exercises

Exercise 10-1

Goodwill

( LO1

The Hermanson and Jones Corporation purchased all of the outstanding common stock of Viacon Corporation for $25,000,000 in cash.  The book value of Viacon’s net assets (assets minus liabilities) was $16,250,000.  The fair values of all of Viacon’s assets and liabilities were equal to their book values with the following exceptions:



Book Value
 Fair Value

Receivables
$3,000,000
$2,850,000


Property, plant, and equipment
10,200,000
11,200,000


Intangible assets
30,000
3,000,000

Required:

Calculate the amount paid for goodwill.

Exercise 10-2

Acquisition cost; noninterest-bearing note

( LO3

On January 1, 2009, the Farmington Corporation purchased a packaging and labeling machine.  Farmington paid $25,000 down and signed a noninterest-bearing note requiring $55,000 to be paid on December 31, 2011.  The fair value of the machine is not determinable.  An interest rate of 8% properly reflects the time value of money in this situation.

Required:
1.
Prepare the journal entry to record the acquisition of the machine.  Round computations to the nearest dollar.

2.
How much interest expense will the company include in its 2009 and 2010 income statements for this note?

Exercise 10-3

Nonmonetary exchange

( LO6

The Pioline Company recently traded in a pick-up truck for a newer model truck.  The old truck’s book value was $1,000 (original cost of $13,000 less $12,000 in accumulated depreciation) and its fair value was $800.  Pioline paid $14,000 to complete the exchange.

Required:

Prepare the journal entry to record the exchange.  Assume the exchange has economic substance.

Exercise 10-4

Nonmonetary exchange

( LO6

[This is a variation of the previous exercise.]

Required:

Assume the same facts as in Exercise 10-3, except that the fair value of the old truck is $1,500.  Prepare the journal entry to record the exchange.

Exercise 10-5

Research and development

( LO8

The Best and Krieg Company incurred the following research and development costs during 2009:


Salaries and wages for lab research
$   350,000


Materials used in R&D projects
400,000


Purchase of equipment
85,000


Fees paid to outsiders for R&D projects performed


    by the outsiders for Best and Krieg
465,000


Patent filing and legal costs for a developed product
20,000


In-process research and development (related to the


    acquisition of Radon, Inc.)
 1,200,000

     Total
$2,520,000
The equipment has a 3-year life and has no value beyond the current research project for which it was acquired.

Required:

Calculate the amount of research and development expense that Best and Krieg should report in its 2009 income statement.

Exercise 10-6 

Software development costs

( LO8

Early in the year 2009, the Adonis Software Company began developing a new software package to be marketed.  The software was available for general release to customers in December of 2009.  The costs incurred prior to December were $10 million.  Of this amount, $6 million was spent before technological feasibility was established.  Adonis expects a useful life of three years for the new product with total revenues of $20 million.  During 2010, revenue of $5 million was recognized.

Required:

1.
Prepare a journal entry to record the 2009 development costs.

2.
Calculate the required amortization for 2010.

3.
At what amount should the computer software costs be reported in the December 31, 2010 balance sheet?

PROBLEMS

Problem 10-1

Nonmonetary exchange

( LO6

On October 15, 2009, the Brown Company exchanged operational assets with the Filzinger Corporation.  The facts of the exchange are as follows:



Brown’s Asset
 Filzinger’s Asset

Original cost
$300,000
$278,000


Accumulated depreciation 
200,000
220,000


Fair value
125,000
110,000

To equalize the exchange, Filzinger paid Brown $15,000 in cash.

Required:
Record the exchange for both Brown and Filzinger.  Assume the exchange has economic substance.

Problem 10-2

Interest capitalization; specific interest method

( LO7

On January 1, 2009, the Edinger Manufacturing Company began construction of a building to be used as its office headquarters.  The building was completed on June 30, 2010.

Expenditures on the project were as follows:



January 3, 2009
$500,000



March 31, 2009
600,000



June 30, 2009
800,000



October 31, 2009
    600,000



January 31, 2010
300,000



March 31, 2010
    500,000



May 31, 2010
600,000

On January 3, 2009, the company obtained a $2 million construction loan with a 10% interest rate.  The loan was outstanding all of 2009 and 2010.  The company’s other interest-bearing debt included a long-term note of $5,000,000 with an 8% interest rate, and a mortgage of $3,000,000 on another building with an interest rate of 6%.  Both debts were outstanding during all of 2009 and 2010.  The company’s fiscal year end is December 31.

Required:

1.
Calculate the amount of interest that Edinger should capitalize in 2009 and 2010 using the specific interest method.

2.
What is the total cost of the building?

3.
Calculate the amount of interest expense that will appear in the 2009 and 2010 income statements.
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