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2. Fowler Manufacturing Company decided to expand further by purchasing Blye Company. The
balance sheet of Blye Company as of December 31, 2004 was as follows:

Blye Company
Balance Sheet
December 31, 2004

Assets Equities

Cash $ 210,000 Accounts payable  $ 325,000
Receivables 450,000 Common stock 800,000
[nventory 275,000 Retained earnings 335,000
Plant assets (net) 1,025,000

Total assets $1,960.000 Total equities $1.960.000

An appraisal, agreed to by the parties, indicated that the fair market value of the Inventory
was $320,000 and that the fair market value of the plant assets was $1,425,000. The fair market
value of the receivables is equal to the amount reported on the balance sheet. The agreed purchase
price was $2,300,000, and this amount was paid in cash to the previous owners of Blye Company.
Instructions(10%)
Determine the amount of goodwill (if any) implied in the purchase price of $2,300,000.
Show calculations.
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>. Equipment costing $330,000, on which $225,000 of up-to-date accumulated depreciation has

been recorded, was disposed of on January 2, 1998. What journal entries are required to record
the equipment’s disposal under each of the following unrelated assumptions? (15%)

(a). The equipment was sold for $120,000 cash.

(b). The equipment was sold for $87,000 cash.

(¢). The equipment was retired from service and hauled to the junkyard. No material was
salvaged.

(d). The equipment was exchanged for similar equipment having a cash price of $450,000. A
trade-in allowance of $150,000 from the cash price was received, and the balance was
paid 1n cash.

(¢). The equipment was exchanged for similar equipment having a cash price of $450,000.

A trade-in allowance of $75,000 was received, and the balance was paid in cash.
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0. Spencer, Inc., has $600,000 of 8% preferred stock and $900,000 of common stock outstanding, ™

%
s

'

each having a par value of $10 per share. No dividends have been paid or declared during 2003 &Pty i
and 2004.  As of December 31, 2005, it is desired to distribute $306,000 in dividends. T

Instructions(8%)

How much will the preferred and common stockholders receive under each of the following
assumptions:

(a) The preferred is noncumulative and nonparticipating.

(b)The preferred is cumulative and participating to 12% total.




