
Buildings.......cooveviiiiieiiiien, 2,800,000 300,000 (D3) 200,000 ... 3,300,000
Accumulated Depreciation..  (500,000) (100,000)  .eeeeeh e (600,000)
Equipment ... 600,000 140,000 (D4) 110,000 ... 850,000
Accumulated Depreciation..  (230,000) (50,000)  .h (280,000)
Patent.......coooevviiiiiiiiiiies e, 10,000 (D5) 140,000 ... 150,000
Computer Software ............. . eeiis e (b6) 50,000 ... 50,000
GoodWill......ccovveeeiiiiieciiiees e, 60,000 (D8) 190,000 ... 250,000
Current Liabilities................. (150,000)  (90,000) s e (240,000)
Bonds Payabile..................... (300,000) (200,000) e e (500,000)
Premium on Bonds Payable ... ... e (D7) 10,000 (10,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 10,000 s e,
Paid-In Capital in Excess of
Par—Sentinel.......ccccceeeee.. i (190,000) (EL) 190,000 .ieeer e
Retained Earnings—Sentinel  ............ (140,000) (EL) 140,000 .o e
Common Stock—Purnell ..... (95,000) .oeeeeiieis s e (95,000)
Paid-In Capital in Excess of
Par—Purnell..................... (3,655,000)  .coeeoeeies e e (3,655,000)
Retained Earnings—Purnell (1,100,000)  ............  _ eeeeen eeeiieeee... (1,100,000)
TotalS...ooveveiiieeecieee e, 0 0 1,130,000 1,130,000 = ...
N OO
TOtAIS. s 0
Eliminations and Adjustments:
(EL) Eliminate parent ownership interest.
(D) Distribute excess.
Distribute adjustments:
(D1) Inventory.
(D2) Land.
(D3) Buildings.
(D4) Equipment.
(DS) Patent.
(D6) Computer software.
(D7) Premium on bonds payable.
(D8) Goodwill.
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PROBLEM 2-13
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............ccoceeeeviiiee e, $800,000 $800,000 N/A
Fair value of net assets excluding goodwill ...... 850,000 850,000
Gain on acquisition ..............eevvvviiieiiiii, $(50,000) $(50,000)
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
Price paid for investment........... $800,000 $800,000 N/A
Less book value interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 190,000
Retained earnings .................. 140,000
Total equity.......c.ccvveeveenee.. $340,000 $340,000
Interest acquired....................... 100%
Book value..........ccevveiiiiiiiininnn, $340,000
Excess of fair value over book
value......oooooiiiiiieeieeeeeee, $460,000 $460,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($100,000 fair —
$120,000 book value)............. $(20,000) credit D1
Land ($200,000 fair —
$100,000 book value)............. 100,000 debit D2
Buildings ($400,000 fair —
$200,000 net book value)....... 200,000 debit D3
Equipment ($200,000 fair —
$90,000 net book value)......... 110,000 debit D4
Patent ($150,000 fair — $10,000
book value).........cccccvvuiinnnnnnns 140,000 debit D5
Computer software ($50,000
fair — $0 book value)............... 50,000 debit D6
Premium on bonds payable
($210,000 fair — $200,000
book value)..........cccevvvvvininnnns (10,000) credit D7
Goodwill ($0 fair — $60,000
book value)..........ccccvvveeeennenn. (60,000) credit D8
Gain on acquisition..................... (50,000) credit D9
Total . $460,000
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Problem 2-13, Concluded

(2) Purnell Corporation and Subsidiary Sentinel Corporation
Worksheet for Consolidated Balance Sheet
December 31, 2015

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. Sheet
Cash...oocoveeiiiiieeeee e, 20,000 s e 20,000
Accounts Receivable........... 300,000 50,000 @ 350,000
Inventory.........ccoceeevvieeeennns 410,000 120,000 ...l (D1) 20,000 510,000
Investment in Sentinel......... 800,000  ......ceee.. (EL) 340,000 ...
..................................... (D) 460,000
Land....cccoovviiiieiiiee e, 800,000 100,000 (D2) 100,000 ... 1,000,000
Buildings.......cooveviiiiieiiiien, 2,800,000 300,000 (D3) 200,000 ... 3,300,000
Accumulated Depreciation..  (500,000) (100,000)  .eeeeeh e (600,000)
Equipment ... 600,000 140,000 (D4) 110,000 ... 850,000
Accumulated Depreciation..  (230,000) (50,000)  .h (280,000)
Patent.......coooevviiiiiiiiiiies e, 10,000 (D5) 140,000 ... 150,000
Computer Software ............. . eeiis e (b6) 50,000 ... 50,000
GoodWill......ccovveeeiiiiieciiiees e, 60,000 ... (D8) 60,000 ...
Current Liabilities................. (150,000)  (90,000) s e (240,000)
Bonds Payabile..................... (300,000) (200,000) e e (500,000)
Premium on Bonds Payable ... ... (D7) 10,000 (10,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 10,000 s e
Paid-In Capital in Excess of
Par—Sentinel......cccccceeeee.. i, (190,000) (EL) 190,000  .ieeer e
Retained Earnings—Sentinel  ............ (140,000) (EL) 140,000  .eeer e
Common Stock—Purnell ..... (89,000) .oeeeeeeeis s e (89,000)
Paid-In Capital in Excess of
Par—Purnell..................... (3,361,000)  .coeevveies e e (3,361,000)
Retained Earnings—Purnell (1,100,000) ..ccoooee.. e (D9) _50,000 (1,150,000)
TotalS...ooveveiiieeecieee e, 0 0 940,000 940,000 ...
N UUPPP
o= 7P 0
Eliminations and Adjustments:
(EL) Eliminate parent ownership interest.
(D) Distribute excess.
Distribute adjustments:
(D1) Inventory.
(D2) Land.
(D3) Buildings.
(D4) Equipment.
(DS) Patent.
(D6) Computer software.
(D7) Premium on bonds payable
(D8) Goodwill.
(D9) Gain on acquisition (close to parent Retained Earnings).

© 2016 Cengage Learning. All Rights Reserved. May not be scanned, copied or duplicated, or posted to a publicly accessible website, in whole or in part.



Ch. 2—Problems 2-42

PROBLEM 2-14

(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value..........cccccccouveeeieeecieecciea, $1,187,500 $950,000 $237,500
Fair value of net assets excluding goodwill ...... 850,000 680,000 170,000
GOOAWIl ... $ 337,500 $270,000 $ 67,500

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Fair value of subsidiary.............. $1.187,500 $950,000 $237,500
Less book value interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 190,000
Retained earnings .................. 140,000
Total equity........cccvvvveeeenn. $ 340,000 $340,000 $340,000
Interest acquired..................... 80% 20%
Book value........cccoecvvveeiiiiineens $272,000 $ 68,000
Excess of fair value over book
value........oooooe $ 847,500 $678,000 $169,500
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Inventory ($100,000 fair —
$120,000 book value)............. $(20,000) credit D1
Land ($200,000 fair —
$100,000 book value)............. 100,000 debit D2
Buildings ($400,000 fair —
$200,000 net book value)....... 200,000 debit D3
Equipment ($200,000 fair —
$90,000 net book value)......... 110,000 debit D4
Patent ($150,000 fair —
$10,000 book value)............... 140,000 debit D5
Computer software ($50,000
fair — $0 book value)............... 50,000 debit D6
Premium on bonds payable
($210,000 fair — $200,000
book value)..........ccccuvveeeeennnnn. (10,000) credit D7
Goodwill ($337,500 fair —
$60,000 book value)............... 277,500 debit D8
Total oo $847,500
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Problem 2-14, Concluded

(2) Purnell Corporation and Subsidiary Sentinel Corporation
Worksheet for Consolidated Balance Sheet
December 31, 2015

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. NCI Sheet
Cash...oocoveeiiiiieeeee e, 20,000 e s e e 20,000
Accounts Receivable........... 300,000 50,000 e e 350,000
Inventory.........ccoceeevvieeeennns 410,000 120,000 ...l (D1) 20,000 ........... 510,000
Investment in Sentinel......... 950,000 ..ol (EL) 272,000 ..
..................................... (D) 678,000
Land....cccoovviiiieiiiee e, 800,000 100,000 (D2) 100,000 s e, 1,000,000
Buildings.......cooveviiiiieiiiien, 2,800,000 300,000 (D3) 200,000 e e 3,300,000
Accumulated Depreciation..  (500,000) (100,000) .eieiis e e (600,000)
Equipment ... 600,000 140,000 (D4) 110,000  .ieeh e 850,000
Accumulated Depreciation..  (230,000) (50,000) s e e (280,000)
Patent.......coooevviiiiiiiiiiies e, 10,000 (D5) 140,000  .eh e 150,000
Computer Software ............. . eeiis e (D6) 50,000 e 50,000
GoodWill......ccovveeeiiiiieciiiees e, 60,000 (D8) 277,500  er e, 337,500
Current Liabilities................. (150,000)  (90,000) e e (240,000)
Bonds Payabile..................... (300,000) (200,000) s e e, (500,000)
Premium on Bonds Payable ... ... L (D7) 10,000  ........... (10,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 8,000 ... (2,000) ............
Paid-In Capital in Excess of
Par—Sentinel......cccccceeeee.. i, (190,000) (EL) 152,000 .......... (38,000) ............
Retained Earnings—Sentinel  ............ (140,000) (EL) 112,000 (NCI) 169,500 (197,500) ............
Common Stock—Purnell ..... (92,000) oot s v e (92,000)
Paid-In Capital in Excess of
Par—Purnell..................... (3,508,000)  ccceeeeeeeis e e (3,508,000)
Retained Earnings—Purnell (1,100,000)  ............ _ cceeeees eevieveiienn e (1,100,000)
TotalS...ooveveiiieeecieee e, 0 0 1,149,500 1,149,500  .veeeee e
[ ORI (237,500) _(237,500)
TOtAIS 0
Eliminations:
(EL) Eliminate parent ownership interest.
(D) Distribute excess.

(NCI) Adjust NCI to fair value (credit subsidiary Retained Earnings).

Distribute adjustments:

(D1) Inventory.

(D2) Land.

(D3) Buildings.

(D4) Equipment.

(DS) Patent.

(D6) Computer software.

(D7) Premium on bonds payable.
(D8) Goodwill.
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PROBLEM 2-15
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........cccccoeeeevveeececieeee, $ 670,000 $ 500,000 $170,000*
Fair value of net assets excluding goodwill ...... 850,000 680,000 170,000
Gain on acquisition ...............evveeeieeiiiiiieieinns $(180,000) $(180.000) $ 0
*Must at least be equal to fair value of net assets.
Determination and Distribution of Excess Schedule
Company Parent NCI
Implied Price Value
Fair Value (80%) (20%)
Price paid for investment........... $670,000 $500,000 $170,000
Less book value interest acquired:
Common stock ($1 par).......... $ 10,000
Paid-in capital in excess of par 190,000
Retained earnings .................. 140,000
Total equity......c..cceevvenee.. $340,000 $340,000 $340,000
Interest acquired.................... 80% 20%
Book value.........cccccvveeeveeeeiins $272,000 $ 68,000
Excess of fair value over book
Value......oooeiiiiieieee e, $330,000 $228,000 $102,000

Adjustment of identifiable accounts:

Worksheet
Adjustment Key

Inventory ($100,000 fair —

$120,000 book value)............. $ (20,000) credit D1
Land ($200,000 fair —

$100,000 book value)............. 100,000 debit D2
Buildings ($400,000 fair —

$200,000 net book value)....... 200,000 debit D3
Equipment ($200,000 fair —

$90,000 net book value)......... 110,000 debit D4
Patent ($150,000 fair — $10,000

book value)..........ccccevveiinnnnnns 140,000 debit D5
Computer software ($50,000

fair — $0 book value)............... 50,000 debit D6
Premium on bonds payable

($210,000 fair — $200,000

book value)..........cccvvvvivininnnns (10,000) credit D7
Goodwill ($0 fair — $60,000

book value)..........ccccvvveieenennn. (60,000) credit D8
Gain on acquisition .................... (180,000) credit D9

Total . $ 330,000
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Problem 2-15, Concluded

(2) Purnell Corporation and Subsidiary Sentinel Corporation
Worksheet for Consolidated Balance Sheet
December 31, 2015

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. NCI Sheet
Cash...oocoveeiiiiieeeee e, 20,000 e s e e 20,000
Accounts Receivable........... 300,000 50,000 e e 350,000
Inventory.........ccoceeevvieeeennns 410,000 120,000 ...l (D1) 20,000 ........... 510,000
Investment in Sentinel......... 500,000 ... (EL) 272,000 ..
..................................... (D) 228,000
Land....cccoovviiiieiiiee e, 800,000 100,000 (D2) 100,000 s e, 1,000,000
Buildings.......cooveviiiiieiiiien, 2,800,000 300,000 (D3) 200,000 e e 3,300,000
Accumulated Depreciation..  (500,000) (100,000) .eieiis e e (600,000)
Equipment ... 600,000 140,000 (D4) 110,000  .ieeh e 850,000
Accumulated Depreciation..  (230,000) (50,000) s e e (280,000)
Patent.......coooevviiiiiiiiiiies e, 10,000 (D5) 140,000  .eh e 150,000
Computer Software ............. . eeiis e (D6) 50,000 e 50,000
GoodWill......ccovveeeiiiiieciiiees e, 60,000 ... (D8) 60,000  ...ccocoeet e,
Current Liabilities................. (150,000)  (90,000) et e (240,000)
Bonds Payabile..................... (300,000) (200,000) s e e, (500,000)
Premium on Bonds Payable ... ... L (D7) 10,000 ........... (10,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 8,000 ... (2,000) ............
Paid-In Capital in Excess of
Par—Sentinel......cccccceeeee.. i, (190,000) (EL) 152,000 .......... (38,000) ............
Retained Earnings—Sentinel  ............ (140,000) (EL) 112,000 (NCI) 102,000 (130,000) ............
Common Stock—Purnell ..... (83,000)  .ooieiiiiet s v e (83,000)
Paid-In Capital in Excess of
Par—Purnell..................... (3,067,000)  coooeeeveees e e (3,067,000)
Retained Earnings—Purnell (1,100,000) ..ccoooee.. e (D9) 180,000  ............ (1,280,000)
TotalS...ooveveiiieeecieee e, 0 0 872,000 872,000  .eeorn e
[ ORI (170,000) _(170,000)
TOtAIS 0
Eliminations:
(EL) Eliminate parent ownership interest.
(D) Distribute excess.

(NCI) Adjust NCI to fair value (credit subsidiary retained earnings).

Distribute adjustments:

(D1) Inventory.

(D2) Land.

(D3) Buildings.

(D4) Equipment.

(DS) Patent.

(D6) Computer software.

(D7) Premium on bonds payable.

(D8) Goodwill.

(D9) Gain on acquisition (close to parent Retained Earnings).
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APPENDIX PROBLEM

PROBLEM 2A-1

(1) Famous
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%)"°
Company fair value...........ccccceeeeeiveeececieeee, $240,0007 $240,000
Fair value of net assets excluding goodwill ...... 235,000 235,000
GOOAWIll ... $ 5,000 $ 5,000

Gain on acquisition

#Values are prior to acquisition (4,000 shares x $60 market value).

Determination and Distribution of Excess Schedule

Famous
Company Parent NCI
Implied Price Value
Fair Value (100%)
Fair value of subsidiary.............. $240,000 $240,000
Less book value of interest acquired:
Common stock ($1 par).......... $ 4,000
Paid-in capital in excess of par 96,000
Retained earnings .................. 15,000
Total equity.........ccccveuennenee. $115,000 $115,000
Interest acquired.................... 100%
Book value..........ccceeveviiiiiiiiinnns $115,000
Excess of fair value over book
value.......ooooe $125,000 $125,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Building ($200,000 fair —
$100,000 book value)............. $100,000 debit D1
Equipment ($40,000 fair —
$20,000 book value)............... 20,000 debit D2
GoodWill......oooveeiiiiiiiiieee e, 5,000 debit D3
Total . $125,000

2-46
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PROBLEM 2A-1

)

Reverse Acquisition

Famous Company and Subsidiary Unknown Company
Worksheet for Consolidated Balance Sheet
December 31, 2015

Eliminations Consolidated
Balance Sheet and Adjustments Balance

(Credits are in parentheses) Unknown Famous Dr. Cr. NCI Sheet
Current Assets..................... 10,000 5,000 s e e 15,000
Investment in Unknown

Company.....ccccccevcveeeiiiees e 360,000 ... (EL) 360,000  ..coeeee. e
Buildings........coovviiiiieiien, 150,000 100,000 (D1) 100,000 e 350,000
Equipment .........ccccceeeiinis 100,000 20,000 (D2) 20,000 s e 140,000
GOoOAWill...ovvvviiiiiiiiiiiiiiiiiiee e e, (D3) 5,000 et e, 5,000
Long-Term Liabilities............ (5,000) (10,000) s e e (15,000)
Common Stock—Unknown . (5,000) ............ (TR) 5000 s e e,
Paid-In Capital in Excess

of Par—Unknown............. (115,000) ............ (TR) 115,000  .iiis v e
Retained Earnings—

Unknown .............oooeeee. (135,000)  ccooieeeees s e e (135,000)
Common Stock—Famous... ... (10,000) (EL) 6,000 (TR) 6,000 (10,000)

(4,000 + 6,000) 0
Paid-In Capital in Excess of

Par—Famous......cccccccccecee vvvvivinns (450,000) (EL) 354,000 (TR) 254,000  ......... (350,000)

(96,000 + 354,000)
Retained Earnings—Famous  _............ (15,000) (TR) 140,000 (D) 125,000  ..ccooeev vveeeenn.

Totals.......cooooveeeee 0 0 745,000 745,000 ... Ll
N1 0

I ] = N 0

Eliminations and Adjustments:

(EL)
(D)

as follows:
(D1) Increase building, $100,000.
(D2) Increased equipment, $20,000.
(D3) Record goodwill, $5,000.
(TR)

Eliminate investment account and the equity recorded at the time of acquisition.
Distribute the excess applicable to the investment and the adjustment to fair value for the NCI

Transfer paid-in equity of Unknown Company and retained earnings of Famous Company to

paid-in capital of Famous Company. $260,000 total, $6,000 assigned to par value, and balance

to paid-in excess.
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CASE
CASE 2-1
(1) Evaluation of price—Fair value of Al's Hardware:
Cash .o $180,000
Accounts receivable ..o 350,000
INVENTONY ..o e 600,000
Land ..o 100,000
BUuilding ...coooeeeeeeeeee 300,000
Equipment ... 100,000
Current liabilities. ... (425,000)
MOItAgE ... (600,000)
LaWSUIt ..o (300,000)
$305,000 x 60% = $183,000
Valu€ QIVEN ....oiiiiiiie et 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 would have the same result if done for only 60% interest in the form of
the D&D schedule with the same result.

Accounting methods:

(@)

(d)

Su

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

Adjust accounts receivable to net realizable value.

Decrease inventory to fair value.

Record estimated liability from lawsuit.

There are no major differences between fair and book values of the long-lived assets.
Normally, 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.

The goodwill on Al's books should be written off because there is no reason to think it
exists.

Al's Hardware is a likely candidate for quasi-reorganization, because this procedure
adjusts all assets to fair values and decreases paid-in capital in excess of par to pro-
vide the amount needed to cover the negative balance in retained earnings.

mmary: Accounts receivable, inventory, estimated liability, and goodwill should be ad-

justed on the subsidiary’s books. The adjustments of long-lived assets could be done on
the subsidiary’s books under push-down accounting. If the long-lived assets are not ad-
justed on the subsidiary books, the adjustment relative to the controlling interest would be
made in the consolidation process.
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