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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.

(b) 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.

(c) 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.

(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. (8 Company Parent NCI
Implied Price Value
Value Analvsis Schedule Fair Value (100%) (0%)
Company fair value..........ccccccoovveieeeniiinnennn, $1,200,000 $1,200,000 N/A
Fair value of net assets excluding goodwill. 800,000 800,000
GOOAWIll.....eviveieiie e $ 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 Eair Value (80%) (20%)
Company fair value.........ccccceeeeveeriiieeiinene $1,200,000 $960,000 $240,000
Fair value of net assets excluding goodwill . 800,000 640,000 160,000
GOOAWIll ... $ 400,000 $320,000 $ 80,000
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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.........cco.ocvervvinesiinesienenn $1,000,000 $1,000,000 N/A
Fair value of net assets excluding goodwiill . 850,000 850,000
GOOAWIll ...t $ 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:

CUITENL ASSELS ...vveeieciveeciie et $ 50,000
Fixed aSSets ......uvvvveieiiiiiiiiiiiiieieie e, 450,000
GOoOAWIll......ocveeieeiee 150,000
$650,000
(b) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fairvalue...........cccoeeeeeeeecnveeenn.. $ 500,000 $ 500,000 N/A
Fair value of net assets excluding goodwiill. 850,000 850,000
Gain onacquisition............coocvviviiiierieeneeeenn, $ (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:

CUITENE ASSELS...uviiuveiieiere e $ 50,000
FiXxed asSetS........ooooviiiiiiiiieie e 450,000
Gain onacquisItion ..........cccovcveveeeniiiee e, (350,000)
$ 150,000
5. (a) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fairvalue...........cccoceeeeeeeecnveeennn.. $1,000,000* $800,000 $200,000
Fair value of net assets excluding goodwiill. 850,000 680,000 170,000
GOoOAWIll.......vviieei 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 ..........cccccevveeveeiiiiii i $650,000 as follows:
(OF U] =T o] A= ToT T =] £ $ 50,000
FIXEA GSSELS ..ooiiiiiiiiii e 450,000
Lo o 0 11/ R 150,000
$650,000
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(b) Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (80%) (20%)
Company fair value...........ccoeeeeevveeeiireeee. $770,000%* $600,000 $170,000*
Fair value of net assets excluding goodwiill . 850,000 680,000 170,000
Gain 0N acquisition ............ccccvviviieeereeneeeenn. $ (80,000) $ (80,000) N/A

*Cannot be less than the NCI share of the fair value of net assets excluding goodwill.
**$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 ..........cccccceeeiiiiiiiiiiiii e, $420,000 as follows:
CUITENE @SSELS ...uvvveieeiieiiiescieeesieeester e ser e st teeesreeeestee e st e e e s nnaeeanneas $ 50,000
FIXEA @SSELS .ooiiiiiiiiiiie e 450,000
GaiN 0N ACUISTTION ..ottt (80,000)
$420.000
6. Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (80%) (20%)
Company fair value..........cccccceevevveeieeviineenn, $1,000,000* $800,000 $200,000
Fair value of net assets excluding goodwill . 850,000 680,000 170,000
GOOAWIll ...eeeiiiies e $ 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 i $700,000 $700,000 $1,150,000
Cost 0of go0ods SOId ....ccovevvviiiiiiiieieeeeeee e, 300,000 300,000 600,000
GrOSS PrOfit .uvveees e $400,000 $400,000 $ 550,000
Selling and administrative expenses........................ 120,000 120,000 200,000
Operating iNCOME..........veeeeiiiiiee e $280,000 $280,000 $ 350,000
Dividend income (10% x $15,000 dividends)........... 1,500
Investment income (30% x $70,000 reported
INCOIME) ittt 21,000
NEtINCOME ..ovviiieeiiee e, $281,500 $301,000 $ 350,000
Noncontrolling interest (20% x $70,000 reported
INCOMEB) i 14,000
Controlling iNterest .......ccoooceiveei e $ 336,000
EXERCISE 2-2
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair Value ..........coeevvieieeiiiiiieeeeeeee e $530,000 $530,000 N/A
Fair value of net assets excluding goodwiill
($280,000 book value + $20,000)..................... 300,000 300,000
(€700 o 111 | SRR $230,000 $230,000
Lo () Cash . 20,000*
Accounts Receivable. ..o, 70,000
INVENTOTY ..o e e 100,000
Property, Plant, and Equipment ($270,000 + $20,000)..... 290,000
GOOAWIIL ... et 230,000
Current Liabilities........c.ooiiiiei e 80,000
Bonds Payable ... 100,000
CaSh ..o 530,000*

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

(b) Glass Company
Balance Sheet
Assets

Current assets:

Cash - $ 30,000

Accounts receivable ........ccoooeveieii e, 120,000

INVENTOIY.....vie et ae e 150,000 $ 300,000
Property, plant, and equipment (net).................... 520,000
GOOAWIll ..o 230,000
Total aSSetS......cooeeeee e, $1,050,000

Liabilities and Stockholders’ Equity

Liabilities:

Current liabilities.......c.ccoevvieiiiiie e, $220,000

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

Common stock ($100 par)......cc.cccveeeveeerieeenne $200,000

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

2. (@) Investmentin PlastiC.........cccvveviirieeiniiiiiiiieeeeeenn 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 fairvalue ..........ccoooooi 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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EXERCISE 2-4

(1) Investmentin Paint, INC. ..........oocoeeeeii e,

CaASN e

(2)
Value Analysis Schedule

Company fair value...............cccoeeeeeii e,
Fair value of net assets excluding goodwill ......
GOOAWIll ..ot

2—-6
.................... 980,000
.................... 980,000
.................... 10,000
.................... 10,000
Company Parent NCI
Implied Price Value
Fair Value (100%) (0%)
$980,000 $980,000 N/A
900,000* 900,000
$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
Implied
Fair Value

Fair value of subsidiary.............. $980,000

NCI
Value

(0%)
N/A

Parent
Price

(100%)
$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
Interest acquired.....................
Book value ..........ccccoeeciiiiiiiienn,
Excess of fair value over book
Value ..oovieiiieiee e $280,000

Adjustment of identifiable accounts:

Adjustment

Inventory ($250,000 fair —
$200,000 book value)............. $ 50,000
Depreciable fixed assets
($750,000 fair — $600,000
book value) ........cccvveeviiiiiiins 150,000
Goodwill ......oevvveviiiiiieiieeieec e, 80,000
Total oo $280,000

$700,000
100%
$700,000

$280,000

Worksheet
Key

debit D1

debit D2
debit D3
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(3) Elimination entries:

Ch. 2—Exercises

Common Stock ($10 par)—Paint...........ccoceeeviiiiiiiiniiieee e, 300,000
Paid-In Capital in Excess of Par—Paint ............ccccccceeeicvnnnnnnnns 380,000
Retained Earnings—Paint .............ccccvvvuviniiiniiiiinniiennnanns 20,000
Investment in Paint, INC.......c.vveeiiiiieeieee e 700,000
LNV 7T 01 (0] S 50,000
Depreciable Fixed ASSELS ......ccccoiiciiiciiici e 150,000
(00 L0 111/ 1 | T 80,000
Investment in Paint, INC.........cooovviiiiiiiiiee e, 280,000
EXERCISE 2-5
(1) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value............cccceeeeeeee e $ 700,000 $ 700,000 N/A
Fair value of net assets excluding goodwill ...... 885,000 885,000
Goodwill
Gain on acquisition ...........coeeeeeeiee e, $(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..........cceevvvnnene. $675,000 $675,000
Interest acquired..................... 100%
Book value ........ccoeeeveeeeeeeeeeee $675,000
Excess of fair value over book
ValUB v $ 25,000 $ 25,000
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Exercise 2- ncl
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)........ccccvvvvvvernnnnnnn. 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) ........cccceevviiiiiiinns (10,000) credit D4
Gain on acquisition .................... (185,000) credit D5
Total oo $ 25,000

(2) Elimination entries:

Common Stock ($5 par)—Genall...........ccooevviieiiiiiiiieeeiiiieee, 200,000
Paid-In Capital in Excess of Par—Genall ...........c.ccccoeeeeien. 300,000
Retained Earnings—Genall............ccccoviiiiiiiiiiie i 175,000
Investment in Genall Company ...........ccccoeeeeeiiiiiieeeeeee, 675,000
[NV ] (o P 15,000
Property, Plant, and EQUIPMENT..........ccuviiiiiieiiiiiiiiiieiee e 200,000
Computer SOftWare.......cccooe e 5,000
Gain 0N ACQUISITION .....eeiiiiiiiii e 185,000
Premium on Bonds Payable............cccccvvvviviiiiiiiiieneeiiee 10,000
Investment in Genall Company ...........ccccoeeeveeiiieeeee, 25,000
EXERCISE 2-6
(1) (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...........ccccevveeiieeiiiee e $1,000,000* $800,000 $200,000**
Fair value of net assets excluding goodwill ...... 820,000 656,000 164,000
GOOAWIll ..eeeeie e $ 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- ntin

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value % (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.......ccceeeeeeunnen... $ 500,000 $500,000 $500,000
Interest acquired..................... 80% 20%
Book value..........ccccevvviiiieenn, $400,000 $100,000
Excess of fair value over book
ValU.....coiveieeciee 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 ....evveeeiieiiiiiiic e, 180,000 debit D5

Total .o $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...........c.cccoveeiiiienieniiee e $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- ntin

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value % (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.......ccccevveeeunnnen. $500,000 $500,000 $500,000
Interest acquired..................... 80% 20%
Book value ........cccceeevvvieniieennnnn. $400,000 $100,000
Excess of fair value over book
ValUe ...ooeiiiiiiiee 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 .....cccvveeeiiiiiiieeecee e 160,000 debit D5
Total oo $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...........cccccevvveiiieeiiiee e $964,000 $800,000 $164,000*
Fair value of net assets excluding goodwill ...... 820,000 656,000 164,000
Goodwill

............................................................ $144,000 $144,000 $ 0

*Equal to 20% of fair value of net identifiable assets.
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(2)

Exercise 2-

ntin

Determination and Distribution of Excess Schedule

Ch. 2—Exercises

Investment in Commo Company (excess remaining)...........

Noncontrolling Interest (to adjust to fair value)

Company Parent NCI
Implied Price Value
Fair Value % (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..........cccvveeenneenn. $500,000 $500,000 $500,000
Interest acquired..................... 80% 20%
Book value ........ccccceeevvvieiieennnne. $400,000 $100,000
Excess of fair value over book
Value ..oeveeeeeieeee e, $464,000 $400,000 $ 64,000
Adjustment of identifiable accounts:
Worksheet
Adjustmen 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
GoOodWill ...oeeeiiiiieee e 144,000 debit D5
Total cvveeeeee i $464,000
Elimination entries:
(a) Value of NCI implied by price paid by parent
Common Stock ($5 par)—Commo (8090)..........ceeervvrrreeerrnnennn. 80,000
Paid-In Capital in Excess of Par—Commo (80%) .................... 120,000
Retained Earnings—Commo (80%) ...........c.uveemmeemmeermmeeeennennnne. 200,000
Investment in Commo Company.........ccccceeeeeeieeeiieeeeceeeeeee
INVENTOTY ... e e eee e 50,000
- T o RSP 100,000
BUIIAING e e 200,000
(€00 L0 1111 | R 180,000
EQUIPMENT....ce e

400,000

30,000
400,000
100,000
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Exercise 2- ncl
(b) NCI = 4,000 shares at $45
Common Stock ($5 par)—Commo (8090)..........ceeervurrreeeriinennn. 80,000
Paid-In Capital in Excess of Par—Commo (80%) .................... 120,000
Retained Earnings—Commo (80%) ..........cc.vvevuvvenvvevnnervennnennne. 200,000
Investment in Commo ComMpPany.........cccceveeveeeieeiieeeeeeivienenee, 400,000
LNV 01 (0] Y PSS 50,000
5= o o SRR 100,000
2 U 1o 1 o SRS 200,000
(00 L0 11,1 | TR 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 (8090)..........ceeeruvrreeerrinennn. 80,000
Paid-In Capital in Excess of Par—Commo (80%) ..........ccc....... 120,000
Retained Earnings—Commo (80%0) ........ccvvveeeeeereriiiiiiiieeeenene 200,000
Investment in Commo COMPANY .........cuvrrrrrieererisiiirieiiieeeee 400,000
INVENTOTY ...t e e e eeeeeeeneees 50,000
LAN. e e 100,000
BUIIAING ... 200,000
(€70 o o |11/ 1| B UPERSR 144,000
EQUIDMENT ... 30,000
Investment in Commo Company (excess remaining)........... 400,000
Noncontrolling Interest (to adjust to fair value)..................... 64,000
EXERCISE 2-7
D Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (80%) (20%)
Company fair value............cccceeeevieee e, $646,000 $512,000**  $134,000*
Fair value of net assets excluding goodwill ...... 670,000 536,000 134,000
Gain 0N acquUISItioN ..........cecevveieiiiiiiiiiieieee e $ (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 ncl

Determination and Distribution of Excess Schedule

Company Parent NCI
Implied Price Value
Fair Value % (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.......ccccevveeeunnnen. $550,000 $550,000 $550,000
Interest acquired..................... 80% 20%
Book value ........cccceeevvvieniieennnnn. $440,000 $110,000
Excess of fair value over book
Value ..oooeeeiiiiiee e $ 96,000 $ 72,000 $ 24,000

Adjustment of identifiable accounts:
Worksheet

Adjustmen Key
Inventory ($400,000 fair —

$280,000 book value)............. $ 120,000 debit D1
Property, plant, and equipment
($500,000 fair — $400,000

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

(2) Elimination entries:

Common Stock ($5 par) (80%0) ......cccuveeerererreeiiiirireseiieeee e 40,000

Paid-In Capital in Excess of Par (80%0)..........ccccvvvveeeeeerriiiiennnn. 104,000

Retained Earnings (809%0)...........uuuuurrurirmmiiiiiiinriiensnseineensnen 296,000
Investment in Sundown Company .......cccccccvveeveeeeieeeieeeneeenn. 440,000

INVENTOTY .t et e e e e e e 120,000

Property, Plant, and EqQuUipment.............cccccueiiiiiniiiiiieiinnes 100,000
GOOAWIIL ... 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 Analvsis Schedule Fair Value (80%) (20%)
Company fair value..........cccccceeeeeiiiiiniieiieee e $500,000 $400,000* $100,000
Fair value of net assets excluding goodwill ...... 390,000 312,000 78,000
GOOAWIll....eeeiiie e e e $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......c.ccceeevvvnnene. $340,000 $340,000 $340,000
Interest acquired..................... 80% 20%
Book value .........ccceeeviivieiiiennnne. $272,000 $ 68,000
Excess of fair value over book
Value ..o $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
GoodWill......ooovveiiiiieeieie e, 110,000 debit D2
Total .o $160,000
(2) Investmentin Delta...........coooooiieiiiii 350,000
CaASI e 350,000
Investment in Delta (1,000 X $50) .......cccvverveeeririieiiieeenieeniie 50,000
Available-for-Sale INVeStMEeNt ........ovvveviii e 42,000
Unrealized Gain on INVESIMENt ........vovviviiiieiiieeeeeeeeeeeeee 8,000

Note: Applicable allowance for any market value adjustment would also be reversed.
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EXERCISE 2-9
(1) Investmentin Craig COMPANY ......cccovieviiiiiiieeiie e 950,000
CaASN . ——— 950,000
(2) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........cccoevveviineee 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.......ccceeeeeennnee... $720,000 $720,000
Interest acquired..................... 100%
Book value .......cccccceevvvnieecinen. $720,000
Excess of fair value over book
value ..o $230,000 $230,000
Adjustment of identifiable accounts:
Worksheet
Adjustment Key
Land ($250,000 fair — $200,000
book value)........cccevvvvveernennnen. $ 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)........ccccvvvvveeenennnen. 20,000 debit D3
Deferred tax liability ($40,000
fair — $50,000 book value) ...... 10,000 debit D4
GoodWill ....evveeiiieeiiiiii e 50,000 debit D5
Total oo $230,000
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Exercise 2- ncl

(3) Adjustments on Craig books:

0 o Vo PPN 50,000
BUIIAING . e e 100,000
Discount on Bonds Payable................uevueiiiiiiiiiiiniiiiiieinnns 20,000
(00 L0 11| T 50,000
Deferred Tax Liability..........cccvvuviieiiiiiiieiiiiiiie s 10,000
Paid-In Capital in Excess of Par.............ccccccceiiiiiiniiinnnnn, 230,000
(4) Elimination entries:
COMMON SEOCK .ttt iiit ittt ettt et e e e e e e s e s e e reees 300,000
Paid-In Capital in EXCess Of Par .........cccccciiiniiiiiiii i 230,000
Retained Earnings ........ccooovvviieiie e, 420,000
Investment in Craig COMPaNny ..........ccuveeevveevieeeuneenniiennnnn. 950,000
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APPENDIX EXERCISE

EXERCISE 2A-1

Big
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (609%)° (40%)¢
Company fair Value ..........ccceeeeveeeeiieeceiiecccee e $5,0002 $5,000
Fair value of net assets excluding goodwill.............. 3,000 3,000
GOOAWIll ..o $2,000 $2,000
aValues 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.c......... 1,000
Total equity.......cccceeevevvnvvennnnn. $2,000 $2,000
Interest acquired .........ccccoeeevinnen 100%
Book value ........ccceeevveeiiiiccieeee. $2,000
Excess of fair value over book
ValUB....ooi it $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 ... 2,000 debit D2
Total v $3,000
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PROBLEMS
PROBLEM 2-1
Investment in Downes COMPANY ...........ueuvvureriemnmeennennneerennnnean. 810,000*
Common StOCK (BL PAr) .cccvveeeeiiiiieeeeiiiee 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
CaASh..c e ——————— 40,000
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........cccoceeeeeiiiee e $810,000 $810,000 N/A
Fair value of net assets excluding goodwill ...... 430,000 430,000
GOOAWIll ..o $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..........cceevvvnnene. $340,000 $340,000
Interest acquired..................... 100%
Book value ..........ccccoveciiiiiiiinn, $340,000
Excess of fair value over book
Value ..oovieiiieiee 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)........ccccceveeninnn. 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 ....coeeiiieee e, 380,000 debit D5
Total ...oooooeeiieee $470,000
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Problem 2-1 ncl

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

Assets

Current assets:

ORI ASSETS ..ot $ 80,100*

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

$ 280,000

Long-lived assets:

Land (including $50,000 INCrease) ........cccccveerinvereeaienneennnnne $190,000

Building (including $30,000 iNCrease) ........cccoccveeerercnneenenne 450,000

Equipment (including $10,00) decrease)...........cccvvveveeeernns 530,000

GOOAWIIl .. 380,000 1,550,000
TOtAl ASSELS ..ot e $1,830,000

Liabilities and Stockholders’ Equity

Current liabilities ......cccovee e, $ 240,000
Stockholders’ equity:

COmMmMON StOCK, PA ...eoiiiiiiiieiiii et $ 58,000

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

Retained earnings ..........cccco e 380,000**
Total stockholders’ eqUILY .........c.oooeiiiiiiieeieeiee e 1,590,000
Total liabilities and stockholders’ equity...........cuuveveveeeeveeiieenenn. $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 ......ccciiuvrriiiieeireeiiiiieeeeee e 630,000*

Common StOCK (L PAr) .eeevvriiiei 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

Cash ... 40,000
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Problem 2-2 ntin

(2) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value............cccccoevvviinieieeee s $787,500* $630,000 $157,500
Fair value of net assets excluding goodwill ...... 430,000 344,000 86,000
GOOAWIll .. $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.....cc.ccceeevvvnnene. $340,000 $340,000 $340,000
Interest acquired..................... 80% 20%
Book value .........ccoccevvvviiininennn, $272,000 $ 68,000
Excess of fair value over book
Value ..ovveeeiiieee 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)........ccccvvvvveeenennnen. 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 ..ceveeeeeee 357,500 debit D5

Total coveieeeniieeieeeee $447.500
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Problem 2-2 ncl

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

Assets

Current assets:

OFhEr @SSELS ...vviiiiiiiietiie st $ 80,000*

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

$ 280,000

Long-lived assets:

Land (including $50,000 INCrease) ........cccceeervveeeiieeeeneneeannes $190,000

Building (including $30,000 iNCrease) ........cccoocvveeriiiieneenene 450,000

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

GOOAWIIl L. 357,500 1,527,500
TOtAl ASSELS ...t et $1,807,500

Liabilities and Stockholders’ Equity

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

CommON StOCK (PA)......veeiieiiieieiiiiee e $ 54,000

Paid-in capital in excess of par .........ccceeeveeei e, 976,000

Retained earnings .........ccccccevevviiiiii 380,000**
Total controlling INtEreSt..........covivieeeiiiee e $1,410,000
NoNcontrolling INTErest ..o 157,500
Total stockholders’ eqUILY ..........ccocviiiiiiieeieiee e $1,567,500
Total liabilities and stockholders’ equity...........cuuvvveeeeeeeeeeieenenn. $1,807,500
*$50,000 + $70,000 less $40,000 acquisition costs.
**$420,000 less $40,000 acquisition costs.

PROBLEM 2-3

Investment in Entro Corporation ........cccccccevvvvvveiiiiieiiieiieieeeeee 400,000

CaASN e —————— 400,000

Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)

Company fair value..........ccccceeeiiiiiiiiieeiiee e $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-

Determination and Distribution of Excess Schedule

Price paid for investment ...
Less book value of interest
Common stock ($5 par) ..

Paid-in capital in excess of par

Company
Implied

Fair Value
$400,000

acquired:
$ 50,000
250,000

Retained earnings

Total equity

70,000
$370,000

Interest acquired.....................

Book value .........ccccevevunnnn.

Excess of fair value over book

value ..o,

$ 30,000

Adjustment of identifiable accounts:

Inventory ($100,000 fair —

$80,000 book value)........

Adjustment

$ 20,000

Land ($40,500 fair — $40,000

book value)............cceee....
Building ($202,500 fair —
$180,000 net book value)
Equipment ($162,000 fair —
$160,000 net book value)
Discount on bonds payable
($95,000 fair — $100,000

500

book value)

Gain on acquisition

Total e

5,000

(3) Elimination entries:

CommON StOCK—ENTIO ....ccvvviiieieeee e
Paid-In Capital in Excess of Par—Entro
Retained EarningS—ENtro.........ccvieiiiiiiiiii e

Investment in Entro Corporation

BUIIAING e
EQUIDMENT.....eiiiiiiieee e

Discount on Bonds Payable

Retained Earnings, Carlson (controlling gain)
Investment in Entro Corporation

Parent NCI
Price Value
100% %
$400,000 N/A
$370,000
100%
$370,000
$ 30,000
Worksheet
Key
debit D1
debit D2
debit D3
debit D4
debit D5
credit D6
50 000
.................... 250 000
70 000
20,000
500
22500
2.000
................... 5,000

2-22

370,000

20,000
30,000
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PROBLEM 2-4
Investment in EXpress Zorporation.................eeeveevveeevveveesneeenne. 320,000
CaSN. e ————— 320,000
Company Parent NCI
_ Implied Price Value
Value Analysis Schedule Eair Value (80%) (20%)
Company fair value...........ccccevvevevineee e $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......c.ccceeevvvnnene. $370,000 $370,000 $370,000
Interest acquired..................... 80% 20%
Book value ........ccccceeevvvieniieennnne. $296,000 $ 74,000
Excess of fair value over book
value ..., $ 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)........ccccvvvvveeenennnen. 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) ........ccccevveveiiiiiins 5,000 debit D5
Gain on acquisition .................... (21,600) credit D6
Total oo $ 35,400
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Problem 2-4 n
Elimination entries:
Common Stock—Express ($50,000 X 809%0) ........cccevvcveerreeennne. 40,000
Paid-In Capital in Excess of Par—Express ($250,000 x 80%) . 200,000
Retained Earnings—Express ($70,000 X 80%0)..........cccccccvennne. 56,000
Investment in Express Corporation .............cccceeevveeeieeeneen. 296,000
INVENTOTY .. e e e e s 20,000
= 10T 1R 10,000
BUIAINGS .oeoieeiiiee e, 20,000
EQUIDMENT......oieiie e 2,000
Discount on Bonds Payable...............ciiiiiininiies e 5,000
Retained Earnings—Penson (controlling gain) .................... 21,600
Investment in Express Corporation ...........c.occvvvvevveeeeeennnnnns 24,000
Retained Earnings—Express (NCI equity share) ................. 11,400
PROBLEM 2-5
Investment in Robby Corporation ..., 480,000
CaSN. . ——— 480,000
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........ccccccv i $480,000 $480,000 N/A
Fair value of net assets excluding goodwill ...... 417,000 417,000
GOOAWIll ..o $ 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..........cceevvvnnene. $370,000 $370,000
Interest acquired..................... 100%
Book value ........cccceeeeevieiineennne. $370,000
Excess of fair value over book
value ..., $110,000 $110,000
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Adjustment of identifiable accounts:

Worksheet
Adjustment Key
Inventory ($100,000 fair —

$80,000 book value)............... $ 20,000 debit D1
Land ($55,000 fair — $40,000

book value)........ccccvvvveeeennnnn. 15,000 debit D2
Buildings ($200,000 fair —

$180,000 net book value)....... 20,000 debit D3
Equipment ($150,000 fair —

$160,000 net book value)....... (10,000) credit D4

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

book value) .........ccccveviieeeinnns 2,000 debit D5
GoOodWill ..o 63,000 debit D6
Total .o $110,000
(B) INVENTOIY ..ot
LANG. ..
BUIIAINGS oo
Discount on Bonds Payable.............cccuvvviiiiiiiiiiiiicece
GOOAWIIL ...t
Equipment ...
Paid-In Capital in EXCess Of Par..........cccccvvveeiiiiiiiiiiiieeeeeene

Ch. 2—Problems

20,000
15,000
20,000

2,000
63,000

10,000
110,000
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PROBLEM 2-6
(D) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........ccccoevveiiiee e $450,000 $450,000 N/A
Fair value of net assets excluding goodwill ...... 335,000 335,000
(€0 To o 1111 | PO $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.....cc.ccceeevvvnnene. $250,000 $250,000
Interest acquired..................... 100%
Book value ........cccceeevvvieniieennnne. $250,000
Excess of fair value over book
value ..., $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)........ccccvvvvveernnnnnen. 10,000 debit D2
Building and equipment
($225,000 fair — $180,000
net book value)...................... 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)..........ccccceverninnnnne. (5,000) credit D5
Goodwill ($450,000 —
$335,000) ....eeiieeeiiieieeeeen 115,000 debit D6
Total e $200,000
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(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 e e 225,000
Accounts Receivable.................. 70,000 30,000 e 100,000
INVENLOIY.....eeviieiiiiieiee e 130,000 120,000 (D1) 20,000 .. 270,000
Investment in Shield ................... 450,000 e s (EL) 250,000  ............
..................................... (D) 200,000
Land ....oovviiiiieeiee e 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 .....cocvvvieieiiieeen 40,000 10,000 (D4) 15,000 @ ... 65,000
L€ T0 Lo 11 1| P (D6) 115,000 ... 115,000
Current Liabilities ...............c...... (192,000) (65,000) e e (257,000)
Bonds Payable ........cccccccvviiiiiees e, (100,000) e e (200,000)
Discount (Premium) ......cccceeveviiies evvviiee e e (D5) 5,000 (5,000)
Common Stock—Shield ............. . ... (50,000) (EL) 50,000 ..
Paid-In Capital in Excess of
Par—Shield .....cccccovviiiiiiies e, (70,000) (EL) 70,000 e e
Retained Earnings—Shield ........  ............ (130,000) (EL) 130,000 s e,
Common Stock—Aron ............... (100,000)  cooceieeeees e e, (200,000)
Paid-In Capital in Excess of
Par—Aron ......cccccoeceeiiniinenn, (250,000)  coceieeees e e (250,000)
Retained Earnings—Aron .......... (633,000)  eeeeeee. vevreeeeeee e, (633,000)
Totals .ooeeevviieiiee e 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 valueto:

(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
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........ccccoevveiiiee e $400,000 $320,000 $80,000
Fair value of net assets excluding goodwill ...... 335,000 268,000 67,000
(€0 To o 1111 | PO $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.....cc.ccceeevvvnnene. $250,000 $250,000 $250,000
Interest acquired..................... 80% 20%
Book value ........cccceeevvvieniieennnne. $200,000 $ 50,000
Excess of fair value over book
ValUE ...ooeiiiieieeec 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)........ccccvvvvveernnnnnen. 10,000 debit D2
Buildings and equipment
($225,000 fair — $180,000
net book value)...................... 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) ..........cccceeeiiinnenn (5,000) credit D5
GoodWill ...ovvviiiieeieeeeeiee 65,000 debit D6
Total ..o, $150,000
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(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 ..ococvvii 315,000 40,000 e e e 355,000
Accounts Receivable .............. 70,000 30,000 e 100,000
INVENLOrY......cvvveiiiiiiiiee e, 130,000 120,000 (D1) 20,000 e 270,000
Investment in Shield ............... 320,000 s (EL) 200,000  .cccoviees e,
..................................... (D) 120,000
Land......cccoovvveeeniiiiieeniiieen, 50,000 35,000 (D2) 10,000 e e 95,000
Buildings and Equipment........ 350,000 230,000 (D3) 45,000 @ e e 625,000
Accumulated Depreciation ..... (100,000)  (50,000) e e (150,000)
Copyrights .....cccveveeviiiiieeee 40,000 10,000 (D4) 15,000 @ e e 65,000
(€0 o 11 1| PP (D6) 65,000 e e 65,000
Current Liabilities.................... (192,000)  (65,000) e e e (257,000)
Bonds Payable........cccccocoeeeeee il (100,000) s e e, (100,000)
Discount (Premium)....cccceeeeiies cvveeeeeiee eeeeeeeeens (D5) 5,000 (5,000)
Common Stock—Shield.........  ............ (50,000) (EL) 40,000 ... (10,000) ...
Paid-In Capital in Excess of
Par—Shield ..ooveeo v (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)  ccccvevies e e (100,000)
Paid-In Capital in Excess of
Par—ArON ..o, (250,000) ................................................. (250,000)
Retained Earnings—Aron....... (633,000)  cccceeviees e e (633,000)
Noncontrolling Interest ...........  ooeeecceees e eeeeeeeeen, (85,000)__ (85,000)
TotalS......cccvveeeeeecieee e, 0 0 355,000 355,000 0 0

Eliminations and Adjustments:
(EL)

Eliminate investment in subsidiary against 80% of the subsidiary equity accounts.

(D)/(NCI) Distribute $120,000 excess of cost over book value and $30,000 NCI adjustment 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, $65,000.
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PROBLEM 2-8
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value..........cccocovvevecieeeecee e $500,000 $500,000 N/A
Fair value of net assets excluding goodwill ...... 450,000 450,000

GOOAWIIl ..o

$ 50,000 $ 50,000

Determination and Distribution of Excess Schedule

Parent NCI
Price Value

(100%) (0%)
$500,000 N/A

Company
Implied
Fair Value
Fair value of subsidiary.............. $500,000
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.....cc.ccceeevvvnnene. $160,000
Interest acquired.....................
Book value .......ccccoociiviiiininennn,
Excess of fair value over book
value ..o $340.000

Adjustment of identifiable accounts:

Adjustment
Inventory ($60,000 fair —

$50,000 book value)............... $ 10,000
Land ($80,000 fair — $40,000

book value)........ccccvvvvveernnnnnen. 40,000
Buildings ($320,000 fair —

$150,000 net book value)....... 170,000
Equipment ($60,000 fair —

$40,000 net book value)......... 20,000
Copyright ($50,000 fair —

$0 book value) ..........cccueeeenee. 50,000
GoodWill ...oeveeee i 50,000

0] 7= | $340,000

$160,000
100%
$160,000

$340,000

Worksheet
Key
debit D1
debit D2
debit D3
debit D4

debit D5
debit D6
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Problem 2- ncl

(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, 61,000  veees e e 61,000
Accounts Receivable .............. 65,000 20,000 e e 85,000
INVENLOrY......coevvvviiiiiieeiiiiieen, 80,000 50,000 (D1) 10,000 ... 140,000
Investment in Saleen .............. 500,000  .eeeees e, (EL) 160,000 ...
..................................... (D) 340,000
Land.....cccceevvrieeeiiiee e, 100,000 40,000 (D2) 40,000 ... 180,000
Buildings ......coooovieeeiiiiiieeee, 250,000 200,000 (D3) 170,000 ... 620,000
Accumulated Depreciation ..... (80,000)  (50,000) e e (130,000)
Equipment .......cccceeviiiiiieee 90,000 60,000 (D4) 20,000 ... 170,000
Accumulated Depreciation ..... (40,000) (20,000) e e, (60,000)
CopYHght cooviieiis s e (D5) 50,000 @ ... 50,000
(€ ToTo o 11 1| (D6) 50,000 ... 50,000
Current Liabilities................... (80,000) (40,000) e e, (120,000)
Bonds Payable ....................... (200,000) (100,000) e e (300,000)
Common Stock ($1 par)—
Saleen ... e (10,000) (EL) 10,000 e e
Paid-In Capital in Excess of
Par—Saleen ........ccocciviiiies e (90,000) (EL) 90,000 s e
Retained Earnings—Saleen ... ........... (60,000) (EL) 60,000 @ e e
Common Stock—~Palto ........... (20,000)  ceveeees e v (20,000)
Paid-In Capital in Excess of
Par—Palto ... (180,000)  ccooeevvees e e, (180,000)
Retained Earnings—Palto ...... (546.000)  ereee. s i (546,000)
TotalS..covveeiiiiiiee e 0 0 500,000 500,000 ...
NONCONTONING INTEIEST...ceiiiiiiie e arreeeaane
Controlling Retained EarNiNGS. ........cvueiiiiiiiiiiee ittt nneees aevieeeenaes
0] 1 SOOI 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:
(D1) Inventory, $10,000.
(D2) Land, $40,000.
(D3) Buildings, $170,000.
(D4) Equipment, $20,000.
(D5) Copyright, $50,000.
(D6) Goodwill, $50,000.
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PROBLEM 2-9
(D) Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (100%) (0%)
Company fair value..........cccocovvevecieeeecee e $400,000 $400,000 N/A
Fair value of net assets excluding goodwill ...... 450,000 450,000
Gain on acquisition ... $ (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.....cc.ccceeevvvnnene. $160,000 $160,000
Interest acquired..................... 100%
Book value ........cccceeevvvieniieennnne. $160,000
Excess of fair value over book
value ..., $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)........ccccvvvvveeenennnen. 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) .......c..cccoeeennee. 50,000 debit D5
(CF- 1] I (50,000) debit D6

Total coveieeeeieee e $240,000
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Problem 2- ncl

(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 oo e e, 161,000
Accounts Receivable.............. 65,000 20,000 e e, 85,000
INVENLOrY......cvvveeiiiiiieeeciiiie, 80,000 50,000 (D1) 10,000 ... 140,000
Investment in Saleen .............. 400,000  ..eeen (EL) 160,000 ...
..................................... (D) 240,000
Land.....ccccoevvvvieeniiiee e, 100,000 40,000 (D2) 40,000 ... 180,000
Buildings .......ooooevveeiiiiiieeee, 250,000 200,000 (D3) 170,000 ... 620,000
Accumulated Depreciation ..... (80,000) (50,000) e e (130,000)
Equipment .......ccccoeeviiiiieee, 90,000 60,000 (D4) 20,000 ... 170,000
Accumulated Depreciation ..... (40,000) (20,000) e e (60,000)
(0] )11 | | PSS (D5) 50,000 ... 50,000
GOOAWIll..eiiiiiiiiiiiiiii s s v e,
Current Liabilities................... (80,000) (40,000) e e (120,000)
Bonds Payable ....................... (200,000) (100,000) e e, (300,000)
Common Stock ($1 par)—
Saleen ... e (10,000) (EL) 10,000 e e
Paid-In Capital in Excess of
Par—Saleen .......ccoccvviiiiees i, (90,000) (EL) 90,000 eer e
Retained Earnings—Saleen ... ............ (60,000) (EL) 60,000 e e
Common Stock—~Palto ........... (20,000)  ccvvvieees e v, (20,000)
Paid-In Capital in Excess of
Par—Palto ... (180,000)  ccoceevvees e e, (180,000)
Retained Earnings—Palto ...... (546,000)  .eoorre. e (D6) 50,000 (596,000)
TotalS...ooveiiiiiiiieecee e 0 0 450,000 450,000 @ ..
NONCONTOINING INTEIEST ...t eeeaans
Controlling Retained EarNiNgS. ........cuueiiiiiiiiiieie ittt nnees iiiiieee
L0 1 R 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:
(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), $50,000.
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PROBLEM 2-10

(D) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value..........cccocovvevecieeeecee e $492,000 $400,000 $92,000*
Fair value of net assets excluding goodwill ...... 450,000 360,000 90,000
GOOAWIll ...t $ 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.......ccceeeeeennnen... $160,000 $160,000 $160,000
Interest acquired..................... 80% 20%
Book value ........cccccovvvviiinieennenn, $128,000 $ 32,000
Excess of fair value over book
Value ..ooveieiiiiiiee 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)........ccccvvvvveeenennnen. 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) ...........cceeeeennee. 50,000 debit D5
GoodWill ...oeveeeee i 42,000 debit D6

Total oo $332.000
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Problem 2-1 ncl

(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 i i e 161,000
Accounts Receivable.............. 65,000 20,000 e e e 85,000
INVENLOrY......cvvveeiiiiiieeeciiiie, 80,000 50,000 (D1) 10,000 e e 140,000
Investment in Saleen .............. 400,000 s (EL) 128,000  .cccoeeeees e,
..................................... (D) 272,000
Land.....ccccoevvvvieeniiiee e, 100,000 40,000 (D2) 40,000 e e 180,000
Buildings .......ooooevveeiiiiiieeee, 250,000 200,000 (D3) 170,000 e e 620,000
Accumulated Depreciation ..... (80,000)  (50,000) e e v (130,000)
Equipment .......ccccoeeviiiiieee, 90,000 60,000 (D4) 20,000 e e 170,000
Accumulated Depreciation ..... (40,000)  (20,000) e e e (60,000)
(0] )11 | | PSS (D5) 50,000 e 50,000
(€ ToTo o 11 1| (D6) 42,000 s e 42,000
Current Liabilities.................... (80,000)  (40,000) i e e (120,000)
Bonds Payable ....................... (200,000) (100,000) e e e (300,000)
Common Stock ($1 par)—
SaleeNn ... e (10,000) (EL) 8,000 ... (2,000)  ............
Paid-In Capital in Excess of
Par—Saleen .......ccoccvviiiiees i, (90,000) (EL) 72,000 @ .. (18,000)  ...oceeee.
Retained Earnings—Saleen ... ............ (60,000) (EL) 48,000 (NCI) 60,000 (72,000) ............
Common Stock—~Palto ........... (20,000)  ccoiieees e e v, (20,000)
Paid-In Capital in Excess of
Par—Palto ........cccocveverennnn. (180,000)  cccceeveees e e (180,000)
Retained Earnings—~Palto ...... (546,000)  cvveeeeees rerereeeeees rrmveeeeeee eeeeeeeee (546,000)
TotalS...ooveiiiiiiiieecee e 0 0 460,000 460,000 e e,
NONCONTIOING INTEIEST ...t e e et e e e (92,000) (92,000)
Controlling RetaiNed EArMINGS. ... ...ceiii ittt ettt ettt et et e e e sbe e e e e sbebeeeesbnbbeeeeanbbeeees teeiseeeesas
LI = 1 S 0
Eliminations and Adjustments:
(EL) Eliminate the investment in the subsidiary against the subsidiary equity accounts.
(D)/(NCI) Distribute $272,000 excess and adjust NCI $60,000 (total $332,000 excess) as follows:
(D1) Inventory, $10,000.
(D2) Land, $40,000.
(D3) Buildings, $170,000.
(D4) Equipment, $20,000.
(D5) Copyright, $50,000.
(D6) Goodwill, $42,000.
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PROBLEM 2-11
Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (80%) (20%)
Company fair value...........ccccoevveiiiee e $390,000 $300,000 $90,000*
Fair value of net assets excluding goodwill ...... 450,000 360,000 90,000
Gain on acquisition ...........cceeeeeeeee e, $ (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......c.ccceeevvvnnene. $160,000 $160,000 $160,000
Interest acquired..................... 80% 20%
Book value ........cccceeevvvieniieennnnn. $128,000 $ 32,000
Excess of fair value over book
Value ..ooveieiiiiiiee 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)........cccevvvveevvnennnen. 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) ........ccccevevvvevvnennnne 50,000 debit D5
Gain on acquisition .................... (60,000) credit D6
Total cveeeeeecieeee e, $230,000
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Problem 2-11 ncl

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

Eliminations Zonsolidated
Balance Sheet and Adjustments Balance
Palto Saleen Dr. Cr. NCI Sheet
Cash ..o 261,000 i e e 261,000
Accounts Receivable.............. 65,000 20,000 e 85,000
INVENLOrY.....ccvvveiiiiiiiee e, 80,000 50,000 (D1) 10,000 e e 140,000
Investment in Saleen.............. 300,000 .., (EL) 128,000  .ccoooeeees e
..................................... (D) 172,000
Land......cccooevviieeniiiieeen i, 100,000 40,000 (D2) 40,000 e e 180,000
BuildingS .....ccoocvveeviiieeeiiieee 250,000 200,000 (D3) 170,000 e e 620,000
Accumulated Depreciation ..... (80,000)  (50,000) e i e (130,000)
Equipment ......ccccceeviiiiinenee 90,000 60,000 (D4) 20,000 @ e e 170,000
Accumulated Depreciation ..... (40,000) (20,000) s e v (60,000)
(0] )11 | | AP (D5) 50,000 s e 50,000
LT o 0 11 |
Current Liabilities.................... (80,000)  (40,000) e e e (120,000)
Bonds Payable ....................... (200,000) (100,000)  cceeveeee e e (300,000)
Common Stock ($1 par)—
SaAlEEN e e (10,000) (EL) 8,000 ... (2,000) ..
Paid-In Capital in Excess of
Par—Saleen ........ccocciviiiies e (90,000) (EL) 72,000 @ ... (18,000) ..o
Retained Earnings—Saleen ... (60,000) (EL) 48,000 (NCI) 58,000 (70,000) ..o
Common Stock—Palto ........... (20,000)  cooccieeees i i e (20,000)
Paid-In Capital in Excess of
Par—Palto ..........ccccvvverenen. (180,000)  ccccveveees e e (180,000)
Retained Earnings—Palto ...... (546.000) . e (D6) _60,000  ............ (606,000)
TotalS...ovveiiiiiiieee e 0 0 418,000 418,000 e e
NONCONETOHING INTEIEST ...ceii et e (90,000)  (90,000)
(O7e] gl igo]|ITaTo IR L=] r= T aT=To = Uy o1 oo OO
L0 7= 1 T P U TR PP PRI 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
(D) Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (100%) (0%)
Company fair value...........ccoecevveeeeneeeeiee e $1,100,000 $1,100,000 N/A
Fair value of net assets excluding goodwill ...... 850,000 850,000
(€0 To o 1111 | PO $ 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.....cc.ccceeevvvnnene. $ 340,000 $ 340,000
Interest acquired..................... 100%
Book value..........ccccevvviiiieenn, $_ 340,000
Excess of fair value over book
Value......coeviiiieeieeieeeiiiieee 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)........ccccuvvvvveernnennen. 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)..........cccceeeeviinnnnne. (10,000) credit D7
Goodwill ($250,000 fair —

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

Total ..ooveiiiie $760,000
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Problem 2-12 ncl
(2 Purnell Corporation and Subsidiary SentinelCorporation
Worksheet for Consolidated Balance Sheet
December 31, 2015
Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. Sheet
Cash ..occoviveeiciiee e, 20,000 s e e 20,000
Accounts Receivable ........... 300,000 50,000 350,000
Inventory.........cccceeeviiiiiienenes 410,000 120,000 .l (D1) 20,000 510,000
Investment in Sentinel ......... 1,100,000  ..ceeeees e (EL) 340,000 ...l
..................................... (D) 760,000
Land......cccooeviieiininiiieeen e 800,000 100,000 (D2) 100,000 ... 1,000,000
Buildings ........oovvivveeiiiiinen, 2,800,000 300,000 (D3) 200,000 ... 3,300,000
Accumulated Depreciation ..  (500,000) (100,000)  .ceeeee s (600,000)
Equipment .......cccceeviivinenne 600,000 140,000 (D4) 110,000 ... 850,000
Accumulated Depreciation ..  (230,000) (50,000)  .......eh . (280,000)
Patent ..o e 10,000 (D5) 140,000 ... 150,000
Computer SOftware ............ cvvcvvieees e (D6) 50,000 ... 50,000
GoodWill......coovviiieeiiiiiiieeee e 60,000 (D8) 190,000 ... 250,000
Current Liabilities................. (150,000)  (90,000) s e, (240,000)
Bonds Payable .................... (300,000) (200,000) s e, (500,000)
Premium on Bonds Payable ... ..o (D7) 10,000 (20,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 10,000 e e
Paid-In Capital in Excess of
Par—Sentinel........cccceceeee i (190,000) (EL) 190,000  .ieies e
Retained Earnings—Sentinel  ............ (140,000) (EL) 140,000 vieeer e
Common Stock—Purnell..... (95,000)  coocoeeeees e e (95,000)
Paid-In Capital in Excess of
Par—Purnell..................... (3,655,000)  ccoceeiies e e, (3,655,000)
Retained Earnings—Purnell (1,100,000)  .cccoocee. ivveiienes L eeeiiieee.. (1,100,000)
Totals. wvveeeieeeciie e 0 0 1,130,000 1,130,000 ...
L PO
B0 =1L TS OOOPOPPPRPP 0

Eliminations and Adjustments:

(EL) Eliminate parent ownership interest.
(D) Distribute excess.

Distribute adjustments:

(D1) Inventory.

(D2) Land.

(D3) Buildings.

(D4) Equipment.

(D5) Patent.

(D6) Computer software.

(D7) Premium on bonds payable.
(D8) Goodwill.
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PROBLEM 2-13

(D) Company Parent NCI
Implied Price Value
Value Analysis Schedule Fair Value (100%) (0%)
Company fair value...........ccccoevveiiiee e $800,000 $800,000 N/A
Fair value of net assets excluding goodwill ...... 850,000 850,000
Gain on acquisition ........ccccoeveevriieniee e, $ (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.......ccceeeeeennnee... $340,000 $340,000
Interest acquired ...........ccccevnnnnee 100%
Book value.........ccccccovuveeeccnnnnn. $340,000
Excess of fair value over book
ValU.....ooeeieecieeee e $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)..........ccccceeeriinnnnne. 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)..........cccceeeeviinnnnne. (10,000) credit D7
Goodwill ($0 fair — $60,000
book value) .........ccccveveieeiinnnns (60,000) credit D8
Gain on acquisition .................... (50,000) credit D9
Total .o $460,000
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Problem 2-1 ncl

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

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. Sheet
Cash ..ccocvveeiiiie e, 20,000 s e e 20,000
Accounts Receivable ........... 300,000 50,000 e, 350,000
Inventory.........ccccveevvvvinnnnnnn. 410,000 120,000 (b1) 20,000 510,000
Investment in Sentinel ......... 800,000 ..o (EL) 340,000 ...
..................................... (D) 460,000
Land........ccccvvvveeeviiiiinee s, 800,000 100,000 (D2) 100,000 ... 1,000,000
Buildings ........cccoceeeeviiiienene 2,800,000 300,000 (D3) 200,000 ... 3,300,000
Accumulated Depreciation..  (500,000) (100,000) s (600,000)
Equipment ........cccoviieiennn 600,000 140,000 (D4) 110,000 .. 850,000
Accumulated Depreciation ..  (230,000)  (50,000) s e, (280,000)
Patent ......cccovcvviiiiiis e 10,000 (D5) 140,000 ... 150,000
Computer Software ........ccce. s e, (D6) 50,000 . 50,000
(€ ToTo o 11 1| R 60,000 .. (D8) 60,000 ..
Current Liabilities................. (150,000)  (90,000) e e, (240,000)
Bonds Payable .................... (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 ..o
Paid-In Capital in Excess of
Par—Sentin€l.......cccccccceeee. e, (190,000) (EL) 190,000 s e
Retained Earnings—Sentinel  ............ (140,000) (EL) 140,000 s e
Common Stock—Purnell..... (89,000)  .eiiees s s (89,000)
Paid-In Capital in Excess of
Par—Purnell..................... (3,361,000)  .iecvciieees e e, (3,361,000)
Retained Earnings—Purnell (1,100,000)  ..cccoeeee. veeeeeenn, (D9) _50,000 (1,150,000)
Totals.....cocoeeeieeeiee e, 0 0 940,000 940,000 @ ...
L U
I ] = 1 OSSR 0
Eliminations and Adjustments:
(EL) Eliminate parent ownership interest.
(D) Distribute excess.
Distribute adjustments:
(D1) Inventory.
(D2) Land.
(D3) Buildings.
(D4) Equipment.
(D5) Patent.
(D6) Computer software.
(D7) Premium on bonds payable
(D8) Goodwiill.
(D9) Gain on acquisition (close to parent Retained Earnings).
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PROBLEM 2-14
Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (80%) (20%)
Company fair value...........ccccooevveiiieeeiie e $1,187,500 $950,000 $237,500
Fair value of net assets excluding goodwill ...... 850,000 680,000 170,000
(€0 To o 1111 | PO $ 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.....cc.ccceeevvvnnene. $ 340,000 $340,000 $340,000
Interest acquired..................... 80% 20%
Book value..........ccccevvviiiieenn, $272,000 $ 68,000
Excess of fair value over book
ValUe....cooeceeecieeieciiece e $ 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)..........cccceeeeviinnnnne. (10,000) credit D7
Goodwill ($337,500 fair —
$60,000 book value)............... 277,500 debit D8
Total eveeeeiiiiciieeeeeeee, $847,500
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Problem 2-14 ncl

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

Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. NCI Sheet
Cash..oovceiiiie, 20,000 s e e e, 20,000
Accounts Receivable........... 300,000 50,000, cee ittt 350,000
INVENLOrY.....ccvvveeiiiiiieeeeiie 410,000 120,000 e (D1) 20,000.....ccccccueeiivvranne 510,000
Investment in Sentinel......... 950,000  ..eeeen (EL) 272,000  .ccoiiiir e
..................................... (D) 678,000
Land......cccooemiieiiniiiiieeen e 800,000 100,000  (D2) 100,000 ......cccimimiimmereniiiieaniireennieeesnenes 1,000,000
BuildingS........coovvveeeiiiiinennns 2,800,000 300,000 (D3) 200,000 ......ccccccmiumiemiiieniiieenireesieeeennens 3,300,000
Accumulated Depreciation .. (500,000)  (100,000) ..eeeeeeeeie i e (600,000)
Equipment........c.cceeviieiennn 600,000 140,000 (D4) 110,000 ....ccceiiieemiiieeiiiiieenieeeesiieeesieee e 850,000
Accumulated Depreciation..  (230,000)  (50,000) .....ceeiiiiiiiiiiieeniiie e (280,000)
[ 1= 0| 10,000  (D5) 140,000 ......cccceiiuriiirieeiirieeiiineeesireee e 150,000
Computer Software ............. . eveevies e, (D6) 50,000 s e 50,000
(€070 111 P 60,000  (D8) 277,500 ......cccvuveiiireiiiiieiie et 337,500
Current Liabilities................. (150,000) (90,000) ...evieeeiriie ettt (240,000)
Bonds Payable ................... (300,000)  (200,000) ...cvveeeiuiieeeiiireesireeestie et e e e et ee s e e nreee e (500,000)
Premium on Bonds Payable  ........... i (D7) 10,000 ... (10,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 8,000 ... (2,000) ...
Paid-In Capital in Excess of
Par—Sentinel..........ccceeee. 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) i e e (92,000)
Paid-In Capital in Excess of
Par—Purnell..................... G707 X 000 SRR (3,508,000)
Retained Earnings—Purnell  (1,100,000)  .ccccccccces eeeeiiiiiiies e e ra e e e e a e e n e (1,100,000)
TotalS..ccoovvviiiiiee e 0 0 1,149,500 1,149,500  eerren e,
N SRR (237,500) _(237,500)
B0 ] 7= 1 TSP UPT TP PPPPPP 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.

(D5) Patent.

(D6) Computer software.

(D7) Premium on bonds payable.
(D8) Goodwill.
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PROBLEM 2-15
D Company Parent NCI
Implied Price Value
Value Analysis Schedule Eair Value (80%) (20%)
Company fair value.........cccccoeeveeeveeeiiieee e, $ 670,000 $ 500,000 $170,000*
Fair value of net assets excluding goodwill ...... 850,000 680,000 170,000
Gain on acquiSItion ..........ccvvveeeiiiiee e $(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.......ccceeeeeennnen... $340,000 $340,000 $340,000
Interest acquired..................... 80% 20%
Book value..........ccceevvnvvivinnnennn. $272,000 $ 68,000
Excess of fair value over book
ValUe....cooeceeecieeieciiece 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)........cccevvvvvvvrnnnnnen. 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).........ceeevveeernennn. (10,000) credit D7
Goodwill (30 fair — $60,000
book value) .........ccccevvieeiieee (60,000) credit D8
Gain on acquisition .................... (180,000) credit D9
Total oo $ 330,000
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Problem 2-1 ncl
(2) Purnell Corporation and Subsidiary SentinelCorporation
Worksheet for Consolidated Balance Sheet
December 31, 2015
Eliminations Consolidated
Balance Sheet and Adjustments Balance
Purnell Sentinel Dr. Cr. NCI Sheet
Cash..oovceiiiie, 20,000 s e e e 20,000
Accounts Receivable........... 300,000 50,000, cee ittt 350,000
INVENLOrY.....ccvvveeiiiiiieeeeiie 410,000 120,000 e (D1) 20,000.....ccccceevvviernnnen. 510,000
Investment in Sentinel......... 500,000  ...ceeeees (EL) 272,000  .ccoiiiir e
..................................... (D) 228,000
Land......cccooemiieiiniiiiieeen e 800,000 100,000  (D2) 100,000 ......cccimimiimmereniiiieaniireennieeesnenes 1,000,000
BuildingS........coovvveeeiiiiinennns 2,800,000 300,000 (D3) 200,000 ......ccccccmiumiemiiieniiieenireesieeeennens 3,300,000
Accumulated Depreciation .. (500,000)  (100,000) ..eeeeeeeeie i e (600,000)
Equipment........c.cceeviieiennn 600,000 140,000 (D4) 110,000 ....ccceiiieemiiieeiiiiieenieeeesiieeesieee e 850,000
Accumulated Depreciation..  (230,000)  (50,000) .....ceeiiiiiiiiiiieeniiie e (280,000)
[ 1= 0| 10,000  (D5) 140,000 ......cccceiiuriiirieeiirieeiiineeesireee e 150,000
Computer Software ............. . eveevies e, (D6) 50,000 s e 50,000
(€070 111 P 60,000 ... (D8) 60,000  .vviees e
Current Liabilities................. (150,000) (90,000) ...evieeeiriie ettt (240,000)
Bonds Payable ................... (300,000)  (200,000) ...cvveeeiuiieeeiiireesireeestie et e e e et ee s e e nreee e (500,000)
Premium on Bonds Payable  ........... i (D7) 10,000 ... (10,000)
Common Stock—Sentinel...  ........... (10,000) (EL) 8,000 ... (2,000) ...
Paid-In Capital in Excess of
Par—Sentinel..........ccceeee. 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)  ioivieiees i e (83,000)
Paid-In Capital in Excess of
Par—Purnell..................... S0 L2 000 ) SRR (3,067,000)
Retained Earnings—Purnell (1,100,000)  .cccoceee. vereeee., (D9) 180,000.........cccennnne. (1,280,000)
TotalS..ccoovvviiiiiee e 0 0 872,000 872,000  .cooern e
N SRR (170,000) _(170,000)
B0 ] 7= 1 TSP UPT TP PPPPPP 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.
(D5) 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

Value Analysis Schedule

Company fair value...........ccc.coiiiiiiiiiiieee
Fair value of net assets excluding goodwill ......
GoodWIll .eeeeerieeeiee
Gain on acquisition

Famous
Company
Implied
Fair Value

NCI
Value

Parent
Price
(100%)°

$240,000?
235,000
$ 5.000

$240,000
235,000
$ 5.000

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

Determination and Distribution of Excess Schedule

NCI
Value

Parent
Price

(100%)
$240,000

Famous
Company
Implied
Fair Value
Fair value of subsidiary.............. $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......ccccceveeienennn $115,000
Interest acquired.....................
Book value .........cccooevveieiiiininnn,
Excess of fair value over book
ValUe ..oovieeiieeee e $125,000

Adjustment of identifiable accounts:

Adjustment
Building ($200,000 fair —

$100,000 book value)............. $100,000
Equipment ($40,000 fair —
$20,000 book value) ............... 20,000
GooadWiIll ...oeeeeiieie e, 5,000
0] 7= | $125.000

$115,000
100%
$115,000

$125,000

Worksheet
Key
debit D1

debit D2
debit D3
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PROBLEM 2A-1

2 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. | Cl Sheet
Current Assets.........cccceeeee. 10,000 5000 s e 15,000
Investment in Unknown
Company......ccccevvcciiniiiees e, 360,000 .. (EL) 360,000  ..ccooeees e
Buildings .......oooevvveieiiiien, 150,000 100,000 (D1) 100,000 s e, 350,000
Equipment .......cccceevviveeen 100,000 20,000 (D2) 20,000 e e, 140,000
(€70 T o 11 1 S (D3) 5000 e, 5,000
Long-Term Liabilities ........... (5,000)  (10,000) e e e (15,000)
Common Stock—Unknown . (5,000) ............ (TR) 5,000 s,
Paid-In Capital in Excess
of Par—Unknown ............. (115,000) ............ (TR) 115,000 i e e,
Retained Earnings—
Unknown ........ccccevveeennene (135,000)  ccoceevees e 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 ........cccccceeees ceiveen, (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  ..ccoovee eeeeeeeeenn,
TotalS....cooovcveeieeeeciiieee s 0 0 745,000 745,000 e e
N SRS 0
L0 =1L TP E TSR ROPOPPPPTP 0
Eliminations and Adjustments:
(EL) Eliminate investment account and the equity recorded at the time of acquisition.
(D) Distribute the excess applicable to the investment and the adjustment to fair value for the NCI
as follows:
(D1) Increase building, $100,000.
(D2) Increased equipment, $20,000.
(D3) Record goodwill, $5,000.
(TR) 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, an
to paid-in excess.

d balance
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CASE

CASE 2-1

(1) Evaluation of price—Fair value of Al's Hardware:
CaSN e $180,000
Accounts receivable ..o 350,000
LNV a1 (0] P 600,000
= 1o Vo [T 100,000
20 1o 1 o PR 300,000
EQUIPMENT ...t 100,000
Current liabilities..........ccccoveee i, (425,000)
MOMQAGE ... (600,000)
0 ATV | (300,000)

2)

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

ValUB QIVEN ..ot 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:

(a)

(b)

(€)
(d)

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.

Summary: 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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