M Company acquired a 10% interest in N Company on January 1, 20X6 for $7,500 cash.  On that date, the common stock and retained earnings of the N Company totaled $50,000 and $10,000 respectively.  At that date, the book values of the assets and liabilities of N Company represented fair value, except for the equipment that has a fair value of $5,000 greater than its book value.  On the date of acquisition, N Company’s equipment had a remaining life of 10 years.

N Company reported net income (loss) and paid dividends as follows:

	
	20X6
	20X7

	Net income (loss)
	$6,000
	$500

	Dividends
	4,000
	3,000


The fair value of M Company’s investment in N Company is not “readily determinable”

REQUIRED:

a) Prepare journal entries on the accounting records of M Company for the year 20X6 concerning its investment in N Company.

b) Prepare journal entries on the accounting records of M Company for the year 20X7 concerning its investment in N Company.

	20X6

	1/1/X6
	Investment in N Company (given)
	7,500
	

	
	    Cash
	
	7,500

	
	
	
	

	12/31/X6
	Cash (4,000*10%)
	400
	

	
	    Dividend income
	
	400

	
	
	
	

	20X7

	12/31/X7
	Cash (3,000*10%)
	300
	

	
	    Investment in N Company
	
	50

	
	    Dividend income
	
	250


	
	20X6
	20X7
	Total Since

Acquisition

	Net income * % Owned
	$600
	$50
	$650

	Dividends * % Owned
	400
	300
	700

	Total NI Since Acq – Total Div Since Acq
	($50)

	If Total NI Since Acq – Total Div Since Acq is Negative, 

Reduce Investment Account by Excess of Total Div over 

Total NI or Amount of Dividends Received, whichever is lower

	If Total NI Since Acq – Total Div Since Acq is Positive, 

Do not reduce Investment account


