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1. Explain vertical integration. (five points)



2. What is a business combination and explain two reasons why are they used? (seven points)



3. Define reciprocal account and explain how it is treated in consolidation. (five points)



4. Why would a subsidiary maintain separate legal status? (five points)



5. Multiple Choice – indicate the best answer. (three points)
A business combination that brings two or more companies under the ownership of a newly created company and transfers assets and capital stock to that new company is called a:
A. Statutory Merger
B. Control Without Dissolution
C. Statutory Consolidation
D. Hostile Takeover 
True/False (two points each)
6. Consolidated companies are required to give up their legal status as separate corporations. _______________________.
7. Two or more companies that are united into a single legal economic entity may elect to consolidate financial statements. ______________________
8. If dissolution occurs in a business combination, a permanent consolidation of accounting records occurs at the consolidation date. _____________________
JOURNAL ENTRIES
Prepare all appropriate journal entries for Centenary Corp. based on the following”
1-1-2020 Centenary buys 10% of the common stock of Rutgers Corp. paying $50,000 and 15% of the preferred stock of Rutgers for $25,000.
6-30-2020 Rutgers reports net earnings of $100,000.
7-1-2020 Rutgers declares a common dividend totaling $10,000 and a preferred dividend totaling $10,000.
1-1-2021 Centenary buys an additional 15% of Rutgers stock paying $100,000 cash.
6-30-2021 Rutgers reports net earnings of $100,000.
7-1-2021 Rutgers declares a common dividend totaling $10,000 and a preferred dividend totaling $10,000.
Chart of Accounts: Cash, Accounts Receivable, Dividends Receivable, Investment in Common Stock, Investment in Preferred Stock, Dividend Revenue, Earnings From Investment in Stock. Add any appropriate accounts.
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