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Question 1 (60 minutes – 45 marks (Please use BLUE booklet)) (((Please use BLUE booklet)

On January 1 2010, Acquisition Limited (AL) purchased 75% of the outstanding common shares of Sun Ltd (SL) for $600. No control premium was included in the acquisition price. At that date, SL had common shares of $200 and retained earnings of $450. In negotiating the purchase price, it was agreed that the identifiable net assets were fairly valued except for inventory which had a fair value less than book value of $25 and capital assets with a fair value greater than book value of $50 and a remaining useful life of 5 years. Finally, AL concluded that SL’s Long Term Liabilities had a fair value of $20 greater than book value on January 1, 2010 with a due date of December 31, 2013. AL’s policy is to use the straight-line method to amortize the acquisition differential subsequent to acquisition.

Please note numbers are small for ease of computation.  Treat all numbers as material and calculate all balances to two decimal places.
Financial statements for AL and SL for the year ended December 31, 2013 were as follows:

Balance Sheet

December 31, 2013

	Assets

	AL
	SL

	
	
	

	Monetary Assets
	320
	370

	Inventory
	  230
	  200

	
	550
	570

	
	
	

	Capital assets – net
	590
	400

	Other Assets


	170
	120



	Investment in SL Company 
	  600
	     
                                     

	
	$1,910
	$1,090

	
	
	

	Liabilities and Shareholders’ Equity
	
	

	Accounts payable
	$  290
	$  90

	Other current liabilities
	    90
	    50

	
	380
	140

	Long Term Liabilities

Shareholders’ Equity
	260
	90

	Common shares
	400
	200

	Retained earnings
	  870
	  660

	
	$1,910
	$1,090


STATEMENT OF INCOME 

Year ended December 31, 2013

	
	AL
	SL



	Sales
	$1,500
	$900

	   Cost of goods sold
	(750)
	(585)

	Gross profit
	750
	315

	   Other expenses 

 Amortization Expense
	(138)

(60)
	(60)
(30)

	   Interest and Other Income
	    78
	10

	Gains (losses) on capital assets 

Income tax expense
	20
(190)
	(20)

(65)

	Net income
	    $460
	    $150


Additional information

1. AL tested Goodwill for impairment each year and concluded that the impairment loss in 2011 was $25 and in 2013, $15

2. AL closing inventories at December 31, 2013 contained $80 of goods purchased from SL. At December 31, 2012, the corresponding balance was $60.Assume normal gross profit rates apply on sales from SL to AL and there was no significant change from the prior year. Sales from SL to Al were $260 and $300 for 2012 and 2013 respectively.

3. During 2013 AL’s had sales of $120 to SL and 50% remain in inventory at December 31, 2013. AL earns a gross margin of 30% on sales to SL.

4. During 2011 AL sold Land to SL for $120. AL had paid $80 for the land several years ago. In 2013, SL sold Land to AL and recorded a loss on the sale of $20. There was no impairment in the value of the asset at the time of the sale.  Assume normal tax rates apply because the land sale was considered ordinary income.
5. AL rents an office building to SL for $4 per month. At December 31, 2013 $8 remained outstanding in AL’s accounts receivable.

6. Both companies pay income tax at the rate of 30%. Ignore deferred taxes when allocating and amortizing the purchase price discrepancy.  Dividends declared and paid in the year by AL and SL were $100 and $40 respectively.

Please answer Question 1 in a SEPARATE BLUE BOOKLET.

Please show all calculations in an organized manner to be eligible for part marks. If your work cannot be followed, it cannot be marked. Assume AL uses IFRS Entity method in preparing its consolidated financial statements.
a) Prepare a Consolidated Income Statement for the year ending December 31, 2013. (22 Marks)
b) Calculate the following Consolidated Balance Sheet accounts at December 31, 2013
1. Capital Assets (4)

2. Goodwill (5)
c) Calculate NCI  as it would appear on the Consolidated Balance Sheet at December 31, 2013 (6 marks)

d) Assume AL  wants to begin using the Equity method in their general ledger effective January 1, 2014, Calculate the balance that should be reported in the investment account on the Balance Sheet of  AL at December 31, 2013 ( 8 marks)
NOTE:

 Please use a Blue booklet for question 1. Ensure your Name and Section number are on ALL examination booklets used for this exam.

All calculations for this question must be in your examination booklet no marks will be awarded for calculations appearing on the examination paper.
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