Corporate Finance
Liquidation Exercises SOLUTIONS

1) Prepare the statement of affairs, liquidations proceeds, post-liquidation balance sheet, and final settlement for the following company:
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Secured Unsecured

Assets Book Value Creditors Creditors

Pledged for fully secured creditors

Building 260,000 $         280,000 $        

Less: mortgage and interest 220,000            60,000 $          

Partially secured creditors

Inventory 70,000              74,000 $          

Less: notes payable and interest 80,000              -                    

Priority and unsecured creditors

Cash 11,000              11,000             

Securities 1,200                 1,400                

Accounts receivable 31,800              22,500             

Prepaid expenses 12,000              3,000                

Equipment 30,000              14,000             

Intangible assets 400,000            -                    

Total available for priority and unsecured creditors 111,900 $        

Less: priority liabilities 30,000             

Total available for unsecured creditors 81,900 $          

Estimated deficiency 90,100             

816,000 $         172,000 $        

Secured and  Unsecured

Liabilities and Equity Book Value

Priority Claims Nonpriority Claims

Priority liabilities

Wages payable 22,000 $           22,000 $          

Property taxes payable 8,000                 8,000                

30,000 $          

Fully secured creditors

Mortgage payable and interest 220,000            220,000           

Partially secured creditors

Notes payable and interest 80,000              80,000             

Less: Inventory collateral 74,000              6,000 $            

Unsecured creditors

Accounts payable 94,000              94,000             

Notes payable to suppliers 72,000              72,000             

Stockholders' Equity

Capital stock 420,000           

Retained earnings (100,000)         

816,000 $         172,000 $        
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Liquidation Proceeds

Building 272,000 $     

Less secured loan 220,000        

52,000 $       

Inventory 61,500           

Less secured loan (balance $80,000) 61,500           

-                 

Cash 11,000           

Securities 1,500             

Accounts receivable 24,000           

Prepaid expenses 2,000             

Equipment 9,000             

Intangible assets 22,000           

Total cash 121,500 $     

Post-Liquidation Balance Sheet

Assets

Cash 121,500 $     

Total assets 121,500 $     

Liabilities and deficit

Accounts payable 94,000 $       

Wages payable 22,000           

Property taxes payable 8,000             

Administration expenses payable 3,000             

Trustee's fee payable 2,000             

Note payable - bank 18,500           

Note payable - suppliers 72,000           

Total liabilities 219,500 $     

Less: deficit 98,000           

Total liabilities less deficit 121,500 $     
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Final Settlement

Cash available for final settlement 121,500 $     

Secured claims (these were already paid) -                 

Cash for unsecured claims 121,500 $     

Unsecured priority claims

Wages payable 22,000 $       

Property taxes payable 8,000             

Administration expenses payable 3,000             

Trustee's fee payable 2,000             

Total unsecured priority claims 35,000 $       

Cash for non-priority claims 86,500 $       

Non-priority claims

Accounts payable 94,000 $       

Note payable - bank (shortage from secured loan) 18,500           

Note payable - suppliers 72,000           

Total unsecured non-priority claims 184,500 $     

Payoff rate 0.47 $            


