1) What is a subsidiary company?
A corporation that another company , referred to as a parent company, controls, usually through majority ownership of its commons stock 
2) Why do companies transfer their receivables to subsidiaries
       It allows the subsidiary to use the receivables as collateral for bonds issued to other entities
It leads to tax benefits for the transferring companies 
It allows transferring companies to share the risck associated with the receivable
3) A special-purpose entity is, in general, a financing vehicle that is not a substantive operating entity, usually one created for a single specified purpose.
4) Which of the following should a company do to reduce its risk of collecting receivables
It should transfer its receivables to a special-purpose entity 
It should create or acquire a subsidiary and transfer its receivables to a subsidiary
5) An asset representing the future economic benefits arising from other assets acquired in a business combination that are not individually identified and separately recognized is defined as 
6) match the following legal forms of business combinations with their characteristics 
Statutory merger - One of the combining companies survives and the other loses separates identity
Statutory consolidation- Neither of the combining companies remains in existence 
Stock acquisition - Neither of the combining companies is liquidated
7) Candice Corp. and Daniel Corp. are considering a business combination. The managements of the companies involved are unable to agree on the terms of a combination and the management of Candice Corp. makes a tender offer directly to the shareholders of the Daniel Corp. to buy their stock at a specified price . Hostile takeover 
8) The shares of an acquired company not held by the controlling shareholder are called the noncontrolling interest
9) The shares of the acquired company are recorded on the books of the acquiring company as an asset  
10) Current liabilities are often viewed as having fair values equal to their book values because they will be paid at face amount within a short time 
11) Joyce Corp. issued $100000 of 8 year , 5% bonds at par two years ago. The bonds pay interest annually. The current market interest rate for similar securities is 8%. Calculate The present value of the liability. 
Present value of bond = Present value for 6 years at 8% of principal payment of $100,000 + Present value at 8% of 6 interest payment of $ 5000 = 63016.96 + 23114.40 = 86131.36
12) A company , Andrew Inc., reports earnings of $ 42,000 for the current year and is expecting to generate cash flows of $ 42,000 for each of the next 10 years . The company’s value based on a multiple of 8 times current earnings is  336,000
13) A company Glenn corp , is expected to generate cash flows of $ 45000 for each of the next 20 years . Determine the present value of the firm at a discount rate of 10%
14) Violet Venture Corp. exchanged 10,000 shares of its common stock, when those shares had a market value of $ 480,000, for all of gems Corp’s common shares, Violet Venture Corp. also incurred merger cost of $35000 and stock issuance costs of $25000 as part of this acquisition. Which of the following accounts is debited in the books of violet Venture Corp in recording the merger and stock issue costs related to acquisition?
 Deferred Stock Issue Costs for $25,000
Acquisition Expense for $35,000
15) Which of the following is true of a spin-off The ownership of a subsidiary is distributed to the parent's stockholders without their surrendering any of their stock in the parents company
16) The total difference at the acquisition date between the fair value of the consideration exchanged and the book value of the net identifiable assets acquired is referred to as the  Differential
17) Central Cyber Inc. creates a subsidiary, green view Corp . Central Cyber Inc. transfers cash, Inventory, and land to Green View Corp. In exchange for all 100,000 shares of Greew Corp’s $1 par common stock. The cost of inventory and land is $ 60000 and $110,000 respectively. The cash transferred is $130,000. Which of the following is the journal entry in the books of Green View Corp. to record the receipt of assets and the issuance of stock?
18) Star Work Corp., a parent company, transfers cash, inventory, and equipment to Vertical Corp., a subsidiary, in exchange for common stock. Which of the following accounts is debited in the books of Vertical Corp. while recording the receipt of assets and issuance of shares? Equipment and Inventory
Cap 2
1- Which of the following is the journal entry made by an investor company to record its equity method investment in another company? Debit investment in Investee Company Stock; Credit Cash
2- Which of the following will decrease the investment account on the books of the investor when the equity method is applied? Dividends declared by the investee - A net loss reported by the investee
3- Investments in which the investor's voting stock gives it the ability to exercise significant influence over operating and financial policies of the subsidiary company should use the equity-method of accounting for the investment.
4- The sale of all or part of an investment in common stock carried under the equity method is treated the same as the sale of my noncurrent asset
5- Which of the following accounts is affected in the books of an investor for recording its share of dividends declared by an investee company when the equity method is applied? Dividends Receivable and Investment in Investee Company Stock
6- Assume Thor Corp. purchases 100% of the common stock of Hulk Inc. at book value for $ 450,000. On the acquisition date, The book value of Hulk’s common stock is $300,000 and the book value of the retained earnings is $150,000. Which of the following is the basic consolidation entry recorded in the consolidated worksheet on the acquisition date.	
Debit Common Stock for $300,00; Debit Retalned Earnings for 150,000; Credit Investment in Hulk Inc for $450000
7- which of the following statements is true of the basic consolidation entry
8- The basic consolidation entry eliminates: the investment in the investee company , the equity accounts of the investee company , the income from the investee company account

9- On January 1 , 20x1, trueware Inc. acquired 100% of Crocus Corp’s common stock for $600,000. The purchase price was equal to the book value of Crocus’ net assets. The ending book value of the total investment was $655,000 as of the end 20x1, which is equal to Crocus’  common stock of $500,000 and retained Earnings of $155,000. During 20x2, Crocus earned net income of $65000 and declared and pai dividends of $20,000. Based on this information , which of the following is (are ) debited in the basic consolidation entry?
Common stock for $500,000; Retained Earnings for $155,000; Income from Crocus Corp for $ 65,000
10- Which of the following items are excluded from the parent's net income in calculating consolidated net income using a consolidation worksheet when the parent company owns 100% of the common stock of its subsidiary? The parent uses the equity method. Net income from consolidated subsidiaries and  Equity investment income from consolidated subsidiaries
11- Major Corp acquires 20% of the common stock of Minor Inc on October 1, 2021 for $300,000. Minor declares a divident of $50,000 on December 31, 2021. Major's share of dividends from this investment is what? $10,000 (20% x $50,000)
Major’s share of Minor’s dividends = Total Dividends x Major’s share of common stok= 50,000 x 20% = 10,000
12- Which of the following are approaches commonly used to account for investments in common stock? Equity Method,  Consolidated and  Fair Value
13- Consolidation is generally appropriate when one company, referred to as the parent, controls another company, referred to as a subsidiary
14- Tate Corp acquired 25% of Page Inc's common stock for $250,000 on January 1. In the acquisition year, Page Inc earned net income of $80,000 and declared dividends of $25,000. Calculate the carrying amount of the investment under the equity method. Original Cost of $250,000 plus share of net income of $80,000 x 25% = $20,000 minus share of dividends of $25,000 x 25% = $6,250 
$263,750

Carrying amount = Original cost + Share of net Income – Share of Dividends = $ 250,000 + (80,000 x 25%) – ( $ 25000 x 25%) = 250000+20000-6250= 263750
15- Under the fair value method of accounting for investments in equity securities, income is recognized when dividends are declared by the investee
16- The equity method of accounting for investments in equity securities is appropriate when consolidation is not appropriate and  the investor has the ability to exercise significant influence over the investee
17-  Jasper Inc. purchased 100% of Pearl Corp.’s common stock on January 1, 20x1. On the acquisition date, Jasper’s common stock is $ 400,000 while Pearls common stock is $ 220,00. The consolidated common stock recorded in the consolidation worksheet on the date of acquisition in $ 400,000
18- Which of the following are columns in the consolidation worksheet?
 .
A coumn for the balances that will appear in consolidated financial statements , Columns in which the consolidation entries are entered , column for account titles of the companies being consolidated , column for each company included in the consolidation

Capitulo 3
1) Which of the following is an example of indirect control - one or more companies (that are under common control ) own a majority of another company's common stock

2) Turquoise Products owns 90% of Navajo Inc. and 60% of Siam Corporation. Navajo Inc. Owns 15% of Emerald Corporation . Siam Corporation owns 40% of Emerald Corporation Which of the following can be concluded from this information?

Turquoise products controls Navajo Inc and controls Esmerald Corporation 
Turquoise owns a direct interest in Navajo and it controls Emerald indirectly through its ownership of the companies.

3) Citrine Inc 80 % of orchid Inc  and 60 % of Azore corp. Orchid Inc, owns 30% of Garnet copr . Azore corp owns 40 percent of garnet Corp. Which of the following can be conclude from this information? Citrine controls garnet indirectly through its ownership of other companies 
4) To arrive at the consolidated net income attributable to the controlling interest in the subsidiary company, consolidated net income attributable to the noncontrolling interest in the subsidiary company is subtracted from ------ net income . consolidated

5) The masking of poor performance. Because the operating results and financial position of individual companies included in the consolidation are not disclosed, the poor performance or financial position of one or more companies may be hidden by the good performance and financial position of others.

6) Limited availability of resources. Not all of the consolidated retained earnings balance is necessarily available for dividends of the parent because a portion may represent the parent’s share of undistributed subsidiary earnings. Similarly, because the consolidated statements include the subsidiary’s assets, not all assets shown are available for dividend distributions of the parent company.

7) A lack of uniformity. Similar accounts of different companies that are combined in the consolidation may not be entirely comparable. For example, the length of operating cycles of different companies may vary, causing receivables of similar length to be classified differently.

8) A _______ interest exists when a subsidiary is less than wholly owned. Non controlling

9) A company acquires 85% of the shares of another company. Which of the following accounts are debited as part of the basic consolidation entry? Common Stock- Retained Earnings 

10) Assume that Ivory Inc . Acquires 80% of Orchid Group Inc ‘s outstanding common stock . On the acquisition date , Orchid’s equity section consists of common stock of $600,00 and retained earnings of $ 200,000 the noncontrolling interest’s share of orchid’s book Value is $ 160,000 ( 200.000 x 80%)

11) The subsidiary's individual assets and liabilities are combined with those of the parent in a full consolidation true

12) On January 1, 20x1, Honey Dew Corp acquires 80% of the common stock of Topaz Products at fair value. On this date , the fair values of topaz’s individual assets and liabilities are equal to their book values . The book value of Topaz Products net assets is $ 600,000. Calculate the fair value of HoneyDew Corp. ‘s consideration? 600.000 x 80% 480,000

13) powderBlue corp acquires 80% of sapphire corp’s outstanding common stock . The fair value of sapphire’s net assets on the acquisition date is equal to the book value of $800,000. Calculete the noncontrolling interest’s share of Sapphires book value

Share of noncontrolling Interest = 20% x $ 800,000= $ 160,000
14- Which of the following accounts are normally credited as part of the basic consolidation entry in subsequent years of ownership when the subsidiary is less than wholly owned? Investment in Subsidiary
-Dividends Declared
14) A parent company purchased 80% of the common stock of a subsidiary in the previous year. During the current year, the subsidiary reports net income of $30,000 and the parent reports net income of $140,000, including equity method income from the subsidiary.

Calculate the consolidated net income attributable to the controlling interest.
[$140,000 - ($30,000 80%) ] + $30,000 - ($30,000 20%) = 116,000+30,000-6,000=140,000

14) Financial statements that include a group of related companies without including the parent company or other owner are referred to as combined _____ financial statements
15) Which of the following accounts is normally credited as part of the basic consolidation entry when the subsidiary is less than wholly owned?
- NCI in NA of subsidiary
- Dividend Declared
-Investment in Subsidiary
Cap 4
1) Which of the following methods is used to correctly reflect the value of the assets and liabilities of a subsidiary in the consolidated financial statements : The subsidiary’s assets and liabilities can be revalued directly on the books of the subsidiary as of the acquisition date and the accounting basis of the subsidiary may be maintained on the subsidiary’s books with revaluations on the consolidation worksheet each period.
2) Which of the following clearly leads to an error in the books of the acquired company? The acquired company has not followed generally accepted accounting principles 
3) On the date of acquisition , if the fair value of a subsidiary is more than the fair value of its net identifiable assets , the excess value is referred to as goodwill
4) Which of the following is true a bargain purchase : The consideration given in the acquisition is less than the fair value of the acquired net assets , the gain on acquisition is attributable to the acquirer and the fair value of net assets of the subsidiary is more than acquisition price

5) Betty Developers Corp , purchase the stock of Barb Materiais Inc , for $550,00 . However , the fair value of Barb Materiais’ net assets was $600,000. Which of the following is the journal entry to record the purchase of stock of Barb Materials.

Debit Investment in Barb material Inc for $600,000; Credit Cash for $550,000 and Gains on Bargain Purchase for $50,000

6) The acquisition price of an acquired company cannot be less than the fair value of it net assets  false . In some cases the acquisition price can be less than the fair value , for example in distressed situations , the owners of a company may choose to sell it for a amount that is less than the fair value of the individual net assets . A bargain purchase for one party likely results from strong incentives for the seller to liquidate its investment.

7) Which of following is true of the basic consolidation entry : It eliminates the book value portion of the parent’s investment account, It is the first entry recorded in preparing consolidated financial statements and It eliminates the subsidiary company’s equity accounts

8) Carter Energy Inc. purchased 100% of Of King Parts Corp.’s common stock for $750,000. On the acquisition date, the book value of King’s common stock is $ 400,000 and its retained earnings are $180,000. The additional acquisition amount paid is because equipment of the investee is worth $170,000 more than the book value on the date of acquisition. Which of the following would be included in the excess value reclassification entry

Debit equipment for $170,000 ; Credit Investment in King Corp for $ 170,000

9) Which of the following are true of the excess value reclassification entry : 
the entry along with the basic consolidation entry, will fully eliminate the investment account ;  the entry assigns the differential amount to accounts that were over-or-under-valued as of the acquisition date; the entry will adjust asset accounts to reflect their fair values as of the acquisition date

10) Brown Materials acquires 100% of the stocks of white motors corp for $550,000 . The book value of the net assets of white is $500,00 on the acquisition date. The differential is attributable to land . Which of the following accounts is debited in the value reclassification entry? Land 

11) In the consolidation of financial statements procedure , the accumulated depreciation consolidation entry is recorded so that Accumulated depreciation at the time
of the acquisition netted against cost

12) A parent company owns 100% of the stock of subsidiary . The parent owns $10,000 to the subsidiary. This amount is recorded as an accounts payable in the books of the parent and an accounts receivable in the books of the subsidiary . If a consolidation entry is nor recorded in the consolidation worksheet to remove the effects of this intercompany transaction , which of the following will be the effect in the consolidated balance sheet  : consolidated assets and liabilities are overstated by $10,000

13) Which of the following is the journal entry to record the amortization of the differential on the investor-s books when equity method is applied? Debit Income from investee; Credit Investment in common stock of investee

14) When erros or omissions occur, corrections should be made directly on the subsidiary’s books on the date of acquisition

15) If a parent owes $15,000 to its subsidiary , which of the following is the consolidation entry recorded in the consolidation worksheet to eliminate this intercompany transaction ? ( Assume that this $15,000 is recorded as accounts payable in the books of the parent and as accounts receivable in the books of the subsidiary.

Debit Accounts Payable 15000
Credit Accounts Receivable 15000

Which of the following is a reason that the acquisition price could be less than the fair value of the acquired company’s net assets 
The liabilities of the subsidiary were overvalued on its books 
The assets of the subsidiary were undervalued on its books 
The seller was motivated to sell the company quickly

Capit 5
1) The consolidation process for a less-than-wholly-owned subsidiary with a differential is the same as the process for a wholly owned subsidiary with a differential except that the claims of the noncontrolling interest must be considered 

2) Which of the following accounts is credited in the basic consolidation journal entry at the point of the acquisition : NCI in Net Assets of subsidiary and Investment in Subsidiary

3) Emerald corp acquired 80% of zircon outstanding common stock . On the date of acquisition, Zircon’s balance sheet reported Common Stock of $ 350,000 and retained Earnings of $200,000. Emerald’s share of the book value of Zircon’s net assets is $440,000

4) Which of the following amounts is recorded as goodwill
The excess of the consideration given and the noncontrolling interest over the fair value of the subsidiary company’s net identifiable assets

5) Asterios Inc purchased a 75% stake in Cereliac Corp . for $600,000 on January 1, 20x9. The NCI had a fair value of $200,000 on the acquisition date. The book value of Cereliac Corp’s net assets was $450,000. Various assets were undervalued on Cereliac’s books by a total of $75,000. Calculate the noncontrolling interest share of goodwill
Differential = Total fair value- Total book value of Cereliac’s net assets 
(600,000+200,000)-450,000=350,000
Goodwill = Differential-Fair value adjustments =
350,000-75,000=  275,000
NCI share of Goodwill=25% of $275,000=68,750


6) Sunlight Pharma Corp . acquired 60% of Moonlight Chemical Inc.’s common stock on January 1, 20x4. In preparing consolidation entries at the end of 20x5, Sunlight determined that $7,000 of extra depreciation expense related to an undervalued building at the time of the acquisition should be recognized in the consolidated financial statements. Which of the following is the amortized excess value reclassification entry for 20x5?
Debit depreciation expense for $7,000; Credit Income from Moonlight Chemicals for $4,200, Credit NCI share of Net Income for $2,800

7) Dardwell Corp. acquired 70% of Flamell Company’s common stock for $350,00. The fair value of the noncontrolling interest on the acquisition date was 150,000. Also on the acquisition date , Flamell had a total of $50,000 in declared dividends. In recording the basic consolidation entry, which of the following accounts would be credited?
Dividends Declared	 	
Investment in Special Foods	 	 
NCI in NA of Special Foods

8) Radoville Inc. acquired 75% of detrenet Inc.’s common stock for $450,000. On the date of acquisition , the fair value of the noncontrolling interest was $150,000. Also on that date , the book value of Detrenet’s net assets was $400,000 which include a building that was overvalued by $10,000. The goodwill balance immediately after the acquisition is $ 210,000

9) in the period in which the inventory units are sold, the inventory-related differential is assigned to _Cost of Goods Sold

10) Willmed Corp. purchase 60% of Tilo Inc.’s common stock on January 1, 20x8 for $600,000. Fair value of the NCI was $400,000. On the acquisition date, Tilo had a building wih a fair value of $400,000 a book value of $250,000 and a remaining useful life of 10 years. Calculate the amount of the excess building value that would be amortized in the differential reclassification entry.

Excess value (400,000-250,000) / Remanining useful life (10 y) = 15,000 per year

11) The entry to record the income from subsidiary, under the equity method of consolidation?

12) Blakefield Corp. acquired 70% of Cropden Inc.’s common stock for $420,000. On the acquisition date, Cropden had machinery with a fair value of $600,000, a book value of $500,000, and a remaining useful life of 10 years. The amount of the excess machinery value that would be amortized in the differential reclassification entry would be $10,000

Excess value (600,000-500,000) / Remanining useful life (10 y) = 10,000 per year

13) Perenation Inc purchased 70% of Tyretree Inc.’s common stock for $500,000 on January 1, 20x2. Perenation’s share of tyretree’s income for 20x3 was $10,000. Prepare the 20x3 equity method journal entry to record Perenation’s share of tyretree’s income 

Debit Investment in Tyretree Inc. for $10,000; Credit Income from Tyretree Inc . for $10,000

When a subsidiary records unrealized gains on available-for-sale securities, which accounts would be affected during a consolidation in the second year following the combination 

Investment in Subsidiary and OCI from subsidiary -Unrealized gains on Investments 

14) Which of the following best describes the consolidation entry relating to other comprehensive income (OCI) ? Debit OCI from Subsidiary; Debit OCI to the NCI; Credit Investment in Subsidiary ; Credit NCI in NA of the subsidiary
15) Phyton Inc. a subsidiary of xylon corp purchased investments for $60,000 on ajnuary 1, 20x9 . If , by the end of 20x9 the fair value of the investment securities had increased by 15% from the original acquisition price, the amount of unrealized gains recorded by phyton would be $9,000 
15% of 60,000

16) Which of the following statements is tue if Olivine Petroleum Corp. Owns 70 perccent of Topaz Groupin , which owns 80 percent of Amethyst
17) The claim of the shareholders of a subsidiary , other than the parent , on the income and net assets of the subsidiary is referred to as the non controlling interest.

18) Which of the following errors will lead to a positive differential?
The acquired company did not follow generally accepted accounting principles in maintaining its accounting records
The acquired company expense some assets instead of capitalizing them 
The acquired company failed to record an asset acquisition in its accounts 

19) When errors or omissions occur, corrections should be made directly on the subsidiary’s books on the date of acquisition 
20) Xemilon Corp is a subsidiary of delphione incorporated . During the current year , Xemillon purchased investment securities for $100,000 and classified then as available-for-sale securities. At the end of the period, the value of these investments has increased to $ 115,000. Xemilon would record a debit to investment securities for $ 100,000 on the date the securities were acquired 
21) Willmed Corp. purchase 60% of tilo inc ‘ s common stock on January 1 20x8 for $ 600,000. Fair value of the NCI was $400,000. On the acquisition date, Tilo had a building with a fair value of $400,000, a book value of $250,000, and a remaining useful life of 10 years. Calculate the amount of the excess building value that would be amortized in the differential reclassification entry

Capitulo 6 

1)Which of the following is the parent company’s journal entry to defer an unrealized gross profit resulting from an intercompany transfer?
Debit income from subsidiary ; Credit Investment in subsidiary

2)In the equity method journal entry recognizing previously deferred unrealized intercompany profits, the parent’s income from subsidiary account is credit. 

3)The consolidation entry to eliminate the cost of goods sold related to an intercompany inventory transfer would include a ____ to cost of goods sold credit

4)In the consolidation journal entry to recognize previously deferred unrealized intercompany gross profit that is realized in subsequent years , the investment in subsidiary account is debit

5)In the equity method journal entry recognizing previously deferred unrealized intercompany profits , the parent’s investment subsidiary account is debited

6)Which of the following is true of the formula to calculate the markup on cost ratio?
Markup on cost = Gross Profit / COGS

7) Kirkland Corp. transfers inventory to its subsidiary , Ledbetter Inc., for $45,000 with a 20% markup on cost. Ledbetter has not yet sold this inventory to a nonaffiliate. Whar is the amount of unrealized gross profit resulting from the intercompany sale?

Sales -COGS = Gross profit for COGS (let “C satand for COGS). $45,000- C = 0.20C; 
$45,000=1.2; C=37,500
Sales -COGS = Gross Profit 45000-37500=75000

8) in the consolidated balance sheet , inventory purchased from a affiliate is reflected at the ___purchase price when purchased from a nonaffiliate

9) For consolidation purposes , profits recorded on an intercorporate inventory sale are recognized in the period in which the inventory is resold to an unrelated party

10) The effects of which of the following must be eliminated as part of the consolidated process?
sales from one affiliate to another that have subsequently been sold to a nonaffiliated 
sales from one affiliate to another that have not yet been sold to a nonaffiliated 

11)Identify the results of recognizing the deferred gross profit from the first year in the inventory that is sold in the second year
Increase in investment in subsidiary 
Decrease in cost of goods sold 
Increase in income 

12)While eliminating unrealized gross profit from an upstream intercompany transaction, the investment in subsidiary account is ____ in the parent’s equity method Journal entry credit 

13)Sharpe Electronics Corp. Holds a 75% stake in worldwide Electronics Corporation. On October 20, 20x4 , Worldwide purchased inventory costing $80,000 from a nonaffiliate. Wordwide sold the inventory to sharpe for $100,000 on November 15, 201x4 . Sharpe resold the inventory to a nonaffiliate on January 25, 20x5. Assuming that sharpe had separate operating income of $300,000 and worldwide had net income of $350,000 for 20x4, calculate worldwide’s realized income for 20x4
Worldwide’s realized net income = total net income – unrealized gross profit 
350,000-(100,000-80,000=330,000

14) when the inventory is resold to a nonaffiliate , the investment in subsidiary account is ___ as part of the equity method journal entry to record the reversal of the prior year’s deferred gross profit from an intercompany inventory transfer. Debit 

16) Which of the following unrealized components must be removed from inventory so that inventory is reported at is original cost to the consolidated entity?
Losses, markup on cost; profits



	Sales
	10,000
	 

	Cost of Goods Sold
	 
	7,000

	Inventory
	 
	3,000



17)Cost of goods sold is credit in the reversal of deferred gross profit consolidation entry.

Capt 7

Freefall Labs Inc. purchased land from a nonaffiliate for $200,000 on January 1, 2014. Freefall sold the land to its subsidiary, steadyrise , for $220,000 cash on July 1, 20x4. Which of the following is Steadyrise’s journal entry to record the purchase of the land?
Debit land for $200,000 ;  Credit cash for $220,000

In a downstream intercompany sale of fixed assests, any profits or losses on the transfer accrue to the shareholders of the ____ company. Parent 

Royal chemicals Corp. own 80% of dyes Corp’s common stock. During 20x1, royal had operating income of $200,000, exclusive any investment income from dyes. Dyes reported operating income of $100,000, exclusive of any gains or losses on asset transfers. During 20x1, Dyes sold land to Royal at a $60,000 profit. Considering Royal’s share of Dyes reported net income was $ 128,000, calculate the controlling interest in consolidated net income. R$ 280,000

Sharo Eletronics corp. owns 70% of smart Tecnologies inc,’ common stock . During 20x3 sharp sold land to smart at a profit of $50,000. At the 20x3 fiscal year-end, shrp reported operating income of $400,000, excluiding any investment income from or transactions with smart . smart reported net income of $270,000. Income to the noncontrolling interest is : $270,000 x 30% = 81,000

On January 1 , 20x1, point media Inc. sold land costing $200,000 to its subsidiary, Circle media Corp., for $250,000. Prepare the consolidation entry to eliminate the unrealized profit on the sale of land circle media at the end of 20x1 . Circle media sold the land to a nonaffiliante on June 30, 20x2 for $325,000
Debit Gain on sale of land for $50,000 ; credit land for $50,000
On January 1, 20x1 anderson products Inc. sold land costing $300,000 to its subsidiary, Jacson interiors corp , for $350,000. Jackson still held the land at the end of 20x2 , Jackson sold the land to a nonaffiliate on March 31, 20x3, for $ 365,000. Prepare the consolidation entry related to the land at the end of 20x2
Debit investment in Jackson for $50,000; credit land for $50,000

City Properties Inc. e construction company, owns 70% of Twon developers Corp’s common stock. On January 1, 20x2 , Twon Developers purchased land from a nonaffiliate for $100,000. It sold this land to City properties for $120,000 during 20x2. City properties sold this land on December 31, 20x3 for $125,000 to a nonaffiliate. The unrealized gain attributable to the noncontrolling interest in 20x2 is 
Gain on upstream sale = 120,000-100,000=20,000 ; shere of NCI in unrealized intercompany gain = 30% x 20,000= 6,000

In recording the consolidation journal entry to eliminate the unrealized gain on an upstream sale of land, land is credited 

Blizzard shipping corp , hold a 70% stake in Maroon Foods Corp’s common stock. On January 1, 20x1 Billzzard purchased land for 600,000 from as independent third party. On July 1, 20x1 , Billzzard sold the land to Maroon for $650,000. Maroon sold the land to a nonaffiliate on January 1, 20x5, for $800,00. The amount of deferred profit Blizzard would reverse upon the sale of the land to a nonaffiliate is 
Profit on sale of land to an affiliate = Slling price to an affiliate- Purchase price from a nonaffiliate = 500,000-600,000=50,000
Identify the impact of the yearly consolidation entry for unrealized gain after the year of sale of land to an outsider

be reduced by the unrealized intercompany gain because the gain now is realized and the consolidated entity no longer holds the land. Instead, the $10,000 gain recognized by Special Foods on the sale of the land to an outsider must be adjusted to reflect a total gain for the consolidated entity of $25,000. In addition, the $15,000 difference in the Investment in Special Foods account identified above must also be adjusted. Thus, the following consolidation entry is made in the consolidation worksheet prepared at the end of 20X3: No consolidation entry is made 

Direct communications Inc. Owns 70% of effective communications Corp’s common stock . On January 1 , 20x2 , Direct sold land costing $100,000 to effective for $120,000. Effective had not sold the land as of the fiscal year-end . Direct reported separate income of $320,00 inclusive of the unrealized gain on the sale of land . Effective reported net income of $200,000 for the year 20x2 . Calculate the consolidated net income attributable to the controlling interest. $440,000
Controlling interest in consolidated net income = direct’s separate income – Unrealized Gain on Asset tranfer + Direct’s share of Effective’s net Income = 320,000-(120,000-100,000) + (70%x 200,000)=440,000

Which of the following are true regarding the noncontrolling shareholders’ share of consolidated net income : NCI share of consolidated net income is limited to its proportionate share of the subsidiary income 

Unrealized gain on sale of land by subsidiary to parent company does not impact NCI in net assets of subsidiary : false 

Identify the results of consolidation entry for upstream sale of land 
Reduction in consolidated net income 
Unrealized gain shown in subsidiary’s column of consolidated worksheet , 
reduction in land 

If subsidiary’s acquisition date fair value and book value are not equal, noncontrolling interest’s claim on net assets is equal to : Share of subsidiary’s book value and remaining differential 

Book value of building on January 1, 2015 = original cost -depreciation for 2 years = 60,000-(60,000x 2/10)= 48,000


Equipment	7,000	 
 	Cash	 	7,000
 	Record purchase of equipment.
Special Foods does not depreciate the equipment during 20X1 because it purchased the equipment at the very end of 20X1. However, Peerless does record depreciation expense on the equipment for 20X1 because it holds the asset until the end of the year (and the 20X1 depreciation expense is recorded prior to calculating the gain on sale shown above):

 	December 31, 20X1	 	 
(20)	Depreciation Expense	900	 
 	Accumulated Depreciation	 	900
 	Record 20X1 depreciation expense on equipment sold.

Clube automobile corp owns 80% of sphere motors corp’s commons stock. On january1, 20x2 clube purchased a building from a nonaffiliate for 50,000. On January 1, 20x5, cube transferred the building to shere for $45,000. Cube and sphere depreciate buildings using the straigtht=line method over a 10 yaer period and assume no salvage value . Which of the following is the journal entry to record clube’s sale of the building to sphere? Accumulated depreciation = 50,000 x ¾ = 15,000; gain on sale = sale price -book value =45,000-(50,000-15,000)=10,000
Debit cash for $45,000; debit accumulated depreciation for 15,000; credit building for 50,000 credit gain on sale of building for 10,000

Which of the following best describe the purpose of the consolidation journal entry to eliminate the gain or loss on sale of a depreciable asset? To correct the basis of the asset transferred , to convert each account of the entry to as if the transfer has not taken place

Chap 8

1)A company issued bonds for less than face (par) value and received cash for the bonds issued. Which of the following accounts are involved in the journal entry to record the issuance of bonds on the issuer’s books?

Discount on bonds payable 
Bonds payable 
Cash 
 2) An investor receives interest of $10,000 from a bond issuer. The bonds were issued at a discount and the current year amortization of the discount is $1200. Which of the following is the journal entry needed to record of the bond interest payment on the investor’s books ? Debit cash for 10,000 ; debit investment bonds for 1,200; credit interest income for 11,200
3) A loan from one affiliate to another without the participation of an unrelated party is know as a(n)   direct intercompany debt transfer

4) Chromium Foods Inc. holds 80% of Titanium Parts Inc.’s common stock. In 20x1 , Chromium earned separate income of $150,000 and Titanium earned net income of $80,000. Chromium purchased Titanium’s bonds from a nonaffiliated company and the purchase resulted in a gain on constructive retirement of $12,000. The gain on constructive retirement of bonds was attributed to the shareholders of Titanium. Based on the above information, calculate the consolidated net income for 20x1
Consolidated net income = 150,000+80,000+12,000= 242,000
5) which of the following is the equity-method journal entry to recognize the investor’s share of the premium and discount amortization in years  following a constructive bond retirement at a gain?
Debit income from investee company; credit investment in investee company

6) which of the following statements are true when a company purchases its affiliate’s bonds from a nonaffiliate at an amount greater than the book value 
A loss on constructive retirement of debt is recognized 
The bond interest income is reported by the investor subsequent to the purchase and will be eliminated in preparing the consolidated statements. 
The bond interest income is reported by the issuer subsequent to the purchase and will be eliminated in preparing the consolidated statements 

7) Neon Laboratories Inc. purchased bonds of an affiliate , Helium Energy Inc ., from Xenon Technologies Corp., a nonaffiliate , for 246,000. Xenon originally purchase the 250,000 par value bonds for 265,000. The remaining premium on the bonds when they were purchased by Neon was 9,200. Calculate Neon’s discount on the investment .
Neon’s discount on the bond investment = 250,000-246,000= 4,000
8)Silver enterprises Inc. owns 80% of Almond Foods Corp’s common stock. At the end of 20x1 Silver purchased Almond’s bonds from a nonaffiliate, resulting in a constructive retirement of bonds at a gain. in 20x2, Silver enterprises earned separate income of 80m000 and Almond Foods earned net income of 65,000. Also in 20x2, silver enterprises recorded 800 amortization of bond discount an Almond Foods recorded 925 amortization of bond premium, Calculate the consolidated net income for 20x2
Consolidated net income = 80,000+(65,000-800-925)=143,275
9) On January 1 , 20x1 Amber Foods Inc. purchases bonds of its affiliate, Coral parts Inc ., for 120,000 resulting in a 10,000 discount from the par value of 130,000. The bonds pay interest annually on January 1 , and mature January 1 20x9. Which of the following are true of the consolidation entries to eliminate the incorporate bond holding at the end of the first year of investment assuming the carrying value of the investment in Coral’s bonds is $121,250 and the straight-line interest amortization method is used?

Bond discount amortized per year = 10,000/8years =1,250
Investment in Coral Parts Bonds = 120,000+1,250=121,250
Discount on bonds Payable = 10,000-1,250=8,750
Bond interest expense: (130,000x 10% )+1250 14,250

Credit discount on Bonds payable = 8750
Credit investment in coral parts bonds for 121,250
Debit bonds payable for 130,000

Identify the consolidated entry that is similar with the consolidation entry for purchase of affiliate’s debt from an unrelated party at a price equal to liability reported by debtor: Entry for eliminating a direct intercorporate debt transfer.

Companies A and B are affiliates. Company A issued to a nonaffiliate and company B subsequently acquired those bonds from the nonaffiliate. This is referred to as   constructive retirement. 
Which of the following are true of the consolidated financial statements when a company purchases an affiliate’s debt from an unrelated party at a price equal to the liability reported by the debtor?
The premium or discount recorded by the debtor is eliminated in the consolidation process
The interest income reported by the bondholder is eliminated in the consolidation process
The interest expense reported by the debtor is eliminated in the consolidation process

Which of the following accounts are part of the journal entry on the books of the investor to record the purchase of an affiliate bonds from a nonaffiliated company?
Cash and investment in Bonds
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Crocus Chemicals Inc., an affilate of Daisy Networks Corp., purchases Dalsys bonds from
Topaz Power Inc., a nonaffiliated company, for $250,000. The nonaffiliated company originally
paid $300,000 for the bonds. The book value of the bonds on Daisy's books is $285,000.
Calculate the gain or loss on the constructive retirement of the bonds that would appear in the
consolidated financial statements.

W Your answer is correct ) oo

Loss of $25,000

Gain of $35,000

Loss of $35,000
Gain of $25,000
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