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Question 5 (20 marks)

Glamorgan Drama Club (GDC) is a not-for-profit organization that provides an opportunity for
young people to learn about drama and perform in the theatre at levels consistent with their
skills and commitment. The club has operated as a not-for-profit organization since its inception
in 20x1. GDC has a June 30t year-end. The GDC receives an operating grant of $300,000 from

the

provincial government. It has also earned membership and performance revenues of

approximately $220,000 annually in the previous two years.

In an effort to enhance the image of the club and to promote club members’ careers in theatre,
GDC launched a fundraising program in July 20x5 to raise funds to build a theatre and to create
an endowment fund for scholarships. This first fundraising program was a huge success. By
June 30, 20x6, the club had received the following contributions:

$2,300,000 in cash contributions, of which $2,000,000 were specifically designated for the
construction of the theatre. The remaining amount was for operational use. The construction
of the theatre will commence in August 20x6, and is expected to cost $2,500,000.

An additional $100,000 worth of pledges were also received, of which GDC expects to
collect at least $95,000.

Sound system equipment valued at $50,000 was donated by Future Buy Electronics for the
theatre. If the donation had not been received, the club would have had to purchase the
sound system.

The Smith Family donated $1,000,000 in cash which was specifically designated for a
scholarship fund. The cash received from the Smith Family will be invested and managed by
a professional investment advisor. The income earned on the endowment fund will be used
to provide scholarships of up to $10,000 for up to 3 students a year attending an arts college
starting in fiscal 20x7.

Required:

a)

b)

Explain how GDC should account for the donated sound system. Discuss any choices that
may be available and why. (3 marks)

Assume GDC decided to use the restricted fund method of accounting for contributions,
explain how the contribution for the scholarship should be reported in the year ending June
30, 20x6 and in the future years when the scholarships are disbursed. (3 marks)

Assume GDC uses fund accounting and the deferral method of accounting for contributions,
record the following transactions for the year ended June 30, 20x6. Clearly identi

fund the entry is to be recorded. If no entry is needed, clearly state this with the
reason. (14 marks)

Receipt of annual operating grant of $300,000 from the provincial government
Membership dues collected, $100,000. An additional $20,000 in dues are receivable at
the end of June 20x6

Receipt of contributions and pledges from the fundraising campaign

Donation of the sound system from Future Buy Electronics

Donation of $1,000,000 from the Smith Family
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Question 1 (30 marks)
On January 1, 20X5, Shark Company issued ordinary shares and began operations.

On December 31, 20X7, Piranha Corporation purchased 100% of the outstanding ordinary
shares of Shark Company. On this date, Shark’s retained earnings amounted to € 110,000.

Following are the 20X9 and 20X8 summarized financial statements of Shark:

20X9 20X8
Cash € 80,000 €70,000
Accounts receivable 125,000 160,000
Inventory 230,000 165,000
Land 100,000 100,000
Building, net 450,000 480,000
Equipment, net 275,000 175,000
€ 1,260,000 € 1,150.000
Accounts payable € 100,000 € 50,000
Bonds payable 600,000 600,000
Common shares 300,000 300,000
Retained earnings 260,000 200,000
€ 1,260,000 € 1,150.000
Sales € 2,800,000 € 2,500,000
Cost of goods sold 2,000,000 1,850,000
Gross profit 800,000 650,000
Interest expense 60,000 60,000
Other expenses (including depreciation) 490,000 370,000
Income before taxes 250,000 220,000
Income tax expense 100,000 88,000
Net income € 150.000 € 132.000
The exchange rates were as follows:
January 1, 20X5 €1=C$1.600
December 31, 20X7 €1=C$1.575
Average for 20X8 €1=C%1.467
Average, 4th quarter 20X8 €1=C%1.452
December 31, 20X8 €1=C$1.405
March 31, 20X9 €1=C%$1.427
October 1, 20X9 €1=C$1.483
November 1, 20X9 €1=C$1.490
Average, 4th quarter 20X9 €1=C%1.512
Average for 20X9 €1=C%1.474
December 31, 20X9 €1=C%$1.498

On March 31, 20X9, Shark purchased additional €180,000 of equipment. The company
decided to depreciate the new equipment over 5 years on a straight-line basis with zero residual
value. All the other property, plant and equipment of Shark was acquired on January 1, 20x5.
No other noncurrent asset was purchased or sold in 20X9.
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Shark’s ending inventory for 20X8 and 20X9 was purchased evenly over the fourth quarter of
each year respectively.

On October 1, 20X9, Shark declared dividends which were paid on November 1, 20X9. Sales,
inventory purchases, interest, and other expenses occurred evenly throughout the year.

REQUIRED:

a) Assuming that the functional currency is the Canadian Dollar (CAD), calculate the following
translated amounts in Canadian Dollars for the year ended December 31, 20X9 (23 marks):

i.  Exchange gain or loss (15 marks)
i. Cost of goods sold (3 marks)

iii. ~ Depreciation expense (4 marks)
iv.  Land (1 mark)

b) Assuming that the functional currency is the Euro (€), calculate the following translated
amounts in Canadian Dollars for the year ended December 31, 20X9 (7 marks):

i.  Exchange gain or loss (4 marks)
ii. ~ Common Shares (1 mark)

ii.  Inventory (1 mark)

iv.  Building (1 mark)
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Question 2 (15 marks)

Paradise Corp. is a Canadian company, which prepares its financial statements in accordance
with IFRS. It has a December 31, year end. During the fiscal 20x3 year, Paradise had the
following transactions involving foreign currencies:

Mitsubishi Bank Loan

On April 1, 20x3, Paradise Company borrowed ¥100,000,000 from Mitsubishi Bank Japan at an
annual interest rate of 6%. Interest is payable annually on April 1, with the loan due on April 1,
20x7. The following exchange rates occurred during the period (the forward rates shown all
pertain to forward contracts expiring on December 31, 20x3)

Spot Rate Forward Rate
April 1, 20x3 C1=¥845 C1=¥87.0
December 31, 20x3 C1=¥88.5 C1=¥88.5
Average from April 1-Dec 31 C1=¥86.0
April 1, 20x4 C1=¥875

Equipment purchase from Granada Corp.

On September 1, 20x3, Paradise Company ordered equipment from Granada Corporation for
€150,000. The equipment was to be delivered on October 31, 20x3 with payment due on
February 1, 20x4. The equipment is estimated to have a useful life of 5 years with zero residual
value.

On September 1, 20x3, Paradise Company entered into a forward contract with First
Commercial Bank expiring on February 1, 20x4 to hedge its foreign currency exposure, and
designated the forward contract as a cash flow hedge.

On October 31, 20x3, Paradise received delivery of the equipment and recorded the purchase
in its books.

The following exchange rates occurred during the period (the forward rates shown all pertain to
forward contracts expiring on February 1, 20x4):

Spot Rate Forward Rate
September 1, 20x3 €1=C$1.497 €1=C%$1.523
October 31, 20x3 €1=C$1.439 €1=C%$1.519
December 31, 20x3 €1= C$1.504 €1=C%$1.514
February 1, 20x4 €1=C$1.519 €1=C%$1.519

Required: Calculate the following amounts in Canadian Dollars.

For the Mitsubishi Bank loan:

Interest expense for the year ended December 31, 20x3 (2 marks)
Loan payable, December 31, 20x3 (1 mark)

Net FX Gain/Loss for the year ended December 31, 20x3 (2 marks)
Cash paid for interest on April 1, 20x4 (1 mark)

pPON=

For the equipment purchase from Granada Corp.:

1. Cost of the equipment (3 marks)

2. Net FX Gain/Loss for the year Dec 31, 20x3 (2 marks)

3. Accumulated Other Comprehensive Income at December 31, 20x3 (1 mark)

4. Depreciation expense for the equipment for the year ended December 31, 20x3 (2
marks).

5. Net cash received or (paid) [SPECIFY] on February 1, 20x4 (1 mark)
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Question 3 (15 marks)

Part 1 (11 marks)

On January 1, 20x1, Pasta Company purchased 84% of the 50,000 outstanding shares of
Sauce Company for $1,176,000. On that date, Sauce Company's shareholders' equity consisted
of Common shares, $300,000 and Retained Earnings, $712,000.

Pasta accounts for its investment by the equity method. The acquisition differential was
allocated to equipment with fair value exceeding book value by $200,000 with a remaining
useful life on January 1, 20x1, of 5 years and the balance to goodwill.

The following events took place subsequent to January 1, 20x1:

« During 20x1, Sauce reported a net income of $520,000 and declared dividends of $250,000
on December 31.

« OnJanuary 1, 20x2, Sauce issued an additional 6,000 shares to third parties at a price of
$35 per share.

« During 20x2, Sauce reported a net loss of $200,000 and declared no dividends. A goodwill
impairment test indicated an impairment of $100,000 of total goodwill [Pasta uses the FVE
method to value NCI].

« OnJanuary 1, 20x3, Pasta sold 7,000 of the Sauce Company shares it held at a price of $31
per share.

REQUIRED:
Calculate the following amounts for Pasta Company:

1. Gain or loss arising from Pasta’s non-participation in the share issue by Sauce on January
1, 20x2 (6 marks)
2. Gain or loss arising from Pasta’s sale of Sauce Shares on January 1, 20x3 (5 marks)

Part 2 (4 marks)
JNG Corp has the following segments, the details of which are shown below. All figures are in
millions of dollars.

Segment Revenues Profits (Losses) Assets
A $12 $1 $10
B 60 8 35

C 35 10 30

D 20 8) 29

E 13 1) 11
Total 140 10 115

REQUIRED:

Determine which of the operating segments above will be reported separately.
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Question 4 (20 marks)

On January 1, 20x1, Piston Inc. purchased 70% of the common shares of Spark Corp. for
$560,000.

On that date, Spark Corp. had common shares of $500,000 and retained earnings of $140,000,
and fair values were equal to carrying values for all its net assets except for

* Inventory which had a fair value that was $30,000 less than the carrying value

o Buildings, whose fair value exceeded net book value by $140,000.

« Equipment, whose fair value was $60,000 less than the net book value.

As of January 1, 20x1, Spark Corp.’s building and equipment had a remaining useful life of 10
years and 6 years respectively.

The financial statements for Piston Inc. and Spark Corp. for the year ended December 31, 20x4
were as follows:

Statements of Financial Position
December 31, 20x4

Piston Inc. Spark Corp.
Cash $ 400,000 $ 140,000
Accounts and other receivables 780,000 300,000
Inventory 620,000 300,000
Land 300,000 200,000
Buildings, net 800,000 350,000
Equipment, net 900,000 150,000
Investment in Spark Corp. 560,000 —
Total assets $ 4,360,000 $ 1,440,000
Current liabilities $ 740,000 $ 250,000
Long term liabilities 800,000 310,000
Common shares 1,000,000 500,000
Retained earnings 1,820,000 380,000
Total $ 4,360,000 $ 1,440,000
Statements of Profit or Loss
year ended December 31, 20x4

Piston Inc. Spark Corp.
Sales $ 1,800,000 $ 900,000
Other income 180,000 150,000
Total revenues $ 1,980,000 $ 1,050,000
Cost of goods sold 1,100,000 650,000
Selling and administrative 210,000 40,000
Depreciation 180,000 90,000
Interest and other 90,000 30,000
Total expenses 1,580,000 810,000
Income before tax 400,000 240,000
Income tax expense 100,000 60,000
Net income $300.000 $180,000
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Additional information

1)
2)

3)

4)

5)

6)

7)

8)

Piston uses the IDENTIFIABLE NET ASSETS approach to value non-controlling interest.

Each year, goodwill is evaluated to determine if there has been a permanent impairment.
Goodwill impairment losses were $20,000 and $30,000 in 20x2 and 20x4 respectively.

On December 31, 20x3, the inventory of Spark Corp. contained $80,000 of merchandise
purchased from Piston Inc.

During 20x4, Spark Corp. sold merchandise to Piston Inc. for $400,000. Of this
merchandise, 40% remains in Piston’s December 31, 20x4 inventory.

All intercompany merchandise sales have a gross profit margin of 35% of the selling price.
On December 15, 20x4, Spark Corp. declared and paid $120,000 in dividends. Piston Corp.
has declared $200,000 in dividends to its shareholders, half of which remains unpaid at
year-end. This amount is included in current liabilities.

On July 1, 20x2, Piston Inc. sold a parcel of land to Spark Corp. for $100,000. This land had
a carrying value of $50,000 on Piston Inc.’s books. In 20x4, Spark Corp. sold % (a half) of
this land for $90,000.

Both companies pay income taxes at the rate of 25%.

REQUIRED: Calculate the following amounts to be reported on the consolidated financial
statements for the year ended December 31, 20x4

Cost of goods sold (3 marks)

Other income (2 marks)

Depreciation expense (2 marks)

Equipment (1 mark)

Goodwill (4 marks)

Land (2 marks)

Dividends paid reported on the consolidated cash flow statement (2 marks)
Non-controlling interest, December 31, 20x4 (4 marks)

ONOOAWN =2




