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Reorganization Exercises SOLUTIONS

1) Prepare the post-reorganization balance sheet for the following company.  Note that the balance sheets are from the PPT week twelve example, and the reorganization plan is an alternative plan to that presented in the PPT (changes in red):
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Assets Adjustment FV BV Difference

Net receivables 335,000 $                335,000 $                - $                        

Inventory 405,000                   380,000                   25,000                    

Building, net 750,000                   625,000                   125,000                  

Equipment, net 260,000                   290,000                   (30,000)                   

Patent 90,000                     125,000                   (35,000)                   

Gain/loss on revaluation 1,840,000 $            1,755,000 $            85,000 $                 

Liabilities Adjustment

Old debts:

Accounts payable 600,000 $               

Taxes payable 150,000                  

Notes payable 260,000                  

Bonds payable 1,290,000              

Total 2,300,000 $           

New debts/equity:

Taxes payable 150,000 $               

Long-term notes payable 1,050,000              

Common stock 640,000                  

Total 1,840,000 $           

Gain on debt discharge 460,000 $               

Shareholders' Equity Adjustment

Pre-restructure capital 500,000 $               

Post-restructure capital 200,000                  

Existing capital adjustment (300,000) $             

Excess Reorganization Value

DR CR

Gain on debt discharge (PPT 19) 460,000 $               

Capital stock (PPT 20) 300,000                  

Excess reorganization value 155,000                  

Gain on asset revaluation (PPT 18) 85,000 $                  - $                        

Deficit (adjust to $0) 1,000,000              
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Comparative Balance Sheets

Pre-Reorganization Post-Reorganization

Assets 30-Jun-2014

Adjustment

PPT

30-Jun-2014

Cash 300,000 $                - $                        

N/C

300,000 $               

Net receivables 335,000                   -                           

18       

335,000                  

Inventory 380,000                   25,000                    

18       

405,000                  

Building, net 625,000                   125,000                  

18       

750,000                  

Equipment, net 290,000                   (30,000)                   

18       

260,000                  

Patent 125,000                   (35,000)                   

18       

90,000                    

Excess reorganization value -                            155,000                  

21       

155,000                  

Total assets 2,055,000 $            240,000 $                2,295,000 $           

Pre-Reorganization Post-Reorganization

Liabilities and Equity 30-Jun-2014

Adjustment

PPT

30-Jun-2014

Accounts payable 600,000 $                (600,000) $             

19       

- $                        

Taxes payable 150,000                   -                           

19       

150,000                  

Notes payable 260,000                   (260,000)                

19       

-                           

Bonds payable secured by building 1,290,000               (1,290,000)             

19       

-                           

Short-term notes payable (post-filing) 75,000                     -                           

N/C

75,000                    

Wages payable (post-filing) 55,000                     -                           

N/C

55,000                    

Accounts payable (post-filing) 125,000                   -                           

N/C

125,000                  

Notes payable (post-restructuring) 1,050,000              

19       

1,050,000              

Capital stock 500,000                   640,000                  

19       

840,000                  

(300,000)                

20       

Deficit (1,000,000)              1,000,000              

21       

-                           

Total liabilities and equity 2,055,000 $            240,000 $                2,295,000 $           


