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COURSE DESCRIPTION 
Course is designed for master students who have had experience with International 
Financial Reporting standards, who studied local or international financial 
accounting practices before or has accounting background. This course starts 
classification of investments into financial assets, into associated companies based on 
the criteria of significant influence, and into subsidiaries based on the criteria of 
control. We proceed with the question of business combinations starting with the 
development of the understanding what is business combination as it is defined in 
IFRS, what the notion of business is, and then discuss the indicators of this kind of 
deals as opposed to purchasing a selection of assets and liabilities. This course looks 
in details at 4 steps of accounting for business combinations, initial recognition and 
measurement of identified intangible assets and goodwill, calculation of non-
controlling interest. It also covers the issue of subsequent goodwill impairment. 
Consolidation principles and techniques are studied, as well the scope of 
consolidation and exceptions. Also the course is focused on the accounting and 
reporting for associates using equity method. The course does not require extensive 
knowledge of mathematics and statistics. The course has a course on IFRS as a 
prerequisite. 

 
COURSE OBJECTIVES 
After the course student will know:   
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- Classification of investments based on criteria of control and significant 
influence; 

- Main steps of the business combinations; 
- Main principles of recognition for identifiable intangible assets during business 

combination; 
- Amortization of the difference between book and fair value of purchased assets 

and liabilities; 
- Mail ideas under the Impairment of goodwill; 
- Consolidation principles and techniques; 
- Classification, recognition and measurement of financial assets. 

 
After the course student will be able to: 
- calculate goodwill and account for initial recognition of purchase; 
- identify and report for non-controlling interest; 
- do required eliminations of intercompany transactions; 
- do simplified consolidation worksheet; 
- write accounting entries for equity method of accounting for associates; 

 
 

COURSE OUTLINE 
 
Topic 1. Introduction to groups. 
Discuss the history and motives for business combinations. 
Recognize when consolidation of financial information into a single set of statements is 
necessary. 
Define the term business combination and differentiate across various forms of business 
combinations. 
The concepts of control and ownership.  
Describe a variable interest entity, a primary beneficiary, and the factors used to decide 
when a variable interest entity is subject to consolidation. 
 
Topic 2 Consolidation principles and techniques 
 
The acquisition method/ How to determine the acquirer – who has control.  
Determine the total fair value of the consideration transferred for an acquisition and 
allocate that fair value to specific subsidiary assets acquired (including goodwill) and 
liabilities assumed or to a gain on bargain purchase. 
Fair value hierarchy/. Identifying principal am most advantageous market/ 
Discuss the rationale for the goodwill impairment testing approach. 
Describe the procedures for conducting a goodwill impairment test. 
Understand the accounting and reporting for contingent consideration subsequent to a 
business acquisition 
. 
 
Topic 3. Consolidated Financial Statements with Non-controlling Interest 
Describing the valuation principles underlying the acquisition method of accounting for 
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the non-controlling interest.  
Allocating goodwill acquired in a business combination across the controlling and  non-
controlling interests.   
The computation and allocation of consolidated net income in the presence of a  non-
controlling interest.  
 Identifying appropriate placements for the components of the non-controlling interest 
in consolidated financial statements.  
The impact on consolidated financial statements when a step acquisition has taken 
place. Recording the sale of a subsidiary (or a portion of its shares). 
Prepare the journal entry to consolidate the accounts of a subsidiary. 
Prepare a worksheet to consolidate the accounts of two companies that form a business 
combination 
 
Topic 4. Intra-group transactions.  
Understand why intra-entity asset transfers create accounting effects within the financial 
records of affiliated companies that must be eliminated or adjusted in preparing 
consolidated financial statements. 
Understand that when companies affiliated through common control engage in intra-
entity inventory transfers, consolidation procedures are required to eliminate sales and 
purchases balances. 
Understand why consolidated entities defer intra-entity gross profit in ending inventory 
and the consolidation procedures required to recognize profits when actually earned. 
Understand that the consolidation process for inventory transfers is designed to defer the 
unrealized portion of an intra-entity gross profit from the year of transfer into the year 
of disposal or consumption. 
Understand the difference between upstream and downstream intra-entity transfers and 
how each affects the computation of non-controlling interest balances. 
Prepare the consolidation entry to remove any unrealized gain created by the intra-entity 
transfer of land from the accounting records of the year of transfer and subsequent 
years. 
Prepare the consolidation entries to remove the effects of upstream and downstream 
intra-entity fixed asset transfers across affiliated entities 
 
Topic 5. Accounting for associates.  
Describe in general the various methods of accounting for an investment in equity 
shares of another company. 
Identify the sole criterion for applying the equity method of accounting and guidance in 
assessing whether the criterion is met. 
Prepare basic equity method journal entries for an investor and describe the financial 
reporting for equity method investments. 
Allocate the cost of an equity method investment and compute amortization expense to 
match revenues recognized from the investment to the excess of investor cost of 
investee book value. 
Record the sale of an equity investment and identify the accounting method to be 
applied to any remaining shares that are subsequently held. 
Describe the rationale and computations to defer unrealized gains on intra-entity 
transfers until the goods are either consumed or sold to outside parties. 
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Explain the rationale and reporting implications of the fair-value option for investments 
otherwise accounted for by the equity method. 
 
Topic 6.  Consolidation of foreign operations 
Understand concepts related to foreign currency, exchange rates, and foreign exchange 
risk. 
Explaining the difference between functional and presentation currency and adjustments 
for foreign currency transactions.  
Accounting for the translation of foreign currency transactions and monetary/non-
monetary foreign currency items at the reporting date. 
Translate a foreign subsidiary's financial statements into its parent's reporting currency 
using the current rate method and calculate the related translation adjustment. 
Prepare a consolidation worksheet for a parent and its foreign subsidiary. 
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5. http://www.ifrs.org/Pages/default.aspx the site of  IASB - original text of 
pronouncements   

6. http://www.iasplus.com/en  the  site  of  Deloitte  devoted  to  IFRS 
implementations and developments 

7. http://www.pwc.com/gx/en/ifrs-reporting/index.jhtml the site of PWC for IFRS 
preparers  

8. http://www.ey.com/GL/en/Issues/IFRS the site of EY for IFRS implementations  
 
 
METHODS OF INSTRUCTION  

Lectures  
Seminar sessions 
Self-study  
Team work 

The instructors use traditional methods of instruction by providing well-structured 
lectures with a lot of illustrations, problems and real case studies and discussing the 
materials on seminars. All materials can be downloaded on the course site on lms.hse.ru 

 
DISTRIBUTION OF WORKLOAD 

 
  In-room classes  
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Topics Tot
al 
hou

 

Including Self-study 
Lecture Seminar 

s Practical 

Topic 1. Introduction to 
groups. 18 2   12 
Topic 2. Consolidation principles and 
techniques 18 2 2 2 12 
Topic 3. Consolidated Financial 
Statements with Non-controlling 
Interest 22 4 2 4 12 
Topic 4. Intra-group 
transactions. 18 4 2 2 12 
Topic 5. Accounting for Associates. 18 4 2 2 12 
Topic 6. Consolidation of foreign 
operations 

20 4 - 2 14 
TOTAL: 114 20 8 12 74 

 
 

 
GRADING SYSTEM 

Overall score = 0,2*WA+0,3 * HW + 0,5 * WE 
Grades are rounded only once at the end of the course. The roundup follows the 

general math rules for rounding, where the number to the right of the rounding digit 
determines whether the number is rounded upwards or downwards. Rounding digit is 
the last significant digit retained once the number is rounded, and it gets changed 
depending on whether the digit that follows it is greater or less than 5: 

• If the digit to the right of the rounding digit is 0, 1, 2, 3, or 4, the rounding digit is 
not changed, and the number is said to be rounded down. 

• If the rounding digit is followed by 5, 6, 7, 8, or 9, the rounding digit is increased 
by one, and the number is rounded up. 

 
 
GUIDELINES FOR KNOWLEDGE ASSESSMENT  
Work Activity (WA) 
Work activity during seminar hours is controlled with attendance records and scoring 
involvement into discussions as well as quality of exercise performance during 
seminars. Higher participation grades will be given for insightful comments or questions 
that relate to class material, minimal grades will be assigned for simple questions of 
clarification, and deductions will be distributed for students attempting to confuse, 
delay, or embarrass the discussion leader. 
Attendance in class is an important priority. Consolidation is a course that continues to 
build on the knowledge gained. It is not possible to understand and grasp the 
fundamentals being taught in later topics unless the earlier topics have been mastered. 
Homework (HW) 
There are 4 case studies to be assigned as home teamwork. Homework problems will be 
checked in class with presentation. Prior to checking the homework, the instructor check 
all working papers for completion. Late homework will be assessed a 50% late penalty. 
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Written exam (WE) 
The exams are in-class, closed book exams.  Final exam is only available in the 
computer-based form (LMS). All questions in the exam are compulsory.  The exam 
contains a mix of objective test with 20 multiple-choice questions (4 marks) and longer 
problem study (6 marks) with a duration of 2 hours.  The pass mark will be 40%. If you 
cannot take an exam, you must contact the instructor prior to the start of the exam 
 
Sample exam questions 

1. Consolidated financial statements are appropriate for A Corporation, B 
Company, and C Company if: 
 A) A owns all the outstanding common stock of B and C; B is being liquidated 
in bankruptcy proceedings 
 B) A owns 55% of the outstanding common stock of B and 50% of the 
outstanding common stock of C. 
 C) A owns 40% of the outstanding common stock of B and 85% of the 
outstanding common stock of C; unrelated G Corporation owns 40% of the outstanding 
common stock of B. 
 D) A owns 35% of the outstanding common stock of B and 80% of the 
outstanding common stock of C; C owns 45% of the outstanding common stock of B. 
 
 2. Elite Corporation owns 92% of the outstanding common stock of Synge 
company; the other 8% is owned by Robert Corporation. In the consolidated financial 
statements of Elite Corporation and subsidiary, Robert is considered: 
 A) An investee 
 B) A non-controlling interest 
 C) An affiliate 
 D) An investor 
 E) None of the foregoing 
 

3. Deora Company owns a foreign subsidiary with 3,600,000 local currency units 
(LCU) of plant assets before accumulated depreciation on December 31, 2002. Of this 
amount, LCU2,400,000 were acquired in 2000, when the exchange rate was LCU1.6 to 
$1, and LCU1,200,000 were acquired in 2001, when the exchange rate was LCU1.8 to 
$1. The exchange rate in effect on December 31, 2002, was LCU2 to $1. The weighted 
average of exchange rates that were in effect during 2002 was LCU1.92 to $1. 
Assuming that the plant assets are depreciated by the straight-line method over a 10-
year economic life with no residual value, how much depreciation expense relating to 
the foreign subsidiary’s plant assets is reported in Deora’s income statement for 2002 if 
the U.S. dollar is the functional currency of the subsidiary? 
 A) $180,000 
 B) $187,500 
 C) $200,000 
 D) $216,667 
 E) Some other amount 
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