Chapter 6

1. Calculate gross profit on sales and mark-up on cost

· The gross profit percentage is calculated as the gross profit amount divided by the sales amount.  It is also referred to as the mark-up on sales.  

· The mark-up on cost is equal to the gross profit amount divided by cost of goods sold. 

· Always read the information carefully to determine if you are given the mark-up as a percentage of sales or as a percentage of cost.


2. Describe the effect on consolidated profit of the elimination of both intercompany revenues (and expenses) and intercompany asset profits 

· Consolidated financial statements present the financial position and results of operations of the parent and subsidiary as if they were combined as a single economic entity.  The consolidated financial statements should report only transactions with entities outside of the combined entity. Intercompany profits are only considered realized when the items have been resold outside the entity.

· Since the parent and subsidiary are part of the same economic entity, transactions between them are not transactions with outsiders.  Therefore, intercompany revenues and expenses must be eliminated and not reflected as transactions on the consolidated financial statements.

· The consolidated financial statements should reflect what the account balances would have been had the intercompany transactions not occurred. If one entity records intercompany revenue and the other entity records the intercompany expense the two amounts net out on consolidation.  However, the purpose of eliminating these revenues and expenses is to ensure that both revenues and expenses are not overstated on the consolidated income statement.

· Since the revenues and expenses are offsetting, there is no impact on the bottom line on the consolidated income statement.  Therefore, NCI is not affected by the elimination of an equal amount of revenue and expense.  

3. Define upstream and downstream sales

.

· The parent is the controlling party and the subsidiary is the controlled party.  So, the parent looks down at the subsidiary and the subsidiary looks up to the parent.

3.  Define upstream and downstream sales (continued)


· Intercompany transactions are defined as either upstream or downstream depending on who is the seller.  

· When a parent sells to the subsidiary, it is a downstream transaction.  When profit is eliminated on downstream transactions, it is charged to the parent. 100% of any unrealized profit is removed from consolidated net income. Since the NCI has no interest in the parent, the NCI is not affected by downstream transactions.  

· When the subsidiary sells to the parent or another subsidiary of the parent, it is an upstream transaction.  When profit is eliminated on upstream transactions, it is charged to the subsidiary.  100% of any unrealized profit is removed from consolidated net income. The NCI is affected by upstream transactions since the NCI shares in the profits of the subsidiary. A portion of the unrealized profit is allocated to the NCI. 


4. Prepare consolidated financial statements that reflect the elimination of upstream and downstream intercompany profits in either the parent’s or the subsidiary’s ending inventory

· The gross profit on inventory is recognized when inventory is sold to outsiders.  When the subsidiary sells to the parent, the profit has not yet been realized from a consolidated viewpoint. Therefore, the profit is held back from being recognized in net income until it is sold to outsiders.  

· Adjustments to eliminate unrealized profits in ending inventory are facilitated by preparing a schedule of unrealized intercompany profits. The before tax unrealized profit amount is listed, next the related tax on this amount is calculated and then the after tax unrealized profit is determined.

· If inventories are overstated at the end of the year, income is overstated for the year. The gross amount of both upstream and downstream intercompany sales is removed from the sales and cost of goods sold accounts when preparing the consolidated statements. The before tax amount of unrealized profit is removed from ending inventory and added to cost of goods, and the tax effect is removed from income tax expense and added to deferred income tax assets. This way only the realized after tax profits are reported.

· When losses are recognized on intercompany transactions, the intercompany transactions should be eliminated on consolidation. Then, the assets involved in the intercompany transaction should be checked for impairment.

5. Prepare consolidated financial statements that reflect the realization of upstream and downstream intercompany profits in inventory that were held back in previous periods

· When the inventory purchased from an entity within the consolidated entity is sold to outsiders, the profit that was held back in previous years is now realized from a consolidated viewpoint and is recognized in consolidated net income.

· Since inventory is typically sold within a year of purchase, intercompany profits are typically eliminated in one year and then realized and added to consolidated income in the next year.

5.
Prepare consolidated financial statements that reflect the realization of upstream and downstream intercompany profits in inventory that were held back in previous periods (continued)


· The timing for recognition of profits is different between the separate entity books and the consolidated statements.  Over several years, cumulative profits since the date of acquisition are the same for consolidated financial statements and for the separate entity financial statements of the parent and subsidiary.

· When preparing consolidated statements, the intercompany profit schedule will include the unrealized profit in beginning inventory. The after tax profit from last year’s ending inventory, once realized, is added back when determining consolidated net income. 

· On the consolidated income statement, the before tax unrealized profits from last year’s inventory are removed from the current year’s cost of goods sold, thereby increasing income and recognizing that these profits have been realized in the current year. Since the related tax effects on last year’s unrealized profits were removed last year, they should be added to income tax expense in the year the profits are realized.
· When the income statement classifies expenses by their nature, the elimination of intercompany purchases and unrealized profit in inventory will affect the raw materials account and changes in inventories of work in progress and finished goods account.

6. Prepare consolidated financial statements that reflect the elimination and subsequent realization of upstream and downstream intercompany profits in either the parent’s or the subsidiary’s land 

· When an intercompany sale of land occurs, the profit should be eliminated and the land should be restated on the consolidated financial statements to the original cost when it was first purchased from an outsider. Each year, the land value on the consolidated financial statements is restated until it is resold outside the consolidated entity.

· Any gain or loss on the intercompany transaction, including the tax effects, must be eliminated from consolidated income in the year of the intercompany sale, and from retained earnings thereafter until the land is sold to an outsider.

· The NCI is only affected if the sale is upstream.

· In the year the land is sold to outsiders, the gain and taxes that were held back on the original intercompany transaction are now considered to be realized from a consolidated perspective and should be incorporated when preparing the consolidated income statement.

· The consolidation adjustments to eliminate intercompany transactions and unrealized profits will differ depending on whether the reporting entity uses the cost model or revaluation model. The consolidated statements should present land at the values that would have been reported on the selling company’s statements had the intercompany transaction not taken place.

7. Explain how the revenue recognition and matching principles are used to support adjustments for intercompany transactions when preparing consolidated financial statements


· Revenue should be recognized when it is earned with an exchange with an external party.  Revenue on intercompany transactions is not earned from a consolidated perspective because there is not an exchange with a party external to the consolidated entity.  Therefore, revenue on the intercompany transaction should be eliminated.
· The matching principle requires that expenses be matched to revenue or that costs should be expensed when the benefits are received.  The cost of inventory should be expensed when the goods are sold to match to the revenue from the sale of the goods.
· Cost of goods sold (COGS) on an intercompany transaction should be eliminated on consolidation because the revenue is not earned and therefore the COGS should not be expensed.  When the goods are sold to outsiders, revenue should be recognized and the cost of the inventory sold should be expensed on the consolidated income statement.
· Similarly, income tax expense should be matched to income before taxes.  When intercompany profit is eliminated, the income tax expense should also be eliminated.  When the profit is subsequently realized from a consolidated perspective, the income tax on this profit should be expensed.


8. Prepare the journal entries under the equity method to reflect the elimination and subsequent realization of intercompany profits in inventory and land

· The equity method incorporates the parent’s share of the net effect of all consolidation adjustments such that the parent’s income under the equity method is equal to consolidated net income attributable to the parent’s shareholders.

· To ensure completeness of the journal entries, a calculation of consolidated net income for the year should be prepared.  For each adjustment to the parent’s or subsidiary income, an entry needs to be prepared.  

· Unrealized profits, net of tax, in the current year’s ending inventory or land are debited to investment income.  Realized profits are credited to investment income. 

· Adjustments are made for 100% of unrealized/realized profits on downstream transactions and for the parent’s percentage ownership in the subsidiary for upstream transactions.

Chapter 7

1. Prepare consolidated financial statements that reflect the elimination and subsequent realization of upstream and downstream intercompany profits in depreciable assets
· The depreciable asset must be restated on the consolidated financial statements to the net book value based on the cost when it was purchased from outsiders.

· Any gain on the intercompany transaction must be eliminated from income and/or retained earnings until the depreciable asset is sold to an outsider.

· The depreciation expense on the consolidated income statement must be adjusted to what it would have been had the intercompany transaction not taken place.

· It is helpful to set up an intercompany profits schedule with before tax, tax effect and after tax amounts for the original amount of the gain on sale of the depreciable asset. From these amounts are deducted the annual depreciation adjustment and related taxes. In one sense, the depreciation adjustment recognizes the profit on the intercompany sale in proportion to the use of the asset.

· The consolidation adjustments to get to the desired account balances are charged/credited to the original seller.  If the subsidiary sold a depreciable asset at a profit, the unrealized profit on the sale is eliminated and charged back to the subsidiary and the excess depreciation being taken by the parent is also credited to the subsidiary.

· Public companies can choose to revalue capital assets at fair value. The consolidated statements should present the capital assets at the values that would have been reported on the selling company’s statements had the intercompany transaction not taken place.


2. Explain how the historical cost principle supports the elimination of unrealized profits resulting from intercompany transactions when preparing consolidated financial statements

· The historical cost principle requires that certain assets be reported at historical cost or historical cost less accumulated depreciation.  When preparing consolidated financial statements, the assets to be reported at historical cost should use original cost for the consolidated entity i.e. what was the cost when the assets were originally purchased by the consolidated entity.

· Unrealized profits on intercompany transactions should be eliminated on consolidation.  By so doing, the asset will be reported at the original cost to the consolidated entity.  In turn, depreciation expense and accumulated depreciation should be based on the original cost to the consolidated entity as if the intercompany transaction had not occurred.

3. Prepare the journal entries under the equity method to reflect the elimination and subsequent realization of intercompany profits in depreciable assets

· Debiting investment income eliminates unrealized profits, net of tax, resulting from the sale of depreciable assets.  Realized profits from the usage of the assets are credited to investment income. 

· Adjustments are made for 100% of unrealized/realized profits on downstream transactions and for the parent’s percentage ownership in the subsidiary for upstream transactions.


4. Convert the balances for net income and investment in a subsidiary from the cost method to the equity method

· When converting from the cost method to the equity method, remember that the equity method incorporates the effect of all consolidation adjustments. The balance sheet reflects the position at a point in time and captures the cumulative effect of all adjustments to date. The income statement reports the performance for a period of time and captures the effect of any adjustments for that period. 

· The investment in subsidiary under the equity method, at any reporting date, should consist of the following:

· The original cost of the investment

· Less any unrealized profits or gains (net of tax) at the end of the reporting period on downstream transactions

· Plus the parent’s share of the subsidiary’s adjusted post acquisition retained earnings, which has been adjusted for unrealized profits on intercompany transactions and amortization/impairment of acquisition differential on a cumulative basis

· When converting retained earnings from the cost method to the equity method, use the same adjustments for converting the investment account from the cost method to the equity method.

Chapter 8
1. Prepare a consolidated cash flow statement (CFS) by applying concepts learned in prior courses and unique consolidation concepts discussed in this course


· Prepare the cash flow statement (CFS) by analyzing changes in the consolidated balance sheet from last year to this year.  

· The cash flow statement should show the cash paid for the acquisition as an investing activity.

· Details of the acquisition should be disclosed in the notes to the financial statements.

· Amortization of acquisition differential is a non-cash item.  It must be added back to net income to determine cash from operations under the indirect method.


· Consolidated net income from the consolidated income statement includes the amount attributed to both the controlling and non-controlling shareholders. Although net income attributable to NCI is a non-cash item, it does not get added back on the consolidated CFS because the consolidated net income figure is before the attribution to the controlling and non-controlling shareholders.

· Dividends paid by parent and dividends paid by subsidiary to NCI should be shown separately.


2. Prepare financial statements in situations where the investor’s ownership has increased but control has not yet been achieved (step purchases)

· Until the investor obtains significant influence or control, the cost method or fair value method should be used to record and report investments and the acquisition differential need not be accounted for.

· When an investor who initially had no significant influence subsequently purchases enough shares to obtain significant influence, the investor must change from the cost method/fair value method to the equity method for reporting purposes. 

· The acquisition differential is calculated once significant influence has been achieved and the purchase price used is the cost for all prior purchases including the purchase resulting in significant influence. Also, the acquisition differential calculation is based on the investee’s shareholders’ equity and fair values at the time significant influence was achieved. The investor is not required to go back and retroactively restate prior purchases and calculate acquisition differentials based on the investee values at that time.

· For each purchase of shares after significant influence has been achieved, a separate schedule should be prepared to allocate and amortize the acquisition differential.

3. Prepare consolidated financial statements in situations where the investor’s ownership has increased and the investor has gained control (step purchases)

· Once an investor achieves control, the investor will have to switch from using the cost, fair value or equity method for reporting to consolidation. The acquisition method of consolidation would be applied and the subsidiary’s assets and liabilities would be valued at fair value.

· Once the parent has control, any change in percentage ownership without a loss of control is accounted for as an equity transaction. The unamortized acquisition differential is redistributed between the controlling and non-controlling interests. Any difference between the amount paid or received by the parent and the carrying value of the investment being disposed is reported as a direct charge or credit to shareholders’ equity.

· The percentage ownership applicable for each period or portion of a period is used in accruing the parent’s share of the investee’s income and unrealized profits.

4. Prepare consolidated financial statements after the parent’s ownership has decreased
· Any time the parent’s percentage ownership decreases, a sale occurs (or is deemed to have occurred) and a gain or loss on sale is calculated.  If the parent still controls the subsidiary after the sale, the gain or loss is reported as a capital transaction.  If the parent loses control, the gain or loss is reported in net income.  Furthermore, on the loss of control, any remaining investment in the investee company is revalued to fair value and the adjustment to fair value is reported in net income. 

· The gain/loss is calculated as the difference between the fair value of consideration received and the net book value of consideration given for the portion of the investment sold.

· When there is a disposition (or deemed disposition), consideration given should include a proportionate amount of the unamortized acquisition differential.

· When the percentage ownership decreases due to a disposition of existing shares, the consideration given is the percentage of investment sold times the value of the investment calculated using the equity method.

· When a subsidiary issues new shares to the public and the parent does not purchase any of the issue, the parent’s ownership interest decreases but it also shares in the increase in the subsidiary’s book value due to the new share issue. The gain or loss on deemed disposal is the difference between the proportionate share of investment account deemed sold and the parent’s share of proceeds from the issuance of additional shares.

· When the parent’s percentage ownership decreases, the parent’s share of acquisition differential being sold is transferred from the parent to NCI at carrying value on the acquisition differential amortization schedule.

5. Calculate the effect of the subsidiary’s preferred shares on the acquisition differential

· When the subsidiary has preferred and common shares, the subsidiary’s contributed capital, net income, dividends and retained earnings must be split between the preferred and common shares before computing the parent’s ownership interest in each type of share and before determining the consolidation adjustments.

· The claim of the preferred shareholders will be the call or redemption value plus any cumulative dividends in arrears. The claim of the common shareholders is the residual after the preferred shareholders’ claim.  

· If there is a difference between the purchase price by the parent and the parent’s share of the book value attributable to the subsidiary’s preferred shares, the difference is charged/credited to either retained earnings or contributed surplus in the same fashion had the subsidiary retired the shares on its own account.

6. Prepare consolidated financial statements in situations where the subsidiary has preferred shares in its capital structure

· When the parent holds none of the subsidiary’s preferred shares, the non-controlling shareholders must hold all the preferred shares.  The preferred shares would be included with NCI on the consolidated balance sheet and income statement.

· When a parent owns some of the subsidiary’s preferred shares, the parent accrues its share of the subsidiary’s equity pertaining to the preferred shares and its share of the subsidiary’s equity pertaining to the common shares when determining consolidated net income attributable to the parent’s shareholders and consolidated retained earnings.  

· On consolidation, the parent’s investment in preferred shares account is eliminated and offset against the subsidiary’s preferred shares and the NCI’s interest in the preferred shares is set up. From a consolidated viewpoint, the parent’s investment is viewed as a retirement of the subsidiary’s preferred shares.

7. Calculate consolidated net income attributable to the shareholders of the parent and non-controlling interest in situations where a parent has direct and indirect control over a number of subsidiary companies


· Consolidated financial statements should be prepared for the parent and all of its subsidiaries whether the subsidiaries are controlled directly or indirectly.

· The principles of consolidation and the principles of the equity method apply to all types of share ownership.

· To prepare consolidated financial statements when a parent controls a subsidiary and has an indirect interest in a third company, start at the bottom of the corporate structure and work your way up one company at a time. That is, allocate the third company’s income to the subsidiary, and then allocate the subsidiary’s equity basis net income (which includes its share of the third company) to the parent.

· For example, assume A owns 80% of B and B owns 60% of C.  All three companies should be consolidated because A controls B and B controls C.  Therefore, A controls B and C.  

· First, calculate consolidated results for B and C.  Then, when calculating A’s share of B, A will be picking up its share of B which already reflects B’s share of C.

Chapter 9

1. Identify when a special purpose entity should be consolidated


· A special purpose entity (SPE) should be consolidated when the sponsor controls the SPE.

· A variable interest entity (VIE) is an example of a SPE. The primary beneficiary (PB) of a VIE usually controls the VIE through means other than holding voting shares.  
· An entity qualifies as a VIE if 
· The total equity investment at risk is not sufficient to permit the entity to finance its activities without additional financial support or guarantees provided by other parties, or
· The PB has any of the following:

· The direct or indirect ability to make decisions about an entity’s activities

· The obligation to absorb the expected losses of the entity if they occur

· The right to receive the expected residual returns of the entity

· A PB is similar to a parent in the sense that it controls another entity; a VIE is similar to a subsidiary in the sense that it is controlled by another entity.

· IFRS 10 requires that consolidated financial statements be prepared for a sponsor and its SPEs.

2. Prepare consolidated statements for a sponsor and its SPEs


· The mechanics of consolidation is very similar to a consolidation of a parent and a wholly owned subsidiary in that:

a. NCI is valued at its share of the fair value of the entity

b. Identifiable net assets are valued at fair value

c. If the SPE is a business:

i. goodwill is recorded if the value assigned to consideration given by the sponsor and NCI is greater than the fair value of identifiable net assets 

ii. A gain on purchase is recorded if the value assigned to consideration given by the sponsor and NCI is less than the fair value of identifiable net assets 

· If the SPE is not a business, consolidated financial statements are not prepared. The consideration was given to purchase a basket of assets and would be accounted for as follows: 

a. A loss on purchase is recorded if the value assigned to consideration given by the sponsor and NCI is greater than the fair value of identifiable net assets 

b. The values assigned to assets acquired is reduced if the value assigned to consideration given by the sponsor and NCI is less than the fair value of identifiable net assets

· Rather than using share ownership, the governing documents are used to determine the split of the profits between the sponsor and the SPE.

· Subsequent to the date of acquisition, the acquisition differential must be amortized and intercompany profits must be eliminated similar to the consolidation of a parent and subsidiary


3. Explain how the definitions of assets and liabilities can be used to support the consolidation of SPEs



· Assets are economic resources controlled by an entity as a result of past transactions or events and from which future economic benefits may be obtained.  Since the sponsor controls the assets of the SPE, these assets should be reported on the financial statements of the sponsor.

· Liabilities are obligations of an entity arising from past transactions or events, the settlement of which may result in the transfer or use of assets, provision of services or other yielding of economic benefits in the future.  Since the sponsor usually bears the risk of absorbing any expected loss of the SPE, these liabilities should be reported on the financial statements of the sponsor.


4. Describe and apply the current accounting standards that govern the reporting of interests in joint arrangements

· A JOINT ARRANGEMENT IS AN ARRANGEMENT OF WHICH TWO OR MORE PARTIES HAVE JOINT CONTROL.  JOINT CONTROL IS THE CONTRACTUALLY AGREED SHARING OF CONTROL OF AN ARRANGEMENT, WHICH EXISTS ONLY WHEN DECISIONS ABOUT THE RELEVANT ACTIVITIES REQUIRE THE UNANIMOUS CONSENT OF THE PARTIES SHARING CONTROL.  

· Since the investor does not control the investee, it would be inappropriate to show 100% of the net assets of the investee on the consolidated financial statements. 

· AN ENTITY DETERMINES THE TYPE OF JOINT ARRANGEMENT IN WHICH IT IS INVOLVED BY CONSIDERING ITS RIGHTS AND OBLIGATIONS. AN ENTITY ASSESSES ITS RIGHTS AND OBLIGATIONS BY CONSIDERING THE STRUCTURE AND LEGAL FORM OF THE ARRANGEMENT, THE CONTRACTUAL TERMS AGREED TO BY THE PARTIES TO THE ARRANGEMENT AND, WHEN RELEVANT, OTHER FACTS AND CIRCUMSTANCES. A JOINT ARRANGEMENT THAT IS NOT STRUCTURED THROUGH A SEPARATE VEHICLE IS A JOINT OPERATION. A JOINT ARRANGEMENT IN WHICH THE ASSETS AND LIABILITIES RELATING TO THE ARRANGEMENT ARE HELD IN A SEPARATE VEHICLE CAN BE EITHER A JOINT VENTURE OR A JOINT OPERATION. 
· For joint operations, the venture recognizes (a) the assets it controls and the liabilities it incurs, (b) the expenses it incurs, and (c) its share of the revenue and expenses from the sale of goods or services by the joint arrangement.

· UNDER IFRS 11, INVESTMENTS IN JOINT VENTURES ARE REPORTED USING THE EQUITY METHOD.

· Under ASPE, an investor can choose to report its investment in a joint venture using proportionate consolidation, equity method or cost method.

· Under proportionate consolidation, the proprietary theory to consolidation is used. The legal form of the relationship is presented and only the percentage of the assets, which the venturer 
owns, is reported in the venturer’s consolidated statements. The NCI is not recorded.  

5. Compare intercompany transactions between a venturer and a joint venture and between a parent and a subsidiary

· In a parent-subsidiary relationship, the subsidiary is not considered to be an outsider since the parent controls the subsidiary.

· In a joint venture relationship, the venturer cannot unilaterally control the joint venture.  The joint venture is considered to be an outsider to the extent of the percentage of shares held by the other venturers.  For transactions with joint ventures, profit is usually considered realized to the extent of the other venturers’ percentage ownership as long as some monetary consideration is received from the other venturers. In exceptional circumstances, profit can be recognized even when no monetary consideration is received if the commercial substance test has been met i.e. the amount, timing and risk of future cash flows have significantly changed.

· For sales from the joint venture to the venturer (upstream transactions), consolidated net income attributable to the venturer and consolidated retained earnings would give the same result as for parent-subsidiary relationships since the venturer (like a parent) only absorbs its share of unrealized profits.

5. Compare intercompany transactions between a venturer and a joint venture and between a parent and a subsidiary (continued)

· For sales from the venturer to the joint venture (downstream transactions), consolidated net income attributable to the venturer and consolidated retained earnings would be different. Under a joint venture, profits on intercompany transactions are eliminated and charged back against the venturer only to the extent of the venturer’s percentage interest in the joint venture.  Under a parent-subsidiary relationship, 100% of the profit is eliminated and charged back to the parent.


6. Explain how the gain recognition principle supports the recognition of a portion of gains occurring on transactions between the venturer and the joint venturer

· When a venturer contributes assets to a joint venture, one can argue that the venturer has not sold the asset because it still controls the asset through the joint venture.  On the other hand, one could argue that it has lost control because it does not control the joint venture.  

· A gain/loss cannot be recorded on the contribution for the venturer’s percentage ownership in a joint venture because that portion has not been sold.

· A gain/loss should be recorded on a transfer to the extent of the other venturers’ interest if the commercial substance test has been met.

· The unrealized gain should be reported as a contra account to the investment in joint venture; the contra account should be amortized over the life of the related asset.

· These rules are consistent with normal gain recognition in accounting.  Gains should be recognized when the risks and rewards of ownership are transferred to outsiders.

7. Understand some basic terms related to deferred income taxes 

Definitions:

· Carrying amount = the carrying value of the asset or liability recognized for financial reporting (FR) purposes
· Tax base of asset = amount deductible for tax purposes against proceeds received when carrying amount of asset is recovered 
· Tax base of liability = carrying amount less amount deductible for tax purposes in future periods
· Deductible temporary difference = amount deductible against taxable income when the asset/liability is recovered or settled e.g. UCC for equipment > NBV, warranty liability for FR > warranty liability for tax purposes
· Taxable temporary difference = amount that will be added to taxable income when the asset/liability is recovered or settled e.g. instalment receivable for FR > receivable for tax, or NBV for plant > UCC
· Deferred tax asset = enacted future tax rate x deductible temporary difference
· Deferred tax liability = enacted future tax rate x taxable temporary difference
8. Understand the deferred tax implications of the accounting for a business combination


· The acquisition differential gives rise to temporary differences because the acquisition differential is allocated to assets and liabilities on the consolidated financial statements but is not recognized for tax purposes.  If the asset/liability was sold at the amount reported on the consolidated financial statements, a taxable or deductible amount would arise.  This tax implication should be recognized on the consolidated financial statement by recording a deferred tax asset or liability on these temporary differences.
· As the acquisition differential is amortized, the deferred tax assets and liabilities related to the acquisition differential must be adjusted.  

· Ignore the deferred tax asset or liability on the investee’s books when determining the acquisition differential.  Instead, determine what the deferred tax asset or liability should be from a consolidated perspective

· Assign fair value increments to identifiable assets/liabilities without reference to the tax basis i.e. do as we have always done

· Then, compare the carrying values assigned from a consolidated point of view to the tax basis of these assets/liabilities and determine the total deferred tax asset or liability

· Goodwill is the residual and is to be set up without recognition of tax effects on goodwill itself

9. Describe the IFRS requirements for segment disclosure and apply the quantitative thresholds to determine reportable segments

· Financial information by segments is useful to users in assessing the entity’s performance and the amount, timing and certainty of future cash flows.  If a company has various operating segments and these segments have varying degrees of risk, profitability and capital investment requirements, the users would want to see financial information for these operating segments.

· Consolidated statements combine and summarize results making it hard to assess the different types of businesses and economic environments in which the entity operates.

· Segmented financial information must be provided to external users for those segments that are regularly provided to and reviewed by the entity’s chief operating decision maker for internal purposes.

· An operating segment should be reported separately if the segment’s revenues, profits or losses, or assets are greater than 10% of the combined revenues, profits and assets of all operating segments.

· At least 75% of a firm’s external revenues must be reported by segment disclosures

· Segmented information includes:

· General information about the segment

· Information about profits and assets 

· Reconciliation to total revenues, profits/losses and assets (and liabilities if such amounts are regularly provided to the chief operating decision maker) of the entity
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