ACCO 310 Notes, Chapters 10, 11 & 12:
Part I: Acquisition or Construction of Long-lived Assets (Initial Recognition):
Pertains to:
· Property Plant & Equipment (IFRS and ASPE)
· Investment Property (IFRS)
· Biological Assets (IFRS)
· Intangible Assets (IFRS and ASPE)
· Goodwill (IFRS and ASPE)
N.B: As you read these pages remember the FAIR VALUE CAP – IN NO INSTANCE SHOULD AN ASSET EVER BE ON THE BOOKS HIGHER THAN IT’S FAIR VALUE.
** Judgement call:  In practice, the decision to capitalize or expense is a matter of judgement. Ethical issues may arise.  Companies who have cash flow prediction as a major reporting objective may opt to expense as much as possible that way net income will be closer to cash flows. **
Section I: Acquisition (Construction) of Tangible Assets (PPE, Investment Properties, and Biological Assets) – INITIAL Recognition:
General Recognition Principle
Property, plant and equipment are defined as tangible items that (IAS16.6):
· Are held for use in the production or supply of goods and services, for rental to others, or for administrative purposes, and
· Are expected to be used during more than one period.
The general recognition principle applies to
· the initial recognition of an asset,
· when parts of that asset are replaced, and
· When costs are incurred relative to that asset during its useful life. The standard does not distinguish between costs capitalized at acquisition and costs capitalized post-acquisition. It specifies that the cost of an item of property, plant and equipment shall be recognized as an asset if, and only if (IAS 16.7):
a) It is probable that future economic benefits associated with the item will flow to the entity, and
b) The cost of the item can be measured reliably.
Assets acquired for safety or environmental reasons should be capitalized as property, plant and equipment even though these do not meet the strict general recognition principle. This is because these expenditures have to be incurred in order for the productive assets to generate future benefits. (IAS 16.11)
Capital assets should be recorded at cost. Cost should be interpreted fairly broadly and is meant to include all costs incurred in order to put the asset to productive use. For example, this would include, in addition to the cost of acquiring the asset, freight, installation costs, and testing of equipment.
Initial Recognition:
General rule: Value at cost on acquisition (This will usually equal fair value at acquisition):
There are three components of the initial cost of an asset:
1. The purchase price – the amount of cash or cash equivalents paid or the fair value of the other consideration given to acquire the asset. If the asset is acquired in exchange for a note payable, the asset is recorded at the present value of the note. Purchases of groups of assets are allocated to the assets based on their relative fair market values.

2. Directly attributable costs – these are defined as costs necessary to bring the asset to the location and condition necessary for it to be capable of operating in the manner intended by management. (IAS 16.16b)
Examples of directly attributable costs (IAS 16.17):
· Costs of employee benefits arising from the construction or acquisition of the item of property, plant and equipment;
· Costs of site preparation;
· Initial delivery and handling costs;
· Installation and assembly costs;
· Costs of testing whether the asset is functioning properly;
· Professional fees.
· Decommissioning (Retirement Costs) – see in class discussion.
· Mandatory environmental/safety costs
· MAJOR Inspections/Overhauls
Note the use of the words “necessary” which implies that, in order to be capitalized, these costs could not have been avoided. An additional cost that can be capitalized is borrowing costs. This is discussed further in this section.
The following costs are specifically excluded (IAS 16.19 and 16.20):
· Costs of opening a new facility, such as an open house. These costs are incurred after the asset is capable of being used.
· Costs of introducing a new product or service, including costs of advertising and promotional activities.
· Administrative and other general overhead costs. 
· (Note that some people argue that not including general overhead understates the cost of assets. IFRS takes the view that these general costs would be there either way, and that when assets are self constructed they are done so during idle times.)
· Costs incurred while waiting for the asset to be used, but subsequent to the asset being capable of being used.
· Operating losses incurred in the initial stages of operating the asset.
· Routine maintenance (these are recurring operating costs which should be expensed periodically since they only provide benefits in the current period. Their costs are usually smaller than say major overhauls)
· Relocation/moving costs – e.g. moving into a newly bought/built building.
· Start-up costs – at start up, future benefits are uncertain, so these costs are expensed.
Specifically:
Land : Purchase Price, Closing Costs, Legal fees and other costs required to get land ready for use – including the demolition of any old buildings which will not be used, and scrap or waste sold from a demolition site, where applicable. Land is not amortized.
Land/Leasehold improvements: any improvements to land with a FINITE life – therefore depreciable.
Buildings: as above – any costs NECESSARY to get building ready for use. Any cost of demolition of old buildings will be included here if land was purchased with intention to tear down old building to build a new one.
Equipment: as above – any costs NECESSARY to get building ready for use.
Tear-down of Building to redevelop rental real estate: Under ASPE, Excess costs can be capitalized as part of redeveloped property to the extent recoverable.
Investment Property: Special provisions apply under IFRS. Applies to property intended for capital appreciation or rental revenue.  Strict criteria apply to rental revenue and/capital appreciation portions of Investment Property.  If separable they should be accounted for separately.
Biological Assets: (e.g. cattle) Special provisions apply under IFRS. General rule: Value to Fair value less costs to sell and flow gains and losses to P & L.
Natural Resource Properties: Costs of mines/refineries for example, initially capitalized as follows:
			Dt		Ct
Mine			xx
   	Cash				xx
As iron ore or petrol for example are extracted for resale these will flow to inventory:

Inventory		xx
	Mine				xx
Basket Purchases: If Land & Building are purchased together the proceeds will be split between Land and Building according to their fair values.  E.G; Land and Building purchased for $1,000,000 when Land is worth 300,000 & Building is worth $900,000:
Entry would be:
Land	250,000
Bldg 	750,000
	Cash	1,000,000
NOTE:
· Intention is key; E.g. Land bought for resale would likely qualify as investment property.
· Remember Component approach must be applied to major components.
· Overriding consideration: Substance over form – common sense/judgement are key!
The initial estimate of the cost of dismantling, removal or restoration – this refers to costs of dismantling, removing or restoring an asset, also known as decommissioning costs. These costs are typically at the end of the useful life of the asset. The present value of these costs are added to the cost of the asset and depreciated over the useful life of the asset. The resulting asset retirement obligation is shown as a long-term liability. Interest accrued on the asset retirement obligation over the life of the asset is expensed as a finance cost on the income statement.
Component Approach
The standard requires a “component” approach to asset recognition – i.e. significant parts of an asset have to be recorded in separate accounts and depreciated separately. These are generally parts that have a significant cost in relation to the total cost of the asset. For example, an asset costing $100,000 may be made up of two distinct parts – Part A which has a useful life of 10 years and Part B which has a useful life of 5 years. On the date of acquisition, the cost of the asset would have to be split between the two parts and the two parts would have to be depreciated separately.
Note that the decision to break down an asset into components is based on managerial judgment and materiality.






Example: On December 31, 20x1 a truck is purchased at a cost of $250,000. The components of the truck are as follows:
	COMPONENT
	COST
	USEFUL LIFE

	Truck body
	$150,000
	20 years

	Engine
	90,000
	10 years

	Tires
	10,000
	5 years










Each of the three components would be recorded and depreciated separately.

When a major component is replaced, the old one is taken off books and a loss recorded.  New replacement is then recorded at cost.
Self-Constructed Assets and Borrowing Costs
A self-constructed asset is one where an organization uses its own equipment and labour to produce the asset. The cost of the self-constructed asset should include all direct out-of-pocket costs and should also include appropriate cost allocations of joint costs consumed by the construction of the asset. For example, if a construction company decides to pave its company headquarters parking lot, it will put depreciable assets to use (trucks, paving equipment). It would make sense that a reasonable amount of depreciation on this equipment be capitalized to the cost of the parking lot. Note that the general recognition criteria applies to self-constructed assets, i.e. the costs can be capitalized if, and only if:
· It is probable that future economic benefits associated with the item will flow to the entity, and
· The cost of the item can be measured reliably.
The capitalization of borrowing costs is covered by IAS 23 and not usually tested. The standard defines a qualifying asset as “an asset that necessarily takes a substantial amount of time to get ready for its intended use or sale” (IAS 23.5). This includes intangible assets and inventory, but excludes inventories that are routinely manufactured or otherwise produced in large quantities or on a repetitive basis. Examples of these would include items that take some time to manufacture but that are sold as standard items such as residential housing, subway cars, aircraft, etc. (IAS 23.4)










EXCHANGES – WITH AND WITHOUT COMMERCIAL SUBSTANCE:

N.B: 

No commercial substance is like a trade, no one is better or worse off as a result of the exchange, so no gain or loss is recognized.

Commercial Substance – gain or loss because someone is gaining or losing in the exchange.

Example: A hotel chain exchanges Hotel A for Hotel B from another hotel chain – they receive $100,000 cash as a result of the transaction. The carrying and fair values of both hotels are as follows:
Carrying Value 	Fair Value
Hotel A 	$1,200,000 		$1,500,000
Hotel B 	900,000 		1,400,000

Assuming no commercial substance, the journal entry to record this transaction is:

Property, plant and Equipment – Hotel B* 	  $1,100,000
Cash 	       100,000
Property, plant and Equipment – Hotel A 		$1,200,000
* Carrying value of $1,200,000 less cash received of    $100,000

This entry is the same under ASPE and IFRS.

Assuming commercial substance under IFRS, the journal entry to record this transaction is:

Property, plant and Equipment – Hotel B $1,400,000
  Cash               100,000
Property, plant and Equipment – Hotel A			 $1,200,000
Gain on sale of property, plant and equipment		      300,000
N.B –Commercial Substance under IFRS: Newly acquired asset is recorded at its own fair value as above.
Assuming commercial substance under ASPE, the journal entry to record this transaction is:

Property, plant and Equipment – Hotel B $1,500,000
Cash 	            100,000
Property, plant and Equipment – Hotel A			 $1,200,000
Gain on sale of property, plant and equipment		      400,000
N.B –Commercial Substance under ASPE: Newly acquired asset is recorded at fair value of asset given up as above.
Exchanges without commercial substance are the same under IFRS and ASPE.
** Now that we have looked at PPE, let’s briefly talk about Investment Property and Biological Assets.  These are separate standards under IFRS. Under ASPE they fall under PPE.**
Investment Property
A separate IFRS exists for Investment Properties. Under ASPE, this is covered under Property Plant and Equipment.
Investment property is defined as property held to earn rentals or for capital appreciation or both, rather than for:
· Use in the production or supply of goods or services or for administrative purposes; or
· Sale in the ordinary course of business
Investment property is recognized as an asset when:
· it is probable that its future economic benefits will flow to the entity, and
· its cost can be measured reliably
Investment property is recognized initially at cost – applying the cost model of IAS 16 Property, Plant and Equipment – including what is capitalized in cost and the principles for non-monetary transactions
Leased investment property is measured according to IAS 17 Leases 
After initial recognition, an entity has a choice of methods to account for investment property:
a) Fair value model (FVM), or
b) Cost model (CM)
Must apply one model to all of its investment property
Fair value model (FVM):
· Assets are measured at fair value
· Changes in fair value are recognized in profit or loss in period of change
· No depreciation is recorded
· Fair values continue to be used even if difficult to measure reliably
Fair value:
· Price at which property could be exchanged between knowledgeable, willing parties in an arm’s length transactions, without any special concessions or deductions for transaction costs
· Best evidence is current prices in an active market for similar property in the same location and condition
· If not available, other methods can be used to determine

 N.B: If part of the property is held for capital appreciation and the other part for rental income, these are recorded separately and tested for impairment separately.

Remember – must use fair value or cost model for ALL Investment properties.


Biological Assets:

These include plants, livestock, and organic perishable items – i.e. living things.

Again a separate standard exists under IFRS for these. General rule is that they are carried at Fair Value less costs to sell.

Unlike other assets, many biological assets increase in value over time as they age/mature – e.g. cheese, cattle etc...


























Donated Assets:

Non-reciprocal transfer in that company gives nothing in exchange.  Do the assets need to be recognized?

Argument against recognition: company did not sacrifice anything.

Argument for recognition: Assets now under company control.

Current practice in Canada is to record asset at fair value with corresponding increase to EQUITY.

E.g.: Land donated to company with a FV of $50,000:

Land	50,000
  Contributed Capital	50,000.

Again, this is common practice but it is also possible to put this to income instead of equity.
Government Assistance: 
· Cost reduction approach (Net method): Credits cost of asset and company adjusts any depreciation going forward. Weakness with this method is that asset may appear on B/S at less than fair value.
· Income Approach (Gross method):  Put into deferred revenue and take into revenue over time on the same basis as underlying asset – proper matching.  If government assistance is provided for salaries, the assistance is put into deferred revenue and taken into revenue to offset salaries expense over time.
N.B: Non depreciable assets such as land may not be accounted for this way, since there is no expense to match the gain on land. In the case of a depreciable asset, you have depreciation expense offsetting the gain.













Example 1:
  
Assume a company was eligible to receive government assistance for 30% of the cost of any equipment bought. A company bought $100,000 worth of machinery, with a 10-year life and no salvage value. Journal entries would be made as follows:

					Cost Reduction			Income (Deferral)
1. Purchase:

Machinery				100 					100
    Cash					100					100


2. Government Assistance:

Cash					30					30
	Machinery				30
	Deferred Govt Grant								30

3. Depreciation/Revenue:

Depreciation Expense			7					10
             Accumulated Depreciation		7					10

Deferred Govt Grant								3
              Depreciation Expense							3

** Remember, non-depreciable assets such as land cannot be accounted for using the income (deferral) approach. **

Example 2: Purpose driven government assistance:

Suppose the government decides to subsidize 20% of your payroll in advance. Assume your payroll is 100,000. The following entry would be made when the funds are received:
Cash		20,000
     Deferred Government Assistance	20,000
When salaries paid out:

Deferred Government Assistance	20,000
	Salaries Expense			20,000	






Disclosure Requirements – Property, Plant and Equipment
For each class of property, plant and equipment, the following have to be disclosed:
· The measurement bases used for determining the gross carrying amount;
· The depreciation methods used;
· The useful lives or the depreciation rates used;
The gross carrying amount and the accumulated depreciation at the beginning and end of the period; and
· A reconciliation of the carrying amount at the beginning and end of the period showing:
· Additions,
· Assets classified as held for sale or included as held for sale and other disposals,
· Acquisitions through business combinations,
· Increases or decreases resulting from revaluations and from impairment losses recognized or reversed in other comprehensive income,
· Impairment losses recognized or reversed on the income statement,
· Depreciation expense recognized during the period, and
· Any other changes. (IAS 16.73)
If items of property, plant and equipment are stated at revalued amounts, the following have to be disclosed:
· The effective date of the revaluation;
· Whether an independent valuer was involved;
· The methods and significant assumptions applied in estimating fair values;
· The extent to which the fair values were determined directly with reference to observable prices in an active market or recent market transactions on arm’s- length terms or were estimated using other valuation techniques;
· For each class of property, plant and equipment, the carrying amount that would have been recognized had the assets been carried under the cost model; and
· The revaluation surplus, indicating the change for the period and any restrictions on the distribution of the balance to shareholders.


Key IFRS-ASPE Differences:
· Mining, oil and gas properties are not specifically mentioned under IFRS.
· IFRS: Special provisions for Investment Properties & Biological Assets.
· Component Approach mandatory under IFRS – required only when practicable under ASPE.
· Under IFRS, only costs & revenues specifically required to get the asset running are included in cost of asset. All others taken into income. ASPE is more lax in this respect – incidental expenses and revenues may be included in cost of asset.
· Capitalization of costs stops under IFRS when asset is ready for use as intended by management. ASPE more lax in this regard.
· Capitalization of Borrowing costs mandatory under IFRS but optional under ASPE.
· IFRS – Constructive and Legal Obligations are both capitalized. Under ASPE only legal obligations are recognized.
· Under IFRS, Cost or Revaluation models are both acceptable. We will look at these in the next part of your notes. Only Cost Model is acceptable under ASPE.












Assets Held for Sale (Recap of Pre-midterm material)
Noncurrent assets held for sale need to be disclosed as such on the statement of financial position, i.e. they need to be disclosed separately from other capital assets.
To qualify as held for sale, the following two criteria must be met:
· They must be available for immediate sale in their existing condition and the sale must be highly probable (meaning there is an active plan to sell and the price is reasonable); and
· The sale will occur within a year from the date the assets are classified as held for sale.
A discontinued operation is defined as a subset of assets held for sale or disposed of during the year and:
· represents a separate major line of business or geographical area of operations,
· is part of a single coordinated plan to dispose of a separate major line of business or geographical area of operations, or
· is a subsidiary acquired exclusively with a view to resale.
On the date an asset, disposal group or discontinued operation is classified as held for sale, they are measured at the lower of carrying costs and fair market less costs to sell. If the selling costs exceed one year, they must be discounted. Any losses on measurement are classified as an impairment loss. If, at a subsequent balance sheet date, the re-measurement of fair market value indicates a recovery, then such recovery can be recorded as a gain, but only to the extent of previous losses. Assets held for sale are not depreciated.
Discontinued operations are presented as a single amount comprising:
· the post-tax profit or loss from discontinued operations, and
· the post-tax gain or loss recognized on the measurement to fair value less costs to sell on the disposal of the assets or disposal group constituting the discontinued operations.
This single amount needs to broken down further in the notes into:
· The revenue, expenses and pre-tax profit of the discontinued operations,
· The gain or loss recognized on the measurement to fair value less costs to sell or on the disposal of the assets, or
· Separately for each of the two items above, the related income tax expense. 



** End of Section I **






Section II: Acquisition (Development) of Intangible Assets & Goodwill – INITIAL Recognition:
Intangible Assets may be:
· Developed internally (e.g. Development costs) or
· Purchased
In addition...
Intangible assets may have:
· Indefinite lives (not amortized)
· Finite lives (amortized):
Factors considered in determining useful life are:
· The expected use of the asset or of a related group of assets(s) by the entity;
· Any legal or regulatory provisions that may limit the useful life;
· Any legal or regulatory provisions that enable renewal or extension of useful life;
· The effects of obsolescence, competition, and other economic factors;
· Specifically identifiable (cost of creating the intangible can be identified) may have a determinable or limited life. Thus, their cost less residual value should be amortized over the period the asset is expected to generate future economic benefits, using either the cost model or revaluation model. Due to uncertainties, residual value is generally assumed to be zero, unless there is an observable market for the asset, and it is expected to exist at the end of its useful life.
Intangible Asset Issues:
Intangible assets have three characteristics: identifiability, non-physical existence, and a non-monetary nature:
a) Identifiability – must have at least one of the following characteristics:
· Separately identifiable – can be separated from entity and dealt with separately (sold, transferred, licensed, etc.). This is why goodwill is presented separately and is not included with other intangible assets
· Results from contractual or other legal rights
· Must be controlled by the entity as a result of past transactions
· Must embody future benefits 
· Costs must be reliably measureable
	In other words: It has to meet the definition of an asset to be capitalized!
b) Non-physical existence – value comes from the rights and privileges granted to the company that uses them
c) Non-monetary – As identified above, intangible assets are characterized by a non physical existence. Bank deposits, accounts receivable, and long-term investments also lack physical substance, and they are not classified as intangible assets, but as financial instruments. However the value of these assets comes from the right or claim to receive fixed or determinable amounts of money in the future, whereas intangible assets do not have these rights or claims. 
Intangible assets
· provide economic benefits over a period of years (finite or indefinite)
· are normally classified as long term (non-current) assets
· include patents, copyrights, franchises or licensing agreements, trademarks, trade names, secret formulas, computer software, technological knowledge, prepayments, and some development costs.
Recognition and measurement:
Requirements are similar to property, plant, and equipment, in that intangible assets are recognized when it is probable that the entity will receive the expected future economic benefits, and the asset’s cost can be measured reliably. Cost is the appropriate basis for recording purchased intangible assets. Again like property, plant, and equipment, cost includes acquisition price and all other expenditures necessary in making the asset ready for its intended use. When intangibles are acquired for consideration other than cash, the cost of the intangible is the fair market value of the consideration given or the intangible asset, whichever is more clearly evident.
Legal costs are often a big part of the cost of intangibles. 
· If a patent’s legal defense is upheld the legal costs are added to the cost of the asset. If not they are expensed and the patent is written down/off.

We will now look at:

A: Internally generated intangibles
B: Non-Internally Generated Intangibles
C: Goodwill
A. Internally Generated Intangibles:
 **Criteria for capitalization of internally generated intangibles are strict – see notes above for criteria. **
1. Research & Development Costs:
Costs incurred internally to create intangible assets are generally expensed as incurred (research) unless future benefits are established (development). This is due to the uncertainty of the future benefits to be derived from the specific expenditure. IFRS requires that costs for internally generated intangible assets can be capitalized when certain criteria are met.  Because of the uncertainty of whether an asset should be recognized, two phases are considered:
a) Research Phase –  expensed as incurred
b) Development Phase – an entity capitalizes development costs only when the future benefits are reasonably certain - must meet six criteria:
i. Technical feasibility of completing the intangible asset
ii. The entity’s intention to complete it for use or sale
iii. The entity’s ability to use or sell it
iv. Availability of technical, financial, and other resources needed to complete it, and to use or sell it
v. The way in which the future economic benefits will be received; including the existence of a market for the asset if it will be sold, or its usefulness to the entity if it will be used internally
vi. The ability to reliably measure the costs associated with and attributed to the intangible asset during its development
When all six criteria are met, direct costs attributable to create, produce, and prepare the intangible asset to operate in the way intended by management are accumulated and capitalized
2. Prepayments are recognized as an asset only when an entity pays for goods before their delivery. 
3. Computer Software: Judgement must be made to determine if tangible or intangible and what costs to capitalize.  Normally large scale expenses with amortization period of 3-5 years.  Companies developing software for resale would apply R & D criteria, and once they have a “working model” capitalization might begin.
4. Web site Development: Planning phase: Expense. Website Development Phase: Capitalize. Content Development: Expense or Capitalize, all depending. Operating costs: expense. (N.B: Similar to R & D approach above isn’t it?)
5. Exploration & Evaluation (Natural Resource sector): Pre-exploration, legal rights, applications: expense, so no certainty of future benefits. Pre-exploration and post exploration evaluation capitalized. Successful efforts method: accumulate data by site, those that will “fly” get capitalized those that won’t are expensed.


B. Non-Internally Generated Intangibles (Purchased):
Non-internally generated Intangibles are often classified into one of five major categories (excluding goodwill):
a) Marketing-related intangible assets. Trademarks are a common form of a marketing-related intangible. A trademark or trade name is a word, phrase, or symbol that distinguishes or identifies a particular enterprise or product. If a trademark or trade name is purchased, its capitalized cost is the purchase price and other direct costs of acquisition. If a trademark or trade name is developed by the enterprise itself, the capitalized cost includes only legal fees, registration fees, design costs, consulting fees and other expenditures directly related to securing it (excluding research costs, which must be expensed). A trademark generally has a limited life and is amortized in accordance with its future benefits.
b) Customer-related intangible assets. Customer lists are a good example of customer-related intangibles.
c) Artistic-related intangible assets. These involve ownership rights to plays, literary and musical works, paintings, sculptures, photography, etc. These rights are protected by copyright.  A copyright is a federally granted right that authors and other artists have in their creations.  A copyright is granted for the life of the creator, plus 50 years. During this time, the owner or heirs have the exclusive right to reproduce and sell an artistic or published work. Generally, the copyright’s useful life is less than its legal life. 
d) Contract-based intangible assets. These represent the value of rights that arise from contractual agreements, such as a franchise right. A franchise provides an entity with the exclusive right to conduct a particular business or sell a particular product, usually in a designated geographical area. A licence is granted by a government entity for the use of public property or a service. Franchises and licences may be for a definite period of time, for an indefinite period of time, or in perpetuity.
A second type of contract-based intangibles is a leasehold. Leaseholds are contractual rights for the use of specific property for a specified period of time. If rent is paid in advance, the amount is most appropriately included in the current or other asset category (e.g., prepaid expenses). Improvements made to leased property normally revert to the lessor at the end of the lease. Thus, the cost of leasehold improvements should be capitalized by the lessee, and amortized over the life of the lease or the useful life of the improvement, whichever is shorter. Leasehold improvements are generally classified as tangible assets, although some accountants classify them as intangible assets.



e) Technology-based intangible assets. These assets relate to innovations or technological advancements such as patented technology and trade secrets. A patent gives the holder an exclusive right to use, manufacture, and sell a product or process for a period of 20 years from the date of application. Amortization is recorded over its useful life, which is often shorter than its legal life. Any legal costs incurred to defend a patent suit may be capitalized; however, research and development costs related to the development of a product, process, or idea that is subsequently patented must be expensed as incurred, except for development costs when all of the six criteria listed above are satisfied.
** N.B: Above we looked at specific intangibles on their own and assumed each of these on their own had future benefits – which justified our capitalization. However, sometimes it is a GROUP of assets taken together that generates cash flows.  Under IFRS a group of assets (usually non-current assets generating cash flows on their own would be called a CGU (Cash Generating Unit). These assets are bought or sold as a group, and as we will see later on, tested for impairment as a group.
An example of a CGU might be the purchase or sale of the Subways restaurant chain.  It could be lower level than that for example a few machines together working to make a T-shirt. Each machine on its own is useless but taken together the machines have cash generating ability. When a CGU is purchased for more than its fair value, this gives rise to Goodwill.  Just remember that when we look at Goodwill next, that Goodwill is not separately identifiable, but viewed together with the rest of the CGU...
C. Goodwill: 
** N.B: Goodwill represents the excess earnings potential of a business over and above the value of the assets on the B/S.  Recognizing Goodwill is saying that the whole (company) is worth more than the sum of the parts (assets) **
Goodwill is the excess of the purchase price of a company or subsidiary over its fair value.  For instance if we buy a company whose Fair Value is 100 for 120, the excess of 20 is Goodwill and is capitalized (see examples). A company may be willing to pay 120 for the subsidiary if it feels that it will generate more than that in cash flows.
Goodwill generated internally (such as brand loyalty, employee know how etc) should not be recognized, because of the complexity in measuring the components of goodwill and in associating any costs with future benefits. You simply can’t value or measure what these bring to a company even though they have value.  They are not measurable and do not meet the definition of an asset,
 Goodwill is recorded only when an entire business is purchased, because goodwill cannot be separated from the business as a whole. Goodwill is measured in a business purchase by computing the difference between the fair market value of the net assets purchased and their bargained-for price.

Bargain Purchase, often called negative goodwill, arises when the fair market value of the net assets acquired is higher than the purchase price of the assets. When negative goodwill exists, the excess is recognized as a gain only when all variables, values, and measurement procedures have been reassessed.
The standard setters in both Canada and the U.S. have concluded that most goodwill has value that is maintained, similar to identifiable intangibles with an indefinite life. Therefore goodwill should not be amortized under any circumstances. If IFRS is being followed, goodwill is assigned to a cash generating unit (CGU) and if ASPE is being followed, goodwill is assigned to a reporting unit (usually but not always higher level than a CGU). The carrying amount of this goodwill is reduced when it is found to be impaired or is associated with assets to be sold.
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