Chapter 1 – Investments 

	Things to remember regarding adjustments and their respective journal entries:

↑Assets = ↑Liabilities + ↑Equity               
      Dr.              Cr.                Cr.
↑ Assets → dr.                                   
↑ Liabilities → cr.
↑ Equity → cr.
↑ Revenues → cr.
↑ Expenses → dr.
↑ Dividends → dr.

↑ Assets - ↑ FTL
↓ Assets - ↑ FTA
↑ Liability - ↑ FTA
↓ Liability - ↑ FTL



There are two possible type of investments:
· Non-strategic investments: These investments are made to earn income either through capital appreciation or dividends (e.g. investing in shares with excess cash)
· Strategic investments: Investments that will benefit the holder of these investments (e.g. vertical integration, horizontal integration)
	FVTPL*
	Equity Method**
	Consolidation

	Non-strategic investment
	Strategic investment
	Strategic investment

	0% – 20%
	20% - 50% 
	>  50% 

	Recognize at FV at the end of every reporting period with gains or loss going directly to income
	Investment in associate 
· Cost
· + Share of P/L
· - Dividends
	Full line-by-line consolidation
P + S ± Adjustments = Co

	Can elect to have G/L going to OCI – for all that class of shares
	
	Remove intercompany transactions (Chapter 4)



*For FVTPL, remember to re-measure them at FV at the end of each reporting period (i.e. the original cost will no longer matter.
** For the equity method, find the balance of the “Investment in Associate” account at the beginning of the period before adding the Share of P/L or removing the dividends to arrive at the ending balance.
 

Chapter 2 – Acquiring Net Assets
Acquiring all the net assets of a company. Therefore it your acquisition analysis, include the net assets at FV. 
	Remember:
· Contingent considerations are contingent liabilities to the acquirer
· Contingent liabilities (real liabilities; NOT POSSIBLE liabilities) of the acquiree are recognized as provisions even if they do not meet the recognition criteria under IAS 37
· If you are paying liabilities on behalf of the acquiree
· They are a credit to cash
· Do not include them in the FV of acquired net assets 
· Recognize intangibles even if the sub did not record them because they did not meet the recognition criteria (e.g. patents, customer lists, trademarks, government contracts
· Goodwill is not amortized, it is tested for impairment annually. Further, once impaired, they cannot be written back up.
· Intangibles with indefinite lives are not amortized, they are tested for impairment annually. 



Buying Assets vs. Buying Shares
	Buying Assets
	Buying Shares

	Preferred by acquirer
	Preferred by acquiree

	Not responsible for hidden liabilities
	Can use QSBC Lifetime Capital Gains Exemption if CCPC


	Can choose individual assets; eliminate the need to acquire redundant assets
	

	The UCC (CCA base) will be at FV  → higher CCA →  less taxes
	





Chapter 3 – Acquiring 100% of Shares
A business combination is a transaction or other event in which an acquirer obtains control of one or 
more businesses.
What is a business?
· Inputs – an economic resource (e.g. non-current assets, intellectual property) that creates outputs when one or more processes are applied to it
· Process – a system, standard, protocol, convention or rule that when applied to an input or inputs, creates outputs (e.g. strategic management, operational processes, resource management)
· Output – the result of inputs and processes applied to those inputs.
You have to purchase a BUSINESS!  If you are just purchasing multiple warehouses, then account for it using IAS 16 – PPE. In a case, argue why it is a business and not an assets.
All business combinations are accounted for using the acquisition method.
1) Determine acquirer
a. Who will obtain control? If you can’t determine this, then:
i. Deemed to have control through voting rights or majority member of the board
ii. Which company is larger? 	 
2) Determine acquisition date
a. Date which control is obtained. If you can’t determine this, then:
i. Date title of which net assets are transferred
ii. Date which binding contract is signed

3) Recognize all identifiable and separable assets and liabilities at FV
a. Remember that Assets = Liabilities + Equity or Equity = Assets – Liabilities or Equity = Net assets at BV
b. Since we include Equity in FVINA/consideration received, you will only recognize assets/liabilities that have a FV different from its BV
4) Compute goodwill or gain on bargain purchase
a. Determine Consideration transferred
i. Cash + Shares + Acquirees’s liabilities paid on their behalf + Contingent Considerations
ii. Contingent considerations are possible resource outflows relating to the acquisition. Even if they are not probable, you must recognize them.
b. Goodwill = Consideration transferred/Acquisition costs > Consideration received/FVINA
c. Gain on bargain purchase = Consideration transferred/Acquisition costs < Consideration received/FVINA
i. In a case, be VERY careful when you obtain Bargain Purchases. In a business setting, why would someone sell their ongoing business for less? This occurs when there are hidden liabilities or the business has a going concern or something fishy!
1-year measurement period rule
You have one year from date of acquisition to revise (in light of new info) the acquisition cost, fair values of the net identifiable assets, and therefore G/W - adjustments are made to goodwill. Anything after this period is treated as an error - and accounted for as a retrospective adjustment.
1 year measurement period applies for ASPE and IFRS
Doesn’t apply to contingent consideration
· Changes in contingent consideration is not considered a measurement period adjustment; so the one year measurement rule doesn’t apply to contingent considerations so don’t adjust goodwill
· Adjust it directly to NI if it’s a contingent consideration that is a liability 
· Adjust it to Equity if it’s an entity settled contingent consideration (RE)
Different Year End (Highly unlikely that you will see this)
If sub and parent have different year ends, there are two possible alternatives:
1) Difference is less than 3 months
a. Consolidate taking into consideration the major events/transactions for the discrepancy
b. Sub produces new pro-forma F/S 
2) Difference is more than 3 months
a. No choice but to produce new F/S
Fair Value Adjustments 
Since the sub will continue to operate as a separate entity, it will record transactions it its own books and file its own tax reports. However, since the acquisition recognized net assets at FV, there will be discrepancies which we must reconcile during the consolidation process. These FV difference will also give rise to tax consequences.
Example:
Sub has PPE with a carrying value of $100, FV of $200. The PPE still has a useful life of 10 years.
	Account
	Sub’s Book
	Consolidated F/S
	Difference

	Dep exp (CCA)
	
	
	$10/y


This represents the difference between what was in the sub’s book and what should have been done on a consolidated basis.


Fair Value Adjustments Table
This table is used to reconcile the difference between the FV and BV (in relation to the sub) at acquisition date. Therefore, the date of the table is the date that the consolidation process takes places, NOT the date of acquisition. 
Affecting prior year’s income
To recognize the net assets to FV
Affecting this year’s income

					
	Account
	Net Income (Present)
	Beg R/E (Past)
	Balance Sheet (Future)

	
	
	Always net of taxes
	

	Gain on B/P
	If the acquisition occurred this year (no tax!)
	If the acquisition occurred in prior years (no tax)
	

	Goodwill 
	
	
	(Don’t forget to add it! No tax!)



	THINGS TO KEEP IN MIND:
· No actual record of prior years’ consolidation is kept
· Each year, you must redo the adjustments taking into consideration of the effect of time
· If an account affected NI last year, then this year you would make the adjustment to Beg R/E
· Remember that you are NOT recording any new transactions, all of the actual business transactions are already properly recorded. You are simply making adjustments to these account to reflect the impact of the FV differences at acquisition.
· Try to see the big picture
· Consolidation means reporting both entity as if they were one entity 
· What the sub recorded and what should have been recorded
· Pre-acquisition adjustments are simply
· ↓ Investment in Sub
· ↓ C/S – sub
· ↓ R/E – sub
· ↑ Goodwill or Gain on Bargain Purchase




Chapter 4 – Intragroup Transactions
[bookmark: _GoBack]
 Recording
Recording


Consolidation consists of reporting both the parent and the subs as a combined entity. In other words, it is as if neither the parent nor the sub existed. Rather, the financial statements will report the transactions as only one company; PS. Note that this is the first time you see the difference between recording and reporting.
Intragroup transactions defeat the purpose of consolidation. If you think about it, since only company PS exists, PS cannot make sales to itself. Therefore intragroup transactions must be removed. 
Some common intragroup transactions are:
1) Inventories
2) Depreciable assets
3) Non-depreciable assets
4) Dividends
5) Intercompany loans
6) Intercompany services
Inventories
Assume FIFO and perpetual inventory system 
	Sales during the current year
	Sales made in previous years and sold this year

	↓ Sales Revenue → full intercompany sales amount
↓ COGS → full intercompany sales amount less unrealized profit
↓ Tax expense → since you have less gross profit, you pay less taxes

↓ Inventory → inventory will now be overstated by the unrealized profit
↑ FTA → because you decreased the value of an asset
	↓ Beg R/E → remove amount of unrealized profit net of taxes
↓ COGS → to realize profit
↑ Tax expense → you are making higher income


Depreciable Assets
Assume that PPE were transferred at a gain. Keep in mind that the direction of the adjustments (arrows) are the exact opposite in the event that an unrealized loss occurs. 
The unrealized gain is realized through depreciation until fully depreciated or when disposal of the asset occurs. 
	PPE sold during the current year
	PPE sold in previous years 

	↓ Gain → full gain amount
↓ Tax expense → less income, less taxes (yay!)

↓ Dep exp → realize the profit
↑ Tax exp → more income, more taxes (boo!)

↓ PPE → PPE is now overstated in the recipient’s book
= Dep exp * # of year remaining
↑ FTA 
	↓ Beg R/E → amount of unrealized gain less depreciation times the number of year since the sale, net of taxes
= (gain – (dep exp * # of years)) * (1 – tax rate)

↓ Depreciation expense → to realize profit
↑ Tax expense → you are making higher income

↓ PPE → PPE is now overstated in the recipient’s book
= Dep exp * # of year remaining
↑ FTA



Non-Depreciable Assets
Gain or losses on intercompany sales of non-depreciable assets will remain unrealized until sold.
	Land sold during the current year 
	Land sold in previous years 

	↓ Gain → full gain amount
↓ Tax expense → less income, less taxes (yay!)

↓ Land → Land is overstated in the recipient’s book
↑ FTA 

*Note that for non-depreciable assets sold during the current year has to remain on hand at year end. If sold before year end, NO ADJUSTMENTS.
 
	↓ Beg R/E → amount of unrealized gain, net of taxes

If still on hand:
↓ Land → Land is overstated in the recipient’s book
↑ FTA 
 
If sold to external party during the current year: 
↑ Gain → Land is overstated in the recipient’s book thus giving rise to a higher cost base, which understates the gain
↑ Tax Expense 







Intercompany Dividends
Intercompany dividends (i.e. dividends paid from sub to parent) must be removed. Why?




Dividends





Since dividends are paid on a per share basis, and the parent owns 100% of the shares, then the parent is entitled to 100% of the dividends paid by the sub. As a result, this becomes intragroup.
	Dividends Declared  
	Dividends Declared and Paid

	↓ Dividend declared → To remove the dividends from sub to parent
↓ Dividend revenue → To remove the dividends received by the parent from the sub
↓ Dividend payable → To remove the dividend payable to the parent from the sub
↓ Dividend receivable → To remove the dividend receivable from the sub to the parent

 
	↓ Dividend declared → To remove the dividends from sub to parent
↓ Dividend revenue → To remove the dividends received by the parent from the sub
 
*Note that in this case, the transfer of cash relating to the dividend cancels out during the consolidation process.






*** EXTRA IMPORTANT:
· Actual dividends paid by the parent to their shareholders are “legitimate” transactions and MUST NOT be adjusted for.
· They will be subtracted from “Available for Appropriation” to arrive to Consolidated End R/E  
· Consolidated Beg R/E + Consolidated NI – Parent’s DIVIDENDS = Consolidated End R/E
· Adjustments to dividends are only for the CURRENT YEAR. Anything relating to dividends in previous years are to be disregarded.
· Parent’s beginning R/E are overstated
· Sub’s beginning R/E are understated
· Thus they cancel out 
· There are not tax consequences with respect to dividends both from a sub perspective and from a parent perspective.

Intercompany Services
Intercompany services are to be removed. The rational being that PS (consolidated entity) cannot technically provide services to itself.  
	Rent paid from sub to parent  

	↓ Rent Expense → To remove the rent paid from sub to parent
↓ Rent revenue → To remove the rent received by the parent from the sub
 



· Adjustments to intercompany services are only for the CURRENT YEAR. Anything relating to intercompany services rendered in previous years are to be disregarded.
· Parent’s beginning R/E are overstated
· Sub’s beginning R/E are understated
· Thus they cancel out 
· There are not tax consequences with respect to intercompany services, both from the parent and sub’s perspective.

Intercompany Loans
Intercompany loans are to be removed. The rational being that PS (consolidated entity) cannot theoretically provide loans to itself.  
	Bond payable from Sub to Parent  

	↓ Bond payable → To remove the bond payable by the sub to the parent
↓ Bond in Sub → To remove the bond receivable from the sub to the parent
↓ Interest expense → To remove the interest expense in the sub’s books
↓ Interest revenue → To remove the interest revenue in the parent’s books
↓ Interest payable → To remove the interest payable by the sub to the parent
↓ Interest receivable → To remove the interest receivable from the sub to the parent

Remember the interest component relating to the loan. There is no tax effect to these adjustments.
 



*Note: Sometimes, intercompany loans and dividends are not disclosed in the additional information section. Consequently, LOOK in the BODY of the F/S provided.
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