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Chapter 4 – Consolidations: Intragroup Transactions
True or False
1) In the consolidation of intragroup transactions in the current period consideration should be given to the effects of transactions in previous periods.

Answer: True

Difficulty: Easy

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions: Principles
Feedback: Review section “Rationale for Adjusting for Intragroup Transactions.”

2) In some intragroup transactions where there is management fee paid by one entity to another within the group there is no effect on the carrying amounts of assets and liabilities.

Answer: True

Difficulty: Easy

Learning Objective: Adjust for intragroup services such as management fees.

Section Reference: Intragroup Services

Feedback: Review section “Intragroup Services”

3) Adjustments for current period inventory transfers during intragroup consolidations do not affect current period profit accounts such as sales and cost of sales.

Answer: False

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.
Section Reference: Adjusting for Intragroup Transactions: Principles
Feedback: Review section "Rationale for Adjusting for Intragroup Transactions."

4) In the transferring of assets such as property, plant, and equipment within a group there is no need to eliminate profit in an asset such as land because land is a non-depreciable asset.

Answer: False

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods
Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment
Feedback: Review “Sale of Land”.
5) Rent for office space paid by a parent to a fully-owned subsidiary within the group does not affect the group's profit in the consolidation adjustment process.

Answer: True
Difficulty: Easy

Learning Objective: Adjust for intragroup services such as management fees.

Section Reference: Intragroup Services.

Feedback: Review “Example 4.8: Intragroup Rent”.

6) Generally dividends paid and received between entities within a group do not require tax-effect adjustments upon consolidation.

Answer: True
Difficulty: Easy

Learning Objective: Adjust for intragroup dividends.

Section Reference: Intragroup Dividends

Feedback: Review section: "Tax Effect of Dividends".
7) Interest payments on bonds within a group of companies do not require adjustments to revenues and expenses in the respective entities.

Answer: False
Difficulty: Medium

Learning Objective: Adjust for intragroup borrowings

Section Reference: Intragroup Borrowings

Feedback: Review section “Bonds”.
8) A Canadian company that has wholly owned subsidiaries in countries that do not follow GAAP/IFRS accounting principles is not required to make adjustments for intragroup transactions.

Answer: False

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions: Principles

Feedback: Review section “Rationale for Adjusting for Intragroup Transactions”. 
9) Opening intragroup inventory transfers of an acquired subsidiary require that prior period profits remaining in the opening inventory be adjusted to beginning retained earnings.

Answer: True
Difficulty: Easy

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory
Section Reference: Transfers of Inventory

Feedback: Review “Unrealized Profits in Beginning Inventory”
10) The parent company of subsidiaries that are owned less than 100% but more than 50% have the option of adjusting intragroup transactions and would make a statement to this effect only in the notes to the financial statements.

Answer: False

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions
Section Reference: Adjusting for Intragroup Transactions: Principles

Feedback: Review section “Rationale for Adjusting for Intragroup Transactions”

11) It is possible for an entity to acquire the bonds of another entity in the group on the open market.

Answer: True

Difficulty: Medium

Learning Objective: Adjust for intragroup bonds acquired on the open market

Section Reference: Intragroup Borrowings

Feedback: Review “Bonds”

12) Consolidation adjustments are needed in relation to intragroup borrowings and interest thereon.

Answer: True

Difficulty: Medium

Learning Objective: Adjust for intragroup bonds acquired on the open market

Section Reference: Intragroup Borrowings

Feedback: Review “Intragroup Borrowings”

13) Interest payments result in revenues in one member of the group and expenses in another.

Answer: False

Difficulty: Medium

Learning Objective: Adjust for intragroup bonds acquired on the open market

Section Reference: Intragroup Borrowings

Feedback: Review “Intragroup Borrowings”

14) Adjustments for intragroup dividends affect both the dividends declared by the subsidiary and those declared by the parent.

Answer: False
Difficulty: Medium

Learning Objective: Adjust for intragroup dividends

Section Reference: Intragroup Dividends

Feedback: Review “Intragroup Dividends”

15) Consolidated financial statements show only the effects of dividends paid or payable to entities outside the group.

Answer: True

Difficulty: Medium

Learning Objective: Adjust for intragroup dividends

Section Reference: Intragroup Dividends

Feedback: Review “Intragroup Dividends”

16) If a subsidiary declares a dividend and the dividend is unpaid at the end of the period, the adjustment on the consolidated financial statements will include an increase to dividend revenue.

Answer: False

Difficulty: Medium

Learning Objective: Adjust for intragroup dividends

Section Reference: Intragroup Dividends

Feedback: Review “Dividends Declared in the Current Period but Not Paid”

17) Dividends from subsidiary equity are recognized as revenue by the subsidiary.

Answer: False

Difficulty: Medium

Learning Objective: Adjust for intragroup dividends

Section Reference1: Intragroup Dividends

Feedback: Review “Intragroup Dividends”

18) Adjustments for the gain/loss on sale of property, plant and equipment are made in all periods in which the assets are within the group.

Answer: True

Difficulty: Easy

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment

Feedback: Review “Depreciation and Realization of Profits or Losses”

19) When the transferred assets are depreciable, subsequent adjustments are made to depreciation accounts.

Answer: True

Difficulty: Easy

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods
Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment

Feedback: Review “Depreciation and Realization of Profits or Losses”

20) The gain/loss on the sale of a depreciable asset is realized by the subsidiary as the asset is used up by the group.

Answer: False

Difficulty: Easy

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant and equipment in both the current and previous periods.

Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant and Equipment

Feedback: Review “Depreciation and Realization of Profits or Losses”

21) When property, plant, and equipment is transferred within a group, it is not necessary to distinguish between a sale of land and the sale of a depreciable asset.

Answer: False

Difficulty: Easy

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods

Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment

Feedback: Review “Depreciation and Realization of Profits or Losses”

Multiple Choice

22) Which of the following is NOT a requirement for intragroup transactions under IFRS?
a) Whenever related entities transact with each other, the separate legal entities disclose the effects of these transactions in the revenues and expenses reported as well as assets and liabilities as required.

b) Deferred tax accounts must be created where there are temporary differences between the carrying amount of an asset or a liability and its tax base.

c) The process of consolidation involves adding together the financial statements of a parent and its subsidiaries to reflect an overall view that includes the results of the group transactions with external entities and also within the group.

d) Adjustments must be made to eliminate intragroup balances and the effects of transactions whereby profits or losses are made by different members of the group through trading with each other.

Answer: c

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions
Section Reference: Rationale for Adjusting for Intragroup Transactions
Feedback: Review section “Rationale for Adjusting for Intragroup Transactions.”

23) Dither Co. owns 100% of the common shares of Franklin Ltd. Dither records its investment in Franklin using the cost method. Dither and Franklin have transactions with each other. In preparing Dither's consolidated financial statements, which of the following should be done?

a) Dividends received by Dither from Franklin should be deducted from Dither's dividend income.

b) Franklin's retained earnings should be deducted from Dither's retained earnings.

c) Dither's receivable from Franklin should be netted with Dither's accounts receivable.

d) Franklin's share capital should be added to Dither's share capital.
Answer: a
Difficulty: Medium
Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions: Principles

Feedback: Review section “Rationale for Adjusting for Intragroup Transactions.”

24) On February 1, 2013 Smith Company sold inventory to its wholly owned subsidiary Orchid Ltd. for $10,000. These goods had previously cost $7,500. 75% of these goods were then sold by Orchid Ltd. for $15,000 by the February 28, 2013 year-end. What adjustments are required for the preparation of the consolidated financial statements? Ignore the effects of income taxes.
a) Decrease sales $10,000, decrease cost of goods sold $9,375 and decrease ending inventory $625.

b) Increase sales $10,000, increase cost of goods sold $9,375 and increase ending inventory $625.

c) Decrease sales $10,000, decrease cost of goods sold $7,500 and decrease ending inventory $2,500.

d) Increase sales $10,000, increase cost of goods sold $7,500 and increase ending inventory $2,500.
Answer: a
Difficulty: Medium
Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.
Section Reference: Transfers of Inventory
Feedback: Review “Unrealized Profits in Ending Inventory”.
25) On February 1, 2013 Smith Company sold inventory to its wholly owned subsidiary Orchid Ltd. for $10,000. These goods had previously cost $7,500. All of these goods were then sold by Orchid Ltd. for $25,000 by the February 28, 2013 year-end. What adjustments are required for the preparation of the consolidated financial statements? Ignore the effects of income taxes.
a) Decrease sales $10,000 and decrease cost of goods sold $10,000.

b) Increase sales $10,000 and increase cost of goods sold $10,000.

c) Decrease sales $10,000 and decrease cost of goods sold $7,500 and decrease ending inventory $2,500.

d) None of the above
Answer: d
Difficulty: Medium
Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory
Feedback: Review section “Unrealized Profits in Ending Inventory.”

26) On March 31, 2013 a parent received $20,000 in inventory for cash from its subsidiary. The subsidiary made a profit of $5,000 on the sale. At year end, the parent had sold $15,000 of this inventory to third parties for $28,000. The closing balance of this inventory is $5,000. What is the combined adjustment to sales and cost of sales before tax?
a) $1,000
b) $1,250

c) $1,500
d) $2,000

Answer: b

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory
Section Reference: Transfers of Inventory
Feedback: Review "Unrealized Profits in Ending Inventory."

27) On September 30, 2013 a parent company sold a piece of machinery to its wholly-owned subsidiary for $10,000 which was $5,000 above its carrying amount at that date. The machinery has a remaining useful life of 5 years. What is the pre-tax adjustment required to prepare the December 31, 2013 consolidated financial statements?
a) Increase machinery-net $5,000, 

b) Decrease machinery – net $5,000.

c) Record a loss of $5.000 on the income statement

d) None of the above.
Answer: b
Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Sale of Depreciable Assets

Feedback: Review section “Depreciation and Realization of Profits or Losses”
28) A basic approach in determining the adjustments needed for the consolidation of intragroup transactions is:

a) Analyze the transfer events in the records of the legal entities and determine whether these transactions are for the current period.

b) Analyze the position from the group's perspective and adjust the consolidated statements of the group.

c) Consider the income tax effects of the adjustments.

d) All of the above.

Answer: d

Difficulty: Medium
Learning Objective: Explain the principles behind making adjustments for intragroup transactions.
Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment
Feedback: Review sections “Rationale for Adjusting for Intragroup Transactions” and “Income Tax Effects”.

29) On January 1, 2013 a parent purchased the plant of a subsidiary for $ 6,000, which was $1,000 below the carrying cost for the subsidiary as at the date it was sold. The plant had a remaining life of ten years and the income tax rate was 30%. What amounts should be shown as a loss on sale of plant and the income tax expense respectively on the consolidated financial statements for the year ended December 31, 2013?
a) $ 1,000 and $300

b) $1,000 and $210

c) $ 500 and $ 150

d) None of the above.

Answer: d
Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Intragroup profits and losses on transfers of property, plant and equipment
Feedback: Review "Sales of Depreciable Assets."

30) In an acquisition of land by a parent from a subsidiary, the realization of profit acquired on the land acquisition is recorded in the consolidated financial statements?
a) In the first year that the group's consolidated financial statements are prepared.

b) When the asset is subsequently sold to a party outside of the group.

c) As it is amortized over the period of the life of the other assets.

d) No profit will be realized because land is not amortized.
Answer: b

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment
Feedback: Review section "Sale of Land."

31) The requirement for the full adjustment relating to the effects of intragroup transactions is stated in IFRS consolidated financial statements as follows:

a) State in a note to the financial statements a quantification of which intragroup transactions have been eliminated.

b) Intragroup transactions need only be accounted for in the accounts of the parent group.

c) Eliminate in full intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions

d) Eliminate only current transactions affecting sales, and inventories in the acquired intragroup entities.
Answer: c

Difficulty: Easy
Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Rationale for Adjusting for Intragroup Transactions
Feedback: Review “Rationale for Adjusting for Intragroup Transactions.”

32) According to IFRS principles, revenues and expenses resulting from intragroup transactions that require consolidation adjustments are to be made as follows:

a) In the current period only.

b) In the prior period.

c) Recognized in assets only.

d) None of the above.

Answer: a

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Rationale for Adjusting for Intragroup Transactions.

Feedback: Review section “Rationale for Adjusting for Intragroup Transactions.”

33) Assets in the consolidated statement of financial position must be shown as follows:

a) Cost to the group

b) Cost to the parent.

c) Market value to the group.

d) Market value to the subsidiary.

Answer: a

Difficulty: Medium
Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Intragroup profits and losses on transfers of property, plant, and equipment

Feedback: Review “Rationale for Adjusting for Intragroup Transactions.”

34) In consolidated financial statements of a parent and subsidiaries, an income tax adjustment is necessary:

a) For advising Canada Revenues Agency only.

b) Whenever unrealized profit causes a difference between the carrying amount of an asset and the carrying amount shown in the consolidated financial statements.

c) Where unrealized profit causes a difference between the carrying amount of an asset or a liability in the records of the legal entity only.

d) All of the above.

Answer: b

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.
Section Reference: Rationale for Adjusting for Intragroup Transactions
Feedback: Review "Income Tax Effects"

35) Where inventory is transferred in the current period and some or all of that inventory is still on hand at the end of the period, the general form of financial statement adjustment is:

a) The inventory adjustment is based upon the total inventory transferred among groups.

b) The inventory adjustment is based on the profit remaining in ending inventory on hand.

c) The adjustment to inventory is made only when all inventory is sold to external groups.

d) None of the above.

Answer: b

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory

Feedback: Review Example 4.1: Intracompany Sale of Inventory

36) A subsidiary sold a depreciable asset to the parent at a profit of $100 and the parent depreciates the assets on a straight-line basis over ten years. In year one after the sale, the realized profit is:
a) $100

b) $ 90

c) $ 110

d) $50

Answer: c

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Realization of Profits or Losses
Feedback: Review "Realization of Profits or Losses on Depreciable Asset Transfers"

37) The use of the services of a specialist from a parent to a subsidiary for a short period of time within a year requires the following treatment in the consolidated statements:

a) Realized profit need to be calculated in the consolidation process.

b) The consolidation adjustments do not affect the group's accounts

c) Adjustments are required to adjust the specialist's salary

d) Special income tax adjustments are required in accordance with policies of Canada Revenue Agency.

Answer: b

Difficulty: Easy

Learning Objective: Adjust for intragroup services such as management fees.

Section Reference:  Intragroup Services.

Feedback: Review Example 4.7: Intragroup Services.

38) Dividends received by a parent from a subsidiary are accounted for:

a) As revenue to the parent since the parent has been recording the investment in the subsidiary using the cost method on its own non-consolidated financial statements.

b) As a transfer to cash since no intragroup realized profit transactions are required to be recorded.

c) As a reduction of cost of sales on the parent's income statement.

d) None of the above
Answer: a

Difficulty:  Medium

Learning Objective: Adjust for intragroup dividends.

Section Reference: Intragroup Dividends

Feedback: Review “Intragroup Dividends”.
39) A parent issues one thousand $100 bonds at an interest rate of 5% and its wholly owned subsidiary acquires half of the bond issue. These transactions result in:

a) Intragroup borrowings result in transactions being recorded as assets of one member of the group and a recording as liabilities of the other member only.
b) Intragroup interest payments require entries in revenues of one member of the group and expenses in the other member of the group only.

c) Intragroup borrowing and intragroup interest payments result in both assets and revenues being recorded in one member of the group and liabilities and expenses being recorded in the other member's books.

d) These transactions need only be noted in the notes to the financial statements.

Answer: c

Difficulty: Medium
Learning Objective: Adjust for intragroup borrowings.

Section Reference: Intragroup Borrowings

Feedback: Review Example 4.10: Bonds Acquired at Date of Issue

40) A parent owns 100% of a subsidiary company. One month before its year-end date of March 31, 2031, the parent loaned the subsidiary $120,000. The subsidiary paid back $20,000 in January 2014. In the preparation of the consolidated balance sheet for March 31, 2014, What amount of this loan should be eliminated in the consolidated financial statements?
a) $0
b) $20,000

c) $ 100,000
d) $120,000

Answer: d

Difficulty: Medium
Learning Objective: Adjust for intragroup borrowings.

Section Reference: Intragroup Borrowings

Feedback: Review “Advances."

41) Consolidated financial statements are prepared for:

a) Management of the consolidated company.

b) Shareholders of the parent.

c) Creditors of the consolidated company.

d) All of the above.

Answer: d

Difficulty: Easy

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions: Principles

Feedback: Review “Rationale for Adjusting for Intragroup Transactions.”
42) Quick Company owns all of the outstanding shares of Peanut Ltd. During the year, Peanut Ltd. declared and paid a dividend of $10,000. The tax rate is 30% for both entities. In preparation for the year-end consolidated financial statements, what are the consolidated financial statement adjustments required?

a) Decrease Dividend Revenue: $10,000, decrease Dividend Declared and Paid: $10,000, decrease Income Tax Expense: $3,000, and decrease Income Tax Payable: $3,000.

b) Increase Dividend Revenue: $10,000, increase Dividend Declared and Paid: $10,000, increase Income Tax Expense: $3,000, and increase Income Tax Payable: $3,000.

c) Decrease Dividend Revenue: $10,000, decrease Dividend Declared and Paid: $10,000.

d) Increase Dividend Revenue: $10,000, increase Dividend Declared and Paid: $10,000.

Answer: c

Difficulty: Easy

Learning Objective: Adjust for intragroup dividends.

Section Reference: Intragroup Dividends

Feedback: Review section “Dividends Declared and Paid in the Current Period.
43) On June 30, 2013 Tulip Ltd. issued one hundred $1,000 bonds with an interest rate of 7% p.a. payable semi-annually on December 31 and June 30 of each year. Crockus Inc., a wholly-owned subsidiary of Tulip Ltd., acquired 75% of the bonds issued. What are some of the December 31, 2013 adjustments required in preparation for the consolidated financial statements?

a) Decrease Bonds Payable: $100,000, decrease Bond Investment: $100,000, decrease Interest Payable: $7,000, and decrease Interest Receivable: $7,000.

b) Increase Bonds Payable: $100,000, increase Bond Investment: $100,000, increase Interest Payable: $7,000, and increase Interest Receivable: $7,000.

c) Decrease Bonds Payable: $75,000, decrease Bond Investment: $75,000, decrease Interest Payable: $2,625, and decrease Interest Receivable: $2,625.

d) Decrease Bonds Payable: $75,000, decrease Bond Investment: $75,000, decrease Interest Payable: $5,250, and decrease Interest Receivable: $5,250.

Answer: c

Difficulty: Medium

Learning Objective: Adjust for Intragroup Borrowings.

Section Reference: Intragroup Borrowings

Feedback: Review section “Bonds”.

44) Teckel Enterprises owns 100% of Dachsund Limited. At the beginning of the fiscal year, there was a profit in Teckel Enterprises inventory of $15,000 on goods acquired from Dachsund Limited in the previous period. The tax rate is 40%. What is the required consolidated financial statement adjustments?

a) Decrease Beginning Retained Earnings: $9,000, decrease Cost of Goods Sold: $15,000, and increase Income Tax Expense: $6,000.

b) Increase Beginning Retained Earnings: $9,000, increase Cost of Goods Sold: $6,000, and decrease Income Tax Expense: $6,000.

c) Decrease Beginning Retained Earnings: $15,000 and decrease Cost of Goods Sold: $15,000.

d) Decrease Beginning Retained Earnings: $9,000 and decrease Cost of Goods Sold: $9,000.

Answer: a

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory

Feedback: Review section “Unrealized Profits in Beginning Inventory”.

45) In 2010, Yorkshire Inc., which owns 100% of Blake Company, sold land to Blake Company at $50,000 greater than its cost. The land is still owned by Blake Company. The tax rate is 30%. What is the required consolidated financial statement adjustment in 2013?

a) Decrease Beginning Retained Earnings: $35,000, decrease Land: $35,000.

b) Decrease Beginning Retained Earnings: $35,000, decrease Land: $50,000, and increase Deferred Tax Asset: $15,000.

c) Decrease Beginning Retained Earnings: $50,000, decrease Land: $35,000, and decrease Deferred Tax Asset: $15,000.

d) Decrease Beginning Retained Earnings: $50,000, decrease Land: $50,000.

Answer: b

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Adjusting for Profits and Losses on Transfers of Property, Plant and Equipment

Feedback: Review section “Consolidation: Sale of Land”.

46) ABC Company owns 75% of XYZ Company. During 2012, XYZ Company declared and paid $5,000 in dividends. What impact did this transaction have on the separate financial statements of ABC Company?
a) Total assets were increased

b) Net income was decreased.

c) Investment account for XYZ Company was decreased.

d) All of the above.

Answer: a
Difficulty: Medium

Learning Objective: Adjust for intragroup dividends
Section Reference: Intragroup Dividends

Feedback: Review "Dividends Declared and Paid in the Current Period"

47) Which of the following is true with respect to performing consolidation adjustments for intragroup borrowings and the corresponding interest?

a) It is not necessary to perform consolidation adjustments with respect to intragroup borrowings and the corresponding interest.

b) From the group’s perspective, these transactions create assets and liabilities and revenues and expenses that do not exist in terms of the group’s relationship with external entities

c) The adjustment to the asset and liability is only necessary in the year the intragroup loan is issued.

d) Only a tax adjustment is necessary.

Answer: b

Difficulty: Easy

Learning Objective: Adjust for intragroup borrowings.

Section Reference: Intragroup Borrowings

Feedback: Review section “Consolidation: Bonds”.

48) DEF Company acquired in 2012 a 100% interest in MNO Company by acquiring shares that cost $50,000. In 2012, MNO Company reported income of $10,000 and $8,000 in 2013. MNO Company also paid dividends to DEF Company of $2,000 in 2012 and $ 8,000 in 2013. The balance of DEF Company's investment in MNO Company in its own books if it reflects the investment at cost at December 31, 2012 was:

a) $ 22,000

b) $ 42,000

c) $ 50,000

d) $ 78,000

Answer: c

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Adjusting for Intragroup Transactions: Principles
Feedback: Review “Rationale for Adjusting for Intragroup Transactions”.
49) Which of the following is not true with respect to intercompany transfers that occurred during the year?
a) Comprehensive income will decrease for the amount of the unrealized profit. 

b) Comprehensive income will increase for the tax on the unrealized profit.

c) The statement of financial position will include a decrease to the asset for the amount of the unrealized profit that still remains.

d) The deferred tax asset will decrease for the amount of unrealized profit that still remains.

Answer: d

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions: Principles

Feedback: Review “Rationale for Adjusting for Intragroup Transactions”.

50) On January 1, 2011, Rocker Ltd. formed Smith Co., a 100% owned subsidiary. During 2014, Rocker sold Smith $100,000 in goods. The unrealized profit in Smith's inventories was $20,000 at December 31, 2013 and $25,000 at December 31, 2014. Ignoring income taxes, what adjustment should be made to the consolidated financial statements for the year ended December 31, 2014 to reflect the unrealized profit in Smith's ending inventory?

a) Retained earnings at the end of 2014 will be decreased by $25,000.

b) Inventory at December 31, 2014 will be increased by $25,000.

c) Cost of goods sold for 2014 will be decreased by $25,000. 

d) Retained earnings at the end of 2014 will be decreased by $5,000.

Answer: a

Difficulty: Hard

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory

Feedback: Review “Unrealized Profits in Beginning Inventory”

51) A subsidiary sold goods to its parent company. At its year-end, the parent company still had some of the goods in inventory. Included in the value of these inventories is $30,000 of unrealized profits. What consolidation adjustments should be made to eliminate these unrealized profits?

a)  Decrease Sales

30,000
 Decrease Inventory

30,000

b) Increase Selling expenses

30,000
 Decrease Inventory

30,000

c) Increase Cost of Sales

30,000
 Decrease Inventory
 
30,000

d) Increase Inventory

30,000
Increase Sales
 
30,000

Answer: c

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory

Feedback: Review “Sales of Inventory”.
52) On January 1, 2012, Oliver Ltd. formed Solo Co., a 100% owned subsidiary. During 2014, Oliver sold Solo $200,000 in goods. The unrealized profit in Solo's inventories was $40,000 at December 31, 2013 and $50,000 at December 31, 2014. Ignoring income taxes, what adjustment should be made to the consolidated financial statements for the year ended December 31, 2014 to reflect the unrealized profit in Solo’s beginning inventory?

a) Inventory at December 31, 2014 should be decreased by $40,000.

b) Retained earnings at the end of 2014 should be increased by $40,000.

c) Retained earnings at the end of 2014 should be decreased by $40,000.

d) Cost of goods sold for 2014 should be decreased by $40,000. 

Answer: d

Difficulty: Hard

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory

Feedback: Review “Unrealized Profits in Beginning Inventory”.
53) In 2011, a parent company sold a tract of land to its subsidiary for $200,000, resulting in a $60,000 loss. The subsidiary's plans for the land did not materialize and it still owned the land at the end of 2014. At the end of 2014, what consolidation adjustments should be made with respect to the loss associated with the sale of land?

a) Decrease Retained earnings

60,000
Decrease Land

  60,000

b) Decrease Loss on the sale of land

60,000
 Decrease Land

60,000

c) Increase Land

60,000
 Increase Loss on the sale of land

 60,000

d) Increase Land

60,000
 Increase Retained earnings

60,000

Answer: d

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Intragroup Profits and Losses on Transfers of Property, Plant, and Equipment

Feedback: Review “Sale of Land”.
54) Intragroup borrowings result in:

a) Assets in one member of the group and liabilities in another.

b) Revenues in one member of the group and expenses in another.

c) Assets in one member of the group and revenues in another.

d) Expenses in one member of the group and liabilities in another.

Answer: a

Difficulty: Medium

Learning Objective: Adjust for intragroup bonds acquired on the open market.

Section Reference: Intragroup Borrowings

Feedback: Review “Intragroup Borrowings”

55) Bilson Ltd. is the wholly-owned subsidiary of Lawson Ltd. Bilson purchased all of Lawson's outstanding bond issue on the open market at a discount. The bonds have an unamortized premium attached. This transaction, in effect, retires the bond and results in a gain. How should the gain be shown?

a) It will appear on both Lawson's separate-entity and consolidated statements of comprehensive income.

b) It will appear on Lawson's consolidated statement of comprehensive income only.

c) It will be added to the value of the bonds payable on Lawson's statement of financial position.

d) It will appear on Lawson's separate-entity statement of comprehensive income only.

Answer: b

Difficulty: Medium

Learning Objective: Adjust for intragroup bonds acquired on the open market. 

Section Reference: Appendix 4A—Bonds Acquired on the Open Market

Feedback: Review “Appendix 4A”.

56) If a dividend is declared and paid by a subsidiary in the current period after its acquisition by the parent, from the outlook of the group:

a) No dividend has been paid.

b) A dividend has been paid.

c) A liability increases.

d) Revenue has been received.

Answer: a

Difficulty: Medium

Learning Objective: Adjust for intragroup dividends.

Section Reference: Intragroup Dividends

Feedback: Review “Dividends Declared and Paid in the Current Period”

57) If a dividend is declared by a subsidiary in the current period after its acquisition by the parent but is not paid, from the outlook of the group:

a) Equity does not decrease.

b) Liabilities increase.

c) Receivables increase.

d) Revenue increases.

Answer: a

Difficulty: Moderate

Learning Objective: Adjust for intragroup dividends

Section Reference: Intragroup Dividends

Feedback: See “Dividends Declared in the Current Period but Not Paid”

58) Dividends from subsidiary equity are recognized in equity by the:

a) Subsidiary.

b) Parent.

c) Subsidiary and parent.

d) Neither the subsidiary nor the parent.

Answer: a

Difficulty: Easy

Learning Objective: Adjust for intragroup dividends

Section Reference: Intragroup Dividends

Feedback: See “Intragroup Dividends”.
Short Answer

59) Why are intragroup transactions eliminated? 

Difficulty: Medium

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions: Principles.

Feedback: Review “Rationale for Adjusting for Intragroup Transactions”
Suggested answer:

Intragroup transactions are eliminated so that consolidated statements only reflect transactions with outside entities. Otherwise, it the financial statements would conflict with the purpose of consolidated financial statements to provide information about the financial performance and financial position of the group as a result of its dealings with external entities, and not with transactions within the group.

The requirement for the full adjustment for the effects of intragroup transactions is stated in paragraph B86c of IFRS Consolidated Financial Statements “Eliminate in full intragroup assets, liabilities, equity, income, expenses and cash flows relating to transactions between entities of the group.” 

60) Why are adjustments made for intragroup transactions involving profits and losses in beginning and ending inventory?

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses in beginning and ending inventory.

Section Reference: Transfers of Inventory

Feedback: Realization of Revenues and Expenses

Suggested answer:

Intragroup profits in inventory transactions are eliminated so that the financial statements only reflect transactions with external entities. No sales of inventory were made to any party outside the group and the group has not acquired any inventory from external entities.

The consolidated financial reports for the parent and subsidiaries only reflect the effects of transactions between the group and entities outside the group. Intragroup transactions between members of the group require that adjustments be made for both previous period transactions and current period transactions which involve profits including transfers of inventory, transfers of property, plant and equipment and intragroup services. These adjustments will be made to revenues, expenses assets and liabilities.

61) Why are adjustments required for intragroup transactions involving profits and losses on the transfer of property, plant and equipment in both the current and previous periods?

Difficulty: Medium

Learning Objective: Adjust for intragroup transactions involving profits and losses on the transfer of property, plant, and equipment in both the current and previous periods.

Section Reference: Intragroup Profits and Losses on Transactions of Property, Plant and Equipment.

Feedback: Review “Intragroup Profits and Losses on Transactions of Property, Plant and Equipment.”
Suggested answer:  Intragroup transactions involving profits and/or losses in property, plant and equipment are eliminated so that the transactions only reflect transactions to outside entities.

Besides transferring inventory, it is possible for property, plant and equipment to be transferred within a group of companies and the transfer cost may involve a profit or loss. It is necessary to distinguish between a sale of land, which is a non-depreciable asset and a sale of a depreciable assets such as equipment, furniture, etc. The realization of profit on land occurs when the asset is subsequently sold to a party that is outside the group whereas the profit on a depreciable asset is realized as the asset is depreciated. As long as the sale of a depreciable asset is within the group, it will, initially, be considered unrealized.

62) Why are adjustments required for intragroup services such as management fees?

Difficulty: Medium

Learning Objective: Adjust for intragroup services such as management fees.

Section Reference: Intragroup Services

Feedback: Review “Intragroup Services”
Suggested answer: The consolidated financial statements under ASPE/IFRS should not reflect services fees charged between group companies in order to ensure that consolidated financial statements only show transactions with outside entities.

There can be many instances of services being provided within a consolidated group of companies and while the provision of services may be varied, some may consist of a specialist on an short time assignment, research activities by a special group for the parent, or a variety of assignments carried for specific tasks. In most instances an adjustment is made in the respective books of the consolidated group but from the group's perspective there has been no service revenue, and corresponding expenses, made to external entities that would impact the books of the consolidated group.

63) How are adjustments for intragroup dividends made in the consolidated financial statements?

Difficulty: Medium

Learning Objective: Adjust for Intragroup Dividends

Section Reference: Intragroup Dividends

Feedback: Review “Intragroup Dividends”
Suggested answer: 

All dividends received by a parent from a subsidiary are accounted for as revenue by the parent since the parent has been recording its investment in the subsidiary by using the cost method on its own non-consolidated financial statements. Special adjustments are needed on consolidation for (a) dividends declared in the current period but not paid and (b) dividends declared and paid in the current period.  

(a) Dividends declared in the current period but not paid:

It is necessary to reduce dividend payable, dividend declared, dividend revenue, and dividend receivable. In the following period when the dividend is paid, no adjustments are required in the consolidated financial statements. 

(b) Dividends declared and paid in the current period:

It is necessary to reduce dividend revenue and dividend declared and paid. 

64) Why are adjustments made for intragroup borrowings on consolidation?

Difficulty: Medium

Learning Objective: Adjust for Intragroup Borrowings 

Section Reference: Intragroup Borrowings

Feedback: Intragroup Borrowings

Suggested answer:

Members within a consolidated group of companies may borrow and lend money among themselves and in some cases interest may be charged for such loans. Consolidated adjustments are necessary in relation to these intragroup borrowings and interest amounts as there will be an impact upon assets and liabilities within the group along with revenues and expenses.

Problems
65) On December 31, 2009, Cawthra Ltd. purchased 100% of the outstanding common shares of Lawlor Ltd. for $9.5 million in cash. On that date, the shareholders' equity of Lawlor totaled $8 million and consisted of $1 million in common shares and $7 million in retained earnings. Both companies use the straight-line method to calculate depreciation. Goodwill, if any arises as a result of this business combination, is written down when there is an impairment. Both Cawthra and Lawlor report under accounting standards for private enterprises and pay tax at the rate of 40%.

For the year ending December 31, 2014, the statements of earnings for Cawthra and Lawlor were as follows:


Cawthra
Lawlor

Sales and other revenue
$22,500,000
$9,800,000
Cost of goods sold
 16,000,000
5,000,000

Depreciation expense
2,500,000
  2,000,000

Other expenses  
     1,800,000 
1,200,000
Net income
$2,200,000
$1,600,000
As at December 31, 2014, the condensed statements of financial position for the two companies were as follows:


Cawthra
Lawlor
Total assets
$31,000,000
$13,500,000

Liabilities
$5,000,000
$1,200,000

No par common shares
12,100,000
  1,000,000

Retained earnings 
13,900,000
11,300,000

Total
$31,000,000
$13,500,000
Other Information:

· On December 31, 2009, Lawlor had a building with a fair value that was $300,000 greater than its carrying value. The building had an estimated remaining useful life of 20 years.

· On December 31, 2009, Lawlor had inventory with a fair value that was $200,000 less than its carrying value. This inventory was sold in 2011.

· During 2014, Cawthra sold merchandise to Lawlor for $100,000, a price that includes a gross profit of $40,000. During 2014, 40% of this merchandise was resold by Lawlor to third parties and the other 60% remains in its December 31, 2014 inventories. On December 31, 2013, the inventories of Lawlor contained merchandise purchased from Cawthra on which Cawthra had recognized a gross profit in the amount of $20,000.

· During 2014, Cawthra declared and paid dividends of $300,000 while Lawlor declared and paid dividends of $100,000.
· Cawthra accounts for its investment in Lawlor using the cost method.

· The retained earnings of Cawthra as at December 31, 2013 was $12,000,000. On that date, Lawlor had retained earnings of $9,800,000. Lawlor has not issued any common shares since its acquisition by Cawthra.

· There were no specific events or circumstances between 2010 and 2014 to indicate any impairment of goodwill.

Required: Calculate consolidated net income for the year ending December 31, 2014.

Difficulty: Hard

Learning Objective: Prepare a consolidated financial statement in subsequent periods.

Section Reference: Consolidated Financial Statements Subsequent to the Acquisition Date

Feedback: See “Preparation of Consolidated Financial Statements in Subsequent Periods”

Solution:

Suggested answer:

Calculation of goodwill at December 31, 2009 (in thousands of $'s)

Consideration transferred


$9,500

Fair value of net assets acquired:


Net book value of net assets

  8,000


Increase in fair value of building
    180 300(1-.4)


Inventory



    (120) 200(1-.4)


8,060
Goodwill
$  1,440
Eliminate intercompany transactions

Intercompany transactions and balances:

sale by Cawthra
   $100,000

Dividends income of Cawthra and dividends declared by Lawlor 
$100,000

Recognize realized and unrealized profits

Realized profit on sale of inventory in previous year
 $20,000 X (1-0.40) = $12,000

Unrealized profit on sale of inventory in current year (40,000 × 60%) X (1-0.40)
$14,400

Amortize 

	Asset
	FVI Allocated
	Amortization period
	Amortization/

Impairment per year
	Amortization/

Impairment during previous years

2010 - 2013

4 years
	Amortization/

Impairment loss during 2014
	Balance of FVI remaining at end of 2014

	Building 
	300,000
	20
	15,000
	60,000 
	15,000
	225,000

	Inventory
	(200,000)
	1
	
	(200,000)
	
	0

	Goodwill
	1,400,000
	-
	
	
	
	1,400,000

	Total
	1,500,000
	
	15,000
	(125,000)
	15,000
	1,625,000


Calculation of consolidated net income

Net income - Cawthra
$2,200,000

Net income - Lawlor
1,600,000

Adjustments:

Intercompany dividends from Lawlor
           (100,000)

Amortization of FVI building
(15,000) X (1-.40) =        (9,000)

Realized downstream profit in opening inventory
 12,000

Unrealized downstream profit in ending inventory
(14,400)
Consolidated net income
$3,688,600
66) On December 31, 2012, Finn Co. purchased 100% of the outstanding common shares of Ewe Ltd. for $1,200,000 in shares and $200,000 in cash. The statements of financial position of Finn and Ewe immediately before the acquisition were as follows (in 000s):

	
	Finn
	Ewe

	
	Book 
Value
	Fair 
Value
	Book 
Value
	Fair 
Value

	Cash
	   $360
	$  360
	$  200
	$  200

	Accounts receivable
	520
	500
	380
	340

	Inventory
	800
	880
	400
	400

	Capital assets
	1,820
	2,000
	1,420
	1,520

	
	   $3,500
	          
	$2,400        
	

	
	
	
	
	

	Accounts payable
	$  380
	$  380
	$  260
	$  260

	Long-term liabilities
	1,200
	   1,200
	1,000
	1,000

	Common shares
	500
	     
	600      
	   

	Retained earnings
	1,420
	
	540
	

	
	  $3,500
	
	$2,400
	


The difference in the carrying value and the fair value of the capital assets for Ewe relates to its office building. This building was originally purchased by Ewe in January, 2008 and is being depreciated over 30 years.  Both companies pay tax at a rate of 40%.  

During 2013, the year following the acquisition, the following occurred:

1. Ewe borrowed $350,000 from Finn on June 1, 2013, and was charged interest at 10% per annum, which it paid on a monthly basis. There were no repayments of principal made during the remaining of the year.

2. Throughout the year, Ewe purchased merchandise of $800,000 from Finn. Finn's gross margin is 30% of selling price. At December 31, 2013, Ewe still owed Finn $250,000 on this merchandise. 75% of this merchandise was resold by Ewe prior to December 31, 2013.

3. Ewe paid dividends of $250,000 at the end of 2013 and Finn paid dividends of $500,000.

During 2014, the following occurred:

1. Ewe paid $150,000 on the loan payable to Finn on May 30, 2014. In total $27,000 of interest was paid during the year.

2. Throughout the year, Ewe purchased merchandise of $1,000,000 from Finn. Finn's gross margin is 30% of selling price. At December 31, 2014, Ewe still owed Finn $150,000 on this merchandise. 85% of this merchandise was resold by Ewe prior to December 31, 2014.

3. Ewe paid dividends of $250,000 at the end of 2014 and Finn paid dividends of $500,000.

Statements of Financial Position

As at December 31, 2014

(in thousands of $'s)

	Assets
	Finn

$
	Ewe

$

	Cash
	50
	210

	Accounts Receivable
	575
	410

	Inventories
	825
	430

	Capital assets, net
	2,670
	1,760

	Loan receivable — from Ewe
	200
	

	Investment in Ewe
	1,400
	

	Total assets
	5,720
	2,810

	
	
	

	Liabilities
	
	

	Accounts payable 
	465
	325

	Long term liabilities
	1,290
	750

	Loan payable to Finn
	
	200

	Common shares
	1,700
	600

	Retained Earnings
	2,265
	935

	Total liabilities and shareholders' equity
	5,720
	2,810


Statements of Comprehensive Income

For the year ended December 31, 2014

(in thousands of $'s)

	
	Finn

$
	Ewe

$

	Sales
	2,670
	2,100

	Interest income
	27
	

	Dividend income
	250
	

	
	2,947
	2,100

	Cost of sales
	800
	1,200

	Depreciation and amortization expenses
	670
	325

	Interest expense
	
	27

	Other expenses
	487
	58

	
	1,957
	1,610

	Net income
	990
	490


Statements of Changes in Equity — Retained Earnings Section

For the year ended December 31, 2014

(in thousands of $'s)

	
	Finn

$
	Ewe

$

	Retained earnings, December 31, 2013
	1,775 
	695 

	Net income
	990 
	490 

	Dividends declared
	(500)
	(250)

	Retained earnings, December 31, 2014
	2,265 
	935 


Required:

Prepare the statement of financial position and the statement of comprehensive income for the year ended December 31, 2014.

Suggested answer:

Difficulty: Hard

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions-Principles

Feedback: Rationale for Adjusting for Intragroup Transactions 

Measurement: Calculation of goodwill (in 000s) on December 31, 2012:

Consideration transferred



$1,400

Net Fair value of identifiable assets and liabilities:



1,140 = 600 + 540

Accounts receivable
-24 = 40(1-.4)

Capital Assets
60 = 100(1-.4)


1,176

Goodwill
$  224
Eliminate intercompany transactions for 2014:

Intercompany transactions and balances

Accounts receivable/accounts payable still outstanding
$150,000

Loan payable/receivable still outstanding


$200,000

Interest paid/received on loan payable


$27,000

Downstream sale by Finn





$1,000,000

Dividends income of Finn and dividends declared by Ewe

$250,000

Recognize realized and unrealized profits:

Realized profit on sale of inventory in 2013

($800,000 × 30% × 25%)
$60,000

Tax$60,000 x 40%
  24,000

Net
  36,000

Unrealized profit on sale of inventory in current year

($1,000,000 × 30% × 15%)
$45,000

Tax      $45,000 x 40%
  18,000

Net
  27,000

Amortize (in thousands of $'s):

	Asset
	FVI Allocated
	Amortization period
	Amortization/

Impairment per year
	Amortization/

Impairment during previous years

2013

1 year
	Amortization/

Impairment loss during 2014
	Balance of FVI remaining at end of 2014

	Accounts Receivable
	(40)
	1
	
	(40)
	-
	0

	Building
	100
	25*
	4
	4 
	4
	92

	Goodwill
	224
	-
	
	-
	
	224

	Total
	264
	
	
	(36)
	4
	316


*Note: 30 years from 2008 less years between 2008 and 2012 (5 years), leaves 25 years remaining on the building to be depreciated.

FINN CO.
Consolidated Statements of Financial Position

As at December 31, 2014

(in thousands of $'s)

	Assets
	$

	Cash
	50 + 210 = 260

	Accounts Receivable
	575 +410 = 985

	Inventories
	825 + 430 – 45 = 1,210

	Capital assets, net
	2,670 +1,760 +92 = 4,522

	Goodwill
	224

	
	

	Total assets
	7,201

	
	

	Liabilities
	

	Accounts payable 
	465 + 325 = 790

	Long term liabilities
	1,290 +750 = 2,040

	Deferred income taxes
	40 – 2 x 1.6 – 18 = 18.8

	Common shares
	1,700

	Retained Earnings
	2,265 + (935 – 540) – 2(2.4) +24 -27 = 2,652.2

	Total liabilities and shareholders' equity
	7,201


FINN CO.
Consolidated Statement of Comprehensive Income

For the year ended December 31, 2014

(in thousands of $'s)

	
	$

	Sales
	2,670 + 2,100 – 1,000 = 3, 770

	
	

	Cost of sales
	800 + 1,200 – 1,000 – 60 + 45 = 985

	Depreciation and amortization expenses
	670 +325 +4 = 999

	
	

	Other expenses
	487 + 58-1.6 + 24 - 18 = 549.4

	Net income
	1,236.6


FINN CO.
Consolidated Statement of Changes in Equity (Retained Earnings section)

For the year ended December 31, 2014

(in thousands of $'s)

Beginning Retained earnings
$1,775 + (695 – 540) – 2.4 +24 -36 = 1,915.6

Consolidated net income
1,236.6

Dividends
 (500)

Ending Retained earnings
2,652.2

51) On December 31, 2011 PDI Ltd acquired 100% of the company ABC for $100,000.  At the day of acquisition fair values equalled book values. The tax rate for both entities is 30%.  

On December 31, 2013 the following are the individual financial statements for both companies:

	
	           
	PDI Ltd.
	
	ABC Company

	
	
	
	
	

	Revenues
	
	$550,000
	
	$145,000

	Interest Income
	
	   25,000
	
	$    5,000

	
	
	
	
	

	Total Revenues
	
	$575,000
	
	$150,000

	
	
	
	
	

	Cost of Goods Sold
	
	$425,000
	
	$125,000

	
	
	
	
	

	Gross Profit
	
	$ 150,000
	
	$  25,000

	
	
	
	
	

	Administration Expenses
	$ 27,000
	
	$ 5,000
	

	General Expenses
	$ 35,000
	$   62,000
	$ 7,000
	$ 12,000

	
	
	
	
	

	Earnings Before Tax
	
	$   88,000
	
	$  13,000

	
	
	
	
	

	Income Taxes
	
	$ (30,000)
	
	$   (6,000)

	
	
	
	
	

	Net Profit
	
	$  58,000
	
	$    7,000

	
	
	
	
	

	Beginning Retained Earnings
	
	$  20,000
	
	$    8,500

	Quarterly dividend paid
	
	$   7,000
	
	$    2,000

	Final Dividend Declared
	
	$  15,000
	
	$    4,000

	
	
	
	
	

	Retained Earnings at Year End
	
	$  56,000
	
	$    9,500

	
	
	
	
	

	Investment in ABC Company
	
	$100,000
	
	-

	Dividend Receivable
	
	$    2,000
	
	-

	Loan Receivable
	
	$  30,000
	
	-

	Fixed Assets (net)
	
	$  62,000
	
	$ 150,500

	Total Assets
	
	$194,000
	
	$  45,000

	Final Dividend Payable
	
	$  15,000
	
	$    2,000

	Loan Payable
	
	-
	
	$  30,000

	Other Liabilities
	
	$  23,000
	
	$    9,000

	Total Liabilities
	
	$  38,000
	
	$  41,000

	Net Assets
	
	$149,000
	
	$    4,000

	Share Capital
	
	$100,000
	
	$100,000

	Retained Earnings
	
	$  56,000
	
	$    9,500

	Total Equity
	
	$ 156,000
	
	$ 109,500



Additional information:

1.
PDI Ltd. loaned ABC Company $30,000 at an interest rate of 7% on January 1, 2013, payable annually on December 31.

2.
PDI Ltd. has included both quarterly and final dividends from ABC Company in revenue.

3. 
On June 30, 2013 PDI Ltd. sold inventory costing $25,000 to ABC Company for $40,000. All of this inventory was sold to external entities for $60,000 before December 31, 2013.

4. 
In 2012, PDI Ltd. Sold land to ABC Company for $15,000 above its original recorded cost. The land is still held by ABC Company as at December 31, 2013.

Required: Prepared the consolidated financial statements at December 31, 2013for PDI Ltd and its subsidiary.

Difficulty: Easy

Learning Objective: Explain the principles behind making adjustments for intragroup transactions.

Section Reference: Adjusting for Intragroup Transactions-Principles

Feedback: Rationale for Adjusting for Intragroup Transactions 

Suggested answer:

Financial Statements
	
	PDI Ltd.
	ABC Co. 
	Adjustments
	Consolidated

	
	
	
	
	

	Revenues
	$550,000
	$145,000
	(6,000) (1)
	$649,000

	
	
	
	 (40,000) (2)
	

	Interest Income 
	25,000
	$    5,000
	(2,100)(3)
	$  27,900

	
	
	
	
	

	Total Revenues
	$575,000
	$150,000
	
	$676,900

	
	
	
	
	

	Cost of Goods Sold
	$425,000
	$125,000
	(40,000) (2)
	$510,000

	
	
	
	
	

	Gross Profit
	$ 150,000
	$  25,000
	
	$166,900

	
	
	
	
	

	Administration Expenses
	$   27,000
	$    5,000
	(2,100)(3)
	$  29,900

	General Expenses
	$   35,000
	$    7,000
	
	$  42,000



	
	$   62,000
	$  12,000
	
	$ 71,900

	
	
	
	
	

	Income Before Tax
	$   88,000
	$  13,000
	
	$95,000

	
	
	
	
	

	Income Taxes
	$ (30,000)
	$   (6,000)
	
	$ 36,000

	
	
	
	
	

	Net income
	$  58,000
	$    7,000
	
	$59,000


	Beginning retained earnings
	$  20,000
	$    8,500
	(10,500)(4)
	$18,000

	Quarterly dividend paid
	$    7,000
	$    2,000
	( 2,000)(1)
	$7,000

	Final dividend declared
	$  15,000
	$    4,000
	(4,000)(1)
	$15,000

	
	
	
	
	

	Retained Earnings at year end
	$  56,000
	$    9,500
	(4,500)
	$55,000

	
	
	
	
	

	Investment in ABC Co.
	$100,000
	-
	($100,000)
	-

	Dividend receivable
	$    2,000
	-
	(2,000) (1)
	-

	Loan receivable
	$  30,000
	-
	(30,000)(3)
	-

	Deferred tax asset
	-
	-
	4,500(4)
	$ 4,500

	Fixed Assets (net)
	$  62,000
	$  150,500
	(15,000)(4)
	$202,000

	Total assets
	$194,000
	$  150,500
	(147,000)
	$202,000

	Final dividend payable
	$15,000
	$   2,000
	(2,000) (1)
	$  15,000

	Loan payable
	-
	$ 30,000
	(30,000)(3)
	-

	Other liabilities
	$ 23,000
	$   9,000
	________  
	$  32,000

	Total liabilities
	$ 38,000
	$ 41,000
	(32,000)
	$  47,000

	Net assets
	$156,000
	$  109,500
	(115,000)
	$ 150,500

	Share capital
	$100,000
	$100,000
	(100,000)
	($100,000)

	Retained earnings
	$ 56,000
	$   9,500
	above
	$  55,000

	Total equity
	$ 156,000
	$ 109,500
	________
	$202,000


(1): To adjust for the dividends declared by ABC Company during 2013.

(2): To adjust for the intercompany sale during the period that was entirely sold by year-end.

(3): To adjust for the interest revenue and expense on the intercompany loan.

$30,000 X 7% = $2,100

(4): To adjust for the 2012 sale of land. $15,000 * (1-0.30) = $10,500 net adjustment to retained earnings. Recognize deferred tax asset of $4,500 ($15,000 X 30%) and reduction of land of $15,000.


1

