GAMBION SOLUTION

(a)
Merger method

Gambion plc: Group Balance Sheet at 31 March 1999

	
	G
	K
	Adj
	Group
	

	
	£000
	£000
	£000
	£000
	Note

	
	
	
	
	
	

	Land and buildings
	9,000
	6,500
	
	15,500
	

	Plant and machinery
	3,000
	4,000
	
	7,000
	

	
	
	
	
	
	

	
	
	
	
	
	

	Investment in Kayak
	9,000
	
	Cr 9,000
	
	1

	
	
	
	
	
	

	Stock
	3,000
	1,000
	Cr 40
	3,960
	2

	Debtors
	1,500
	800
	Cr 120
	2,180
	3

	Cash at bank
	500
	200
	Dr 50
	750
	3

	
	
	
	
	
	

	Creditors
	(1,000)
	(500)
	Dr 70
	(1,430)
	3

	
	_____
	_____
	
	_____
	

	
	25,000
	12,000
	
	27,960
	

	
	
	
	Dr 1,000
	
	4

	Ordinary shares
	20,000
	10,000
	Dr 9,000
	20,000
	1

	
	
	
	
	
	

	
	
	
	Dr 200
	
	5

	Retained profit
	5,000
	2,000
	Dr 40
	6,760
	2

	
	
	
	
	
	

	
	
	
	Cr 200
	
	5

	Minority interest
	
	
	Cr 1,000
	1,200
	4

	
	_____
	_____
	
	_____
	

	
	25,000
	12,000
	
	27,960
	


Notes

1. Eliminate Gambion’s proportion of shares in Kayak:

90% ( 10,000 = 9,000.  Therefore, debit ordinary shares of Kayak and credit Gambion’s investment in Kayak.

2. Eliminate unrealised profit in stock.  x + 25% = 200.  Therefore cost = 160 and unrealised profit = 40.  Reduce stock by 40 and reduce retained profit by 40.

3. Eliminate inter-company balances.  Treat cheque as if it had been received by Gambion before year end.
4. Eliminate minority interest in ordinary shares of Kayak and show separately under new heading in balance sheet. 10% ( 10,000 = 1,000.

5. Eliminate minority interest in retained profits of Kayak and show separately under new heading in balance sheet.  10% ( 2,000 = 200.

(b)
Acquisition method

Gambion plc: Group Balance Sheet at 31 March 1999

	
	G
	K
	Adj
	Group
	

	
	£000
	£000
	£000
	£000
	Note

	
	
	
	
	
	

	Land and buildings
	9,000
	6,500
	Dr 1,000
	16,500
	1

	Plant and machinery
	3,000
	4,000
	
	7,000
	

	
	
	
	
	
	

	
	
	
	Dr 4,500
	
	2

	Investment in Kayak
	9,000
	
	Cr 9,000
	2,250
	3

	
	
	
	Cr 2,250
	
	3

	
	
	
	
	
	

	
	
	
	
	
	

	Stock
	3,000
	1,000
	Cr 40
	3,960
	4

	Debtors
	1,500
	800
	Cr 120
	2,180
	5

	Cash at bank
	500
	200
	Dr 50
	750
	5

	
	
	
	
	
	

	Creditors
	(1,000)
	(500)
	Dr 70
	(1,430)
	5

	
	_____
	_____
	
	_____
	

	
	25,000
	12,000
	
	31,210
	

	
	
	
	Dr 1,000
	
	6

	Ordinary shares
	20,000
	10,000
	Dr 9,000
	20,000
	3

	
	
	
	
	
	

	Share premium
	
	
	Cr 4,500
	4,500
	2

	
	
	
	
	
	

	
	
	
	Dr 300
	
	7

	Retained profit
	5,000
	2,000
	Cr 1,000
	5,410
	1

	
	
	
	Dr 2,250
	
	3

	
	
	
	Dr 40
	
	4

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	Cr 300
	
	7

	Minority interest
	
	
	Cr 1,000
	1,300
	6

	
	_____
	_____
	
	_____
	

	
	25,000
	12,000
	
	31,210
	


Notes

1. Increase land and buildings by £1m and increase retained profits by £1m.

2. Share premium = 50p ( 9m shares = £4.5m.

3.
Goodwill





ADJUSTMENT A/C - KAYAK

	
	Cost of shares in K

(9m x £1.50)
	13,500
	
	Nominal value of ordinary shares in K
	9,000

	
	
	
	
	Share of pre-acq profit

[90% ( 2,500*]
	2,250

	
	
	_____
	
	Balance c/f
	  2,250

	
	
	13,500
	
	
	13,500

	
	Balance b/f
	2,250
	
	
	

	
	
	
	
	
	


* including land revaluation; 2,500 = 1,500 + 1,000

4. Eliminate unrealised profit in stock.  x + 25% = 200.  Therefore cost = 160 and unrealised profit = 40.  Reduce stock by 40 and reduce retained profit by 40.

5. Eliminate inter-company balances.  Treat cheque as if it had been received by Gambion before year end.
6. Eliminate minority interest in ordinary shares of Kayak and show separately under new heading in balance sheet. 10% ( 10,000 = 1,000.

7. Eliminate minority interest in retained profits of Kayak and show separately under new heading in balance sheet.  10% ( 3,000* = 300.

*Includes land revaluation of £1m.

