Advanced Financial Accounting
Week Four and Five In-Class Exercise

Week 3 Accounting:
On September 1, 2013, Red Co. acquires 80% of Blue Co. under the following terms:

$280,000 cash

[bookmark: _GoBack]Blue’s book values equal fair values, except for Buildings; fair value is $40,000 $20,000 more than book value.

The balance sheets of both companies are below:

[image: ]

a. Complete the parent company equity accounting of the acquisition
b. Complete the consolidation adjustments at acquisition
c. Complete the consolidated balance sheet at acquisition




Week 4 Accounting:
During the year ending September 1, 2014, the following activities occurred:
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On September 1, 2014, the balance sheets of Red and Blue are as follows:
(You will need to calculate a new “Investment in Blue” balance using equity accounting then you can calculate total assets.  You should calculate retained earnings so that the balance sheet balances.)
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d. Complete the parent company equity accounting for subsidiary activity during the year.
e. Complete the consolidation adjustments.
f. Complete the consolidated balance sheet for September 1, 2014.
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Red Blue

Cash 340,000 $         40,000 $                 

Buildings 460,000 $         345,000 $               

Total assets 800,000 $         385,000 $               

Notes payable 75,000 $           100,000 $               

Capital 490,000 $         200,000 $               

Retained earnings 235,000 $         85,000 $                 

Total L/E 800,000 $         385,000 $               
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Blue income 30,000 $                 

Blue dividends 5,000 $                   

Building depreciation, 20 years ???

Goodwill impairment - $                        
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Red Blue

Cash 65,300 $           45,000 $                 

Accounts receivable - $                  50,000 $                 

Investment in blue

Buildings 450,000 $         330,000 $               

Goodwill

Unamortized excess

Total assets 425,000 $               

Notes payable 68,000 $           115,000 $               

Capital 490,000 $         200,000 $               

Retained earnings 110,000 $               

Noncontrolling interest

Total L/E 425,000 $               


