Summaries of Learning Objectives from Chapters 8-11
Chapter 8
1. Understand inventory from a business perspective
· It is important to understand the nature of the various types of businesses that have significant inventory as well as the different types of inventory. 
· Retailers, manufacturers, and wholesalers generally carry significant amount of inventory, however, different companies have different business models
· Example: some manufacturers follow a just-in-time strategy and carry very little inventory on hand. Only on inventory account, Merchandise Inventory, appears in the financial statements of a merchandising concern
· A manufacturer usually has three accounts: Raw Materials, Work in Process, and Finished Goods. There may also be an account for factory or manufacturing supplies
· Management must manage inventory levels in order to ensure sufficient choice and quantities to meet customer needs yet keep costs to a minimum
· The financial statements need to provide information about all of this
2. Define inventory from an accounting perspective
· Differing companies have different types of inventories including securities, land for development, work in progress, grain, and other.
· For accounting purposes, inventory is defined as an asset that is held for sale in the ordinary course of business or for the production of such inventory (including raw materials, work in process, and supplies).
· Special guidance and/or industry practice exists for inventories of financial instruments, construction in progress, biological assets, agricultural products, mineral products, inventories held by producers of agriculture and forest producers, and inventories held by commodity broker-traders
3. Identify which inventory items should be included in ending inventory
· Inventory included on the SFP of the entity that has substantially all of risks and rewards of ownership, which is generally the company that has possession and legal title to the goods
· Profess judgment must be used to determine whether substantially all of the risks and rewards have passed.
· For instance, consigned goods remain the property of the consignor
· Purchase commitments are generally not recognized unless onerous
4. Identify the effects of inventory errors on the financial statements and adjust for them
· If the ending inventory is misstated:
· The inventory, retained earnings, work in process, and current ratio in the SFP will be incorrect
· The cost of goods sold and net income in the income statement will be incorrect
· If purchases and inventory are misstated:
· The inventory, accounts payable, and current ratio will be incorrect
· Purchases and ending inventory will be incorrect
5. Determine the components of inventory costs
· Inventory costs include all costs of purchase, conversion, and other costs incurred in bringing the inventories to the present location and condition necessary for sale
· Such charges include freight charges on goods purchases, other direct costs of acquisition, and labor and other direct production costs incurred in processing the goods up to the time of sale
· Manufacturing overhead costs are allocated to inventory based on the normal capacity of the production facilities
· Interest and asset retirement costs may be included as part of the cost of inventory in some circumstances

6. Distinguish between perpetual and periodic inventory systems and account for them
· Under a perpetual inventory system, a continuous record of changes in inventory is maintained in the Inventory account; all purchases and transfers of goods out of the account are rerecorded directly in the Inventory account as they occur
· No such record is kept under a periodic inventory system; under the periodic system, year-end inventory is determined by a physical count, and the amount of ending inventory and cost of goods sold is based on this count
· Even under a perpetual system, an annual count is needed to test the accuracy of the records
7. Identify and apply GAAP cost formula options and indicate when each formula is appropriate
· The specific identification method is used to assign costs for items of inventory that are not ordinarily interchangeable or that are produced for specific projects
· The weighted-average or first-in, first-out cost formula is used to assign other costs to other types of inventory
· All inventory items that have a similar nature and use to the entity apply the same cost formula 
8. Explain why inventory is measured at the lower of cost and market, and apply the lower of cost and net realizable value standard
· Current assets should not be reported on the SFP at a higher amount than the net cash that is expected to be generated from their use or sale
· When this amount is less than “cost”, inventory is written down and the loss in value is recognized in the same period as the decline
· Net realizable value is the estimated selling price in the ordinary course of business reduced by the expected costs to complete and sell the goods
· Ordinarily, each item’s cost and NRV are compared and the lower value is chosen, however, items that are related to each other and have similar purposes, that are produced and marketed in the same geographical area, and that cannot be evaluated separately from other items may be grouped and the lower of the group’s cost and NRV is chosen
9. Identify inventories that are or may be valued at amounts other than the lower of cost and net realizable value
· Inventories of financial instruments, construction contract work in process, biological assets related to agricultural activity, agricultural produce at the point of harvest and after harvest, inventories held by producers of agricultural and forest producers, mineral products, and inventories of commodity broker-traders all may be accounted for at other than the lower of cost and NRV
10. Apply the gross profit method of estimating inventory
· Ending inventory is determined by deducting an estimate of cost of goods sold from the actual cost of goods available for sale
· Cost of goods sold is estimated by multiplying net sales by the percentage of cost of goods sold to sales
· This percentage is derived form the gross profit percent:
100% - gross profit percentage = cost of goods sold percentage
11. Identify how inventory should be presented and the type of inventory disclosures required by ASPE and IFRS
· ASPE required disclosures of how cost is determined, inventory that is pledged as security, he amount charged to the income statement as expense in the period, and the inventories’ carrying value by category
· Additional information is required by IFRS including details about inventory impairment write-downs and any recoveries, the circumstances responsible for these, and the carrying amounts and reconciliations of items measures at NRV or fair value 
· Biological assets must be presented separately on the SFP under IFRS
· In general, cost of sales is presented on the income statement under both IFRS and ASPE unless expenses are grouped by nature 
12. Explain how inventory analysis provides useful information and apply ratio analysis to inventory
· Common ratios that are used in the management and evaluation of inventory levels are the inventory turnover and a related measures, average days to sell the inventory, often called the average age of inventory
· This is useful information as excessive investment in inventory is expensive to carry, yet too little to inventory results in lost sales and dissatisfied customers
13. Identify differences in accounting between ASPE and IFRS, and what changes are expected in the near future
· ASPE and IFRS are substantially harmonized
· IFRS has specific guidance on the measurement of agricultural and construction inventories, the capitalization of borrowing costs on qualifying assets, and on onerous contracts
· Asset retirement obligation may be treated differently under IFRS 
· No major changes are expected in the near future

Chapter 9
1. Understand the nature of investments including which types of companies have significant investments
· Investments in basic debt and equity instruments of other companies:
· Debt instruments such as bonds generally carry contractual rights to receive principal and interest payments
· Equity investments such as shares may carry contractual rights to receive dividends (depending on the type of share) and may also carry voting rights and/or rights to receive residual assets upon windup of a company
· Care must be taken to determine exactly what rights the investments entitle the holder to as this will help determine the accounting
· Not all companies carry significant investments; it depends on the business model
· Examples of types of companies that generally carry significant influence are financial institutions, insurance companies, and pension funds
2. Explain and apple the cost/amortized cost model of accounting for investments
· At acquisition, the cost of the investment is recognized at its fair value plus transaction costs
· If the investment is a debt instrument, any premium or discount is amortized to interest income
· Holding gains are recognized only when realized, as are holding losses, unless the investment is impaired
· The investment is reported at its cost or amortized cost as either a current asset or a long-term investment, depending on its maturity and management’s intention to hold it
· ASPE uses this model for most investments excluding equity investments where an active market exists for trading the shares and derivatives (in this case, use the FV-NI model)
· IAS 39 uses this model for debt investments where the entity has the intent and ability to hold the investment to maturity
· It is also used for equity investments where the entity is unable to measure fair value
· IFRS 9 uses this model for debt instruments where the entity’s business model is to hold the investments to maturity
3. Explain and apply the fair value through net income model of accounting for investments
· At acquisition, the investment is recognized at its fair value, with transaction costs being expensed
· At each reporting date, the investment is revalued to its current fair value, with holding gains and losses reported in net income
· Dividend and interest income is also recognized in net income
· If the investment is not held for trading purposes, any interest income is reported separately and is adjusted for discount or premium amortization
· If held for trading or other current purposes, the investment is reported as a current asset
· ASPE uses this for equity instruments where there is an active market or derivatives
· IAS 39 uses this for held for trading securities including derivatives
· IFRS 9 uses this model for all investments not accounted for under cost/amortized cost model or the FV-OCI model
· ASPE and IFRS both allow any investment to be accounted for using FV-NI under the fair value option
4. Explain and apply the fair value through other comprehensive income model of accounting for investments
· At acquisition, the cost of the investment is recognized at its fair value plus transaction costs
· At each reporting date, the investment is revalued to its current fair value, with the holding gains or losses reported in other comprehensive income
· On disposal, the accumulated holding gains or losses are either recycled to net income (IAS 39) or transferred directly to retained earning (IFRS 9)
· Investments are reported as current or long-term assets, depending on marketability and management intent
· ASPE does not allow this method
· IAS 39 allows this method for available for sale investments
· IFRS 9 allows this method for certain equity investments
5. Explain and apply the incurred loss, expected loss, and fair value loss impairment models
· The three impairments loss models differ in the timing of the recognition of impairment losses and the discount rate used
· Under the incurred los approach, a triggering event is required before a loss is recognized and measured, and the revised cash flows are discounted using either the historical or a current market rate
· Under the expected loss approach, no triggering event is required, and revised cash flows and impairments losses are discounted on a continual basis; the discount rate is the historical/original rate
· Using the fair value loss model, the asset is written down to fair value taking into account market information
· ASPE and IFRS use the incurred loss model for all cost/amortized cost investments, although the post-impairment carrying values are measured differently
· IAS 39 uses the incurred loss model for FV-OCI investments once a trigger or loss event has occurred and any resulting impairment loss is recognized in net income
· Under IFRS 9, impairment losses on FV-OCI investment are not recognized in net income
· Where the FV-NI model is used, there is no need to specifically asses impairment because the investment is continually revalued to fair value and any gains or losses are booked to income
6. Explain the concept of significant influence and apply the equity model
· Significant influence is the ability to have an effect on strategic decisions made by tan investee’s board of directors, but not enough to control those decisions
· The equity model, sometimes referred to as one-line consolidation, is used because income is recognized by the investor as it is earned
· The investor’s income statement will reflect the performance of the investee company
· Under this method, the investment account is adjusted for all changes in the investee’s book value and for the amortization o any purchase discrepancy
· IFRS requires use of the equity method for its associated (investees a company can significantly influence)
· ASPE provides a policy choice: either the equity method or the cost method except that associated with a quoted price in an active market cannot be accounted for at cost
· Instead, the FV-NI model can be used
7. Explain the concept of control and when consolidation is appropriate
· Control relates to the ability to direct the strategic decisions of another entity and to generate returns for your own benefit or loss
· When one company controls another, it controls all the net assets of that entity and is responsible for all its revenues and expenses
· Therefore, all of the subsidiary’s assets and liabilities, and revenues and expense, are reported by the parent investor on a line-byline basis in consolidated financial statements
· The interest of the non-controlling shareholders in the subsidiary company are reported separately as non-controlling interest
· Under IFRS, all subsidiaries are consolidated
· ASPE, on the other hand, allows consolidation or choice of the equity or cost method
· Investments in companies with shares traded in an active market cannot be reported using the cost method, but may use FV-NI
8. Explain how investments are presented and disclosed in the financial statements noting how this facilitates analysis
· The objectives of disclosed are to provide information so users can asses the significance of the financial asset investments to the entity’s financial position and performance, the extent of risks to which the company is exposed as a result, and how those risks are managed
· As a result, the investments are identified on the statement of financial position according to how they are classified for accounting purposes, with the income statements reporting information on the returns by method of classification
· Extensive disclosure is required, particularly under IFRS, on the entity’s risk exposures and how it manages those risks
14. Identify differences in accounting between IFRS and ASPE, and what changes are expected in the near future
· There are significant differences because there are two standards currently in effect under IFRS (IAS 39 and IFRS 9) and because the standards are currently in transition
· It is expected that IFRS 9 will change in order to align more closely with the proposed U.S. standard. In addition, both the IASB and FASB are looking at a new impairment model.

Chapter 10
1. Understand the importance of property, plant, and equipment from a business perspective 
· Almost every enterprise invests in long-lived assets, and these long-term items include both those that are physical assets—property, plant, and equipment—and those that are intangible
· Long-lived assets are particularly important for manufacturing companies because they provide the company with the capacity or infrastructure to produce goods and/or provide services
· Too much investment in long-lived assets could result in expensive overcapacity, while too little investment could mean lost opportunities for profits and future cash flows
· Both situations would lower the company's rate of return
2. Identify the characteristics of property, plant, and equipment assets
· Property, plant, and equipment assets are tangible assets held for use in the production of goods and services, for rental to others, or for administrative purposes, and have a useful life of more than one accounting period
· This type of asset provides an entity with its operating capacity and infrastructure, but also adds to fixed costs
· For this reason, it is important that a company invest enough in PP&E to meet its potential, but not so much that it has to bear the related costs of overcapacity
3. Identify the recognition criteria for property, plant, and equipment
· PP&E costs that provide probable future economic benefits to the entity and that can be measured reliably are recognized
· Asset components should be recognized separately to the extent their costs are significant and/or the related assets have different useful lives or patterns of depreciation
4. Identify the costs to include in the measurement of property, plant, and equipment assets at acquisition 
· Asset costs used when measuring PP&E include all necessary costs directly attributed to acquiring the asset, bringing it to its location, and making it ready for use
· These include direct material, direct labor, and variable overhead costs for self-constructed PP&E assets, borrowing costs for those taking substantial time to get ready for use, and dismantling and restoration costs required as a result of the asset's acquisition
· Once the asset is in place and ready for use, costs are no longer capitalized
5. Determine asset cost when the transaction has delayed payment terms or is a lump-sum purchase, a nonmonetary exchange, or a contributed asset
· Cost means the asset's cash equivalent cost
· When payment is deferred beyond normal credit terms, the excess paid over cash cost is interest
· When a number of assets are acquired in a basket purchase, the cost is allocated based on the relative fair value of each
· When PP&E assets are acquired and paid for by issuing the entity's shares, cost is usually determined as the fair value of the asset
· When acquired in an exchange of assets, cost is the fair value of the assets given up, unless the fair value of the assets received can be more reliably measured, however, if the transaction lacks commercial substance or fair values cannot be reliably determined, the assets acquired are measured at the book value of the assets given up
· This amount cannot exceed the fair value of the assets acquired. 
· Assets contributed to a company are measured at fair value and credited to contributed surplus if donated by a shareholder - this is rare
· If contributed by government, the contribution is accounted for under the income approach whereby the amount credited flows through the income statement, usually as the asset is used by the entity
6. Identify the costs included in specific types of property, plant, and equipment
· Land: Includes all expenditures made to acquire land and to make it ready for use
· Land costs typically include the purchase price; closing costs, such as title to the land, legal fees, and registration fees; costs incurred to condition the land for its intended use, such as grading, filling, draining, and clearing; the assumption of any liens, mortgages, or encumbrances on the property; and any additional land improvements that have an indefinite life
· Buildings, including investment property: Includes all expenditures related directly to their acquisition or construction
· These costs include materials, labor, and direct overhead costs that are incurred during construction and professional fees and building permits
· Equipment: Includes the purchase price, freight, and handling charges that are incurred; insurance on the equipment while it is in transit; the cost of special foundations if they are required; assembling and installation costs; and the costs incurred in calibrating the equipment so that it can be used as intended
· Mineral resource properties: Four types of costs may be included in establishing the cost of mineral resource assets:
1) Acquisition costs
2) Exploration and evaluation costs
3) Development costs
4) Site restoration and asset retirement costs 
7. Understand and apply the cost model
· The cost model is appropriate for all classes of PP&E, including investment property
· Under this model, the assets are carried at cost less accumulated depreciation and any accumulated impairment losses
8. Understand the revaluation model and apply it using the asset adjustment method
· Under IFRS, the revaluation model may be applied to any class of PP&E except investment property, provided fair value can be measured reliably
· Under this model, the assets are carried at their fair value at the revaluation date less any subsequent accumulated depreciation and any subsequent accumulated impairment losses
· While held, net increases in fair value are not reported in income, but are accumulated in a Revaluation Surplus (OCI) account in equity
· Net losses are reported in income once the revaluation surplus has been eliminated
· At the time of revaluation, under this method, the accumulated depreciation account is eliminated (written off against the asset itself)
· The asset is then adjusted to its new revalued amount
9. Understand and apply the fair value model
· The fair value model can be applied only to investment property under IFRS, and the choice between cost and fair value must be made for all investment property reported
· Under this model, all changes in fair value are recognized in net income
· No depreciation is recognized
15. Explain and apply the accounting treatment for costs incurred after acquisition
· Day-to-day servicing, repair, and maintenance costs, and costs of rearrangement and relocation, are expensed as incurred
· PP&E expenditures that provide future economic benefits and whose costs can be reliably measured are capitalized
· The cost of additions, replacements, and major overhauls and inspections are capitalized and the carrying amount of the replaced asset or the previous overhaul or inspection is removed from the account 
11. Explain and apply the accounting treatment for costs incurred after acquisition
· In general, the accounting for PP&E assets is very similar under both IFRS and ASPE because the principles underlying both are very similar
· However, under IFRS, practice remains closer to the principles identified
· This is seen, for example, in accounting for components and major overhauls and inspections, incidental revenues and expenses before asset use, and borrowing costs
· IFRS permits application of a revaluation model and a fair value model, neither of which is acceptable under ASPE
· The IASB is researching activities related to the extractive industry with the objective of developing accounting standards to cover the exploration for, and the development and extraction of, minerals and oil and gas resources and assets
· In addition, a new IFRS standard on fair value measurement was finalized in May 2011, with an effective date of January 1, 2013

Chapter 11
1. Understand the important of depreciation, impairment, and disposition from a business perspective
· The economic benefits of property, plant, and equipment are typically consumed as the items are used by the organization
· Because the benefits are consumed over multiple periods, companies use depreciation to allocate the benefits of the PP&E to each period as the capacity of the assets is used up
· By allocating the cost of property, plant, and equipment over its useful life, businesses are better able to match the costs and benefits of the assets to the revenues that they help generate
· Companies also need to assess their PP&E each year under IFRS for indications of impairment, and if these indications are present they should re-estimate how much will be recoverable
· Following GAAP should also help companies better understand their business
2. Explain the concept of depreciation and identify the factors to consider when determining depreciation charges
· Depreciation is the process of allocating the cost of property, plant, and equipment assets in a systematic and rational manner to the periods that are expected to benefit from their use
· The allocation of the cost of intangible capital assets is termed “amortization” and the allocation of the costs of mineral resource assets is termed “depletion.” 
· Four factors involved in determining depreciation expense are:
1) The recognition of the appropriate asset components
2) The amount to be depreciated (depreciable amount)
3) The estimated useful life
4) The pattern and method of depreciation
3. Identify how depreciation methods are selected
· The depreciation method chosen should amortize an asset in a pattern and at a rate that corresponds to the benefits received from that asset
· The choice often involves the use of professional judgment
· Tax reporting, simplicity, perceived economic consequences, and impact on ratios are examples of factors that influence such judgments in practice
4. Calculate depreciation using straight-line, decreasing charge, and activity methods and recognize the effects of using each
· The straight-line method assumes that an asset provides its benefits as a function of time
· As such, cost less residual value is divided by the useful life to determine the depreciation expense per period
· The decreasing charge method provides for a higher depreciation charge in the early years and lower charges in later periods
· For this method, a constant rate (such as double the straight-line rate) is multiplied by the net book value (cost less accumulated depreciation and accumulated impairment losses) at the start of the period to determine each period's expense
· The main justification for this approach is that the asset provides more benefits in the earlier periods
· The activity method assumes that the benefits provided by the asset are a function of use instead of the passage of time
· The asset's life is considered in terms of either the output that it provides or an input measure, such as the number of hours it works
· The depreciation charge per unit of activity (depreciable amount divided by estimated total units of output or input) is calculated and multiplied by the units of activity produced or consumed in a period to determine the depreciation
5. Explain the accounting issues for depletion of mineral resources
· After the depletion base has been established through accounting decisions related to the acquisition, exploration and evaluation, development, and restoration obligations associated with mineral resources, these costs are allocated to the natural resources that are removed
· Depletion is normally calculated using the units of production method
· In this approach, the resource's cost less residual value, if any, is divided by the number of units that are estimated to be in the resource deposit, to obtain a cost per unit of product
· The cost per unit is then multiplied by the number of units withdrawn in the period to calculate the depletion
6. Explain and apply the accounting procedures for partial periods and a change in depreciation rate
· Because all the variables in determining depreciation are estimates—with the exception, perhaps, of an asset's original cost—it is common for a change in those estimates to result in a change in the depreciation amount
· When this occurs, there is no retroactive change and no catch-up adjustment
· The change is accounted for in the current and future periods
7. Explain the issues and apply the accounting standards for capital asset impairment under both IFRS and ASPE
· A capital asset is impaired when its carrying amount is not recoverable
· The cost recovery method (ASPE) defines recoverable as the undiscounted cash flows from the asset's use and later disposal
· If impaired, the asset is written down to its fair value, and this loss cannot be reversed later if the asset's value recovers
· The rational entity model (IFRS) defines recoverable amount as the higher of the asset's value in use and fair value less costs of disposal
· Both these values are discounted cash flow amounts
· If the recoverable amount subsequently improves, the impairment losses recognized are reversed
8. Explain and apply the accounting standards for long-lived assets that are held for sale 
· Assets held for sale are no longer depreciated
· They are remeasured to their fair value less costs of disposal at each statement of financial position date
· [bookmark: _GoBack]Recoveries in value may be recognized to the extent of previous losses
· Held-for-sale items of property, plant, and equipment are separately reported as non-current assets unless they meet the definition of current assets
· Under ASPE, assets held for sale are only permitted to be reported in current assets if sold before the financial statements are completed and the proceeds on sale are expected within 12 months from the date of the statement of financial position (or operating cycle, if longer)
9. Account for derecognition of property, plant, and equipment
· Depreciation continues for PP&E assets until they are classified as held for sale or derecognized
· At the date of disposal, all accounts related to the retired asset are removed from the books
· Gains and losses from the disposal of plant assets are shown on the income statement in income before discontinued operations, unless the conditions for reporting as a discontinued operation are met
· For property, plant, and equipment donated to an organization outside the reporting entity, the donation is reported at its fair value with a gain or loss on disposal recognized
10. Describe the types of disclosures required for property, plant, and equipment
· The type of information required to be disclosed for property, plant, and equipment is governed by the information needs of users
· Because users of private entities' financial information are often able to seek further specific information from a company, there are fewer required disclosures than for public companies reporting under IFRS
· The required disclosures under IFRS include those relating to measurement, changes in account balances and the reasons for the changes, information about how fair values are determined, and many others
11. Analyze a company’s investment in assets
· The efficiency of use of a company's investment in assets may be evaluated by calculating and interpreting the asset turnover rate, the profit margin, and the rate of return on assets
12. Identify differences in accounting between ASPE and IFRS, and what changes are expected in the near future
· In most major ways, international and Canadian accounting standards for the depreciation of property, plant, and equipment are similar
· Significant differences do exist, however, in the extent of componentization for depreciation, the impairment models applied, and the extent of disclosure
· The impairment differences relate to how it is determined whether an asset is impaired, how the impairment is measured, and the ability to recognize recoveries in value
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