Advanced Financial Accounting
Week Six Exercise
[bookmark: _GoBack]NOTE:  This is a continuation of “week four in-class exercise”
In the prior exercise, we completed the consolidation of Red and Blue with the balance sheet only.  Now, we will adjust the consolidation accounting to include the balance sheet, statement of retained earnings, and balance sheet.
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Red completes the equity accounting for the investment in Blue is as follows (week 4 in-class activity part (d)):
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At the end of one year, the financial statements after completing the equity accounting for Red but before consolidation are as follows:
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REQUIRED:
1) Consolidation journal entries (week 6 PPT slides 6-11):
a. Reverse subsidiary transactions
b. Record NCI share of income
c. Consolidation entry
d. Record fair value adjustments
2) Complete the consolidated financial statements (week 6 PPT slides 16-18) 
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Information during year

Blue income 30,000 $          

Blue dividends 5,000 $            

Buildings, 20 years 1,000 $            

Goodwill impairment - $                 
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Investment in blue 24,000 $          

Investment income 24,000 $          

Cash 4,000 $            

Investment in blue 4,000 $            

investment income 800 $                

Investment in blue 800 $                
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Income Statement

Red Blue

Sales 68,980 $           72,000 $          

Cost of goods sold 34,800              27,200             

Gross profit 34,180 $           44,800 $          

SGA expenses

Marketing expense 5,000 $             1,800 $            

Salaries expense 13,600              4,400                

Depreciation expense 1,280                 1,400                

Total expenses 19,880 $           7,600 $            

Operating income 14,300 $           37,200 $          

Investment income (23,200) $        

Interest expense 2,400                 1,200                

Income before taxes 35,100 $           36,000 $          

Income tax expense 1,600                 6,000                

Net income before NCI 33,500 $           30,000 $          

NCI share of income - $                  - $                 

Net income 33,500 $           30,000 $          
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Statement of Retained Earnings

Red Blue

Beginning retained earnings 235,000 $         85,000 $          

Add net income 33,500              30,000             

Deduct dividends 12,000              5,000                

Ending retained earnings 256,500 $         110,000 $        


image5.emf
Balance Sheet

Red Blue

Cash 65,300 $           45,000 $          

Accounts receivable - $                  50,000 $          

Investment in blue 299,200 $        

Buildings 450,000 $         330,000 $        

Goodwill

Unamortized excess

Total assets 814,500 $         425,000 $        

Notes payable 68,000 $           115,000 $        

Capital - Red 490,000 $        

Retained earnings - Red 256,500 $        

Capital - Blue 200,000 $        

Retained earnings - Blue 110,000 $        

Noncontrolling interest

Total L/E 814,500 $         425,000 $        


