Chapter 10
Additional Consolidation Reporting Issues
[bookmark: _GoBack]
 
  

Multiple Choice Questions
 
1. Which sections of the cash flow statement are affected by the difference in the direct and indirect approaches of presenting a cash flow statement?
 
I. Operating activities section
II. Investing activities section
III. Financing activities section 
A. I
B. II
C. III
D. I, II, and III
 
 
2. Which of the following observations concerning the comparisons between the direct and indirect approaches of presenting a cash flow statement is true? 
A. The final number of cash flows from operating activities is different under the two approaches.
B. The direct approach provides a clearer picture of cash flows related to operations.
C. Authoritative bodies have generally expressed a preference for the indirect method.
D. A separate reconciliation of operating cash flows and net income is required under the indirect approach.
 

 Sigma Company develops and markets organic food products to natural foods retailers. The following information is available for the company for the year 2008:
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3. Based on the preceding information, what amount will be reported by the company as cash received from customers during the year? 
A. $455,000
B. $475,000
C. $450,000
D. $425,000
 



 
4. Based on the preceding information, what amount will be reported by the company as cash payments to suppliers for 2008? 
A. $292,000
B. $305,000
C. $262,000
D. $258,000
 

5. Based on the preceding information, what amount will be reported by the company as cash flows from operating activities for 2008? 
A. $175,000
B. $133,000
C. $167,000
D. $207,000
 

 Tower Corporation's controller has just finished preparing a consolidated balance sheet, income statement, and statement of changes in retained earnings for the year ended December 31, 2009. Tower owns 80 percent of Network Corporation's stock, which it acquired at underlying book value on November 1, 2006. At that date, the fair value of the noncontrolling interest was equal to 20 percent of Network Corporation's book value. The following information is available:

Consolidated net income for 2009 was $160,000.

Network reported net income of $50,000 for 2009.

Tower paid dividends of $30,000 in 2009.

Network paid dividends of $10,000 in 2009.

Tower issued common stock on February, 18, 2009, for a total of $100,000.

Consolidated wages payable decreased by $6,000 in 2009.

Consolidated depreciation expense for the year was $15,000.

Consolidated accounts receivable decreased by $20,000 in 2009.

Bonds payable of Tower with a book value of $102,000 were retired for $100,000 on December 31, 2009.

Consolidated amortization expense on patents was $10,000 for 2009.

Tower sold land that it had purchased for $75,000 to a nonaffiliate for $80,000 on June 10, 2009.

Consolidated accounts payable decreased by $7,000 during 2009.

Total purchases of equipment by Tower and Network during 2009 were $180,000.

Consolidated inventory increased by $36,000 during 2009.

There were no intercompany transfers between Tower and Network in 2009 or prior years except for Network's payment of dividends. Tower uses the indirect method in preparing its cash flow statement.
 

6. Based on the preceding information, what amount will be reported in the consolidated cash flow statement as net cash provided by operating activities for 2009? 
A. $207,000
B. $163,000
C. $180,000
D. $149,000
 



 
7. Based on the preceding information, what amount will be reported in the consolidated cash flow statement as net cash used in investing activities for 2009? 
A. $180,000
B. $100,000
C. $255,000
D. $110,000
 



 
8. Based on the preceding information, what amount will be reported in the consolidated cash flow statement as net cash used in financing activities for 2009? 
A. $32,000
B. $38,000
C. $42,000
D. $70,000
 



 

9. Based on the preceding information, what was the change in cash balance for the consolidated entity for 2009? 
A. Increase of $49,000
B. Decrease of $66,000
C. Increase of $17,000
D. Increase of $32,000
 



 
 On July 1, 2008, Fair Logic Corporation acquires 75 percent of Integrated Systems Inc. common stock for its underlying book value. At the time of acquisition, the fair value of the noncontrolling interest is equal to its proportionate share of book value of Integrated Systems. On January 1, 2008 Integrated reported common stock of $100,000 and retained earnings of $130,000. For the year 2008, Integrated reports the following items:
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Fair Logic uses the equity method in accounting for this investment.
 
10. Based on the preceding information, what is the book value of shares acquired by Fair Logic on July 1, 2008? 
A. $240,000
B. $191,250
C. $230,000
D. $180,000
 



 

11. Based on the preceding information, what is the fair value of the noncontrolling interest at the time of acquisition? 
A. $47,813
B. $57,500
C. $60,000
D. $45,000
 



 
12. Based on the preceding information, what journal entry would Fair Logic make to record equity method income for the year?
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A. Option A
B. Option B
C. Option C
D. Option D
 



 
13. For a subsidiary to be eligible to be included in a consolidated tax return, at least _____ of its stock must be held by the parent company or another company included in the consolidated return. 
A. 50 percent
B. 40 percent
C. 75 percent
D. 80 percent
 



 

 Jupiter Corporation's consolidated cash flow statement for the year ended December 31, 2008, reported operating cash inflows of $160,000, financing cash outflows of $90,000, and investing cash outflows $55,000, and an ending cash balance of $75,000. Jupiter acquired 75 percent of Ganymede Company's common stock on July 1, 2006, at book value. At that date, the fair value of the noncontrolling interest was equal to 25 percent of Ganymede Company's book value. Ganymede reported net income of $20,000, paid dividends of $8,000 in 2008, and is included in Jupiter's consolidated statements. Jupiter paid dividends of $25,000 in 2008. The indirect method is used in computing cash flow from operations.
 
14. Based on the information provided, what was the consolidated cash balance at January 1, 2008? 
A. $60,000
B. $85,000
C. $15,000
D. $380,000
 



 
15. Based on the information provided, what amount was reported as dividends paid in the cash flow from financing activities section of the consolidated statement of cash flows? 
A. $25,000
B. $33,000
C. $27,000
D. $8,000
 



 

16. Dividends paid to noncontrolling shareholders:
 
I. are reported as a cash outflow in the consolidated cash flow statement.
II. represent funds that are no longer available to the consolidated entity.
III. are reported in the consolidated retained earnings statement. 
A. Observation I alone is true.
B. Observation III alone is true.
C. Observations I and II are true.
D. Observations I, II, and II are true.
 


AICPA: Reporting
 
 New Life Corporation has just finished preparing a consolidated balance sheet, income statement, and statement of changes in retained earnings for 2009. The following items are proposed for inclusion in the consolidated cash flow statement:
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New Life holds 75 percent of the voting stock of Shane Pharmaceuticals, acquired at book value on June 21, 2006. On the date of the acquisition, the fair value of the noncontrolling interest was equal to 25 percent of the book value of Shane.
 

17. Based on the preceding information, what amount will be reported in the consolidated cash flow statement as net cash provided by operating activities for 2009? 
A. $350,000
B. $463,000
C. $335,000
D. $421,000
 



 
18. Based on the preceding information, what amount will be reported in the consolidated cash flow statement as net cash used in investing activities for 2009? 
A. $200,000
B. $142,000
C. $155,000
D. $130,000
 



 
19. Based on the preceding information, what amount will be reported in the consolidated cash flow statement as net cash used in financing activities for 2009? 
A. $40,000
B. $55,000
C. $90,000
D. $10,000
 



 

20. Based on the preceding information, what was the change in cash balance for the consolidated entity for 2009? 
A. Decrease of $153,000
B. Increase of $450,000
C. Increase of $293,000
D. Increase of $150,000
 



 
21. Assume that New Life uses the direct method of computing cash flows from operating activities. Based on the preceding information, what amount will be reported by the company as cash received from customers during the year? 
A. $815,000
B. $785,000
C. $800,000
D. $835,000
 



 
22. Assume that New Life uses the direct method of computing cash flows from operating activities. Based on the preceding information, what amount will be reported by the company as cash payments to suppliers for 2009? 
A. $350,000
B. $348,000
C. $312,000
D. $352,000
 



 

 Catalyst Corporation acquired 90 percent of Trigger Corporation's common stock on September 30, 2008 for $225,000. At that date, the fair value of the noncontrolling interest was $25,000. On January 1, 2008, Trigger reported the following stockholders' equity balances:
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Trigger reported net income of $80,000 in 2008, earned uniformly throughout the year, and declared and paid dividends of $10,000 on June 30 and $30,000 on December 31, 2008. Catalyst reported retained earnings of $250,000 on January 1, 2008, and had 2008 income of $120,000 from its separate operations. Catalyst paid dividends of $50,000 on December 31, 2008. Catalyst accounts for its investment in Trigger Corporation using the basic equity method.
 
23. Based on the information provided, what is the consolidated net income reported for the year 2008? 
A. $120,000
B. $138,000
C. $140,000
D. $192,000
 



 

24. Based on the information provided, what is the consolidated income to the controlling interest reported for the year 2008? 
A. $192,000
B. $138,000
C. $140,000
D. $120,000
 



 
25. Based on the information provided, what is the amount of consolidated retained earnings as of December 31, 2008? 
A. $340,000
B. $250,000
C. $338,000
D. $388,000
 



 
26. Based on the information provided, what is the balance of Catalyst's investment in Trigger Corporation as of December 31, 2008? 
A. $216,000
B. $225,000
C. $213,000
D. $215,000
 



 
 Company A holds 70 percent of the voting shares of Company B. During 2008, Company B sold land with a book value of $125,000 to Company A for $150,000. Company A continues to hold the land at the end of the year. The companies file separate tax returns and are subject to a 40 percent tax rate. Assume that Company A uses the basic equity method in accounting for its investment in Company B.
 

27. Based on the information given, which eliminating entry relating to the intercorporate sale of land is to be entered in the consolidation workpaper prepared at the end of 2008?
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A. Option A
B. Option B
C. Option C
D. Option D
 



 
28. Assume the Company A holds the land at the end of 2009. Based on the information given, the eliminating entry relating to the intercorporate sale of land to be entered in the consolidation workpaper prepared at the end of 2009 will include: 
A. a debit to Retained Earnings for $7,500.
B. a debit to Noncontrolling Interest for $4,500.
C. a credit to Land for $150,000.
D. a credit to Land for $15,000.
 



 

29. Assume the Company A holds the land at the end of 2009. The eliminating entry relating to the intercorporate sale of land to be entered in the consolidation workpaper prepared at the end of 2009 will include a debit to Retained Earnings for: 
A. $4,500.
B. $7,500.
C. $15,000.
D. $10,500.
 



 
 Electric Corporation holds 80 percent of Utility Company's voting common shares, acquired at book values, but none of its preferred shares. At the date of acquisition, the fair value of the noncontrolling interest was equal to 20 percent of the book value of Utility Company. Summary balance sheets for the companies on December 31, 2008, are as follows:



 [image: ] 



Neither of the preferred issues is convertible. Electric's preferred pays a 8 percent annual dividend, and Utility's preferred pays a 12 percent dividend. Utility reported net income of $30,000 and paid a total of $10,000 of dividends in 2008. Electric reported income from its separate operations of $70,000 and paid total dividends of $25,000 in 2008.
 

30. Based on the preceding information, what is the amount of earnings available to common shareholders reported in the consolidated financial statements for the year? 
A. $89,200
B. $87,000
C. $91,000
D. $82,800
 



 
31. Based on the preceding information, what is the consolidated earnings per share for 2008? 
A. 4.46
B. 4.14
C. 4.35
D. 4.55
 



 

 Flyer Corporation holds 90 percent of Kite Company's common shares but none of its preferred shares. On the date of acquisition, the fair value of the noncontrolling interest was equal to 10 percent of the book value of Kite Company. Summary balance sheets for the companies on December 31, 2008, are as follows:
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Flyer's preferred pays a 8 percent annual dividend, and Kite's preferred pays a 10 percent dividend. Kite's preferred shares can be converted into 20,000 shares of common stock at any time. Kite reported net income of $35,000 and paid a total of $10,000 of dividends in 2008. Flyer reported income from its separate operations of $80,000 and paid total dividends of $25,000 in 2008.
 
32. Based on the information provided, what is the basic earnings per share for the consolidated entity for 2008? 
A. 5.04
B. 5.24
C. 3.80
D. 5.18
 



 

33. Based on the information provided, what is the diluted earnings per share for the consolidated entity for 2008? 
A. 4.53
B. 4.33
C. 4.00
D. 3.80
 



 
 Company A owns 85 percent of Company B's stock and 80 percent of Company C's stock. All acquisitions were made at book value. The fair values of noncontrolling interests at the time of acquisition were equal to the proportionate share of the book values of the companies. The companies file a consolidated tax return each year and in 2009 paid a total tax of $112,000. Each company is involved in a number of intercompany inventory transfers each period. Information on the companies' activities for 2009 is as follows:
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Company A does not record income tax expense on income from subsidiaries because a consolidated tax return is filed.
 

34. Based on the information provided, what amount of income tax expense should be assigned to Company A? 
A. $72,000
B. $66,000
C. $112,000
D. $62,000
 



 
35. Based on the information provided, what amount of income tax expense should be assigned to Company C? 
A. $24,000
B. $35,200
C. $19,200
D. $30,400
 



 
36. Based on the information provided, what amount of consolidated net income will be reported for the year 2009? 
A. $168,000
B. $280,000
C. $165,000
D. $250,000
 



 
37. Based on the information provided, income to the controlling interest for 2009 is: 
A. $155,370.
B. $56,000.
C. $168,000.
D. $250,000.
 



 

 

Essay Questions
 

38. Locus Corporation acquired 80 percent ownership of Stereo Company on January 1, 2006, at underlying book value. At that date, the fair value of the noncontrolling interest was equal to 20 percent of the book value of Stereo Company. Consolidated balance sheets at January 1, 2008, and December 31, 2008, are as follows:
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The consolidated income statement for 2008 contained the following amounts:

 [image: ] 

Locus and Stereo paid dividends of $25,000 and $15,000, respectively, in 2008.
Required:
1) Prepare a workpaper to develop a consolidated statement of cash flows for 2008 using the 

indirect method of computing cash flows from operations.
2) Prepare a consolidated statement of cash flows for 2008. 

1)
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39. Using the data presented in question 38:
 
1) Prepare a workpaper to develop a consolidated statement of cash flows for 2008 using the direct method of computing cash flows from operations.
2) Prepare a consolidated statement of cash flows for 2008. 
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2)
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40. Boycott Company holds 75 percent ownership of Fred Corporation. The consolidated balance sheets as of December 31, 2008, and December 31, 2009, are as follows:
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The 2009 consolidated income statement contained the following amounts:
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Boycott acquired its investment in Fred on January 1, 2006, for $120,000. At that date, the fair value of the noncontrolling interest was $40,000, and Fred reported net assets of $130,000. A total of $20,000 of the differential was assigned to goodwill. The remainder of the differential was assigned to equipment with a remaining life of 10 years from the date of 

combination. Boycott sold $100,000 of bonds on December 31, 2009, to assist in generating additional funds. Fred reported net income of $20,000 for 2009 and paid dividends of $10,000. Boycott reported 2009 equity-method net income of $75,000 paid dividends of $20,000 for the year.
Required:
1) Prepare a workpaper to develop a consolidated statement of cash flows for 2009 using the indirect method of computing cash flows from operations.
2) Prepare a consolidated statement of cash flows for 2009. 
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Workpaper entries:
 [image: ] 
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41. For the first quarter of 2008, Vinyl Corporation reported sales of $150,000 and operating expenses of $100,000, and paid dividends of $20,000. Vinyl Company operates on a calendar-year basis. On April 1, 2008, Signature Corporation acquired 80 percent of Vinyl's common stock for $320,000. At that date, the fair value of the noncontrolling interest was $80,000, and Vinyl had 20,000 shares of $5 par common stock outstanding, originally issued at $12 per share. The differential is related to goodwill. On December 31, 2008, the management of Signature Corporation reviewed the amount attributed to goodwill as a result of its acquisition of Vinyl common stock and concluded that goodwill was not impaired. Vinyl's retained earnings statement for the full year 2008 appears as follows:
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Signature uses the equity-method in accounting for this investment:
Required:
1) Prepare all entries that Signature would have recorded in accounting for its investment in Vinyl during 2008.
2) Present all eliminating entries needed in a workpaper to prepare a complete set of consolidated financial statements for the year 2008. 

1) Equity-method entries recorded during 2008:
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2)
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42. On December 31, 2007, Planet Corporation acquired 80 percent of Broadway Company's stock, at underlying book value. At that date, the fair value of the noncontrolling interest was equal to 20 percent of the book value of Broadway Company. The two companies' balance sheets on December 31, 2009, are as follows:
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On December 31, 2009, Planet holds inventory purchased from Broadway for $40,000. Broadway's cost of producing the merchandise was $25,000. Broadway's ending inventory also contains $30,000 of purchases from Planet that had cost it $20,000 to produce.
On December 30, 2009, Broadway sold equipment to Planet for $40,000. Broadway had purchased the equipment for $60,000 several years earlier. At the time of sale to Planet, the equipment had a book value of $20,000. The two companies file separate tax returns and are subject to a 40 percent tax rate. Planet does not record tax expense on its share of Broadway's undistributed earnings.
Required:
1) Prepare the eliminating entries necessary to complete a consolidated balance sheet workpaper as of December 31, 2009.
2) Complete a consolidated balance sheet workpaper as of December 31, 2009.
3) Prepare a consolidated balance sheet as of December 31, 2009. 

1) Eliminating entries:
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2)
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43. Power Corporation owns 75 percent of Transmitter Company's common stock. At the date of acquisition the fair value of the noncontrolling interest was equal to the book value of Transmitter Company's common stock. The following balance sheet data are presented for December 31, 2008:
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Transmitter reported net income of $90,000 in 2008 and paid dividends of $30,000. Its bonds have an annual interest rate of 10 percent and are convertible into 12,000 common shares. Its preferred shares pay an 12 percent annual dividend and convert into 5,000 shares of common stock. In addition, Transmitter has warrants outstanding for 12,000 shares of common stock at $15 per share. The 2008 average price of Transmitter common shares was $25.
Power reported income of $180,000 from its own operations for 2008 and paid dividends of $40,000. Its 9 percent bonds convert into 8,000 shares of its common stock. The companies file separate tax returns and are subject to income taxes of 40 percent.
Required:
Compute basic and diluted earnings per share for the consolidated entity for 2008. 
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