(1)

Determination and Distribution of Excess Schedule

Price paid for investment. .............c......... $250,000
Less book value of interest acquired:

Common stock ($10 par).......c......... $100,000

Paid-in capital in excess of par........ —

Retained earnings..........cccccceveeeenn. 150,000

Total equity .......cccvevveereireennee, $250,000

Interest acquired.........cccceeeevveeeennee. 80% 200,000
Excess of cost over book value (debit).... $ 50,000
Existing goodwill ............cccoovieriiiieniieenne —

Excess available..........cccccovveiiiiiiiinnnne $ 50,000

Adjustments:

Depreciable fixed assets ................. $ 50,000 10 debit

GOOAWIll ..o —
Extraordinary gain...........cccccceeeeeennn. —

Total adjustments..................... $ 50,000

(2) CY1 Subsidiary INCOME........ccceiiiiiiiiiieiiiee e 20,000
Investment in Salt Company ..........cccceeveerieeeniineene
To eliminate parent’s share of subsidiary
earnings for the current year.

CY2 Investmentin Salt Company .........ccccceevvvieeeeiiieeeecennen. 4,000
Dividends Declared..........ccccovvveeeeiiiiieninniiee e,
To eliminate parent’s share of dividends for the

current year.
EL Common StoCk—Sall...........cuueeiiiiiiiiiiiiieee e, 80,000
Retained Earnings—Salt...........cccccoeeveeiiiiiee e 120,000

Investment in Salt Company ..........cccceeeeeiiieeniineenne
To eliminate pro rata share of the beginning-
of-the-year Salt equity balances.

D Depreciable Fixed ASSEtS*......cccccceeeiiiiiiiiiieeeee e, 50,000
Investment in Salt Company ..........ccccceevviieeeeinnnenn.
To distribute excess per determination and
distribution of excess schedule.

*Assuming no accumulated depreciation existed
on the date of acquisition.

A Depreciation EXPENSE.......ccooviieeeeeiiiieeeeiiiieeeeniieee e 5,000
Accumulated Depreciation ............ccceevvveeriieeesineenne
To amortize excess for the current year.

Amortization

$5,000

20,000

4,000

200,000

50,000

5,000



Exercise 3-3, Continued

3) Pepper Company and Salt Company
Consolidated Income Statement
For Year Ended December 31, 20X1
REVENUE ..ottt ettt ettt ettt e st e e e e e e s te et e s beesteesaesseeseenneaseenteeneenreas $250,000
Less expenses (add $5,000 adjustment) .........cccccveevrveeerieeeiieesieee e 190,000
Consolidated NELINCOME.........cciiieiii et $ 60,000
Distributed to NoNcontrolling iNtErest...........ooveiiieiiiee e 5,000
Distributed to controlling INtErest.........cceeeeiiiiee e $ 55,000
Subsidiary Salt Company Income Distribution
Internally generated net
INCOME......ovvvveeeeeeeeeeeeerns $25,000
Adjusted income.................... $25,000
NClshare......cccccoovveevicninnnne 20%
NCl.oi e, $ 5,000
Parent Pepper Company Income Distribution
Depreciable fixed assets ....... $5,000 Internally generated net
INCOME......ovvvveeeeeeeeeeeeerns $40,000
80% -~ Salt adjusted
income of $25,000.............. 20,000
Controlling interest................ $55,000
(4) Pepper Company and Salt Company
Consolidated Balance Sheet
December 31, 20X1
Assets
(O [ (=] 01 8= TST ST LT $190,000
Depreciable fixed asSets ........ccccovveeeiiiiiiie e $650,000
Less accumulated depreciation .........ccccceeeevevcviveeeeeeeeenns 131,000 519,000
TOtal @SSELS......eviieecieee e $709,000
Liabilities and Stockholders’ Equity
CUurrent IADIITIES ....cvvveeiiieeeeeeeee et $100,000
Stockholders’ equity:
Noncontolling iNterest..........cccceeviieeeeiiiiee e 54,000
Controlling interest:
CommON StOCK.........coveiieiiecieciecece e, $300,000
Retained earnings.........ccccoccveeeiivveeeiniieeee e 255,000 555,000
Total liabilities and stockholders’ equity............ccccceen..e. $709,000




(1)

(@)

Cv

CYy2

EL

Investment in Salt Company .........cccccoeeccvviiereeeeeesccnnne,
Retained EarningS—Pepper ........ccccccvvevvceeeeeennnnenn.
Convert from cost to equity method by adding
to investment account parent’s share of
subsidiary equity increase.
[80% ~ ($170,000 — $150,000)]

Dividend INCOME.........cccouiiiiiiiiiiiee e
Dividends Declared............ccccovviiiiiiiiiiiciieceee
To eliminate parent’s share of subsidiary
dividends for the current year.

Common StoCk—Salt............coeoviiieieiiiiee e
Retained Earnings—Salt............ccoceviiieriiien e
Investment in Salt Company ..........ccceevervieeenieeene
To eliminate pro rata share of the beginning-
of-the-year Salt equity balances.

Depreciable Fixed ASSets*.........cccovveeiiiiieee e
Investment in Salt Company ..........cccceeveerieeeniineene
To distribute excess to plant assets.
*No accumulated depreciation existed on the date
of acquisition.

Depreciation EXPENSE........cccovveieeeiiiiieeeciiiee e
Retained EarningsS—Pepper ......cccccevvvevvvviieree e,
Accumulated Depreciation............cccceeerveeeesiiieeenenns

To amortize excess for past and current year.

Same as Exercise 4, Part 2.
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