Advanced Financial Accounting
Week Two Exercises SOLUTIONS

1) On January 1, 2013, Pine issues 30,000 shares of its stock, $10 par value with a market value of $20 per share for all the outstanding shares of Sain Corp. in a business combination.  Sain is dissolved.  The recorded book values reflect fair values, except for the current assets of Sain, which have a net realizable value of $100,000.
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Transaction expenses: (HINT:  review slide 5 of the PPT)
Registration/issuance costs:  	$15,000
Other direct costs:		$25,000

REQUIRED: Prepare the balance sheet of Pine Corp. immediately after the business combination.
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2) Celestia Corp. paid $5,000,000 for Dawn Corp.’s common stock on January 1, 2013, and Dawn was dissolved.  The purchase price consisted of 100,000 shares of Celistia’s common stock, $20 par value with a market value of $4,000,000, plus $1,000,000 cash.  
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Transaction expenses: (HINT:  review slide 5 of the PPT)
Registration/issuance costs:  	$50,000
Other direct costs:		$200,000

REQUIRED: Prepare the acquisition journal entries and the balance sheet of Celestia Corp. immediately after the acquisition and dissolution of Dawn.
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Assets

Current assets

Cash 5,230 $             

A/R 3,320 $             

N/R 3,600 $             

Inventories 6,000 $             

Other current assets 1,800 $             

Total current assets 19,950 $          

Land 4,400 $             

Buildings - net 20,400 $          

Equipment - net 21,200 $          

Total assets 65,950 $          

Liabilities and Equity

Current liabilities

A/P 2,600 $             

Total current liabilities 2,600 $             

Mortgage payable 11,200 $          

Capital stock 22,000 $          

APIC 17,950 $          

Retained earnings 12,200 $          

Total Liabilities and Equity 65,950 $          

Celestia Corp.

Balance Sheet

January 1, 2013
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Pine Sain

Assets

Current assets 130 $            60 $              

Land 50                  100               

Buildings - net 300                100               

Equipment - net 220                240               

Total assets 700 $            500 $           

Liabilities and Equity

Current liabilities 50 $               60 $              

Capital stock 500 $            200 $           

APIC 50 $               140 $           

Retained earnings 100                100               

Total Liabilities and Equity 700 $            500 $           
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Current assets 100 $        

Land 100           

Buildings - net 100           

Equipment - net 240           

APIC 15              registration costs

Investment exp. 25              direct costs

Goodwill 120           

Current liabilities 60 $          

Common stock 300

APIC 300

Cash 

(in "Current assets")

40 cash paid for costs

CHECK 700 $         700 $        
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Assets

Current Assets

Other current assets 190,000 $        

Total current assets 190,000 $        

Long term Assets

Land 150,000 $        

Buildings 400,000 $        

Equipment 460,000 $        

Goodwill 120,000 $        

Total Assets 1,320,000 $    

Liabilities and Equity

Current liabilities 110,000 $        

Capital stock 800,000 $        

APIC 335,000 $        

Retained earnings 75,000 $          

Total liabilities and Equity 1,320,000 $    

Pine Co.

Balance Sheet

January 1, 2013
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Celestia Book Value Fair Value

Assets

Cash 6,000 $         480 $            480 $           

A/R 2,600 $         720 $            720 $           

N/R 3,000 $         600 $            600 $           

Inventories 5,000 $         840 $            1,000 $        

Other current assets 1,400 $         360 $            400 $           

Land 4,000 $         200 $            400 $           

Buildings - net 18,000 $      1,200 $         2,400 $        

Equipment - net 20,000 $      1,600 $         1,200 $        

Total assets 60,000 $      6,000 $         7,200 $        

Liabilities and Equity

A/P 2,000 $         600 $            600 $           

Mortgage payable 10,000 $      1,400 $         1,200 $        

Capital stock 20,000 $      2,000 $        

APIC 16,000 $      1,200 $        

Retained earnings 12,000          800               

Total Liabilities and Equity 60,000 $      6,000 $        

Dawn
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Cash 480 $        

A/R 720 $        

N/R 600 $        

Inventories 1,000 $    

Other current assets 400 $        

Land 400 $        

Buildings - net 2,400 $    

Equipment - net 1,200 $    

APIC 50 $           registration costs

Investment exp 200 $         direct costs

Gain on bargain purchase

400 $        

Cash 1,250 $     cash for acquisition and costs

A/P 600 $        

Mortgage payable 1,200 $    

Common stock 2,000 $    

APIC 2,000 $    

CHECK 7,450 $     7,450 $    


