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Overview of Acquisition 
George Weston Limited is a Canadian public company, founded in 1882. The Company has two reportable operating segments: Loblaw and Weston Foods, and holds cash, short term investments and a direct investment in Choice Properties Real Estate Investment Trust (“Choice Properties”). In 2014, Loblaw successfully completed its acquisition of Shoppers Drug Mart and three quarters of Shoppers Drugs Mart’s results were included in their financials for 2014. The acquisition date was March 28, 2014, on which Loblaw acquired all of the outstanding shares of Shoppers Drug Mart for a total consideration of $12.3 billion which was compromised $6.6 billion of cash and 119.5 million Loblaw common shares worth $5.7 billion (12.3-6.6). The cash was derived from various methods of financing and cash on hand. In accordance with the Consent Agreement, Loblaw was required to sell 16 Shoppers Drug Mart stores, 2 franchise grocery stores and license 9 in-store pharmacies to unrelated parties. This resulted in net losses for Loblaw as well as gains that were recorded in operating income. 
Furthermore, Loblaw had to incur costs of $75 million related to the acquisition of Shoppers in 2014. $60 million of these costs were recorded in selling, general and administrative expenses and the remaining $15 million were recorded in net interest expense and other financing charges. Lastly, upon the closing of the acquisition, Loblaw paid and canceled Shopper’s line of credit and provided various guarantees in support of Shoppers Drug Mart debt and financing.







Analysis of Accounting for Business Combination 

	Elements 
	Accounting  for each element of the transaction 

	Element consistency  with IFRS
	Are choices available for each element?


	Business Combinations 
	As told in the annual reports, Business combinations are accounted for by GWL by using the Acquisition Method.
-The acquirer is a segment of GWL, Loblaw, which acquired control of Shoppers by acquiring all outstanding shares
- The acquisition date was March 28, 2014 which was when control was acquired
-Loblaw provided the fair value of the consideration transferred at acquisition date and the related costs expensed. At year end 2014, Loblaw is still making adjustments regarding the price allocation
-  The accountant has recorded the acquired assets and liabilities on the
Company’s consolidated balance sheet at their fair as well as the NCI, as stated in the report. However the annual report states that Loblaw has still not finalized its purchase price allocation. 
- As stated in the report, GWL has measured and recognized the goodwill from the acquisition. However, by the end of 2014 the purchase price allocation has not been finalized therefore the fair value of goodwill may change in 2015 and the final valuation will appear on the 2015 annual report.

	IFRS 3 requires the acquisition method to report all business combinations. This method applies to both types of business combinations: 1) directly purchasing net assets and 2) obtaining control of net assets by purchase of shares. It is a five step process that consists of :
1) Identify the acquirer.
2) Determine the acquisition date.
3) Calculate the fair value of the purchase consideration transferred.
4) Recognize and measure the identifiable assets and liabilities and NCI.
5) Recognize and measure goodwill or gain on purchase.

Companies have one year from the date of acquisition to finalize the fair value of net tangible assets, goodwill and intangible assets.


	Despite there being several methods, IFRS requires the Acquisition Method to report all business combinations


	 Purchase Consideration 
	Loblaw, a segment of GWL, acquired all of Shoppers Drug Mart shares for $12.3 Billion which was comprised of: 
1)Cash:
- $3.5 billion term loan facility 
- $1.6 billion of proceeds from the issuance of unsecured notes in 2013 
-  $500 million was received in consideration of the issuance of 10.5 million Loblaw common shares to GWL
-$1.0 billion cash on hand

2) 119.5 million Loblaw shares worth $5.7 Billion (12.3 – 6.6) 
	Consideration given can be cash and/assets, shares or a combination of both. The consideration transferred should be measured at fair value on the date of acquisition. 

	Under IFRS control could have been acquired through contingent consideration which is an add on to the base price that is based on events occurring after the purchase takes place. Also, the business combination could have occurred without  a transfer of consideration (i.e. purchasing enough shares from other shareholders to obtain control) 

	Acquisition Costs 
	During 2014, Loblaw incurred acquisitions costs of which $60 million was recorded in selling, general and administrative expenses and $15 million was recorded in net interest expense and other financing charges. The report also informed users the cost incurred and expensed in 2013 relating to the acquisition. 
	Under IFRS, acquisition related costs are expensed in the period they occurred and are not considered a part of the combination purchase. 
	NONE

	Goodwill 
	The company calculated its good will by taking the difference between the fair value of the consideration transferred over and the and the net identifiable assets acquired, all measured at the acquisition date, which equaled to an amount of $2285 million and was recorded under assets. 
 Goodwill is subsequently measured at cost less accumulated impairment losses. 
The company notes that the purchase price allocation has not been finalized therefore the amount of goodwill may change in 2015. 
	Goodwill is calculated as the difference between the fair value of the net identifiable assets and the consideration transferred. It is goodwill when the purchase consideration is more than the NIA and negative Goodwill (bargain purchase) when it is less. 
	Another method that could be used to calculate goodwill, as shown in the text book is:
1)Calculate the difference between purchase price and carrying value of net identifiable assets
2) Calculate the difference between each asset’s and liability’s fair value and carrying value in order to find each fair value adjustment 
3) Total all the adjustments and find the difference from step one in order to arrive at goodwill

	Goodwill impairment

	Goodwill is tested for impairment on an annual basis or more frequently if there are indicators that
goodwill may be impaired.
For the purpose of goodwill and intangible assets impairment testing, CGUs are grouped at the lowest level at which goodwill and intangible assets are monitored for internal management purposes. Judgment is also used to determine whether a triggering event has occurred requiring an impairment test to be completed. Impairment is measured by comparing the recoverable amount to the carrying value and any losses are recognized in the consolidated SCI. 

	Since goodwill is not amortized, it must be subjected to an annual impairment test. In order to apply the impairment test, goodwill must be attributed to each CGU or group of CGU. Then an impairment test for each for each unit is applied by comparing the recoverable amount of the unit to the CV. Any excess of CV over recoverable amount is treated as an impairment loss in the consolidated SCI. Impairment testing involves a lot of management estimation and judgment.
	NONE

	Inventory 
	The acquired assets and liabilities of Shoppers Drug Mart were listed at FMV on the consolidated statements which created a $798 million difference between Shoppers’ inventory cost and fair value. This resulted in a fair value adjustment where the difference was recognized and charged to cost of inventories sold during 2014. 

	In the period after the acquisition, the fair value adjustment for inventory will flow through and be added (or subtracted) to cost of sales in the consolidated statements. 
	NONE

	Terms and conditions of Purchase 
	In accordance with and Consent agreement reached with the competition Bureau, Loblaw was required to divest 16 Shoppers Drug Mart stores, two franchise grocery stores, and nine in-store pharmacy operations. 
At the end of 2014, everything but 3 stores were sold (which were moved to assets held for sale) Subsequent to year end 2014, the remaining 3 were sold.
The proceeds and losses were recorded in the consolidated income statement and were disclosed 
	IFRS requires that major requirements to be disclosed in financial statements that related to business combination. 
	NONE

	Non-Controlling Interest
	As stated in the annual report, NCIs are recorded in the consolidated financial statements and represent the non -controlling SH’s portion of net assets and net earnings of Loblaw. 
Transactions with NCI are treated as being transactions with the equity owners of the company. Changes in GWL’s ownership interest in its subsidiaries are accounted for as equity transactions.
	At the time of acquisition, the NCI can be valued at fair value or at its proportionate share of the acquired net identifiable assets
Following IFRS 10, NCI is shown on SFP within equity, but separate from the parent’s SH equity. 



	


 








Conclusion 
What was learned in class and the textbook does indeed apply in real life, and not only for accountants. Users of consolidated financial statements should have an understanding of how consolidation works and the impact it has on financial statements in order to make the best decision they can on the basis of the financial statements. For example, when looking at the consolidated statements, it is important to know that companies consolidate 100%, even if their subsidiaries are not wholly owned, and then decrease the non- controlling interest in the equity section of the SFP.  Users have to ensure they are looking at the correct numbers and understand what NCI means. Although GWL did not disclose whether Shoppers Drug Mart is a wholly owned subsidiary or whether there is non-controlling interest, the large increase in non-controlling interest from 2013 can be lead to the conclusion that it is not wholly owned. Companies should clearly state how much of its subsidiaries it owns and how much is owned by others. 
	The analysis done of the acquisition also shows how many important figures of the financial statements are derived from the estimation and professional judgment of management.  In class problems, we are given the estimates and fair values and work with them. However, in real life, these numbers have to be figured out and poor judgment or mistakes can have severe financial impact on the company. For example, fair value of the acquired assets and liabilities, purchase price allocation and goodwill are all figures that management has to come up with. The disclosures allow us to learn exactly how management came up with these figures and whether there maybe any changes or reversals in the future. 
	I found that overall; the transactions done by GWL in regards to their acquisition of Shopper Drugs Mart were very similar to the methods written in the textbook as having to be done according to IFRS. Seeing what was done by the company as similar to what was in the textbook along with the explanation by management helped give a greater understanding of the accounting principles shown in a real life situation. 
























