
Question 1 (18 marks; 32 minutes) 

RMI is a private company that designs laser applications for the healthcare and electronics industries. Its head office, located in Toronto, employs 150 people.  Roger Martin is the company’s CEO. 

It is August 2013 and Roger contacts you to advise him about a transaction he would like to carry out. He asks you to assess and provide input on the accounting treatments for the transaction set out in Exhibit I. 

KRS is a company that designs fibre optics using new generation laser technology. Its products are chiefly used in telecommunications. This market is growing so rapidly that a new competitor emerges every year.  KRS also has a telecommunications division, VOIP (Voice Over Internet Protocol), that uses this special optical fibre.  Always on the look-out for new developments in the laser market, Roger became interested in this company. After more than four visits to Vancouver, to meet KRS’s owner, Kristine Regent, Roger obtained the following information about the organization in Exhibit I. 

Required:  Respond to Roger Martin’s request.

Exhibit I

TRANSACTION WITH KRS
KRS signed a contract with a supplier for the raw materials used to produce the optical fibres that guarantees supplies until 2020. Given the shortage of raw materials in the fibre optic field, this contract is advantageous. Under this contract, the raw materials are supplied at market price, less 10%. An expert in this field values the contract at $1 M  KRS has a fibre optics plant, the fair market value of which is estimated at $650 K. The plant is equipped with leading-edge equipment valued at $ 1.1 M.   KRS also owns another building that houses its cellular telecommunications division and is valued at $800 K. The building also houses a sophisticated computer network with a fair market value of $2.3 M. 
KRS also has an exclusive patent for the manufacture of optical fibres valued at $500 K by an independent expert. The optical fibre manufacturing division employs 50 people, while the cellular telecommunications division has a workforce of 80. 

In November 2012, Kristine Regent expressed interest in selling KRS’s assets in the optical fibre manufacturing division for a total of $5.25 M, to be paid in cash, in order to concentrate on his telecommunications services division. It was decided that it would be advantageous for RMI to acquire these assets since both entities are active in laser design and production. In December 2012, RMI and Kristine Regent signed a purchase agreement in the amount of $5.25 M, specifically covering the acquisition of the following assets: the contract for the raw materials, the optical fibre manufacturing plant, the plant’s equipment and the exclusive patent for the manufacture of optical fibres. 

RMI decided to send three foremen to Vancouver to learn about and monitor the company’s operations and resource management processes. Roger held lengthy discussions with Kristine Regent about the strategic management of these manufacturing activities. In addition, KRS’s manufacturing division will retain its current employees who will be paid by RMI. KRS will occupy 20% of the plant to store equipment and signed a five-year lease to that effect. The rent is equal to the fair market rental value of the building’s occupied surface area. 
The purchase price was broken down for the various assets acquired based on the fair market value of each as follows: Plant: $1,050 M; Equipment: $1.777 M; Patent: $808 K, and contract: $1.615 M. Roger is proposing to record each asset acquired at the cost to him.  Roger has spent 200 K in legal fees, 150 K in fees to obtain asset values, and 40 K in fees to arrange financing to be able to acquire the business.
Question 2 (17 marks; 31 minutes)  

Ajax is a publicly traded manufacturing company.  The company grew rapidly during its first 10 years.  During its rapid growth Ajax acquired common shares in Helmet and Crysom.   On January 1, 2002, Ajax acquired 25% of the Helmet common shares for $588,000 and accounts for this investment under the equity method.  From 2002 through 2012 Helmet had net income of $480,000 and paid dividends of $200,000.  For its fiscal year ended November 30, 2013 Helmet reported net income of $250,000 and paid dividends of $100,000.  In 2004, Ajax acquired 10% of Crysom’s common shares for $204,000 and accounts for this investment as a financial instrument.  On September 1, 2013 Ajax acquired another 20% of Crysom common shares for $400,000 and now has a majority of the membership on the board of directors.  Crysom earned $20,000 of income evenly over the year 2013 and paid dividends of $9,000 at year end.  Ajax also has a policy of investing idle cash in equity securities to generate short-term profits.  The following data are for the Ajax investment portfolio.  No dividends were paid from the portfolio.
Financial instruments – investment portfolio
	
	Cost 

at Nov 30,2012
	Fair value 
at Nov 30, 2012
	Cost 

at Nov 30, 2013
	Fair value 
at Nov 30,2013

	A Co.
	$326,000
	$314,000
	$326,000
	$323,000

	B Co.
	  184,000
	   181,000
	  184,000
	  180,000

	C Co.1
	    95,000
	     98,500
	
	

	D Co.
	
	
	105,000
	 108,000


1 Sold October 1, 2013 for $99,500
Financial Instruments – elective exemption taken
	
	Cost 
at Nov 30,2012
	Fair value 
at Nov 30, 2012
	Cost 
 at Nov 30, 2013
	Fair value 
at Nov 30,2013

	Crysom
	$204,000
	$198,000
	$604,000
	$610,000


Required:

1. Calculate the effect on total Comprehensive Income for 2013 due to the investments held.  Separate the effect between Net Income and Other Comprehensive Income. 
2. Calculate the balance in the Investment accounts on the Balance Sheet for Helmet and Crysom at December 31, 2013.
QUESTION 3 (35 marks; 63 minutes)
Travels-n-Transport Ltd., [TNT] is a publicly traded corporation.  On January 1, 2010, it acquired 100% of the voting shares of Swift Airlines Inc., [SAI].   The balance sheet of SAI on December 31, 2009, was as follows:


Balance Sheet, SAI


As At December 31, 2009
	
	Book Value
	Fair Value

	Cash
	$ 45,000
	$ 45,000

	Accounts receivable
	110,000
	130,000

	Inventory
	280,000
	320,000

	Land
	310,000
	400,000

	Depreciable assets, net
	     460,000
	405,000

	   Total Assets
	$1,205,000
	

	
	
	

	Current liabilities
	$ 255,000
	$ 255,000

	Common shares
	400,000
	

	Retained earnings
	     550,000
	

	  Total Liabilities and Equities
	$1,205,000
	


Additional Information:
A.
The inventory was sold and the accounts receivable collected within six months after acquisition.  The depreciable assets are be depreciated over 10 years, straight line, with no salvage value.  .

B.
Both companies paid income tax at an average rate of 40%.

C.
During 2012, SAI sold inventory to TNT for $150,000 (= selling price=retail) with a 20% mark up on retail.  At the end of  2012, $30,000 (at retail) of these goods were still in inventory.  TNT sold $200,000 of goods to SAI during 2012 with a 25% mark up on retail, and $40,000 (at retail) of these were still in inventory at the end of 2012.  All of these goods remaining in inventory were sold during 2013.

D.
During 2013, TNT sold for $180,000 (= selling price = retail) of goods to SAI with a 25% mark up on retail, and $50,000 (at retail) of these goods were in inventory at the end of 2013.  In addition, SAI sold goods to TNT for $220,000 with a 20% mark up on retail, and $60,000 (at retail) of these were still in inventory at the end of 2013.

E.
On July 1, 2010, TNT sold a tract of land, located in Windsor and which was zoned as industrial property to SAI for $90,000 and which was carried in the books of TNT for $80,000.

F.
During 2103, both companies declared and paid dividends equal to 10% of their common share value.  
G.
SAI sold a commercial building located in Toronto to TNT, on January 1, 2012 for $190,000 and which was carried in the books of SAI for $130,000.  The building had a remaining useful life of 10 years on the day of sale.
H.
TNT received $22,000 as rent for properties it has leased to SAI.

Note:        A margin is calculated in selling price. 

                 A mark-up is calculated on cost.

                 Here a mark-up on retail is a different way to say MARGIN (i.e. calculated on selling price). Here we must 

          assume  selling price is retail price since no info on real retail price to final real retail customer!

Balance Sheets


As At December 31, 2013
	
	                                        TNT
	                          SAI

	Cash
	$ 55,000
	140,000

	Accounts receivable
	140,000
	115,000

	Notes receivable
	
	90,000

	Inventory
	400,000
	320,000

	Land
	670,000
	385,000

	Depreciable assets, net
	864,000
	520,000

	Investment in SAI at cost
	669,000
	

	Other Investments
	     100,000
	           -      

	  Total Assets
	$2,898,000
	$1,570,000

	Current liabilities
	$ 98,000
	$ 175,000

	Notes Payable
	90,000
	

	Common shares
	550,000
	400,000

	Retained earnings
	  2,160,000
	     995,000

	  Total Liabilities and Equities
	$2,898,000
	$1,570,000



Income Statements


For the Year Ended December 31, 2013
	
	TNT
	SAI 

	Sales  Revenue
	$830,000
	$789,000

	Investment and Dividend Revenue
	39,000
	

	Rent Revenue
	    22,000
	              

	Total Revenues
	$891,000
	$789,000

	Less Expenses:
	
	

	Cost of goods sold
	$542,000
	$457,000

	Depreciation
	120,000
	110,000

	Rent Expenses
	
	22,000

	Other expenses
	    80,000
	    70,000

	Total Expenses
	$742,000
	$681,000

	Net Income
	$149,000
	$130,000


REQUIRED: 

Prepare the consolidated income statement and the consolidated statement of equity for the year ended December 31, 2013.

Question 4 (30 marks; 54 minutes)


The balance sheets of the HCO Corporation and the SVI Company as at January 1, 2013 are given below as follows:

	
	
HCO        
	
SVI

	
	Book Values
	Book Values
	    Fair Market Values

	Cash
	$    25,000
	$   70,000
	

	Receivables
	295,000
	190,000
	158,000

	Inventories
	280,000
	240,000
	192,000

	Plant and Equipment (Net)
	450,000
	 720,000
	740,000

	Buildings
	340,000
	260,000
	288,000

	Land 
	170,000
	180,000
	160,000

	Goodwill 
	           -      
	       60,000
	      0      

	Total Assets
	 $1,560,000
	$1,720,000
	

	Current Liabilities 
	$     220,000
	$ 120,000
	

	Long Term Liabilities
	240,000
	400,000
	

	Common Stock – ($10) 
	900,000
	
	

	Common Stock – ($10)
	
	900,000
	

	Retained Earnings
	     200,000
	     300,000
	

	Total Liabilities and Equities
	$1,560 000
	$1,720,000
	


HCO acquired 100% of the total voting shares of SVI on this date by issuing 50,000 common shares at a market price of $22.10 each.  The tax rate is 40%.

· At the day of acquisition there was a contingent liability that SVI had not recognized because they deemed it to be unlikely.  The valuator assessed a value of $40,000 on this contingency.  The contingency was settled in September of 2013 for $45,000.
· The accounts receivable on hand at the day of acquisition were collected in 2013 and the inventory on hand on January 1, 2013 was sold during 2013.

· The plant and equipment had a remaining useful life of 10 years at the day of acquisition and the buildings had a remaining useful life of 20 years at that date. The land that was there at acquisition has not been sold. The companies use straight line depreciation.
REQUIRED:
1. Prepare the consolidated balance sheet at the day of acquisition.
2. Show the consolidation adjustments for the consolidated financial statements for the year ending December 31, 2013 (prepare a table/continuity schedule).  Reflect your adjustments using arrows or + and -.
3. Assume, for this question, that HCO purchased all of the net assets (except for the goodwill appearing in the books of SVI) instead of the voting shares.  Prepare the appropriate journal entry in the books of HCO to record this acquisition.
4. Assume the same case facts except that HCO issued 100,000 common shares at a market price of $11.05 each, rather than 50,000 common shares at a market price of $22.10.  State how your answer in Part 1 would be different (Do not do a consolidated balance sheet)
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