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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 in-
vestment income of 30% of Bickler’s net in-
come.

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 members.
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
parent.

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

3. The elimination process serves to make the
consolidated financial statements appear as though
the parent had purchased the net assets of the sub-
sidiary. The investment account and the subsidiary
equity accounts are eliminated and replaced by the
subsidiary’s net assets.

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)]

Zone Analysis

Group Total
Priority $ 50,000
Nonpriority 800,000

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

CUITENT ASSELS ..
FiXed @SSetS ...cvuiiiiieeeeeeeeee e
GOOAWIll ..

$500,000 — $350,000 = $150,000 excess
Current Assets
Fixed assets
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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.

C.

$30,000 — $350,000 = ($320,000) shortage

CUITENT ASSELS .ovviveeeeieee e $ 50,000
FiXed ASSEtS.......evvieiiiiiee e (350,000)
Extraordinary Gain .........c.ccoceevviieeenniieees e (20,000)
$(320,000)
6. 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
$600,000 — (80% x $350,000) = $320,000 excess
Current Assets ($50,000 difference x 80%)....... $ 40,000
Depreciable Assets (balance)........................... 280,000 (maximum = $360,000)
$320,000
$30,000 — (80% x $350,000) = ($250,000) shortage
Current Assets ($50,000 x 80%)...........ccceuvee.ne. $ 40,000
Fixed Assets ($350,000 x 80%0).......cccevveeruvennne (280,000)
Extraordinary Gain............ccccceeeeiii e (10,000)
$(250,000)

7. NCI = $70,000 [($200,000 + $50,000 + $300,000 — $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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Selling and Administrative Expenses

Operating Income

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

EXERCISES

Solara Corporation
Pro Forma Income Statement

Investment Income (20% x $65,000 reported income)

Net Income
Noncontrolling Interest

(30% x $65,000 reported iNCOME)..........eevvvrrvennnnns

Controlling Interest..................

Ch. 2—Exercises

2. (1) (@ Cash

Accounts Receivable

INVENTOTY....ciiieeiii e e

Property, Plant, and Equipment (net)

Goodwill
Current Liabilities

Bonds Payable............cooooiiin
CASN .t

*Cash may be shown as a net credit of $490,000.

10% 20% 70%
$640,000 $640,000 $1,010,000
300,000 300,000 530,000
340,000 340,000 480,000
120,000 120,000 195,000
220,000 220,000
1,500
13,000
$221,500 $233,000 285,000
19,500
$ 265,500
40,000*
.............. 70,000
100,000
.............. 270,000
230,000
.............. 80,000
100,000
530,000*
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Exercise 2-2, Concluded

(b) Glass Company
Balance Sheet
Assets
Current assets:
CaASN e $ 30,000
Accounts receivabIle ..., 120,000
INVENEOTY .ttt e e e eareee e 150,000 $ 300,000
Property, plant, and equipment (Net).........cccccvvvvviviinnnnnnn. 520,000
(€070 0 1111 | TR 230,000
TOtAl ASSELS ..uiiiieiiii i $1,050,000

Liabilities and Stockholders’ Equity

Liabilities:

Current abilitieS. ....c.n v, $220,000

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

COMMON SEOCK ..t e e e $200,000

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

(2) () Investment in PIAStiC............uuuuuuurimumiiiniiiiiiiiiieeiiennenennnnnnns 530,000
(O 1] o PP 530,000

(b) Investment in Plastic appears as a long-term investment on Glass’s unconsolidated bal-
ance sheet.

(c) The balance sheet would be identical to that which resulted from the asset acquisition of
part (1).



3. Common information:

100% Purchase

Ch. 2—Exercises

OWNEISNIP INTEIEST ..ot e e e et e e 100%
Vase Company's Balance Sheet before Purchase
Book Fair Book Fair
Value Value Value Value
Priority assets:
Cash equivalents............cccccceneee. 60,000 60,000 Current liabilities........... 60,000 60,000
INVENEOrY ..oooviiiiiiee e 120,000 160,000
Total priority assets ............... 180,000 220,000 Total liabilities ........ 60,000 __60,000
Nonpriority assets:
Land ...ooeveeeeiieee e, 50,000 100,000 Stockholders equity:
Building (N€t) .......cvvvvvevevvieiiininnnns 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 Total equity............... 370,000
Existing goodwill...............ccvevnnnes Value of
Total aSSets .....ccvvevveiiieeieeinens 430,000 620,000 net assets......c......... 370,000 560,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts..........cccceeeeeeeennnneen. $160,000 $160,000 $160,000
Nonpriority aCCOUNtS ..............eevvvennnes 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.
4.
(1) Investmentin PINE INC...........oovviiiiiiiiiieiece e, 960,000
Cash... 960,000
Indirect Costs EXPENSE .....ueiiiieiiiieiicie e, 3,000
(8= 1] o T 3,000
Group Ownership Cumulative
2) Zone Analysis Total Portion Total
Priority accounts.................... $150,000 $150,000 $150,000
Nonpriority accounts.............. 700,000 700,000 850,000
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Exercise 2-4, Concluded

Price Analysis

P e $960,000
AsSign to priority aCCOUNS.........ccoeeeeeeeiieeeeeeeeeeeeen 150,000 full value
Assign to NoNpriority aCCOUNtS..........cceeeveeeeeeeeeeeeennn. 700,000 full value
GOOOWIIL .. 110,000

Determination and Distribution of Excess Schedule

Price paid for investment.................. $960,000
Less book value interest acquired:
Common StOCK .....ccevveveeeaeaeeen. $300,000
Paid-in capital in excess of par ... 380,000
Retained earnings ...........ccc........ 20,000
Total equity......cccvvvveeeeeereenns $700,000
Interest acquired.............ccevveeeee 100% 700,000
Excess of cost over book value
(o 7=1 o1 T $260,000
Adjustments:
1917751 01 (0] Y $ 50,000 debit D1
6= o o —
Bonds payable.............cccccevnnnnn. —
Depreciable fixed assets (net) .... 100,000 debit D2
GoodWill .evveeeeeeeee 110,000 debit D3
Extraordinary gain ...........ccc........ —
Total adjustments ................. $260,000

(3) Elimination entries:

Common StOCK ($LO PAN) weeveeeriiiiiiiiieee et 300,000
Paid-In Capital in Excess of Par..........cccccoeeeeeiiiiiiiiiiinnnnnn. 380,000
Retained EarningsS......cccooeeeiiieiiiiiiiieeeeeeeeeeee e 20,000
INnvestment in PINE INC. ...oveeveeeeeeeeeee e, 700,000
INVENTOTY ..oeiieie et e e e ea e 50,000
Depreciable Fixed ASSEtS..........uuuuuuiuiiiiiiiiiiiiiiiiiiiiiiiiiinnnns 100,000
L0 |,/ 110,000
INnvestment in PINE INC. ...oveeveeeeeeeeeee e, 260,000
5.
Group Ownership Cumulative
(2) Zone Analysis Total Portion Total
Priority accounts.................... $ 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.



)

®3)

Ch. 2—Exercises

Exercise 2-5, Continued

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

Price Analysis

PTG e $1,000,000
AsSign to priority aCCOUNES.........ccoeeeeeeeeieeeeeeeeeeeeen 55,000 full value
Assign to NoNpPriority aCCOUNtS..........cceeveeeeeeeeeeeeennn. 830,000 full value
GOOAWIIL .. 115,000

Determination and Distribution of Excess Schedule

Price paid for investment.................. $ 1,000,000
Less book value interest acquired:
Common StocK .....veeveieeeeei. $200,000
Paid-in capital in excess of par ... 300,000
Retained earnings .............ccc...... 175,000
Total equity......cccvvvveeeeeereenns $675,000
Interest acquired............ccc.evveneee 100% 675,000
Excess of cost over book value
(debit) oo, $ 325,000
Adjustments:
1017751 01 (0] VA $ 15,000 debit D1
6= o o —
Bonds payable..............ccccevnnnn. (10,000) credit D2
Depreciable fixed assets ............ 200,000 debit D3
Computer software ..................... 5,000 debit D4
GoodWill ...veeeeeee 115,000 debit D5
Extraordinary gain ..............cc...... —
Total adjustments ................. $ 325,000

Elimination entries:

Common Stock ($5) Par........cccoocvveeeeiiiiee e 200,000
Paid-In Capital in Excess of Par.........ccccooooeivviiiiiiiinieeecieenn, 300,000
Retained Earnings...........ccoceeiiiieiiiieiiiiiie e 175,000
Investment in Gemini Company..........ccccceeeeeeeeeeieeinnnnnnn. 675,000
INVENTOTY ..ot eeas 15,000
Depreciable Fixed ASSEtS........ccoviiiiiiiiiiii e, 200,000
Computer SOftWAIE .........cooeiiiieiiiiiee e 5,000
(€070 o 111/ 1| TR 115,000
Premium on Bonds Payable ..., 10,000
Investment in Gemini ComMpPany...............eeeeveeeeeeeeennnnnnns 325,000
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(4)

Exercise 2-5, Concluded

Price Analysis

P e $810,000
AsSign to priority aCCOUNS.........ccoeeeeeeeiieeeeeeeeeeeeen 55,000 full value
Assign to NoNpriority aCCOUNtS..........cceeeveeeeeeeeeeeeennn. 755,000 allocate
GOOAWIll v —
Extraordinary gain.........ccooeeeeeie —
Determination and Distribution of Excess Schedule
Price paid for investment.................. $810,000
Less book value interest acquired:
Common StocK .....eveeveiieeeei $200,000
Paid-in capital in excess of par ... 300,000
Retained earnings .............ccc...... 175,000
Total equity......cccvvvveeeeeereenns $675,000
Interest acquired.............cc.evveeeee 100% 675,000
Excess of cost over book value
(o 1= o 1 $135,000
Adjustments:
[017/5T 01 (0] V2 $ 15,000 debit D1
Bonds payable............ccccuviiinnnns (10,000) credit D2
Depreciable fixed assets ............ 136,747 debit D3
Computer software...................... (6,747) credit D4
GoodWill ....vveiieiiiii e, —
Extraordinary gain ...........ccc........ —
Total adjustments ................. $135,000
Allocation Tables
Market Percent Available Assign Book Adjust
Depreciable fixed assets.......... 700,000 84% 755,000 636,747 500,000 136,747
Computer software.................. 130,000 16% 755,000 118,253 125,000 (6,747)
Total to other fixed assets.. 830,000 100% 755,000 625,000 130,000
Elimination entries:
Common Stock ($5) Par........ccoovvvieeiiiiiee e 200,000
Paid-In Capital in Excess of Par..........cccooovviieiiiiiiinnieeeeees 300,000
Retained Earnings.........c..uuiiiiieiiiieiiiie e 175,000
Investment in Gemini Company...........cccceeeeeeeeeeeeeeennnnnn. 675,000
INVENTOTY ..ot eeas 15,000
Depreciable Fixed ASSEtS........ccoviiiiiiiiiiiiieeeceeecie e, 136,747
Premium on Bonds Payable ..., 10,000
Computer SOftWare...........coiiiieeiiicee e 6,747
Investment in Gemini Company...........cccceeeeeeeeereeeeeennnnn. 135,000
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Group Ownership Cumulative
6. (1) Zone Analysis Total Portion Total
Priority accounts.................... $(140,000) $(140,000) $(140,000)
Nonpriority accounts.............. 800,000 830,000 660,000

Price Analysis

PG et $ 620,000

AssSign to priority aCCOUNES........cceeeeeiiviiiiiiiiieeeeeeeeans (140,000) full value
Assign to nonpriority aCCOUNtS..........coeeeveeeeeeeeeeeeennn. 760,000 allocate
GOOAWIIl ... —

Extraordinary gain ........cccccceeeveeeeiieeiiiiin e, —

Determination and Distribution of Excess Schedule

Price paid for investment.................. $620,000
Less book value interest acquired:
Common StoCK ....uuveeeeiieeeei $100,000
Paid-in capital in excess of par ... 300,000
Retained earnings ...........cccc....... (50,000)
Total equity......cccvvvveeeeeereenns $350,000
Interest acquired.............cc.evveeeee 100% 350,000
Excess of cost over book value
(o =] o1 $270,000
Adjustments:
INVENLONY ... $(40,000) debit D1
Equipment (Net) ......ccooeeevvivennnnnnn. (55,000) credit D2
Mineral rights.......cccccooeeeiiiiiinnnnnn. 415,000 debit D3
GoodWill ....ooooviiiiiii (50,000) credit D4
Extraordinary gain ...........ccc........ —
Total adjustments ................. $270,000

Allocation Tables

Market Percent Available Assign Book Adjust

Equipment (net)....................... 100,000 13% 760,000 95,000 150,000 (55,000)
Mineral rights....................c..... 700,000 88% 760,000 665,000 250,000 415,000
Total to other fixed assets.. 800,000 100% 760,000 400,000 360,000
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Exercise 2-6, Concluded

(2) Elimination entries:

Common Stock (B5 PAr) ..eceeeeeiiiiiiiiee e 100,000
Paid-In Capital in Excess of Par............ccccooeeeeeeee, 300,000
Retained EarningsS.........ccoovvuiiiiiiieeeeceeicee e, 50,000
Investment in Villard Company ............cccceeeeeieeeeieeennnnnnnn. 350,000
Mineral RIghtS .......ooooiiiii e 415,000
INVENTOTY .. e 40,000
EQUIPMENT ... 55,000
(€700 T0 .1 50,000
Investment in Villard Company ............cccceeeeeieeeeiieeinnnnnnn. 270,000
Group Ownership Cumulative
7. (1) Zone Analysis Total Portion Total
Priority accounts.................... $ (180,000) $(144,000) $(144,000)
Nonpriority accounts.............. 1,000,000 800,000 656,000

Price Analysis

Pl e $ 730,000
AsSign to priority aCCOUNIES.........cceeveeeeeeeeeeeeeeeeeeeen (144,000) full value
Assign to NoONpPriority aCCOUNtS..........cceeveeeeeeeeeeeeeennn. 800,000 full value
GOOAWIIL ... 74,000

Determination and Distribution of Excess Schedule

Price paid for investment.................. $730,000
Less book value interest acquired:
Common StocK .....veeveiieeeei $100,000
Paid-in capital in excess of par ... 150,000
Retained earnings ...........ccc........ 250,000
Total equity......cccvvvveeeeeereennn. $500,000
Interest acquired............ccceevveneee 80% 400,000
Excess of cost over book value
(debit) ..cceeviiiiiieceee $330,000
Adjustments:
INVENOTY ..o, $ 80,000 debit D1
Land........cccvvvieieiieeeeee e 80,000 debit D2
Building (net) .........ceevieeiiiieiiinnnnn. 120,000 debit D3
Equipment (Net).........cccccvvvvvnnnnnes (24,000) credit D4
GoodWill ....oooviiiiiiiieee e 74,000 debit D5
Extraordinary gain ..........cccc....... —
Total adjustments ................. $330,000
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Exercise 2-7, Concluded
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2-11

(2) Elimination entries:
Common Stock (B5 PAr) ..eceeveeiiiiiiiiee e 80,000
Paid-In Capital in Excess of Par........ccccooevvvveiiiiiiiinieeeeeeees 120,000
Retained Earnings.........ccuueoiiiieiiiieiiiiaee e e e 200,000
INVESTMENT IN COOKET....c.uiieiiee e 400,000
LNV o] (0] PP 80,000
1= Vo 80,000
BUIIAING oo, 120,000
L€ To o 0 1111 74,000
EQUIPMENT ... 24,000
INVeSTMENT IN COOKET.......ieeieee e 330,000
: Group Ownership Cumulative
) Zone Analysis Total Portion Total
Priority accounts................... $170,000 $136,000 $136,000
Nonpriority accounts.............. 500,000 400,000 536,000
Price Analysis
PG e $656,000
AsSign to priority aCCOUNES........ccceeveeeeeeeeeeeeeeeeeeeen 136,000 full value
Assign to nonpriority accounts...........ccccceeeeeeeeeieennns 400,000 full value
GOOAWIIL ... 120,000
Determination and Distribution of Excess Schedule
Price paid for investment.................. $656,000
Less book value interest acquired:
Common StockK ..........ceevveeienennn. $ 50,000
Paid-in capital in excess of par ... 130,000
Retained earnings ...........ccc........ 370,000
Total equity.......ccceevvveeeinnenne $550,000
Interest acquired............cccevveneee 80% 440,000
Excess of cost over book value
(debit) .coeeeeeeeeeee $216,000
Adjustments:
INVENONY ... $ 96,000 debit D1
Property, Plant, and Equipment.. 80,000 debit D2
Goodwill
[$120,000 - (80% x 100,000)] . 40,000 debit D3
Extraordinary gain .............ccc...... —
Total adjustments ................. $216,000
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Exercise 2-8, Concluded

Elimination entries:

Common Stock ($5) Par........ccccuvveeeiiiiiiiiiiiiieeeeee e 40,000
Paid-In Capital in Excess of Par........ccccooevvvveiiiiiiiinieeeeeeees 104,000
Retained Earnings..........cuuuoiiiieeiiieiiiiiee e ee e 296,000
Investment in Saturn Company..........cccccceeeeeeeeeeeeeevvennnnn. 440,000
LNV o] (0] PP 96,000
Property, Plant, and EqQUIipMeNt.........cccooeeeeiiiiiiiiiiie e, 80,000
L€ To o 0 1111 40,000
Investment in Saturn Company............cccceveeeeeeenemnnnnnnnn. 216,000

PG e $512,000

AsSign to priority aCCOUNIS.........cceeeeeeeeeeeeeeeeeeeeeeeen 136,000 full value
Assign to nonpriority accounts...........ccccceeeeeeeeeeeeenns 376,000 allocate
€770 Lo 111/ | —

Extraordinary gain.........ccooeeeeeeeeeee e —

Determination and Distribution of Excess Schedule

Price paid for investment.................. $512,000
Less book value interest acquired:
Common StocK .....eveeveiieeeei $ 50,000
Paid-in capital in excess of par... 130,000
Retained earnings .............ccc...... 370,000
Total equity......cccvvvveeeeeereennn. $550,000
Interest acquired.............ccoevvneen. 80% 440,000
Excess of cost over book value
(o<1 o1 $ 72,000
Adjustments:
INVENONY ...vvvvvieeeeeeeeeeeiieeeeeee $ 96,000 debit D1
Property, Plant, and Equipment
[376,000 — (80% x 400,000)] ... 56,000 debit D2
Goodwill .....coovvviiiiiii (80,000) credit D3
Extraordinary gain ...........c.c........ —
Total adjustments ................. $ 72,000

Elimination entries:

Common Stock ($5) Par........cccuvvveeieeeeiiiiiiiiieee e 40,000
Paid-In Capital in Excess of Par.........cccccccevvvveviiiiiiiieeeecen, 104,000
Retained Earnings............ueeiiiiieiiieiiiiiie et eeaeeeanns 296,000
Investment in Saturn Company...........cccceeeeeeeeeeeeeeeeennnnn. 440,000
L)Y 01 o Y 96,000
Property, Plant, and Equipment...........cc.oooeviiiiiiiiiineeeeeeeees 56,000
(00T .1 T 80,000
Investment in Saturn ComMpany................eeeeeeeeeeeeennennnnns 72,000
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0. Group Ownership Cumulative
(2) Zone Analysis Total Portion Total
Priority accounts.................... $(30,000) $(30,000) $(30,000)
Nonpriority accounts.............. 930,000 930,000 900,000

Price Analysis

P I e $950,000
AssSign to priority aCCOUNES........cceeeeeiiviiiiiiiiieeeeeeeeans (30,000) full value
Assign to nonpriority aCCOUNtS..........coeeeveeeeeeeeeeeeennn. 930,000 full value
(€000 111 R 50,000
Investment in Craig Company ..........cccceeeveeeeiieeviiiieneeeeeeeennns 950,000
Cash.. 950,000
(2) Accounts Receivable.............cccoeeiiiii 20,000
Land. ..o 30,000
BUIIAING ... e 100,000
Discount on Bonds Payable ............cccccoooiiiiiiiiiiinn e, 20,000
L€ To o0 111 50,000
Deferred Tax Liability .........ccooveieiiiieiiiiiii e 10,000
Retained Earnings.........ccuuueoiiiieeiiieiiiien e eeeeeetiinn e eeeeeeanes 420,000
Paid-In Capital in Excess of Par..........ccccceeeveeiiiiiiinnnnnnn. 650,000

(3) Elimination entries:

COMMON STOCK......eveiiiiiiiiiiiiiieiieeie it 300,000
Paid-In Capital in Excess of Par...........cccccoeeeveieee, 650,000
Investment in Craig Company ................eeeeeeeeeemmnennennnnns 950,000
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(1)

(2)

PROBLEMS

PROBLEM 2-1

Investment in DaiSy COMPAaNY ........cccuvviiiiiieeeeieeeiiiee e e e 650,000
Common StOCK (L0 PAN ..vvvrieeeeeeeeeeciieeee e e e e e 180,000
Paid-In Capital in Excess of Par..........cccccccceeiiiieeviceeiiceee e, 450,000
Cash (direct acquisition COSES) .........uceeiieeeriiiiiiiiie e, 20,000
Paid-In Capital in EXcess of Par ...........ccovivieiiiiiiiiiiiiie e, 5,000
(0= 1] o T 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.......ccoeeeeeeeeieeeeeeeeeeee e 75,000 full value
Assign to nonpriority accounts..........ccccceeeeeeeeeeeeeniinnnnn. 325,000 full value
L€ To o0 111 R 250,000
Determination and Distribution of Excess Schedule
Price paid for investment....................... $ 650,000
Less book value interest acquired:
Common StocK..........ccoevvviiiineneennn. $200,000
Paid-in capital in excess of par ....... —
Retained earnings..............ccceuvvuvenn. 140,000
Total equity.....cccveeviieeeeeiiieeeene $340,000
Interest acquired...............eevvvveennnnns 100% 340,000
Excess of cost over book value (debit) . $ 310,000
Adjustments:
INVENTOIY...oiiieieiieeee e, $ 5,000 debit D1
5= o o N 60,000 debit D2
BuildingsS........cooovvviiiiiiiiieen, 30,000 debit D3
Equipment ..........ccccvvviiiiiiiiiiiiiiis (35,000) credit D4
Goodwill......coooeiiii 250,000 debit D5
Extraordinary gain............ccccceevvennnn. —
Total adjustments ................. $ 310,000
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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) ...........ccccceeeeeiniiinennn. 185,000
$ 280,000
Long-lived assets:
Land (including $60,000 INCrease) ...........uuuurrrmmmrrmmmmmmrmrnnnnnnnnns $200,000
Building (including $30,000 iNCrease) ..........cccvvveeeeeeeeniniinennn. 450,000
Equipment (including $35,000 decrease)..........ccccuvvvvvvvveenennnns 505,000
GOOAWIll...ccoiii 250,000 1,405,000
TOtAl BSSELS ... eiiieieeiieie et e e eaane $1,685,000
Liabilities and Stockholders’ Equity
Current labilitieS ..........oocoiiiiiee e $ 240,000
Stockholders’ equity:
COMMON SEOCK ... evuneiet ettt e et e e e e e et e e e e e saeeeaaeees $580,000
Paid-in capital in excess of park...........cccccuvviviiiiiiiiiiiiiiiiiiiennns 445,000
Retained €arniNgS..........coeiiiiiiiiiiiii e 420,000
Total stockholders’ eqUIty ..............eeuuuiiiiiiiiiiiiiiiiiiiees 1,445,000
Total liabilities and stockholders’ equity .................evviiiiiiiiiiiiiiinnnns $1,685,000
*$450,000 — $5,000 stock issuance costs.
PROBLEM 2-2
Investment in Daisy COMPANY .......cooeveeiieeeieeeeeeeeeeeeeeeeeeee e 650,000
CommonN StOCK (L0 PAN) ...vvvveeeeeeeeiiiiiiiiiiee e 180,000
Paid-In Capital in Excess of Par..........ccccccceeeiiiiieeiieiiiceee e, 450,000
Cash (direct acquisition COSES) .........ccovviiiiiiiiiiiiiiiiiiiiiiieeeeee 20,000
Paid-In Capital in Excess of Par ...........ccooviiiiiiiiiiiiiii e, 5,000
A e 5,000
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(2)

Problem 2-2, Continued

Rose Company and Subsidiary Daisy Company
Determination and Distribution of Excess Schedule
July 1, 20X6
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts............c....o...... $ 75,000 $ 60,000 $ 60,000
Nonpriority accounts.................. 325,000 260,000 320,000
Price Analysis
PTG e e $650,000
Assign to priority aCCouNtS..........cccovvvvvviieeeeeee e, 60,000 full value
Assign to NONPrIOrity 8CCOUNTS ......cceeeeeeeeeieeeeeeeeeeeeeeen 260,000 full value
GOOAWIIl ..o 330,000
Determination and Distribution of Excess Schedule
Price paid for investment...................... $ 650,000
Less book value interest acquired:
Common StOCK......vveeeeeeeeeieeeeeeenn, $200,000
Paid-in capital in excess of par ....... —
Retained earnings...........cccccuvvveennns 140,000
Total equity.........cccovvveeeeeeeeeeennn, $340,000
Interest acquired............cceevvevvnnnnnnn. 80% 272,000
Excess of cost over book value (debit) . $ 378,000
Adjustments:
INVENTOIY ... $ 4,000 debit D1
Land ....oooeiieiieee e 48,000 debit D2
BUildingS ....cooooeeeeeeeieeeeeee, 24,000 debit D3
Equipment .........ccooiiiieiii, (28,000) credit D4
Goodwill........cooooiiii 330,000 debit D5
Extraordinary gain............cccccvvveeenns —
Total adjustments ................. $ 378,000
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Problem 2-2, Concluded

3) 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) ..........cccccceeeeeiriiinnnnn. 184,000
$ 279,000
Long-lived assets:
Land (including $48,000 INCrease) ............uurrrrmmrmmmmmmmmmmnnnnnnnnnns $188,000
Building (including $24,000 iNCrease) ..........ccccuveeeeeeeeennicinennn 444,000
Equipment (including $28,000 decrease)..........ccccuvvvvvvvvvenennnns 512,000
GOOAWIll...ccoiii 330,000
1,474,000
TOtAl BSSELS ... eiiieieeiieie et e e eaane $1,753,000
Liabilities and Stockholders’ Equity
CUITENt HADIITIES ... $ 240,000
Stockholders’ equity:
Noncontrolling INterest.............eeiii i 68,000
Controlling Interest:
COMMON SEOCK ... evueeeeti et et e e e e e e e e et e e e e e saeeeaaeens $580,000
Paid-in capital in eXcess of par*...........cccccccuvvumeiiiieiiiiiiiiinnnnns 445,000
Retained arNiNgS.......c..coeiiiieiiiiiiii e 420,000
Total stockholders’ equity .........ccoeeiiiiiiiiiiiiii e, 1,445,000
Total liabilities and stockholders’ equity ................eevviiiiiiiiiiiiiiinnnns $1,753,000

* $68,000 (20% of Daisy’s stockholders’ equity).
** $450,000 — $5,000 stock issuance costs.
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(1)

(2)

PROBLEM 2-3

Investment in EXpress Corporation............coooeeeeeeeeeeeeeeeeeeeeeeeeeee 400,000
Cash .., 400,000
Enterprises Company and Subsidiary Express Corporation
Determination and Distribution Schedule
March 1, 20X5
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts.................o...... $ 15,000 $ 15,000 $ 15,000
Nonpriority accounts.................. 405,000 405,000 420,000
Price Analysis
PTG e e $400,000
Assign to priority aCcouNntS..........cccovvvviiiiiieeeeee e, 15,000 full value
Assign to NONPrIOrity 8CCOUNTS .......cceeeeeieieeeeeeeeeeeeeeeen 385,000 allocate
(€T 7o o 11/ | —
Extraordinary gain ..........cccovieeeiieeeeiieeiicin e —
Determination and Distribution of Excess Schedule
Price paid for investment..................... $400,000
Less book value interest acquired:
Common StOCK......vveeeeeee e, $ 50,000
Paid-in capital in excess of par ....... 250,000
Retained earnings..............ccceuvvuvenn. 70,000
Total equity......cccvvvveeeeeereennn. $370,000
Interest acquired.............cccevvvveennnnns 100% 370,000
Excess of cost over book value (debit) . $ 30,000
Adjustments:
INVENTOIY...oiiieieiieeee e, $ 20,000 debit D1
Bonds payable..........cccccvviiiiiiiinnnnns 5,000 debit D2
Land .....cooeeeeiiiiie e, (1,500) credit D3
BuildingsS........cooovvviiiiiiiiieen, 12,500 debit D4
Equipment ..........ccccvvviiiiiiiiiiiiiiis (6,000) credit D5
Goodwill.......cooviiii —
Extraordinary gain...............ccoevvueen. —
Total adjustments ................. $ 30,000
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(2)

Problem 2-3, Concluded

Allocation Tables

Ch. 2—Problems

Market Percent Available Assign Book Adjust
Land.......cooo, 40,500 10% 385,000 38,500 40,000 (1,500)
Buildings ..., 202,500 50% 385,000 192,500 180,000 12,500
Equipment...........cccceeeiiinn. 162,000 _40% 385,000 154,000 160,000 (6,000)
Total to other fixed assets.. 405,000 100% 385,000 385,000 5,000
(3) Elimination entries:
COMMON SEOCK . ..u it eas 50,000
Paid-In Capital in Excess of Par .........cccccoeveieeiiiiiiiiiie e, 250,000
Retained EarningsS.........ooouuuiiiiiiieeiieeiie et 70,000
Investment in EXpress Corporation .....................eeeeeeeeeeeennnnnnns 370,000
INVENTOIY .o e et e e e e e e e e e e 20,000
Discount on Bonds Payable............ccccoceeeiiiiiiiiiice e, 5,000
BUIIAING oo 12,500
=T 0T [T 1,500
EQUIPMENT ... 6,000
Investment in EXpress Corporation .....................eeeeeeeeeeeenennnnns 30,000
PROBLEM 2-4
Investment in Robby Corporation ..........ccc.oooeviiviiiiiiiieeeeeceeeiinn, 480,000
Cash .. 480,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts................cc...... $ 12,000 $ 12,000 $ 12,000
Nonpriority accounts.................. 405,000 405,000 417,000
Price Analysis
PTG e e $480,000
Assign to priority aCCOUNtS.........coevviieiiiiiiai e, 12,000 full value
ASSign to NONPIIOrity ACCOUNTS........vvvvveiiiiiiiiiiiiiiiiiiienns 405,000 full value
L€ T0 o0 111 R 63,000
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(3)

(1)

Problem 2-4, Concluded

Determination and Distribution of Excess Schedule

Price paid for investment....................... $480,000
Less book value interest acquired:
COoMMON StOCK ... eeeeeeeeeeeeeaaeeee $ 50,000
Paid-in capital in excess of par ....... 250,000
Retained earnings...........cccccvvvveenns 70,000
Total equity.........cccvveeeeennen.. $370,000
Interest acquired............cccevvvvevnnnnnn. 100% 370,000
Excess of cost over book value (debit) . $110,000
Adjustments:
INVENEOTY . .ovveeeeeiiieeee e $ 20,000 debit D1
Bonds payable...........ccccvvviiiiiiiinnns 2,000 debit D2
6= g o N 15,000 debit D3
BuildingS........ccovvvviiiiiiieeeee, 20,000 debit D4
Equipment .........cccooiiieii, (10,000) credit D5
Goodwill.......ccoooeiii 63,000 debit D6
Extraordinary gain............c..ccevvvunen. —
Total adjustments ................. $110.000
Retained EarningsS.........oceuuiiiiiieeeeiieeiicis et e e e e 70,000
[NV o1 o Y PSPPI 20,000
Land ..o 15,000
Discount on Bonds Payable.............cccccceeiiiiiiiiieiiie e, 2,000
BUIIAING ... 20,000
(€00 T0 /1| T 63,000
EQUIPMENT ...t 10,000
Paid-In Capital in Excess of Par*..........ccccceeeeiiiiiiiieeiiicieeeeeen, 180,000
*$70,000 retained earnings + $110,000 excess of cost.
PROBLEM 2-5
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts.............c.......... $ 40,000 $ 40,000 $ 40,000
Nonpriority accounts.................. 295,000 295,000 335,000
Price Analysis
P i $475,000
Assign to priority aCCOUNtS.........coevviieiiiiiiai e, 40,000 full value
Assign to nonpriority accounts..........cccceeeeeeeeeeieeeeinnnnnn. 295,000 full value
GOOAWIIl e 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:
COoMMON StOCK ... eeeeeeeeeeeeeaaeeee $ 50,000
Paid-in capital in excess of par ....... 70,000
Retained earnings...........cccccvvvvvenns 130,000
Total equity.....c.ccecevvvveeeeeiiieeens $250,000
Interest acquired............cccevvvvevnnnnnn. 100% 250,000
Excess of cost over book value (debit) . $225,000
Adjustments:
INVENEOTY . .ovveeeeeiiieeee e $ 20,000 debit D1
Bonds payable..........cc.ooeevivveiinnnnnn. (5,000) credit D2
= T T 10,000 debit D3
Building and Equipment.................. 45,000 debit D4
Copyrights ......ovvceeiiiieeiece e, 15,000 debit D5
Goodwill.......oevviiiiiii 140,000 debit D6
Extraordinary gain............c..ccevvvunen. —
Total adjustments ................. $225,000
(2) Adam Company and Subsidiary Scott Company
Worksheet for Consolidated Balance Sheet
December 31, 20X1
Consolidated
Balance Sheet Eliminations Balance
Adam Scott Debit Credit Sheet
Cash .o, 160,000 40,000 200,000
Accounts receivable................. 70,000 30,000 100,000
INVENLOrY ....covviiiiiieeeeieeeii, 130,000 120,000 (D1) 20,000 270,000
Land ..o 50,000 35,000 (D3) 10,000 e 95,000
Investment in Scott.................. 475,000 ... (EL) 250,000  ..............
......................................... (D) 225,000
Building and equipment........... 350,000 230,000 (D4) 45000 e 625,000
Accumulated depreciation ....... (100,000) (50,0000 L (150,000)
COPYHGES ..o 40,000 10,000 (D5) 15,000 e, 65,000
GOOAWIll ..o e e (D6) 140,000 e, 140,000
Current liabilities ...................... (192,000) (65,000) e e (257,000)
Bonds payable........cccoceeiiiiiees (100,000) s e, (200,000)
Discount (Premium) ...cccccovvviies eevvviieeeiee e e (D2) 5,000 (5,000)
Common sStock—Scott......ccceee evveiiinenn, (50,000) (EL) 50,000 s e
Paid-in capital in excess of
PAr—SCOMt.....ovieieieeereies e, (70,000) (EL) 70,000 e e
Retained earnings—Scott........  ...cccceeen. (130,000) (EL) 130,000 s e,
Common stock—Adam............ (100,000) e e (100,000)
Paid-in capital in excess of
par—Adam ..........cccccoevevnnn. (250,000)  ceevciceee e, (250,000)
Retained earnings—Adam ...... (633,000)  eeeee e e (633,000)
TotalS..ovevecee e 0 0 480,000 480,000 0
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Problem 2-5, Concluded

Eliminations and Adjustments:

(1)

(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)  Building and Equipment, $45,000.
(D5)  Copyrights, $15,000.
(D6)  Goodwill, $140,000.
PROBLEM 2-6
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts.............cc......... $ 40,000 $ 32,000 $ 32,000
Nonpriority accounts.................. 295,000 236,000 268,000
Price Analysis
PTG et $475,000
Assign to priority aCCouNtS..........cccovvvvvviieeeeeee e, 32,000 full value
Assign to NONPrIOrity 8CCOUNTS ......cceeeeeeeeeieeeeeeeeeeeeeeen 236,000 full value
(€000 111 R 207,000
Determination and Distribution of Excess Schedule
Price paid for investment..................... $475,000
Less book value interest acquired:
Common StOCK ... veeeeee e, $ 50,000
Paid-in capital in excess of par ....... 70,000
Retained earnings...........ccccvvvvvennns 130,000
Total equity.........ccccvvveeeeeeeeeeennn, $250,000
Interest acquired............cceevvvvennnnnnn. 80% 200,000
Excess of cost over book value (debit) . $275,000
Adjustments:
INVENTOIY ...ovvveieeeee e, $ 16,000 debit D1
Bonds payable...........c..ooooiiiiiiiinnnnn. (4,000) credit D2
Land .......ovvvvviiiiiiiiiiiiiis 8,000 debit D3
Building and Equipment.................. 36,000 debit D4
Copyrights ...coceveeeiiiieeeic e 12,000 debit D5
GoOodWill.....oeviieiiei e, 207,000 debit D6
Extraordinary gain............ccccvvevennns —
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 e e e 200,000
Accounts receivable................ 70,000 30,000 s e e 100,000
INVENLOTY ...ovvveeiiiiee e 130,000 120,000 (D1) 16,000 e e, 266,000
Land.....ccccooevveiiiiie e 50,000 35,000 (D3) 8,000 L e 93,000
Investment in Scott.................. 475,000 ...ccciiieees e (EL) 200,000 ..ocoviiiiieens e,
............................................ (D) 275,000 .ot e,
Building and equipment.......... 350,000 230,000 (D4) 36,000 e e 616,000
Accumulated depreciation ...... (100,000)  (B50,000) e e e (150,000)
Copyrights......ccccoevveiviiineee, 40,000 10,000 (D5) 12,000 e e, 62,000
GOOAWIIl ..o v ies e (DB6) 207,000 s e 207,000
Current liabilities ..................... (192,000)  (65,000) e e e (257,000)
Bonds payable........cccccccvvviiie eiviiieien, (100,000) e v v (100,000)
Discount (Premium) ......ccccccees i e e, (D2) 4,000 ... (4,000)
Common Stock—Scott............  covceveeeennee (50,000) (EL) 40,000 .. (10,000) ...eeveeneen.
Paid-in capital in excess of
PAr—SCOtt.....ccoviiiriiiiiieeiins e (70,000) (EL) 56,000 ..l (14,000) ...coeeeennee.
Retained earnings—Scott....... ....cccoceeee. (130,000) (EL) 104,000 ... (26,000) ...cceeeeneee.
Common stock—Adam........... (100,000) cociveeeiiiies e e e (100,000)
Paid-in capital in excess of
par—Adam ..........cceeeeeiinnen. (250,000) cocciiieiiiies v e e (250,000)
Retained earnings—Adam ..... (633,000) oovviiiiiiiies e e erereree————— (633,000)
Noncontrolling interest............ ooevecicicies s s oaeeeeeeeeeeen (50,000) _ (50,000)
L] = 1 0 0 479,000 479,000 _(100,000) 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)  Building 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 ...t e e e e e e e e 100%
Price paid (including direct acquiSIition COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienees $410,000
Sader Company's Balance Sheet before Purchase
Book Fair Book Fair
Value Value Life Value Value

Priority assets:
Accounts receivable.................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENTOIY ..o 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:
(61 o Lo [ 40,000 70,000
BUIldiNgS......cvvvviiiiieiviiiiivieiiiiininns 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Equipment ...........oevvvviiiiiiiiiiiiiinns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright.......vvvveieieiiiiiiieininininnn, 50,000 Retained earnings ....... 60,000

Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoonnee.
Total aSSets .....cccveevveiiieeieeinens 300,000 505.000 Value of net assets.... 160,000 365,000

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvvnnnnnns $(65,000) $(65,000) $(65,000)
Nonpriority accounts............ccccevvveenn. 430,000 430,000 365,000
Price Analysis

P e $410,000
ASSIgN tO Priority @CCOUNES .......uuvveieiiiiiiiiiiiiiiiiiiiiiiiniieeeieinees (65,000) full value
Assign to NONPriority aCCOUNtS ..........ceevvvveiiiiiiei e, 430,000 full value
GOOAWIIL. . 45,000
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Problem 2-7, Continued

Determination and Distribution of Excess Schedule

Price paid for investment .............cccccvveeeennn. $410,000

Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccceeeeveeeeeeeenn. 60,000

Total eqUItY.......cocevveeeeeeiiieeeeeie. $160,000

Interest acquired ...........ccoevvvvviviennennn. 100% 160,000

Excess of cost over book value (debit)......... $250,000

Existing goodwill ... —

Excess available.............cccccvviiiiiiiiiiiiiiiiiin, $250,000

Adjustments:
101Y7=T ) (o] Y $ 5,000 debit D1
Land.......ccooiieiieieeee e 30,000 debit D2
Bonds payable ..., —
BUildingsS .....coovvieecei e 100,000 debit D3
Equipment.........ccooiiiiiiii 20,000 debit D4
Copyright ..., 50,000 debit D5
GOoOAWIll ... 45,000 debit D6
Extraordinary gain...........cccoeeeeeeeeeeeenn. —

Total ..o $250,000

Allocation Tables

Market Percent Available Assign Book Adjust

Land ....ooveeeiiieee e, 70,000 0.16 430,000 70,000 40,000 30,000
Buildings (Net).........cccuvvvvvvuvvviriiiiriiinnnns 250,000 0.58 430,000 250,000 150,000 100,000
Equipment (Net) .........evvvvvvvvvevviniiininnnns 60,000 0.14 430,000 60,000 40,000 20,000
Copyright ..coooeeiiiii 50,000 0.12 430,000 50,000 — 50,000
Total to other fixed assets............. 430,000 1.00 430,000 230,000 200,000
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Problem 2-7, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o, 51,000 oiiiiiiiiiies i e e, 51,000
Accounts receivable................ 65,000 20,000 e e e 85,000
INVENEOTY ...ovvveeiiiieee e 80,000 50,000 (D1) 5,000 e e 135,000
Land......cccoooiiiiiiiiiee e 100,000 40,000 (D2) 30,000 e e 170,000
Investment in Sader................ 410,000 ...ccciiieeer e (EL) 160,000 ...ccoovviiiies e,
............................................ (D) 250,000 .ocoviiiiieens e,
Buildings .......ooovvvviiiiiiiiieee 250,000 200,000 (D3) 100,000 e e 550,000
Accumulated depreciation ...... (80,000)  (50,000) e e e (130,000)
Equipment.........cccoeveiiiiinenne 90,000 60,000 (D4) 20,000 e e 170,000
Accumulated depreciation ...... (40,000)  (20,000) e e e, (60,000)
COoPYHGNE .o e e (D5) 50,000 s 50,000
GOOAWIll ..o e e (D6) 45,000 s e 45,000
Current liabilities ..................... (80,000)  (40,000) e e e (120,000)
Bonds payable............cccce..... (200,000) (100,000) e e e (300,000)
Common stock—Sader........... . .ooccoeeennee (10,000) (EL) 10,000 s e
Paid-in capital in excess of
par—Sader .......cccccvviiiiiiies i, (90,000) (EL) 90,000 s e ereeereee————
Retained earnings—Sader ..... ............... (60,000) (EL) 60,000 s e erererree————
Common stock—Pantera ....... (20,000) ciiiiiiiiiiiees e e ereeerea————— (20,000)
Paid-in capital in excess of
par—Pantera............ccccvueee (180,000) ovvviiiiiiiiies e e ereeeree————— (180,000)
Retained earnings—Pantera.. _(446,000) ........cc.....  eeccieeecies i e (446,000)
TotalS...ocovvieee e, 0 0 410,000 410,000 iooviiiiee e,
NONCONEIOIING INTEIEST ...ttt e 0 e,
CoNtrolling rEtAINE EAIMINGS .. ... .ueiie ittt e sttt et e et e e sttt e e sk b e e e e sbbeeeesabbbeeesbbaeeesabbbeeesaibne iieeesssieeeess
107> S 0

Eliminations and Adjustments:

(EL) Eliminate 80% subsidiary equity against investment account.

(D) Distribute excess to:
(D1) Inventory
(D2) Land

(D3)  Building
(D4)  Equipment
(D5)  Copyright
(D6)  Goodwill
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PROBLEM 2-8

1)
100% Bargain Purchase

Ch. 2—Problems

Common information:

OWNEISNIP INEIEST ...t e e e e e et e e 100%
Price paid (including direct acquiSItion COSES) ..........uuuuurrirmmiiiiiiiiiiiiiiiiiiiiiiieeinees $250,000
Acquired Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Life Value Value

Priority assets:
Accounts receivable.................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENTOIY ..o 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:
(61 o Lo [ 40,000 70,000
BUIldiNgS......cvvvviiiiieiviiiiivieiiiiininns 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Equipment ...........oevvvviiiiiiiiiiiiiinns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright.......vvvveieieiiiiiiieininininnn, 50,000 Retained earnings ....... 60,000

Total nonpriority assets......... 230,000 430,000 Total equity .................. 160,000
Existing goodwill.............cccoonnee.
Total aSSets ....cocvvvevveiiieeiieeinens 300,000 505.000 Value of net assets.... 160,000 365,000

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvvnnnnnns $(65,000) $(65,000) $(65,000)
Nonpriority accounts............ccccevvveenn. 430,000 430,000 365,000
Price Analysis

P e $250,000
ASSIgN tO Priority @CCOUNES .......uuvveieiiiiiiiiiiiiiiiiiiiiiiiniieeeieinees (65,000) full value
Assign to NONPriority aCCOUNtS ..........ceevvvveiiiiiiei e, 315,000 allocate
GOOAWIll...ccoeeii —
EXtraordinary gain...............eeeeeeeeeeeiiiiiiiiiiiiiiiiiiiiiiieieneees —
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Problem 2-8, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevieeeen. $250,000
Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccceeeeveeeeeeeenn. 60,000
Total eqUItY.......cocevveeeeeeiiieeeeeie. $160,000
Interest acquired ...........ccoevvvvviviennennn. 100% 160,000
Excess of cost over book value (debit)......... $ 90,000
Existing goodwill ... —
Excess available.............cccccvviiiiiiiiiiiiiiiiiin, $ 90,000
Adjustments:
101Y7=T ) (o] Y $ 5,000 debit D1
Land.......ccooiieiieieeee e 11,279 debit D2
Bonds payable ..., —
BUildingsS .....coovvieecei e 33,140 debit D3
Equipment.........ccooiiiiiiii 3,953 debit D4
Copyright ..., 36,628 debit D5
GoodWiIll ..o —
Extraordinary gain...........cccoeeeeeeeeeeeenn. —
Total ..o $ 90,000

Allocation Tables

Market Percent* Available Assign Book Adjust

Land ....ooveeeiiieee e, 70,000 0.16 315,000 51,279 40,000 11,279
Buildings (Net).........cccuvvvvvvuvvviriiiiriiinnnns 250,000 0.58 315,000 183,140 150,000 33,140
Equipment (Net) .........evvvvvvvvvevviniiininnnns 60,000 0.14 315,000 43,953 40,000 3,953
Copyright ..coooeeiiiii 50,000 0.12 315,000 36,628 — 36,628
Total to other fixed assets............. 430,000 1.00 315,000 230,000 85,000

*Rounded
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Problem 2-8, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o, 212,000 s e e e 211,000
Accounts receivable................ 65,000 20,000 e e e 85,000
INVENEOTY ...ovvveeiiiieee e 80,000 50,000 (D1) 5,000 e e 135,000
Land......cccoooiiiiiiiiiee e 100,000 40,000 (D2) 11,279 e e 151,279
Investment in Sader................ 250,000 .ccviiees e (EL) 160,000 ...ccoovviiiies e,
............................................ (D) 90,000 .o e,
Buildings .......ooovvvviiiiiiiiieee 250,000 200,000 (D3) 33,140 e e 483,140
Accumulated depreciation ...... (80,000)  (50,000) e e e (130,000)
Equipment.........cccoeveiiiiinenne 90,000 60,000 (D4) 3,953 e e 153,953
Accumulated depreciation ...... (40,000)  (20,000) e e e (60,000)
COPYHGNE oo s e (D5) 36,628 L e 36,628
T o 0 L PP
Current liabilities ..................... (80,000)  (40,000) e e e (120,000)
Bonds payable............cccce..... (200,000) (100,000) e e e (300,000)
Common stock—Sader........... . .ooccoeeennee (10,000) (EL) 10,000 s e
Paid-in capital in excess of
par—Sader .......cccccvviiiiiiies i, (90,000) (EL) 90,000 s e ereeereee————
Retained earnings—Sader ..... ............... (60,000) (EL) 60,000 s e erererree————
Common stock—Pantera ....... (20,000) ciiiiiiiiiiiees e e ereeerea————— (20,000)
Paid-in capital in excess of
par—Pantera............ccccvueee (180,000) ovviiiiiiiiiies e e ereeeeee————— (180,000)
Retained earnings—Pantera.. _(446,000) .........c....  eeccieeeeies e e (446,000)
TotalS...ocovvieee e, 0 0 250,000 250,000 cooriiiiies e,
NONCONEIOIING INTEIEST ...ttt e 0 e,
CoNtrolling rEtAINE EAIMINGS .. ... .ueiie ittt e sttt et e et e e sttt e e sk b e e e e sbbeeeesabbbeeesbbaeeesabbbeeesaibne iieeesssieeeess
107> S 0

Eliminations and Adjustments:

Eliminate 80% subsidiary equity against investment account.

(EL)

(D) Distribute excess to:
(D1) Inventory

(D2) Land

(D3)  Building

(D4)  Equipment

(D5)  Copyright

(D6)  Goodwill
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Ch. 2—Problems

PROBLEM 2-9

1)
80% Purchase with Goodwvill

Common information:

OWNEISNIP INEIEST ...t e e e e e et e e 80%
Price paid (including direct acquiSIition COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienees $360,000
Sader Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Life Value Value

Priority assets:
Accounts receivable.................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENTOIY ..o 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:
(61 o Lo [ 40,000 70,000
BUIldiNgS......cvvvviiiiieiviiiiivieiiiiininns 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Equipment ...........oevvvviiiiiiiiiiiiiinns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright.......vvvveieieiiiiiiieininininnn, 50,000 Retained earnings ....... 60,000

Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoonnee.
Total aSSets .....cccveevveiiieeieeinens 300,000 505.000 Value of net assets.... 160,000 365,000

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvvnnnnnns $(65,000) $(52,000) $(52,000)
Nonpriority accounts............ccccevvveenn. 430,000 344,000 292,000
Price Analysis

PiCE e $360,000
ASSIgN tO Priority @CCOUNES .......uuvveieiiiiiiiiiiiiiiiiiiiiiiiniieeeieinees (52,000) full value
Assign to NONPriority aCCOUNtS ..........ceevvvveiiiiiiei e, 344,000 full value
GOOAWIIL. . 68,000
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Problem 2-9, Continued

Determination and Distribution of Excess Schedule

Ch. 2—Problems

Price paid for investment ............cccccoeevieeeen. $360,000
Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 90,000
Retained earnings...........ccceeeeveeeeeeeenn. 60,000
Total eqUItY.......cocevveeeeeeiiieeeeeie. $160,000
Interest acquired ...........ccoevvvvviviennennn. 80% 128,000
Excess of cost over book value (debit)......... $232,000
Existing goodwill ... —
Excess available.............cccccvviiiiiiiiiiiiiiiiiin, $232,000
Adjustments:
101Y7=T ) (o] Y $ 4,000 debit D1
Land.......ccooiieiieieeee e 24,000 debit D2
Bonds payable ..., —
BUildingsS .....coovvieecei e 80,000 debit D3
Equipment.........ccooiiiiiiii 16,000 debit D4
Copyright ..., 40,000 debit D5
GOoOAWIll ... 68,000 debit D6
Extraordinary gain...........cccoeeeeeeeeeeeenn. —
Total ..o $232,000
Allocation Tables
Market Percent* Available Assign Book Adjust
Land .....cceviiiiieieee e 70,000 0.16 344,000 56,000 32,000 24,000
Buildings (Net).........cccvvvvveeieeniiiiii, 250,000 0.58 344,000 200,000 120,000 80,000
Equipment (Net) .......ccvvvveeeiieniiiii 60,000 0.14 344,000 48,000 32,000 16,000
Copyright ..o 50,000 0.12 344,000 _40,000 — 40,000
Total to other fixed assets............. 430,000 1.00 344,000 184,000 160,000
*Rounded
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Ch. 2—Problems

Problem 2-9, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o, 101,000 i i v e 101,000
Accounts receivable................ 65,000 20,000 e e e 85,000
INVENLOTY ...ovvveeiiiiee e 80,000 50,000 (D1) 4,000 e e 134,000
Land.....ccccooevveiiiiie e 100,000 40,000 (D2) 24,000 e e 164,000
Investment in Sader................ 360,000 ....ccciiieees e (EL) 128,000 ..ccovciiieins e,
............................................ (D) 232,000 .ceiiiiieees e,
Buildings .......ccoovviiiieiiiiieee 250,000 200,000 (D3) 80,000 e e 530,000
Accumulated depreciation ...... (80,000)  (50,000) e e e (130,000)
Equipment.........ccoceveviiiinenen 90,000 60,000 (D4) 16,000 e e 166,000
Accumulated depreciation ...... (40,000)  (20,000) e e e (60,000)
COoPYNgt oo s e (D5) 40,000 s e 40,000
GOOAWIIl ..o v ies e (D6) 68,000 s e 68,000
Current liabilities ..................... (80,000)  (40,000) v e e (120,000)
Bonds payable............ccce... (200,000) (100,000) e e e (300,000)
Common stock—Sader........... . .ooccoeeenee (10,000) (EL) 8,000 ... (2,000) ....ccceeennnee.
Paid-in capital in excess of
par—Sader .......ccocviiiiiiiies e (90,000) (EL) 72,000 (18,000) ...ceeeenneee.
Retained earnings—Sader ..... ............... (60,000) (EL) 48,000 (12,000) ....ccoeennn
Common stock—Pantera ....... (20,000) ciiiiiiiiiiiees e e ereeeren————— (20,000)
Paid-in capital in excess of
par—Pantera...........cccccuvueee (180,000) ovviieiiiiiiies e e e (180,000)
Retained earnings—Pantera.. _(446,000) ....cccccccceee. s s e (446,000)
L] = 1 0 0 360,000 360,000 _.oocoiiire iieiiiienn,
N PSPPSR (32,000) (32,000)
CoNtrolling FrEtAINE EAIMINGS .. .. .ueiie ittt ettt e et et e e sttt e e e s bbb e e e sabbe et e sbbbeeesbbbeeesabbbeeesnibne iieiesssieeeens
107> S 0

Eliminations and Adjustments:

(EL)  Eliminate 80% subsidiary equity against investment account.
(D) Distribute excess to:

(D1) Inventory

(D2) Land

(D3)  Building

(D4)  Equipment

(D5)  Copyright

(D6)  Goodwill
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PROBLEM 2-10

(1)

80% Bargain Purchase

Ch. 2—Problems

Common information:

OWNEISNIP INEIEST ...t e e e e e et e e 80%
Price paid (including direct acquiSIition COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienees $200,000
Sader Company’s Balance Sheet before Purchase
Book Fair Book Fair
Value Value Life Value Value

Priority assets:
Accounts receivable.................... 20,000 20,000 Current liabilities .......... 40,000 40,000
INVENTOIY ..o 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 ......ooovvvvvieiiiiiieieiereeeverereieieens 40,000 70,000
BUIldiNgS......cvvvviiiiieiviiiiivieiiiiininns 200,000 250,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Equipment ...........oevvvviiiiiiiiiiiiiinns 60,000 60,000 Paid-in capital in
Accumulated depreciation........... (20,000) excess of par............ 90,000
Copyright.......vvvveieieiiiiiiieininininnn, 50,000 Retained earnings ....... 60,000

Total nonpriority assets......... 230,000 430,000 Total equity............... 160,000
Existing goodwill.............cccoonnee.
Total aSSets .....cccveevveiiieeieeinens 300,000 505.000 Value of net assets.... 160,000 365,000

Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts ...........ccccvvvvvvvvnnnnnns $(65,000) $(52,000) $(52,000)
Nonpriority accounts............ccccevvveenn. 430,000 344,000 292,000
Price Analysis

PiCE e $200,000
ASSIgN tO Priority @CCOUNES .......uuvveieiiiiiiiiiiiiiiiiiiiiiiiniieeeieinees (52,000) full value
Assign to NoNpriority aCCoUNtS ..........cceevvvevviiieeieeeeeeeeeeiiiennn, 252,000 allocate
GOOAWIIL.....oeeiiiee e —
EXtraordinary gain...............eeeeeeeeeeeiiiiiiiiiiiiiiiiiiiiiiieieneees —
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Ch. 2—Problems

Problem 2-10, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevieeeen. $200,000
Less book value interest acquired:

COMMON StOCK ..o, $ 10,000

Paid-in capital in excess of par............ 90,000

Retained earnings...........ccceeeeveeeeeeeenn. 60,000

Total eqUItY.......cocevveeeeeeiiieeeeeie. $160,000

Interest acquired ...........ccoevvvvviviennennn. 80% 128,000
Excess of cost over book value (debit)......... $ 72,000
Existing goodwill ... —
Excess available.............cccccvviiiiiiiiiiiiiiiiiin, $ 72,000
Adjustments:

INVENEOTY .. $ 4,000

= 1o o [ 9,023

Bonds payable ..., —

BUildingsS .....coovvieecei e 26,512

Equipment.........ccooiiiiiiii 3,163

Copyright ..., 29,302

GoodWiIll ..o —

Extraordinary gain...........cccoeeeeeeeeeeeenn. —

Total ..o $ 72,000

Allocation Tables

debit D1
debit D2

debit D3
debit D4
debit D5

Market Percent* Available Assign

Book Adjust

32,000 9,023
120,000 26,512
32,000 3,163
— 29,302

5= o o 70,000 0.16 252,000 41,023
Buildings (Net)..........euvevmmmimmieiiiiiniiinnnns 250,000 0.58 252,000 146,512
Equipment (Net) ...........eevvvvvieiiiiiniiininns 60,000 0.14 252,000 35,163
Copyright ..coooeeiiiii 50,000 0.12 252,000 _29,302

Total to other fixed assets............. 430,000 1.00 252,000
*Rounded
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Problem 2-10, Concluded

Ch. 2—Problems

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Pantera Sader Debit Credit NCI Sheet
Cash ..o, 261,000 cciiiiciis e e e 261,000
Accounts receivable................ 65,000 20,000 e e e 85,000
INVENLOTY ...ovvveeiiiiee e 80,000 50,000 (D1) 4,000 e e 134,000
Land.....ccccooevveiiiiie e 100,000 40,000 (D2) 9,023 e 149,023
Investment in Sader................ 200,000 ..cccveees e (EL) 128,000 ..ccovciiieins e,
............................................ (D) 72,000 i e
Buildings .......ccoovviiiieiiiiieee 250,000 200,000 (D3) 26,512 e e 476,512
Accumulated depreciation ...... (80,000)  (50,000) e e e (130,000)
Equipment.........ccoceveviiiinenen 90,000 60,000 (D4) 3,163 e 153,163
Accumulated depreciation ...... (40,000)  (20,000) e e e (60,000)
COoPYNgt oo s e (D5) 29,302 e e 29,302
GOOAWIll eeviiiiiici e i v e e ereeeeaaea
Current liabilities ..................... (80,000)  (40,000) v e e (120,000)
Bonds payable............ccce... (200,000) (100,000) e e e (300,000)
Common stock—Sader........... . .ooccoeeenee (10,000) (EL) 8,000 ... (2,000) ....ccceeennnee.
Paid-in capital in excess of
par—Sader .......ccocviiiiiiiies e (90,000) (EL) 72,000 (18,000) ...ceeeenneee.
Retained earnings—Sader ..... ............... (60,000) (EL) 48,000 (12,000) ....ccoeennn
Common stock—Pantera ....... (20,000) ciiiiiiiiiiiees e e ereeeren————— (20,000)
Paid-in capital in excess of
par—Pantera...........cccccuvueee (180,000) ovviieiiiiiiies e e e (180,000)
Retained earnings—Pantera.. _(446,000) ....cccccccceee. s s e (446,000)
L] = 1 0 0 200,000 200,000 .ccoiieiee e,
N PSPPSR (32,000) (32,000)
CoNtrolling FrEtAINE EAIMINGS .. .. .ueiie ittt ettt e et et e e sttt e e e s bbb e e e sabbe et e sbbbeeesbbbeeesabbbeeesnibne iieiesssieeeens
107> S 0

Eliminations and Adjustments:

(EL)  Eliminate 80% subsidiary equity against investment account.
(D) Distribute excess to:

(D1) Inventory

(D2) Land

(D3)  Building

(D4)  Equipment

(D5)  Copyright

(D6)  Goodwill
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Ch. 2—Problems

PROBLEM 2-11

1)
100% Purchase with Goodwill

Common information:
OWNEISNIP INEIEST ...t e e e e e et e e 100%
Price paid (including direct acquiSIition COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienees $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
INVENTOIY ..o 120,000 150,000 Bonds payable............. 200,000 210,000

Total priority assets ............... 170,000 200,000 Total liabilities ........ 290,000 300,000
Nonpriority assets:
Land ....ccccoeovevveeeeieee e, 100,000 200,000
BuildingS......cccvvvviiviiiiiiiieeeei, 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........oevvvviiiiiiiiiiiiiinns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Patent (Net) ........eevvvvvvvvvvvenenninnnnns 10,000 150,000 Paid-in capital in
Computer software..........ccccvvvveees 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.............cccoonnee. 60,000
Total aSSets .....occoevevveiieeiieenens 630,000 1,200,000 Value of net assets.... 340,000 900,000
Group Ownership Cumulative

Zone Analysis Total Portion Total
Priority accounts...........ccccceceeeeennnneen. $ (100,000) $ (100,000) $(100,000)
Nonpriority accountsS............ccccevvveenn. 1,000,000 1,000,000 900,000

Price Analysis

o R $1,200,000
AsSign to priority aCCOUNtS ..........ceeiieeeiiieeiiee e, (100,000) full value
Assign to NoONPriority aCCOUNTS .........cceevvvviiiiiiieieeeee e, 1,000,000 full value
GOoodWill.....cooiiii 300,000
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Ch. 2—Problems

Problem 2-11, Continued

Determination and Distribution of Excess Schedule

Price paid for investment .............cccccvveeeennnn. $1,200,000
Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccceeeeveeeeeeeenn. 140,000
Total eqUItY.......cocevveeeeeeiiieeeeeie. $340,000
Interest acquired ...........ccoevvvvviviennennn. 100% 340,000
Excess of cost over book value (debit)......... $ 860,000
Adjustments:
INVENTOTY ..o $ 30,000 debit D1
Land.......coccviieiiiie 100,000 debit D2
Bonds payable ..., (20,000) credit D3
BUildings ......cooovviiiiiii 200,000 debit D4
Equipment........ccooiiieiiiie 110,000 debit D5
Patent (Net) ....ccooeeeeeeeeeeeeeeeeeeeen 140,000 debit D6
Computer software.........cccceeeeeeeeennennns 50,000 debit D7
GOoOAWIll ..o 240,000 debit D8
Extraordinary gain...........cccoeeeeeeeeeeeenn. —
Total adjustments.............cceeeeeenn. $860,000

Allocation Tables

Market  Percent  Available Assign Book Adjust

= 0o [ SRR 200,000 0.20 1,000,000 200,000 100,000 100,000
Buildings (N€t).......oeevvvieeeiiiiiee e 400,000 0.40 1,000,000 400,000 200,000 200,000
Equipment (Net) ......coocvveeeiiiiieee e 200,000 0.20 1,000,000 200,000 90,000 110,000
Patent (Net) .....covcvveeeiiiiee e 150,000 0.15 1,000,000 150,000 10,000 140,000
Computer software ..........cccceeeeeeeevccivnennnn.. 50,000 0.05 1,000,000 50,000 — 50,000
Total to other fixed assets.................... 1,000,000 1.00 1,000,000 400,000 600,000
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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 i i e e 170,000
Accounts receivable.............. 300,000 50,000 s i e 350,000
INVENOTY ...ovvveeiiiee e 410,000 120,000 (D1) 30,000 s e 560,000
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 100,000 s e 1,000,000
Investment in Soma.............. 1,200,000 .eevveveiines e (EL) 340,000 ..ccoviiiiiees e,
............................................... (D) 860,000 ....cocoivvees e,
Buildings ......cccoovcviveeiiiieee 2,800,000 300,000 (D4) 200,000 v e 3,300,000
Accumulated depreciation .... (500,000) (100,000)  viceeeee e e (600,000)
Equipment.........ccoceeviiieennen 600,000 140,000 (D5) 110,000 i e 850,000
Accumulated depreciation .... (230,000)  (50,000) e e e (280,000)
Patent (Net) ....coovveveviiiiiiiies v, 10,000 (D6) 140,000 @ i e 150,000
Computer SOftWare ......ccccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 50,000 e e 50,000
GOoOdWill ... e 60,000 (D8) 240,000  iviiieer e 300,000
Current liabilities ................... (150,000)  (90,000) s e e (240,000)
Bonds payable...................... (300,000) (200,000) s e e (500,000)
Discount (Premium) ...cccccevvies vvviiiiiviiiees e e (D3) 10,000 .............. (10,000)
Common stock—Soma.........  .ocovcverennnee (10,000) (EL) 10,000 s e
Paid-in capital in excess of
PAr—SO0MA ....ovvvvviiiiiiiiiiiins rreennienenaen. (190,000) (EL) 190,000 s v e,
Retained earnings—Soma ... ................. (140,000) (EL) 140,000 s v e,
Common stock—Purnell........ /1000751000 (100,000)
Paid-in capital in excess of
par—Purnell.............cc.eeeee. (3,900,000) iivviiiiiiiiies e e, e (3,900,000)
Retained earnings—Purnell.. (1,100,000) ......ccccccceee o vveiiiiciiins e e (1,100,000)
TotalS...cccovviieeeciieee e 0 0 1,210,000 1,210,000 ooveciiees e,
N PSR STPRR 0 e,
CoNtrolling FELAINE EAIMINGS .. .. . uueeiei ittt ettt e et et e e s bt et e e s b b et e e s bbb et esbbbeeeaabbbeeesabbbeeeaabs iiieiessseeeens
0= SR 0

Eliminations and Adjustments:
(EL) Eliminate subsidiary equity.
(D) Distribute excess to:
(D1) Inventory
(D2)  Premium on bonds payable
(D3) Land
(D4)  Building
(D5)  Equipment
(D6)  Patent
(D7)  Computer software
(D8)  Goodwill
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PROBLEM 2-12

1)
100% Bargain Purchase

Ch. 2—Problems

Common information:

OWNEISNIP INEIEST ...t e e e e e et e e 100%
Price paid (including direct acquiSIition COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienees $800,000
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
INVENTOIY ..o 120,000 150,000 Bonds payable............. 200,000 210,000

Total priority assets ............... 170,000 _ 200,000 Total liabilities ........ 290,000 300,000
Nonpriority assets:
Land ....ooooeeeeeeiee e 100,000 200,000
BUIldiNgS......cvvvviiiiieiviiiiivieiiiiininns 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........oevvvviiiiiiiiiiiiiinns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Patent (Net) ........eevvvvvvvvvvvenenninnnnns 10,000 150,000 Paid-in capital in
Computer software..........ccccvvvveees 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.............cccoonnee. 60,000
Total asSets ..ccccocvvevcveeeiieeiieens 630,000 1,200,000 Value of net assets.... 340,000 900,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts...........ccccceceeeeennnneen. $ (100,000) $ (100,000) $(100,000)
Nonpriority accountsS............ccccevvveenn. 1,000,000 1,000,000 900,000
Price Analysis

PG e e $ 800,000
AsSign to priority aCCOUNtS ..........ceeiieeeiiieeiiee e, (100,000) full value
Assign to NoONPriority aCCOUNTS .........cceevvvviiiiiiieieeeee e, 900,000 allocate
€7 o o 11/ | PP —
EXtraordinary gain...............eeeeeeeeeeimiiiiiiiiiiiiiiiiiiiineenees —
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Ch. 2—Problems

Problem 2-12, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevieeeen. $800,000
Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccceeeeveeeeeeeenn. 140,000
Total eqUItY.......cocevveeeeeeiiieeeeeie. $340,000
Interest acquired ...........ccoevvvvviviennennn. 100% 340,000
Excess of cost over book value (debit)......... $460,000
Adjustments:
INVENTOTY ..o $ 30,000 debit D1
Land.......coccviieiiiie 80,000 debit D2
Bonds payable ..., (20,000) credit D3
BUildings ......cooovviiiiiii 160,000 debit D4
Equipment........ccooiiieiiiie 90,000 debit D5
Patent (Net) ....ccooeeeeeeeeeeeeeeeeeeeen 125,000 debit D6
Computer software.........cccceeeeeeeeennennns 45,000 debit D7
GoodWill......ooeviiiiiiiee (60,000) credit D8
Extraordinary gain............ceeeeeeeeeeeeenn. —
Total adjustments.............cceeeeeenn. $460,000
Allocation Tables
Market  Percent Available Assign Book Adjust
Land ....oeiiieii e 200,000 0.20 900,000 180,000 100,000 80,000
BUildings (N€t) ....cevveveeiiiiiieeee e 400,000 0.40 900,000 360,000 200,000 160,000
Equipment (Net) ......oeevvvicviiieeie e 200,000 0.20 900,000 180,000 90,000 90,000
Patent (Net) .....ceevvvveeiiieee e 150,000 0.15 900,000 135,000 10,000 125,000
Computer software ........cccceevvvvvvveveveeeeeeennen, 50,000 0.05 900,000 45,000 — 45,000
Total to other fixed assets.................... 1,000,000 1.00 900,000 400,000 500,000
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Problem 2-12, Concluded

Ch. 2—Problems

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 i i e e 170,000
Accounts receivable.............. 300,000 50,000 s i e 350,000
INVENOTY ...ovvveeiiiee e 410,000 120,000 (D1) 30,000 s e 560,000
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 80,000 s e 980,000
Investment in Soma.............. 800,000 ....cccoiieees (EL) 340,000 ..ccoviiiiiees e,
............................................... (D) 460,000 ..ccociiiees e,
Buildings ......cccoovcviveeiiiieee 2,800,000 300,000 (D4) 160,000 i e 3,260,000
Accumulated depreciation .... (500,000) (100,000)  viceeeee e e (600,000)
Equipment.........ccoceeviiieennen 600,000 140,000 (D5) 90,000 i e 830,000
Accumulated depreciation .... (230,000)  (50,000) e e e (280,000)
Patent (Net) ....coovveveviiiiiiiies v, 10,000 (D6) 125,000 @ i e 135,000
Computer SOftWare ......ccccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 45,000 e e 45,000
GOoOdWill ... e 60,000 ... (D8) 60,000 ..ccvcviieees e,
Current liabilities ................... (150,000)  (90,000) s e e (240,000)
Bonds payable...................... (300,000) (200,000) s e e (500,000)
Discount (Premium) ...cccccevvies vvviiiiiviiiees e e (D3) 10,000 .............. (10,000)
Common stock—Soma.........  .ocovcverennnee (10,000) (EL) 10,000 s e
Paid-in capital in excess of
PAr—SO0MA ....ovvvvviiiiiiiiiiiins rreennienenaen. (190,000) (EL) 190,000 s v s
Retained earnings—Soma ... ................. (140,000) (EL) 140,000 s v e,
Common stock—Purnell........ (7220100 (92,000)
Paid-in capital in excess of
par—Purnell.............cc.eeeee. 67851101 211000 (3,508,000)
Retained earnings—Purnell.. (1,100,000) ......ccccccceee o veiiiiciiies i e (1,100,000)
TotalS...cccovviieeeciieee e 0 0 870,000 870,000 _.coooeiieee e,
N PSR STPRR 0 e,
CoNtrolling FELAINE EAIMINGS .. .. . uueeiei ittt ettt e et et e e s bt et e e s b b et e e s bbb et esbbbeeeaabbbeeesabbbeeeaabs iiieiessseeeens
0= SR 0

Eliminations and Adjustments:

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

(D1) Inventory

(D2)  Premium on bonds payable
(D3) Land

(D4)  Building

(D5)  Equipment

(D6)  Patent

(D7)  Computer software

(D8)  Goodwill
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Ch. 2—Problems

PROBLEM 2-13

1)
80% Purchase with Goodwvill

Common information:

OWNEISNIP INEIEST ...t e e e e e et e e 80%
Price paid (including direct acquiSIition COSES) ...........uuuurrimmmmiiiiiiiiiiiiiiiiiiiiiiiienees $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
INVENTOIY ..o 120,000 150,000 Bonds payable............. 200,000 210,000

Total priority assets ............... 170,000 _ 200,000 Total liabilities ........ 290,000 300,000
Nonpriority assets:
Land ....ooooeeeeeeiee e 100,000 200,000
BUildingS....ccooviveiie e 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........oevvvviiiiiiiiiiiiiinns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Patent (Net) ........eevvvvvvvvvvvenenninnnnns 10,000 150,000 Paid-in capital in
Computer software..........ccccvvvveees 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.............cccoonnee. 60,000
Total asSets ..ccccocvvevcveeeiieeiieens 630,000 1,200,000 Value of net assets.... 340,000 900,000
Group Ownership Cumulative

Zone Analysis Total Portion Total
Priority accounts...........ccccceceeeeennnneen. $ (100,000) $(80,000) $(80,000)
Nonpriority accountsS............ccccevvveenn. 1,000,000 800,000 720,000

Price Analysis

o R $950,000
AsSign to priority aCCOUNtS ..........ceeiieeeiiieeiiee e, (80,000) full value
Assign to NoONPriority aCCOUNTS .........cceevvvviiiiiiieieeeee e, 800,000 full value
GOoodWill.....cooiiii 230,000
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Ch. 2—Problems

Problem 2-13, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevieeeen. $950,000
Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccceeeeveeeeeeeenn. 140,000
Total eqUItY.......cocevveeeeeeiiieeeeeie. $340,000
Interest acquired ...........ccoevvvvviviennennn. 80% 272,000
Excess of cost over book value (debit)......... $678,000
Adjustments:
INVENTOTY ..o $ 24,000 debit D1
Land.......coccviieiiiie 80,000 debit D2
Bonds payable ..., (8,000) credit D3
BUildings ......cooovviiiiiii 160,000 debit D4
Equipment........ccooiiieiiiie 88,000 debit D5
Patent (Net) ....ccooeeeeeeeeeeeeeeeeeeeen 112,000 debit D6
Computer software.........cccceeeeeeeeennennns 40,000 debit D7
GOoOAWIll ..o 182,000 debit D8
Extraordinary gain...........coeeeeeeeeeeeenn. —
Total adjustments.............cceeeeeenn. $678,000

Allocation Tables

Market  Percent Available Assign Book Adjust

Land....c.ooooviiiiie e 200,000 0.20 800,000 160,000 80,000 80,000
BUildings (N€t) ....cevveveeiiiiiieeee e 400,000 0.40 800,000 320,000 160,000 160,000
Equipment (Net) ......oeevvvicviiieeie e 200,000 0.20 800,000 160,000 72,000 88,000
Patent (Net) .....ceevvvveeiiieee e 150,000 0.15 800,000 120,000 8,000 112,000
Computer software ........cccceevvvvvvveveveeeeeeennen, 50,000 0.05 800,000 40,000 — 40,000
Total to other fixed assets.................... 1,000,000 1.00 800,000 320,000 480,000
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Ch. 2—Problems

Problem 2-13, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 i i e e 170,000
Accounts receivable.............. 300,000 50,000 s i e 350,000
INVENOTY ...ovvveeiiiee e 410,000 120,000 (D1) 24,000 s e 554,000
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 80,000 s e 980,000
Investment in Soma.............. 950,000 ..ccciiees e (EL) 272,000 .oooviiiiees e,
............................................... (D) 678,000 .ccvciiieees e,
Buildings ......cccoovcviveeiiiieee 2,800,000 300,000 (D4) 160,000 i e 3,260,000
Accumulated depreciation .... (500,000) (100,000)  viceeeee e e (600,000)
Equipment.........ccoceeviiieeenee 600,000 140,000 (D5) 88,000 v e 828,000
Accumulated depreciation .... (230,000)  (50,000) e e e (280,000)
Patent (Net) ....coovveveviiiiiiiies v, 10,000 (D6) 112,000 @ e e 122,000
Computer SOftWare ......ccccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 40,000 e e, 40,000
GOoOdWill ... e 60,000 (D8) 182,000 .viiieer e 242,000
Current liabilities ................... (150,000)  (90,000) s e e (240,000)
Bonds payable...................... (300,000) (200,000) s e e (500,000)
Discount (Premium) ...cccccevvies vvviiiiiviiiees e e (D3) 8,000 ............. (8,000)
Common stock—Soma.........  .ocovcverennnee (10,000) (EL) 8,000 ... (2,000) .oiiiiiienn,
Paid-in capital in excess of
PAr—SO0MA ....vvvieiiiiiee s reeeeeiiieeens (190,000) (EL) 152,000 @ .eeeeeeenn. (38,000) ..ccvevrirnennn.
Retained earnings—Soma ... ................. (140,000) (EL) 112,000 ...l (28,000) .....ccceennnn
Common stock—Purnell........ (S5 7110100 (95,000)
Paid-in capital in excess of
par—Purnell.............cc.eeeee. (3,655,000) iiiiiiiiiiiies e e e (3,655,000)
Retained earnings—Purnell.. (1,100,000) ......ccccccceee o vveiiiiciiins e e (1,100,000)
TotalS...cccovviieeeciieee e 0 0 958,000 958,000 _cocoeiiies e,
N PSR STPRR (68,000) (68,000)
CoNtrolling FELAINE EAIMINGS .. .. . uueeiei ittt ettt e et et e e s bt et e e s b b et e e s bbb et esbbbeeeaabbbeeesabbbeeeaabs iiieiessseeeens
0= SR 0

Eliminations and Adjustments:

(EL)
(D)

(D1)
(D2)
(D3)
(D4)
(DS)
(D6)
(D7)
(D8)

Eliminate subsidiary equity.
Distribute excess to:
Inventory

Premium on bonds payable
Land

Building

Equipment

Patent

Computer software
Goodwill
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PROBLEM 2-14

(1)

80% Bargain Purchase

Ch. 2—Problems

Common information:

OWNEISNIP INEIEST ...t e e e e e et e e 80%
Price paid (including direct acquiSItion COSLS) ...........uuuurrimimmiiiiiiiiiiiiiiiiiiiiiinienens $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
INVENTOIY ..o 120,000 150,000 Bonds payable............. 200,000 210,000

Total priority assets ............... 170,000 _ 200,000 Total liabilities ........ 290,000 300,000
Nonpriority assets:
Land ....ooooeeeeeeiee e 100,000 200,000
BUIldiNgS......cvvvviiiiieiviiiiivieiiiiininns 300,000 400,000
Accumulated depreciation........... (100,000)
Equipment ...........oevvvviiiiiiiiiiiiiinns 140,000 200,000 Stockholders’ equity:
Accumulated depreciation........... (50,000) Common stock............. 10,000
Patent (Net) ........eevvvvvvvvvvvenenninnnnns 10,000 150,000 Paid-in capital in
Computer software..........ccccvvvveees 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.............cccoonnee. 60,000
Total asSets ..ccccocvvevcveeeiieeiieens 630,000 1,200,000 Value of net assets.... 340,000 900,000
Group Ownership Cumulative
Zone Analysis Total Portion Total
Priority accounts...........ccccceceeeeennnneen. $ (100,000) $(80,000) $(80,000)
Nonpriority accountsS............ccccevvveenn. 1,000,000 800,000 720,000
Price Analysis

P e $500,000
AsSign to priority aCCOUNtS ..........ceeiieeeiiieeiiee e, (80,000) full value
Assign to NoONPriority aCCOUNTS .........cceevvvviiiiiiieieeeee e, 580,000 allocate
€7 o o 11/ | PP —
EXtraordinary gain...............eeeeeeeeeeimiiiiiiiiiiiiiiiiiiiineenees —

2-45



Ch. 2—Problems

Problem 2-14, Continued

Determination and Distribution of Excess Schedule

Price paid for investment ............cccccoeevieeeen. $500,000
Less book value interest acquired:
COMMON StOCK ..o, $ 10,000
Paid-in capital in excess of par............ 190,000
Retained earnings...........ccceeeeveeeeeeeenn. 140,000
Total eqUItY.......cocevveeeeeeiiieeeeeie. $340,000
Interest acquired ...........ccoevvvvviviennennn. 80% 272,000
Excess of cost over book value (debit)......... $228,000
Adjustments:
INVENTOTY ..o $ 24,000 debit D1
Land...ccoooeeeeeeee e 36,000 debit D2
Bonds payable ..., (8,000) credit D3
BUildings ......cooovviiiiiii 72,000 debit D4
Equipment........ccooiiieiiiie 44,000 debit D5
Patent (Net) ....ccooeeeeeeeeeeeeeeeeeeeen 79,000 debit D6
Computer software.........cccceeeeeeeeennennns 29,000 debit D7
GoodWill......ooeviiiiiiiee (48,000) credit D8
Extraordinary gain...........cccoeeeeeeeeeeeenn. —
Total adjustments.............cceeeeeenn. $228,000
Allocation Tables
Market  Percent Available Assign Book Adjust
Land ....oeiiieii e 200,000 0.20 580,000 116,000 80,000 36,000
BUildings (N€t) ....cevveveeiiiiiieeee e 400,000 0.40 580,000 232,000 160,000 72,000
Equipment (Net) .......oocveveiiiiiieiiiieen e 200,000 0.20 580,000 116,000 72,000 44,000
Patent (Net) .....ceevvvveeiiieee e 150,000 0.15 580,000 87,000 8,000 79,000
Computer software ........cccceevvvvvvveveveeeeeeennen, 50,000 0.05 580,000 29,000 — 29,000
Total to other fixed assets.................... 1,000,000 1.00 580,000 320,000 260,000
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Ch. 2—Problems

Problem 2-14, Concluded

(2)
Year of Consolidation
Consol.
Balance Sheet Eliminations Balance
Purnell Soma Debit Credit NCI Sheet
Cash ..o 170,000 i i e e 170,000
Accounts receivable.............. 300,000 50,000 s i e 350,000
INVENOTY ...ovvveeiiiee e 410,000 120,000 (D1) 24,000 s e 554,000
Land....cccccooceeeiiiiee e 800,000 100,000 (D2) 36,000 s e 936,000
Investment in Soma.............. 500,000 ...cccvees e (EL) 272,000 .oooviiiiees e,
............................................... (D) 228,000 .ccvciiiiees e,
Buildings ......cccoovcviveeiiiieee 2,800,000 300,000 (D4) 72,000 @ e e 3,172,000
Accumulated depreciation .... (500,000) (100,000)  viceeeee e e (600,000)
Equipment.........ccoceeviiieennen 600,000 140,000 (D5) 44,000 e e 784,000
Accumulated depreciation .... (230,000)  (50,000) e e e (280,000)
Patent (Net) ....coovveveviiiiiiiies v, 10,000 (D6) 79,000 s e 89,000
Computer SOftWare ......ccccccces cevvvvvviiiiiiies eevvveeeeeeeee, (D7) 29,000 e e, 29,000
GOoOdWill ... e 60,000 ... (D8) 48,000 .............. 12,000
Current liabilities ................... (150,000)  (90,000) s e e (240,000)
Bonds payable...................... (300,000) (200,000) s e e (500,000)
Discount (Premium) ...cccccevvies vvviiiiiviiiees e e (D3) 8,000 ............. (8,000)
Common stock—Soma.........  .ocovcverennnee (10,000) (EL) 8,000 ... (2,000) .oiiiiiienn,
Paid-in capital in excess of
PAr—SO0MA ....vvvieiiiiiee s reeeeeiiieeens (190,000) (EL) 152,000 @ .eeeeeeenn. (38,000) ..ccvevrirnennn.
Retained earnings—Soma ... ................. (140,000) (EL) 112,000 ...l (28,000) .....ccceennnn
Common stock—Purnell........ 1 7810100 (86,000)
Paid-in capital in excess of
par—Purnell............cccevveee. (3,214,000) eivviiiiiiiiies e e e (3,214,000)
Retained earnings—Purnell.. (1,100,000) ......ccccccceee o vveiiiiciiins e e (1,100,000)
TotalS...cccovviieeeciieee e 0 0 556,000 556,000 _.cocooiiies e,
N PSR STPRR (68,000) (68,000)
CoNtrolling FELAINE EAIMINGS .. .. . uueeiei ittt ettt e et et e e s bt et e e s b b et e e s bbb et esbbbeeeaabbbeeesabbbeeeaabs iiieiessseeeens
0= SR 0

Eliminations and Adjustments:
(EL) Eliminate subsidiary equity.
(D) Distribute excess to:
(D1) Inventory
(D2)  Premium on bonds payable
(D3) Land
(D4)  Building
(D5)  Equipment
(D6)  Patent
(D7)  Computer software
(D8)  Goodwill
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Ch. 2—Case

CASES

CASE 1 SOLUTION

(1) Evaluation of price—Fair value of Al's Hardware

Cash.. $ 180,000
Accounts receivable (net of allowance)............cccceeeeeevienns 350,000
LY=o (] PRSP 600,000
157 o o 100,000
2T 1o 1 o 300,000
EQUIPMENT ... 100,000
Current liabilities ... (425,000)
Y[ ] g (o =T PP PPTTTT (600,000)
I 1] | PR (300,000)

$ 305,000 x 60% = $183,000

ValUE QIVEN....oiiii it a e e 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:

(a) GAAP would require that many of the adjustments to recognize fair values must be made di-
rectly 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) Also Hardware is a likely candidate for quasi-reorganization, because this procedure adjusts
all assets to fair values and decreases Paid-In Capital to provide the amount needed to cover
the negative balance in Retained Earnings.

Summary: The 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 under push-down accounting. If the long-lived assets are not adjusted on the subsidiary books,
the adjustment relative to the controlling interest would be made in the consolidation process.
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