Additional Exercises & Problems   Week 5
Exercise 25

	Record Investment in books of Manufacturer Ltd.

	Part 1. -  Share Purchase
	Dr
	Cr

	Investment in Retailer Ltd.
	$2,450,000
	

	 
	Cash
	
	550,000

	 
	Paid Up Capital  (950,000 @ $1-00)
	
	950,000

	 
	Share Prem. Res.  (950,000 @ $1-00)
	
	950,000


	Part 2.  - Purchase of Assets and Liabilities
	
	

	 Accounts Receivable
	
	240,000
	

	 Inventory
	
	210,000
	

	 Property F
	
	500,000
	

	 Property G
	
	600,000
	

	 Property H
	
	800,000
	

	 Property I
	
	200,000
	

	 Goodwill
	
	250,000
	

	
	 Accounts Payable
	
	470,000

	
	 Vendor - Retailer Ltd.
	
	2,330,000

	
	
	

	 Vendor - Retailer Ltd.
	
	2,330,000
	

	
	 Cash
	
	430,000

	
	 Paid Up Capital
	
	950,000

	
	 Share Prem. Res.
	
	950,000


Note: the above entries could be combined into a single entry unless the contracts were signed on one day and the consideration was settled.

Exercise 25 cont.

	Consideration paid

	Cash
	
	430,000

	Shares - market value
	(950,000 x $2.00)
	  1,900,000

	Fair Value
	
	$2,330,000


	Fair Value of Net Assets

	A/c Receivable
	240,000
	

	Investments
	 210,000
	450,000

	
	
	

	Property F
	500,000
	

	Property G
	600,000
	

	Property H
	800,000
	

	Property I
	200,000
	2,100,000

	
	
	2,550,000

	A/c Payable
	
	  (470,000)

	Fair value of net assets
	
	2,080,000

	
	
	

	Goodwill on Acquisition
	250,000


 Exercise 29

	
	Upper 

 $’000
	Lower

  $’000
	Dr
	
	Cr
	Consolid.

$’000

	Profit & Loss
	
	
	
	
	
	

	Sales
	2,800
	2,500
	150
	(2)
	 
	5,150

	less Cost of Goods Sold
	
	
	
	
	 
	

	Stock on hand (01/07/X6)
	650
	530
	
	
	 
	1,180

	Purchases
	2,050
	1700
	 
	(2)
	150
	3,600

	less Stock on hand (30/06/X7) 
	600
	480
	20
	(3)
	
	1,060

	
	2,100
	1,750
	 
	
	 
	3,720

	Gross Profit
	700
	750
	 
	
	 
	1,430

	add Dividend income
	200
	(
	125

75
	(4)

(5b)
	 
	-

	less Wages and other expenses
	500
	450
	
	
	
	(950)

	Net Profit
	400
	300
	
	
	 
	480

	
	
	
	
	
	
	

	Profit and Loss Appropriation
	
	
	 
	
	 
	

	Balance (begin)
	750
	800
	300
	(1)
	 
	1,250

	Net profit
	400
	300
	
	
	 
	480

	
	1,150
	1,100
	 
	
	 
	1,730

	Dividends paid
	140
	75
	 
	(4)
	75
	140

	Dividends proposed
	140
	125
	 
	(5a)
	125
	140

	Balance (end)
	870
	900
	 
	
	
	1,450


Exercise 29 cont.

Eliminations:

	PRIVATE
1.
	Purchase - Shareholders’ Funds at date of acquisition  

Profit and Loss Appropriation $300,000 - 100% 

Note: other part of entry to Balance Sheet

	2.
	Inter-company sales

	3.
	Unrealised profit in stock - other part of entry to Balance Sheet

	4.
	Dividends paid

	5.
	Dividends proposed 
	(a) Lower (other part of entry in balance sheet)

	 
	
	(b) Upper (other part of entry in balance sheet)


PRIVATE
Upper Ltd and Subsidiary

Consolidated Profit & Loss Statement for year ended 30th June 19X7

	
	$
	$

	Sales
	 
	$ 5,150

	less Cost of Goods Sold
	
	

	 Stock (01/07/X6)
	1,180
	 

	 Purchases
	3,600
	 

	 
	4,780
	 

	 Stock
	1,060
	 3,720

	 Gross Profit
	 
	$1,430

	less Wages & Other expenses
	 
	950

	 Net Profit
	 
	480


Consolidated Profit & Loss Appropriation as at 30 June 19X7

	Balance (1/7/X6)
	 
	1,250

	add Net Profit
	 
	480

	
	 
	1,730

	less Dividends paid
	140
	 

	       Dividends proposed
	140
	280

	Balance (30/6/X7)
	 
	1,450








