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Discussion: Accounting Methods
Response to Question #1
The key difference between IFRS and U.S. GAAP is that while IFRS is a principle-based approach, the U.S. GAAP is a rule-based approach. In the U.S. GAAP system, all companies are expected to adhere to the U.S. Securities and Exchange Commission's rules, especially regarding financial statements. On the other hand, IFRS, a rule-based system, focuses on maintaining stability and financial operations transparency. It enables investors to see what is happening in the company to help them make more informed decisions. The U.S. GAAP is not a better approach than the IFRS because it does not allow inventory reversals as IFRS do. Therefore, IFRS is the best system to use.
Response to Question #2
Firms used the cost method to account for the unconsolidated investments in common stocks despite significant influence because this method employed the income recognition approach's cash-basis, which limited the investor's influence over the investee. The cost basis income approach involves making a passive long-term investment that does not influence the company. This method is appropriate where the investee's investment is less than 20% because more investment would require more control and involvement in the company's operations. Lack of active involvement in long-term investments allowed the managers to accumulate more wealth as the stock purchased is recorded and not modified unless the shares are sold. This is different from the equity or fair-value method, which involves subsidiary adjustments to the share value. However, since the equity method does not treat dividends as income, it may present the same opportunities that give the managers more autonomy over the investee's investment.
Response to Question #3
The equity method states that if a company owns more than 20% of its stock, it has significant control over the company operations and decisions. In this case, it means that Highland Laboratories has a significant ability to exert influence on Abraham, Inc. However, the equity criteria may not be effective. Instead, Highland Laboratories can choose a proportional consolidation that provides them with more accurate and detailed information or records on the company's performance. As mentioned in the scenario, exerting influence in the equity method would mean that the Highland Laboratories take the operations, but they know nothing about the bakery business. Proportional consolidation will ensure that Highland Laboratories can enable the company to see the operational effectiveness in different joint ventures. For example, the company can monitor production costs, shipping costs, and profit margin (Maverick, 2019). The proportional consolidation criteria will offer Highland Laboratories an opportunity to account for its investment in Abraham, Inc. because the financial statements are combined. In the consolidated method, both income statements and balance sheets are combined to form one statement, which gives Highland Laboratories a chance to monitor and actively exert influence over Abraham, Inc. without necessarily being involved in the operations.








Reference
[bookmark: _GoBack]Maverick, J. B. (2019 February, 8). “How Do the Equity Method and Proportional Consolidation Method Differ?” Investopedia. Retrieved from https://www.investopedia.com/ask/answers/062315/what-difference-between-equity-method-and-proportional-consolidation-method.asp#:~:text=The%20equity%20method%20and%20the,income%20statements%20report%20these%20partnerships.
