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Reasons Why Fundamental Accounting Concept1 Test Fails 

IS4 

Income (Loss) from Continuing Operations Before Tax = Income (Loss) from Continuing Operations 

Before Equity Method Investments + Income (Loss) from Equity Method Investments 

 

What this rule tests 

This rule tests the relationship between three very common line items of a financial report: 

 Income (Loss) from Continuing Operations Before Equity Method Investments 

 Income (Loss) from Equity Method Investments 

 Income (Loss) from Continuing Operations Before Tax 

This relationship exists in the US GAAP XBRL Taxonomy, is generally never reported by public companies, 

but it can always be easily imputed.  Dropping this relation is being considered. 

Of a total 9,679 financial reports examined, 1,048 entities report income (loss) from equity method 

investments.   A total of 96% of reporting entities conformed to this relationship.  There were 424 (4%) 

reporting entities which testing showed did not conform to this relationship. Of the 4% which did not 

conform to this relation, the following is a summary of the reasons: 

 Income (loss) from equity method investments is reported as a part of nonoperating income 

(expenses) (approximately 128 entities), this means that a concept is missing from the US GAAP 

XBRL Taxonomy 

 Income (loss) from equity method investments is reported after tax as opposed to before tax 

(approximately 110 entities), this is NOT A REPORTING ERROR 

 Income (loss) from equity method investments is reported as part of revenues (approximately 

20 entities), this is NOT A REPORTING ERROR 

 Other issues 

 

Generally, economic entities report the line item income (loss) from equity method investments 

between operating income (loss) and income (loss) from operations before tax.  The income statement 

of this financial report is an example: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=21344&accession_number=0000021344-14-

000008&xbrl_type=v#  

                                                           
1
 For more information on the fundamental accounting concepts and the relations between these concepts please 

see http://fundamentalaccountingconcepts.wikispaces.com  

http://www.sec.gov/cgi-bin/viewer?action=view&cik=21344&accession_number=0000021344-14-000008&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=21344&accession_number=0000021344-14-000008&xbrl_type=v
http://fundamentalaccountingconcepts.wikispaces.com/
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This is one of the ways the line item is represented in the US GAAP XBRL Taxonomy. 

 

 

 

 

Common reasons why test fails 

 

Income (loss) from equity method investments is reported as a part of nonoperating income 

(expenses)  

Approximately 128 economic entities report income (loss) from equity method investments as a sub 

part of nonoperating income (expense) which means that a concept is missing from the US GAAP XBRL 

Taxonomy: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=732717&accession_number=0000732717-14-

000010&xbrl_type=v#  

http://www.sec.gov/cgi-bin/viewer?action=view&cik=732717&accession_number=0000732717-14-000010&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=732717&accession_number=0000732717-14-000010&xbrl_type=v
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This economic entity includes the 642 amount of income (loss) from equity method investments within 

the line item labeled “Total other income (expense)” represented by the concept us-

gaap:NonoperatingIncomeExpense.  -3940 + 642 + 596 = -2702.  This is in essence redefining the 

meaning of the concept us-gaap:NonoperatingIncomeExpense.  It appears that an appropriate solution 

to this is to include an additional concept in the US GAAP XBRL Taxonomy which is the combination of 

us-gaap:NonoperatingIncomeExpense and us-gaap:IncomeLossFromEquityMethodInvestments. (such as 

“Nonoperating Income (Expense) which Includes Income (Loss) From Equity Method Investments. 
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Income (loss) from equity method investments is reported after tax as opposed to before tax 

Approximately 110 economic entities report income (loss) from equity method investments after tax in 

the same location as discontinued operations and extraordinary items.  The income statement of this 

reporting entity is an example of this situation: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=18230&accession_number=0000018230-14-

000058&xbrl_type=v#  

 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=18230&accession_number=0000018230-14-000058&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=18230&accession_number=0000018230-14-000058&xbrl_type=v
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To represent the line item “Profit of consolidated companies” the filer created an extension concept 

cat:ProfitOfConsolidatedCompanies with the definition “Income (loss) from continuing operations less 

income taxes and before income (loss) from equity method investments”.  This seems justifiable 

because in the US GAAP XBRL Taxonomy concept which could be appropriate implicitly define the 

concept to include income (loss) from equity method investments. 

 

On the other hand, it can also be said that the extension concept is NOT appropriate because the US 

GAAP XBRL Taxonomy also expresses income (loss) from equity method investments as a sibling of 

Income tax expense (benefit): 

 

Further analysis of this is necessary, however it seems that there are issues with the US GAAP XBRL 

Taxonomy for representing income (loss) from equity method investments. 
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Income (loss) from equity method investments is reported as part of revenues 

Approximately 20 reporting entities express income (loss) from equity method investments as part of 

revenues.  The income statement of this financial report is an example: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=93410&accession_number=0000093410-14-

000011&xbrl_type=v#  

 

 

 

Here, the economic entity moved income (loss) from equity method investments to be part of revenues 

(this reporting approach is not shown anywhere in the US GAAP XBRL Taxonomy), and the filer does not 

create an extension concept to indicate that they redefined the concept “revenues” to include income 

(loss) from equity method investments.  The US GAAP XBRL Taxonomy gives no indication that us-

gaap:Revenues includes income (loss) from equity method investments. 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=93410&accession_number=0000093410-14-000011&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=93410&accession_number=0000093410-14-000011&xbrl_type=v
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For contrast, this reporting entity also included income (loss) from equity method investments in 

revenues, but they DID create an extension concept.  Consider the income statement of this filing: 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=34088&accession_number=0000034088-14-

000019&xbrl_type=v#  

 

 

In the extension concept definition, they clearly are saying they created this concept because they are 

including income from equity affiliates within revenue: 

 

http://www.sec.gov/cgi-bin/viewer?action=view&cik=34088&accession_number=0000034088-14-000019&xbrl_type=v
http://www.sec.gov/cgi-bin/viewer?action=view&cik=34088&accession_number=0000034088-14-000019&xbrl_type=v

