ACCOUNTING AND AUDIT

DOI: 10.31617/1.2024(154)09
UDC 657.375.6=111

SEMENOVA Svitlana,

PhD in Economics, Associate Professor,
Associate Professor of the Department
of Accounting and Taxation

State University of Trade and Economics
19, Kyoto St., Kyiv, Ukraine, 02156

ORCID: 0000-0001-7250-7482
s.semenova@knute.edu.ua

GOODWILL MEASUREMENT
IN CONSOLIDATED
FINANCIAL STATEMENTS

The largest business in terms of capitali-
zation value, revenues and profits was formed as
a result of a business combination. Consolidated
financial statements are of undoubted value to
users and stakeholders in assessing risks,
prospects and analyzing the interaction of
companies within the group. Special indicators
of consolidated financial statements, such as
goodwill, allow estimating the expected value of
acquired companies in a business combination.
However, the current methodology does not
allow for the evaluation of all aspects of value
that constitute goodwill. The aim of the article is
to supplement the methods of goodwill valuation
in business combinations for further substan-
tiated disclosure in consolidated financial
statements, in accordance with the interests and
needs of investors and managers. The research
methodology is based on a systematic approach,
critical analysis, synthesis, induction and deduc-
tion, comparison, economic-mathematical methods
of goodwill calculation, and generalization of
principles of consolidated reporting. An analysis
of key international standards allowed us to
determine the peculiarities of applying the
acquisition method for different types of business
combinations. The share of ownership in an
investee determines the nature of influence and
the method of consolidation. Goodwill is the
difference between the purchase price and the
fair value of the net assets acquired in a business
combination. When companies merge, goodwill
reflects the intangible aspects of the business
and the expected added value, which serves as
the investment object. Therefore, methods for
valuing goodwill during business combinations
are identified to disclose in consolidated finan-
cial statements in accordance with IFRS.
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OLIIHKA T'YIOBIJIY
B KOHCOJIINOBAHIM
&IHAHCOBIM 3BITHOCTI

Haubinvwuii 6iznec 3a eapmicmio kanima-
aizayii, doxodamu i NpUOYmKamu ymeopenuil 8
pe3ynvmami 06’ conanusn xomnanuin. Konconioo-
6ana 36iMHICMb Mae Oesnepeyry yiHHicms O0Jis
Kopucmyeauié ma 3ayikaeieHux CImopin 6 Oyinyi
PU3UKIB, Nepcnekmue ma awauizy 63aemMooii
KOMAAHIU, wo 6x00ame 0o cknady epynu. Taki
0COOIUBE NOKAZHUKU KOHCONIO08AHOIL 36IMHOCHII,
AK  2y08iN, HAOAIOMb MONCIUBICIb OYIHUMU
OYIKY8AHY YIHHICMb NPUOOAHUX KOMNAHIU Npu
00 eOnanni 6iznecy. [lpome ditoua memoouxa He
oae 3mo2u oYiHumu 6Ci AcneKmu 8apmocmi, wjo
Gopmyroms 2yosin. Memorw cmammi € 00nos-
HeHHsI Memo0i6 OYiHIOBaNHS 2Y08iny npu 06 €0-
HaHHI OI3HeCy 0151 nOOANLUO20 0OTPYHIMOBAHO20
PO3KpUMMmsL y KOHCONMIO08AHIU (iHaHCO80i 36im-
Hocmi 8i0n0GiOHO 00 IHmepecié i nomped
ineecmopie ma meneodicepis. Memoouka docii-
0diceHHs 0a3yemvbCsl HA CUCMEMHOMY NiOX00i,
KPUMUYHOMY — AHALI3L, CuHmesi, iHOYKyii i
0edyKyii, NOpieHAHHI, eKOHOMIKO-Mamemamuy-
HUX Memooax po3paxyHKy 2y06iny, y3a2aibHeHHI
NPUHYUNIE KOHCOMI008aH020 36imysanHs. 3a
pesyibmamamy aHanizy Kuo4o8ux MIidCHApOO-
HUX CMaHoapmis eusHayeHo ocobaugocmi 3a-
CMOCY8aHHsT Memoody HNpuobauHs O pPI3HUX
8uU0i6 00’ conanns 6iznecy. Yacmra 60100iHHA 8
00°ckmi  iH8ecmy8aHHA BUZHAYAE XAPAKMeED
enaugy ma memoo xorconioayii. I'yosin nokasye
PI3HUYIO MidiC YIHOIO NpUOOaHHA ma cnpaseo-
JIUBOIO 8APMICMIO YUCTNUX AKMUBIE, NPUOOAHUX
vy pesynbmami 00 'eonanus 6izuecy. Ilpu 06 eo-
HAaHHI KOMNAHIU 2Y08i 8i000pacac Hemamepi-
ANbHI acneKmu ma O4ikyeany 000aHy 8apmicmb
Oi3Hecy, wo eucmynae 00 ’€Kmom iHeecmuyii.
Tomy suodineno memoou oyiHIo8aHHs 2YO8IIY Niod
yac 06 ’conanns OizHecy 01 pOKPUMMSL y KOH-
conioosanii Qinancosil 36imHocmi 8ionoeioHo
0o IFRS. Taxooic cucmemamu3zo8ano epyny
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Additionally, a group of complementary good-
will valuation methods is systematized to
determine and justify all aspects of forming the
undisclosed added value of the investee compa-
ny. The proposed methodology allows for
considering the interests of various stakeholders
in goodwill valuation. It is crucial to regard the
goodwill disclosed in the financial statements as
consent and willingness of the parent company
to pay more, based on evidence and calculations
obtained through a comprehensive goodwill
valuation methodology. The proven hypothesis
of the research suggests that for a justified
valuation of goodwill during consolidation, it is
necessary to supplement existing approaches
and measure the value of brand, long-term
stability, sustainable development, corporate so-
cial responsibility, and utilize artificial intelli-
gence. Goodwill reflects strategic value but may
also be subject to impairment if its value is not
sufficiently supported by expected profits.

Keywords: goodwill; consolidated finan-
cial statements; business combination; integra-
ted reporting; International Financial Reporting

KOMAAEeMEHMapHUX Memoois OYiH08aHHs 2y08i-
Yy 0N BUHAYEHHA ma OOIPYHMYBAHHS 6CIX
acnekmig @opmysanHa 000aHOT HepO3KPUMOi
sapmocmi nionpuemMcmea-od ‘ekma iHeecmuyiil.
3anpononosana memoouxa doae 3mozy 8paxy-
6amu iHmepecu piZHUX 3ayiKaeleHux CmopiH 6
oyintosanHi 2yosiny. Basicnuso posensioamu pos-
Kpumuii y 36imHOCmi 2y08il 5K 3200y mMda
20MOGHICMb MAMEPUHCHKOI KOMNAHIT 3aniamu-
mu 6inbule, WO IPYHMYEMbC HA 00KA3AX |
DO3PAXYHKAX, OMPUMAHUX 3A80AKU KOMNTEKCHIl
Memoouyi oyineanua 2yoeiny. JJosedena eino-
me3a OO0CNiONHCeHHs, Wo Oas OOIPYHMOBAHOT
OYIHKU 2Y08iny ni0 yac KOHConioayii HeobXxiono
00onosHUmMU ICHYI04i NiOX00U i 8UMIprO8amu 6ap-
micmb  OpeHdy, 00820CMPOKO8Y CMILKICHDb,
cmanuii po3eumox, CoyianbHy i0N08I0AIbHICHb
Oi3Hecy ma 6UKOPUCMOBYBAMU WIMYYHUU [Hme-
aexm. Iyogin gidobpasicac cmpameziuny yin-
HICMb, alle maKoic Modice nioasgeamu 3HeyiHe -
HIO, AKWO U020 6apmicmb He € 00CMAMHbO
00TPYHMOBAHOIO OUIKY8AHUMU NPUOYMKAMU.

Knwouogi crnosea: TynBil; KOHCONIOBaHA
¢iHaHCOBa 3BITHICT, O00’€qHAaHHSA Oi3HECY;
IHTETpOBaHa 3BITHICTH; MIXXHAPOIHI CTaHAAPTH

Standards.

(iHaHCOBOI 3BITHOCTI.

JEL Classification: M40; M41; M49; G34.

Introduction

The importance of consolidation is determined by the need to provide
complete and comprehensive financial information on the activities of all
entities within a group or business combination. This process allows not only
better managing available integrated resources and making informed
strategic decisions, but also ensures completeness, transparency and impar-
tiality of information for investors and creditors. Consolidated financial
statements are prepared primarily in accordance with international account-
ting and financial reporting standards, which is very important in the context
of business globalization. In addition, this process helps to manage risks and
optimize taxation and financial planning, making businesses more efficient
and competitive in today’s business environment. In general, consolidation
of financial statements is a key tool for ensuring integrated financial
management of corporate resources of a group of companies, and goodwill
reflects the willingness of the parent company investor to pay more in
anticipation of a higher return on investment in a subsidiary.

The relevance of the research topic is due to the complex process of
recognizing goodwill in business combinations and consolidation of financial
statements. In essence, goodwill represents the value of goodwill, and in
accounting it is an asset that is disclosed only in the consolidated statement
of financial position. Goodwill arises when companies are bought and sold
or when businesses are merged. Thus, it is a disclosed item and a full-fledged
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accounting item, but only at the time of consolidation. At the same time, the
nature of external (disclosed) goodwill is to generate internal goodwill, which
causes the value of the enterprise to increase at a rate higher than the growth
of its balance sheet value. Goodwill arising from the acquisition of a business
or company represents an overpayment made by the acquiring investor, who
in turn expects additional future economic benefits from the purchase.

The obstacle of determining goodwill in consolidation of financial
statements arises from the fact that goodwill is an asset that does not have
specific physical or legal forms. Assessing and determining its value is
difficult due to the uncertainty of the factors that generate goodwill and the
lack of a clear methodology for assessing intangible off-balance sheet factors
that generate internal goodwill. Goodwill embodies such aspects as business
reputation, brand value, intellectual capital, customer loyalty, management
efficiency, technological advantages, etc. As these factors are uncertain and
often subjective, estimating their value becomes laborious. In addition,
changes in conditions and the assessment of goodwill impairment are
affected, as its value may be higher than the expected future cash flows from
the investee. In today’s rapidly changing environment, forecasting these cash
flows may not be sufficiently reliable, and changes in the economic
environment may significantly affect the estimate.

In the case of consolidation of a group of companies, an aggregation
problem may arise, as goodwill may arise at each structural level of the
business combination. The measurement and aggregation of goodwill in
consolidated financial statements can be complex, especially if companies
are located in different jurisdictions. The absence of specific standards and
objective methods for valuing goodwill leads to a high degree of subjectivity
in determining its value. Different methods related to discounting or compa-
rative valuations may lead to different results. Overall, the challenge of
determining goodwill lies in the complexities of valuing all aspects of a
business, intangible factors of its worth, which characterize goodwill,
becoming the object of consolidation in financial reporting. Additionally, the
problem of goodwill assessment lies in the nature of its formation. Various
entities assess goodwill — parties with different interests and objectives: the
buyer-investor potentially intending to acquire a subsidiary, owners,
managers, company accountants aiming to maximize internally generated
goodwill, auditors, independent appraisers, relying on the requirements of
current standards and regulatory documents.

Understanding the potential impact of intangible assets in modern
conditions, the instability of companies’ market value, where many aspects
of business value remain unaccounted for in the accounting system and
undisclosed in financial reporting due to the imperfection of International
Financial Reporting Standards is crucial. Undisclosed aspects of value that
form goodwill indicate that they are difficult to manage effectively since we
cannot manage what we do not measure.
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Investor companies, which acquire other enterprises, carry out
business combinations to gain added value, worth, synergy, additional
intangible assets, and integrate them into business groups. However, current
methods do not allow for accurately assessing these components, which
subsequently form goodwill, disclosed in consolidated financial statements.
Therefore, there is a discrepancy between the book value and market value
of the enterprise, between internally generated and externally disclosed
goodwill. Consolidated financial statements most comprehensively demon-
strate the value of all intangible assets of the group, including expectations
reflected in goodwill. Although current recognition criteria, established by
IAS 38, IFRS 3, IFRS 10, limit the ability to account for intangible value-
generating factors, new IASB projects aim to modernize accounting
approaches, including the assessment and accounting of goodwill. In
anticipation of changes to IFRS, the existing goodwill valuation metho-
dology needs significant supplementation and expansion to reflect modern
business conditions and consider factors shaping goodwill.

The review of literature on the issues of recognition and calculation of
goodwill and consolidation of financial statements reflects the complexity
and relevance of these issues in the field of accounting and finance.

The definition and calculation algorithm of goodwill, as noted in the
literature by (Voloshenko, 2020; Umantsiv, 2006; Hargrave et al., 2024) highlight
the complexity of determining goodwill as an intangible asset, which lacks
physical substance, with factors affecting its magnitude lying in the realm of
competitiveness, assessment of business reputation, and future buyer expecta-
tions. Goodwill is also interpreted as the reputation of the company, calculated at
the time of acquisition, and is identified as a component of intangible assets
alongside components (classes) such as Franchise Agreements, Copyright, Trade-
mark, Licenses, Government Grants, Internet Domain Name, Trade Secret, Know
How, Research & Development, etc. (GIFT™, 2022). The authors discuss
different approaches to assessing the sources of goodwill and the possibility
of subjectivity in this process. Along with this, goodwill is considered as a
component of intellectual, human, social capital and relationships (Kostyuchen-
ko et al., 2024).

Problems of goodwill valuation and impairment (Lessambo, 2022)
focus on the difficulties associated with the valuation of goodwill and the
identification of signs of its impairment. Different approaches to determining
the market value of goodwill and strategies for identifying its impairment are
discussed as potential sources of uncertainty and risks in the works of
(Umanska & Lavrova-Manzenko, 2021).

The prerequisites for consolidation of financial statements are discussed
by authors (Novikov, 2023; Bezverkhy, 2015) highlight the trends of business
globalization, economic integration, optimization of the structure of asso-
ciations, which in turn put forward a number of requirements for information
support of reporting consolidation and development of standards.
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Methodology of financial reporting consolidation as literature sources
and publications (Pelekh et al., 2021; Kollruss, 2022) consider issues related
to financial reporting consolidation, including the definition of control,
consolidation methodology and various aspects of recognition and measu-
rement of indicators of combined entities.

Differences between international and national standards, Ukrainian
and European legislation in matters of consolidation of financial statements
and goodwill accounting — the impact of Directive 2013/34/EU on the need
to publish consolidated financial statements of companies and the level of
disclosure of information on goodwill, are covered in detail in (Malyshkin et
al., 2018). Thus, the authors Malyshkin O., Bezverkhy K. et al. highlight the
differences and directions of harmonization of international and national
standards on goodwill and consolidation of financial statements, emphasizing
the need to resolve these differences to improve the quality and comparability
of financial statements.

Current trends, problems and changes in the regulation of conso-
lidation of financial statements — literature sources (Tkachuk et al., 2021)
reflect the latest trends and possible changes in the regulation of goodwill
accounting and consolidation of financial statements, in particular the use of
exceptions to consolidation (Gluzova, 2015).

The research presented in (GIFT™, 2022) underscores the importance
of developing approaches to the valuation of goodwill disclosed in
consolidated financial statements.

Existing studies focus on the implementation of changes to interna-
tional standards, peculiarities of presenting consolidated financial statements
in Ukraine amidst the state of war (Gnasko & Semenova, 2023), expanding
the significance and dissemination of consolidation principles in the
preparation of non-financial and integrated reporting by a group of compa-
nies — the publication (Korol et al., 2022) provides a forward-looking vision
for disclosing information on social responsibility and contributions to
sustainable development by parent and subsidiary companies on a conso-
lidated basis.

A common trend in the scientific literature is the search for effective
methods and approaches to address issues related to goodwill determination and
financial statement consolidation. Additionally, existing developments require
further elaboration to enhance the quality of consolidated reporting, supplement
goodwill valuation methods, and ensure a higher level of completeness, trans-
parency, and reliability of information to meet users’ needs.

The research hypothesis is that to provide a well-founded assessment
of goodwill value during financial statement consolidation, existing
approaches need to be supplemented with modern methods for determining
brand value, measuring long-term sustainability, sustainable development,
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business social responsibility, and methods based on artificial intelligence.
According to international financial reporting standards, forms of capital
participation and methods of financial statement consolidation affect the
process of goodwill assessment and calculation during business combi-
nations, thus necessitating the supplementation of existing methodological
approaches to goodwill assessment, taking into account the interests and
needs of investors and managers. This hypothesis asserts that approaches to
financial statement consolidation can impact the assessment and calculation
of goodwill during business combinations. It anticipates that an analysis of
goodwill calculation in the context of applying international financial
reporting standards and supplemented methodology will help understand the
factors and approaches used in determining the value of goodwill in the
business combination process.

The aim of the article is to outline the main procedures and supplement
methods for assessing goodwill in business combinations for its further
justified disclosure in consolidated financial statements that satisfy the
interests and needs of investors and managers.

Research objectives are:

« To characterize the elements of business combination accounting
using the acquisition method.

« To analyze the impact of the target entity’s capital participation
structure on the selection of consolidation methods and procedures.

o To examine the goodwill calculation process during business
combination based on a practical example and completes a working table for
financial statement consolidation.

o To determine the relationship between internally generated
goodwill and externally disclosed goodwill, as well as approaches to
goodwill valuation.

« To formulate methodological tools for comprehensive, reliable, and
well-founded goodwill assessment. Systematize methods that allow for the
analysis and evaluation of a business combination agreement and provide
confidence that management has paid a reasonable price, ensuring the
adoption of informed decisions and trust in management by shareholders and
investors

The research methodology is based on the use of general scientific and
special methods of cognition: critical analysis of special scientific literature;
systematization of current provisions and requirements of regulatory and
legal regulation of financial reporting consolidation, study of the impact of
changes in legislation on the process of financial reporting consolidation, in
particular in the context of changes related to martial law; economic and
mathematical methods and practical approaches to calculating goodwill and
its reflection in accounting; comparison of consolidation methods.
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Consolidation of financial statements and calculation of goodwill are
directly related to the business combination process.

In the main part of the article, the following issues are addressed: the
first section provides an analysis of business combination accounting
methods as a prerequisite for financial statement consolidation; the second
section discusses financial statement consolidation for goodwill determi-
nation; the third section is dedicated to analyzing methodical approaches to
recognition and disclosure of goodwill; and the fourth section characterizes
the main procedures of financial statement consolidation.

1. Business combination as a prerequisite for reporting
consolidation

For accounting and reporting purposes, a business combination is
defined as the combination of separate business units, or businesses, into a
single reporting unit or as a transaction or other event in which an acquirer
obtains control of one or more businesses. In this case, a business is an
integral set of activities and assets that can be managed to provide goods and
services to customers, and to earn investment income, such as dividends,
interest, or other income from ordinary activities (IFRS 3, 2023). Identi-
fication of the business, in particular through such elements as the resources
involved, the technological process and the final product, is important beca-
use if the acquired assets are not a business, the accounting and reporting
does not reflect a business combination, but rather the acquisition of assets.

To ensure the reliability, appropriateness and comparability of the
presentation of information on business combinations and its results in their
financial statements, enterprises are guided by the requirements of IFRS 3
"Business Combinations", which defines the principles and conditions for
such actions of the buyer as:

« recognition and measurement in the financial statements of assets
acquired, liabilities assumed and any non-controlling interest in the acquiree;

« recognition and measurement of goodwill acquired in a business
combination or a bargain purchase gain;

o determine the required disclosures to enable users of financial
statements to evaluate the nature and financial effect of a business
combination.

An entity accounts for each business combination using the
acquisition method of accounting. This method requires the identification of
elements such as: the acquiring party, the acquisition date, the recognition
and measurement of the identifiable assets acquired, the liabilities assumed
and any non-controlling interest in the acquiree; and the recognition and
measurement of goodwill or bargain purchase gain (IFRS 3, 2023) (Table 1).
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Table 1

Accounting Elements Characteristics for a business combination using the

acquisition method

Components of the
method

Characteristics

Definition of an
acquirer

An acquirer is an entity that obtains control over an acquiree. In a business
combination that is achieved through the transfer of cash or assets or the assumption
of liabilities, the acquirer is the party that transfers the cash, assets or assumes the
liabilities. If the business combination is achieved through the exchange of equity
interests, the acquirer is the party issuing the equity interests. This takes into account
the largest share of voting rights in the combined entity, the composition of the
management body, and the terms of the transfer of equity interests. Additional criteria
include the size of the merging entities and the dominance of the party initiating the
merger

Determining the
acquisition date

The acquirer determines the acquisition date as the date on which it obtains control
of the target in accordance with a written agreement or the closing date on which the
acquirer legally transfers the consideration, acquires the assets and assumes
the liabilities of the target

Recognition and
measurement of the
identifiable assets
acquired, liabilities
assumed and any
non-controlling
interest in the
acquiree

The recognition principle means that, as of the acquisition date, an acquirer
recognizes, separately from goodwill, the identifiable assets acquired and the
liabilities assumed and any non-controlling interest in the acquiree. The assets and
liabilities must meet the recognition criteria set out in the Conceptual Framework. At
the acquisition date, the acquirer determines the classification and assignment of the
identifiable assets acquired and liabilities assumed based on contractual terms,
economic conditions, its operating or accounting policies and other relevant
conditions existing at the acquisition date. They are measured at fair value (subject
to the exceptions in IFRS 3)

Recognition and
measurement of
goodwill or bargain
purchase gain

An acquirer recognizes goodwill at the acquisition date measured as the excess of (a)
over (b): (a) the aggregate of the consideration transferred (generally at acquisition-
date fair value) or the amount of any non-controlling interest in the acquiree, or in a
business combination achieved in stages, the acquisition-date fair value of any equity
interest previously held by the acquirer in the acquiree;

b) the net of the acquisition-date amounts of the identifiable assets acquired and
liabilities assumed.

A bargain purchase gain is recognized if (b) exceeds (a)

Source: compiled on the basis of and processing (IFRS 3, 2023; IFRS 10, 2023; Conceptual
Framework for Financial Reporting, 2018; IAS 38, 2023).

A business consists of inputs and processes that are applied to those

inputs to enable the creation of outputs. Thus, to define a business, IFRS 3
provides guidance for identifying its three elements: inputs, process and
outputs.

A business combination can occur in the following ways: (a) one or
more businesses become subsidiaries of the acquirer, or there is a legal
merger of the net assets of one or more businesses; (b) transfer of net assets
of one business or equity interests of its owners to another combining entity;
(c) transfer of net assets or equity interests of all combining entities to create
a new entity; (d) a group of former owners of one of the combining entities
obtains control over the combined entity.

The acquisition of control may result from: the transfer of funds or
other assets, the assumption of liabilities, the issue of equity interests, with
or without the provision of compensation (including only by contract)
(IFRS 10, 2023).
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IFRS 3 provides additional guidance on applying the acquisition
method to certain types of business combinations (IFRS 3, 2023):

« a business combination achieved in stages or incremental acquisition
(e.g., when an entity first acquires a 25% equity interest in another entity that
does not provide control, and then an additional 30%, which ultimately
provides control over the target), which requires remeasuring its previously
held equity interest at fair value with the resulting gain or loss recognized in
other comprehensive income;

« a business combination without the transfer of consideration in the
following circumstances: the acquiree repurchases its own shares to obtain
control; veto rights that prevented the acquirer from controlling the target
with a majority of the voting rights expire; or a business combination on a
contractual basis without the transfer of control, consideration or equity
interests (e.g., a dual-registered stock corporation).

If, in practice, a business combination is achieved without the transfer
of consideration, the acquirer must determine the amount of goodwill or
bargain purchase gain based on a valuation technique. In this case, the
acquirer makes a judgment about the fair value of the acquirer’s interest in
the target at the acquisition date, instead of the fair value of the acquirer’s
equity interests transferred as consideration.

IFRS 3 requires the acquiring parent to disclose information for each
business combination that occurs during the reporting period. Therefore, the
notes to the annual financial statements provide information on the name and
description of the investee; date of acquisition; percentage of voting interests
acquired; reasons for the business combination and a description of how
control was obtained; factors contributing to goodwill; fair value of the
consideration transferred in the transaction; amounts recognized as of the
acquisition date for each class of assets acquired and liabilities assumed,;
amount of non-controlling interest in case of acquisition of less than 100%
of the subsidiary; other disclosures in case of a step business combination.

2. Consolidation of financial statements

The principles for the presentation and preparation of consolidated
financial statements by an entity that controls one or more other entities are
set out in IFRS 10 "Consolidated Financial Statements”. According to
IFRS 10, consolidated financial statements are the financial statements of a
group in which the assets, liabilities, equity, income, expenses and cash flows
of the parent and its subsidiaries are presented as if they belonged to a single
economic entity. A similar definition is contained in Directive 2013/34/EU
(Directive 2013/34/EU, 2013). At the same time, The Law of Ukraine "On
accounting and financial reporting in Ukraine" (The Law of Ukraine Ne 996-
X1V, 1999) and National Accounting Regulation (Standard) 1 "General
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requirements for financial reporting” (NAR(S) 1, 2013) define consolidated
financial statements as the statements of the controlling entity and the entities
controlled by it as a single economic unit.

It should be emphasized that it is the control of the investee that is key
to recognizing the investor as a parent, regardless of the nature of its
participation in the entity. An investor determines whether it controls an
investee if it is exposed to variable returns from its involvement with the
investee, has rights to, and is able to affect those returns through its power
over the investee. At the same time, power means the existence of existing
rights that provide the ability to manage significant activities that signi-
ficantly affect the results of the investee (IFRS 10, 2023), determine finance-
al, investment and commercial policies, and control their implementation
(NAR(S) 2, 2013).

The ownership interest in the authorized registered capital of an
investee determines the form of equity participation and the method of conso-
lidation (Table 2).

Table 2
Forms of ownership and methods of consolidation under IFRS
Ownership interest Nature of Meth_od (.)f Participants (entity) Sta”d%fd
influence consolidation governing
Group: parent
Full IFRS 10
0 1
>50% Control consolidation company, IFRS 3
subsidiaries
20%-50% S|gn|f|cant Equity method Associates 1AS 28
impact
No material Other . .
0,
<20% impact investments Financial asset IFRS 9
Equal interests of Joint control IFRS 11
several parties, in of the Equity method Joint venture '
IAS 28, IFRS 9
aggregate > 50% contract

Source: compiled on the basis of and processing (IFRS 3, 2023; IFRS 9, 2023; IFRS 10,
2023; IFRS 11, 2023; IAS 28, 2023; 1AS 38, 2023).

A parent consolidates all of the entities it controls. In this case, full group
consolidation is applied in accordance with the requirements of IFRS 10 and
IFRS 3. If the ownership interest, directly or indirectly (through subsidiaries), is
20% (or more, but not more than 50%) of the voting rights in an investee, the
investor has significant influence and such an entity is called an associate.
Recognition of significant influence is associated with the power to participate in
the financial and operating policy decisions of the investee, but not control or joint
control of such policies (IAS 28, 2023). In particular, signs of significant influence
may include: representation on the board of directors, participation in the
development of policies and decision-making on dividends, significant transact-
tions between the investor and the associate, exchange of management personnel,
provision of technical information. In this case, if significant influence is present,
the equity method is applied.
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If more than two investors collectively control an investee (i.e., they
must act together to control the investee, as each of them does not have
individual control), joint control exists, in which case each investor accounts
for its interest in accordance with IFRS 11 "Joint Arrangements™ (IFRS 11,
2023), 1AS 28 "Investments in Associates and Joint Ventures” or IFRS 9
"Financial Instruments” (IFRS 9, 2023).

In accordance with 1AS 28 "Investments in Associates and Joint
Ventures", the equity method of accounting is a method of accounting under
which an investment is initially recognized at cost and subsequently adjusted
for changes in the investor’s share of net assets of an investee after
acquisition. Investor’s profit or loss includes the investor’s share of profit or
loss of an investee, and other comprehensive income includes the investor’s
share of other comprehensive income of such an investee.

With regard to the definition of an investee, it should be noted that the
control assessment is performed at the level of each investee. However, in
some circumstances, the assessment may be performed for separate structural
units of the entity. Understanding the purpose and characteristics of the
investee’s activities is necessary to determine how decisions are made, who
Is able to manage the activities, and who receives the benefits from those
activities (Semenova, 2021).

3. Recognition and disclosure of goodwill

IFRS 3 defines goodwill as an asset that embodies future economic
benefits arising from other assets acquired in a business combination that
cannot be individually identified and separately recognized (IFRS 3, 2023).

An asset can be considered identified if at least one of the following
requirements is met:

(a) the asset is separable, i.e., it can be detached or separated from the
entity and sold, transferred, leased or exchanged, either separately or together
with a contract, a license, an identifiable asset or liability, regardless of
whether the entity intends to do so;

(b) the asset arises from contractual or other legal rights, whether those
rights are transferable or separable from the entity or from other rights and
obligations.

Under IFRS 3, an acquirer discloses information for each business
combination that occurs during the reporting period, including the factors that
contribute to goodwill, such as expected synergies between the target and
acquirer, intangible assets that do not qualify for separate recognition, or
other factors.

The procedure for calculating goodwill in a business combination is
set out in IFRS 3 (Figure 1).

Goodwill arises if the sum of (a) exceeds (b). If the opposite is the
case, in which amount (b) exceeds amount (a), then it is a bargain purchase
gain. IAS 38 (IAS 38, 2021) defines the accounting for identifiable intangible
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assets acquired in a business combination. Thus, acquirer measures goodwill
at the amount recognized at the acquisition date less any accumulated
impairment losses.

Algorithm for goodwill calculation

v

a) Amount: Consideration transferred measured at acquisition date fair value
+
Non-controlling interest in the acquiree
+
Acquisition-date fair value of equity interest previously held by the acquirer in the target in a
business combination achieved in stages
b) Balance of the acquisition-date amounts of the identifiable assets acquired and liabilities
assumed measured at fair value

Figure 1. Goodwill Calculation in a business combination
Source: compiled on the basis of (IFRS 3, 2023).

Consider a practical example of goodwill calculation where a parent
company acquired 60% of shares in a subsidiary for EUR 1 200 thousand. At
the date of acquisition, the carrying amount of the subsidiary’s net assets was
EUR 870 thousand and the fair value was EUR 1 050 thousand (revaluation
amounted to EUR 180 thousand). To calculate goodwill and determine the
non-controlling interest in the allocation of the acquired net assets of the
subsidiary, the following amounts should be analyzed:

1) Cost of acquisition (consideration) = 1200.

Carrying amount of net assets of the subsidiary = 1260 — 390 = 870.

Fair value of net assets of the subsidiary = 870 + 180 = 1050.

2) Fair value of net assets acquired = 1050-0.60 = 630.

Goodwill = (1) — (2) = 1200 — 630 = 570.

Equity of the subsidiary = 600+190+80 = 870.

Non-controlling interest (NCI) 40% = 870-0,40 = 348.

Equity of the subsidiary owned by:

« Group = 600-0.60+190-0.60+80-0.60=360+114+48=522.
« NCI = 600-0.40+190-0.40+80-0.40=240+76+32=348.

The revaluation of assets is 180, so 40% of the total amount of asset
revaluation 180-0.40=72 should be added to NCI, so NCI = 348+72=420
(EUR thousand).

When preparing the consolidated financial statements, the amount of
long-term financial investments, the components of the subsidiary’s equity
owned by the group, are deducted from consolidated financial statements,
and goodwill and the amount of the revaluation of assets to fair value
(including the portion attributable to NCI) are added. The remaining items
are subject to full consolidation (Table 3).
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Table 3

Worksheet for preparation of the consolidated balance sheet (statement of
financial position)

Equity ofa
Parent Subsidiar wholly Eliminations Consolidated
ltems y owned (adjustments) balance sheet
subsidiary
Asset Llabllltl_es Asset L|ab|I|t|_es Group| NCI | Asset L|ab|I|t|_es Asset Llabllltl_es
and equity and equity and equity and equity

Cash 2700 390 3090
!_ong-term financial 1200 1200
investments
Property, plantand | g5, 870 180 10550
equipment
Goodwill 570 570
Total assets 13400 1260 750 | 1200 |14210
Liabilities 1200 390 1590
Share capital 7100 600 360 | 240 | 360 7100
Additional capital 4800 190 114 | 76 | 114 4800
Retained earnings 300 80 48 32 | 48 300
Non-controlling
interest (NCI) 2 420
Total liabilities and 13400 1260 | 522 | 348 [522| 72 14210
equity

Source: compiled on the basis of and processing (IFRS 3, 2023; IFRS 10, 2023; Fomina et al.,
2023; Kostyuchenko et al., 2021; IFRS 12, 2023).

According to the Chart of Accounts for Accounting for Assets,
Capital, Liabilities and Business Transactions of Enterprises and Organi-
zations and Instructions for its Application (MinFin of Ukraine, 1999),
account 19 "Goodwill" is used to account for goodwill with subaccounts:
191 "Goodwill on acquisition™ and 192 "Goodwill on privatization (corpora-
tization)". The debit of the account reflects the value of goodwill arising from
the acquisition of another company (during privatization/corporatization),
while the credit reflects losses from impairment of goodwill and its write-off.
The debit of account 19 corresponds to the following accounts: 14 "Long-
term financial investments", 37 "Settlements with various debtors™, 68 "Set-
tlements on other transactions”; credit — with accounts: 14, 37, 68, 45
"Capital withdrawal", 97 "Other expenses".

Goodwill is not subject to amortization but is tested for impairment in
accordance with IAS 36 "Impairment of Assets” (I1AS 36, 2023).

Goodwill arising on the acquisition of businesses is carried at cost at
the acquisition date less accumulated impairment losses, if any. For the
purpose of impairment testing, goodwill is allocated to each of the group’s
cash-generating units based on the expected future benefits to be derived
from the synergies of the combination. A cash-generating unit to which
goodwill has been allocated is tested for impairment at least annually. If the
recoverable amount of the cash-generating unit is less than its carrying
amount, the impairment loss is allocated first to reduce the carrying amount
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of any goodwill allocated to the unit and then to the other assets of the unit
on a pro rata basis based on the carrying amount of each asset in the unit.
Any impairment loss for goodwill is recognized directly in profit or loss. An
impairment loss recognized for goodwill is not reversed in subsequent
periods. On disposal of a cash-generating unit, the amount of goodwill
associated with the operation is included in the determination of the gain or
loss on disposal.

Thus, goodwill recognized in a business combination is an asset that
reflects future economic benefits. Sources of goodwill may include certain syne-
rgies after the business combination, expansion into other markets, and organi-
zational capital (Demyanova & Semenova, 2022). However, this approach to
identification and measurement is not entirely justified, since, according to
IFRS 3, goodwill under the accounting approach can arise only on acquisition. It
is also called external, disclosed goodwill (Lessambo, 2022).

According to 1AS 38 (IAS 38, 2023), internally generated goodwill is
not recognized as an asset because it is not an identifiable resource controlled
by the entity and can be reliably measured at cost. However, it needs to be
evaluated and taken into account in management accounting in order to build
internal potential, environmental and intellectual capital, and competiti-
veness of the enterprise, which will contribute to the generation of internal
goodwill and, if necessary, increase external goodwill arising from business
combinations or sales of companies.

For the internal goodwill accounting, it is recommended to supple-
ment the existing list of accounts with an additional subaccount 193 "Internal
goodwill". In this case, analytical subaccounts should be provided for this
account, for example: Human assets, Personal internal goodwill of the head,
Client assets (“Client assets. Suppliers”, "Client assets. Buyers", "Client
assets. Potential buyers"), Intangible assets related to contracts (“*Non-
compete agreements”, "Confidentiality agreements"”, "Favorable employ-
ment contracts”, "Favorable insurance contracts”, "Supplier agreements”,
"Buyer agreements™), Organizational assets ("Own software", "Organiza-
tional assets. Marketing", "Certificate of conformity of products"”, "Non-
patented technologies"”, "Non-patented recipes”), Social assets, Envi-
ronmental assets (Zadorozhnyi et al., 2021). However, the proposed
analytical subaccounts will more satisfy the needs of internal management
reporting than disclosure of information for external users. Since the current
IFRS and IAS do not have appropriate mechanisms for the assessment and
accounting of such objects. Objects that affect internally generated goodwill
do not fully meet all the criteria for asset recognition provided for in the
standards, which complicates the practice of goodwill valuation.

Approaches to defining external and internal goodwill differ.
Internally generated goodwill is assessed by the enterprise, its accounting
staff, managers, owners. External goodwill, which is disclosed in
consolidated financial statements, is assessed by the investing enterprise, which
iIs the buyer and ultimately acts as the parent company. It is the buyer — the parent
company in the consolidated statements that discloses information about the
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expected synergy from the acquisition, intangible assets that do not qualify for
separate recognition, and other factors forming goodwill. The relationship
between goodwill disclosed in consolidated financial statements (external
goodwill) and internally generated goodwill as evaluation objects is more
clearly presented in Figure 2.

1 1
! Consolidated financial statements :lﬂ
I I
L e e e e e e e e e e e e e e e e e e e e e e e e 1

[ The cost of compensation / long-term financial investment in a subsidiary ]
Disclosed Goodwill : Fair value of net assets acquired :
i by the subsidiary i
| |
, }/’// \\\\\\\ ~< | The enterprise is an object of purchase and sale
Pt Internally B —————————
(\ N ) The carrying amount of net assets of the
S generated Goodwill e enterprise

Management reporting / off-
balance sheet factors of enterprise
value i e~ I

Undisclosed intangible value IFRS. 1AS

—_—_———— e —— —_——— e —— — —

Integrated and non-financial reporting

Figure 2. The relationship between disclosed goodwill in the consolidated financial
statements, internally generated goodwill, and undisclosed intangible value

Source: compiled by the author.

It is important to underline that goodwill arising from business
combinations and reflected in the consolidated financial statements depends
on the purchase price, i.e., the compensation agreed upon by both parties
when the enterprise is subject to acquisition, as well as the fair value of the
acquired net assets. At the same time, these indicators, as well as the
formation of expectations from the acquisition of a subsidiary, are
significantly influenced by external environmental factors at the specific time
of investment and business combination.

There is a need to shift the focus of goodwill assessment presented in
the consolidated financial statements. It is essential to understand that
goodwill arises essentially at the moment of concluding the business
combination agreement and becomes visible in the consolidated financial
statements. Goodwill is determined not so much by the difference between
the compensation amount and the purchase price but rather by the willingness
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and consent of the buyer to pay more than the current balance sheet value of
the investment object. The amount of goodwill is determined by the
investor’s vision and expectations from the business combination, from the
arguments and evidence of what the acquisition of the subsidiary will bring
to the group. Therefore, the methodological toolkit for goodwill assessment
should be significantly broader and more diverse and not limited to IFRS.
Thus, for goodwill assessment, the methodology defined in IFRS for
disclosed goodwill needs to be supplemented with methods that allow for a
comprehensive examination of the components and factors that shape the
added invisible value of the company, expressed as goodwill.

A thorough analysis of scientific literature, goodwill assessment
practices, and current trends and opportunities has allowed for the
identification of four additional methodological approaches to goodwill
assessment (Table 4).

Table 4
Complementary methods of goodwill evaluation
The
methodological Characteristics of the methodological toolkit
approach

The discounted cash flow (DCF) method evaluates goodwill by considering the
projected future cash flows of the company, stemming from its constant value for
customers and consumers. This may include customer loyalty, a strong brand
reputation, and other factors contributing to revenue stability.
The Transaction Multiples Method compares estimated brand values with similar companies
in the market that have analogous enduring value for customers. This may require an analysis

Methodology of brand value, reputation, and other factors influencing customer relations.

based on brand The Excess Earnings Method assesses goodwill based on the profitability it generates

valuation for through its enduring value for customers. It relies on estimating future excess earnings

clients expected to be generated by the company due to loyal customers, as well as the

avoidance of costs associated with acquiring new customers.

The Market Price Method utilizes the market price of the company’s stock and analyzes
the difference between the market price and the company’s book value to determine the
value of goodwill. This can be an effective method, especially for publicly traded
companies where the market price of the stock reflects the overall market assessment
of the company’s brand and reputation

Financial analysis includes approaches based on using financial indicators to analyze
solvency, liquidity, and financial stability of the company, as well as assessing the
company’s ability to withstand stressful situations such as economic downturns,
changes in market conditions, risks, sanctions, etc.

Stress tests allow testing the company’s response to various stress scenarios. This may
include modeling economic crises, military risks and their consequences, changes in
market conditions, losses from the loss of key clients, etc., and assessing the impact of
these scenarios on the company’s financial indicators and its readiness to survive in
Assessment of such conditions.

the Company’s Operational resilience analysis evaluates operational efficiency and management
Long-Term effectiveness under stress conditions. It may include analysis of operational processes,
Stability inventory management, quality assurance, risk management, etc.

Strategic risk management analysis identifies and evaluates strategic risks that can affect the
company and its readiness for and ability to effectively manage risks. This method includes
evaluating risk management strategies, the presence of crisis and emergency business plans
(e.g., in wartime), responding to changes in legislation, etc.

Socio-economic analysis assesses the company’s relationships with its stakeholders,
including customers, consumers, employees, investors, the public, etc. This method relies
on analyzing the company’s reputation, stakeholders’ interest in its success, and determining
the company’s ability to maintain these relationships in turbulent conditions
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End of the Table 4

The
methodological
approach

Characteristics of the methodological toolkit

Assessment of
goodwill
considering
aspects of
sustainable
development and
social
responsibility

The Earnings Multiplier Method allows for the valuation of goodwill based on a
company’s income metrics, taking into account not only current profit but also its
projected dynamics, considering social and environmental factors.

The Market Comparable Method involves comparing the goodwill value of the subject
company with that of similar enterprises in the market, taking into account various
social and environmental indicators such as the degree of environmental efficiency, the
level of social programs, management efficiency, and so forth.

The Social Valuation Method aims to incorporate social value based on indicators of the
company’s social responsibility activities. This method utilizes various approaches,
including assessing contributions to environmental conservation, improvements in
working conditions, promotion of social development, and more.

Integrated Sustainability Assessment relies on an approach that considers a broad
spectrum of environmental, social, and economic (ESG) indicators to assess the impact
of a company’s activities on sustainable development, allowing the evaluation of
goodwill as part of the overall social and environmental value of the company.

Internal assessment Methods include analyzing the company’s internal processes, such
as risk resilience, resource management efficiency, and employee engagement with
sustainable development and social responsibility goals.

External assessment Methods include analyzing external factors such as consumer,
investor, government, and NGO reactions to the company’s activities in the context of
sustainable development and social responsibility.

The Triple Bottom Line Method enables the determination of goodwill formation by
measuring a company’s impact on profit, people, and the planet, assessing the
company’s financial performance (profit), social aspects (people), and environmental
impact (planet).

The Stakeholder Approach Method focuses on identifying and evaluating the
company’s impact on all interested stakeholders, including consumers, employees,
investors, NGOs, and government agencies, thus taking into account the interests of
these groups in assessing the company’s goodwill.

The Social Gross Domestic Product (SGDP) Method determines a company’s gross
contribution to social development, including support for labor standards, consumer
rights protection, support for local communities, environmental stewardship, volunteer
initiatives, and other social aspects

Using Avrtificial
Intelligence for
Goodwill
Valuation

Analysis of large volumes of data (Big Data) using Al allows for processing large
volumes of data from various sources, such as social media, news, customer feedback,
and others, to identify patterns and trends indicating the level of goodwill of the
company.

Natural Language Processing (NLP) for analyzing textual data, such as customer
reviews, comments on social networks, etc., to identify sentiments, emotions, and
overall attitudes towards the company.

Machine Learning based on historical data about the company, including financial and
non-financial reports, stock value dynamics, brand ratings, etc., to develop models that
can predict the future value of goodwill.

Analytics of video and image data from advertising campaigns, events, exhibitions, and
other sources allows to understand how the company is perceived by consumers and
accordingly its value to consumers.

Decision Support Systems provide recommendations for management strategies that can
enhance the company’s goodwill

Source: compiled on the basis of and processing (Fomina et al., 2023; Hargrave et al., 2024;
Kollruss, 2022; Kostyuchenko et al., 2024; Pelekh et al., 2021; VVoloshenko, 2020).

At a time when the methodology for goodwill measurement in

preparing consolidated financial

statements is clearly defined by

International Financial Reporting Standards, a second complementary group
of goodwill valuation methods can be applied by investors to assess potential
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acquisition targets and manage company value by management. A systematic
approach includes the following approaches: brand valuation for clients,
measuring the long-term stability of the company, evaluating considering
indicators of sustainable development and social responsibility, goodwill
valuation methods based on artificial intelligence capabilities.

Each of the proposed groups of methods has its advantages and
limitations. For instance, the use of artificial intelligence for goodwill
assessment can provide companies with a more accurate and objective
understanding of their reputation and market value. However, it is also
important to consider ethical aspects and data confidentiality protection when
using such technologies. The development of goodwill valuation methods
takes into account the long-term stability of the company under stressful
situations, such as economic crises or changes in market conditions. This may
include the development of models that assess risks and reserve opportunities
to determine goodwill stability.

Goodwill assessment, considering its lasting value for clients and
consumers, can be important in the context of many businesses, especially
those based on customer relationships, innovation, product or service quality,
brand reputation. Goodwill assessment, considering aspects of sustainable
development and social responsibility, is becoming increasingly important
for companies in the modern world. This approach reflects the general trend
towards considering environmental, social, and corporate aspects in decision-
making processes. These methods can be applied separately or in
combination, depending on the specific situation and characteristics of the
business. The proposed methodological approaches can help improve the
accuracy and objectivity of goodwill assessment, which in turn will
contribute to better management decision-making and increased trust from
market participants.

Goodwill is an asset that reflects the difference between the value of
the company as a whole business and the sum of the values of individual
assets. Its assessment is important for financial reporting and investment
decision-making.

Analysis shows that disclosed goodwill accounts for a significant
portion of the value of the combined business, with its size reaching
USD 133 billion in 2022 (for AT&T — Table 5). For example, the disclosed
goodwill of AB InBev amounts to USD 116 billion or 61% of the company’s
value. The share of disclosed goodwill is 52% in Bayer, 45% for Sanofi and
AT&T, 43% for CVS Health, 42% for BAT (GIFT™, 2022). It is noticeable
that among the top 20 companies in the world by the value of disclosed
goodwill, the overwhelming majority belong to the United States. By types
of activity, Pharma, Healthcare, Technology & IT, Internet & Software,
Media, Banking dominate.
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Table 5

Top 20 Companies Worldwide by the Amount of Disclosed Goodwill in the
Consolidated Financial Statements for the Year 2022

Disclosed |Enterprise g;?;\j\jﬁ?/
Rank Name Country Industry ((Ejosogvl\;lr:; (U\;T:I)usn) Enterprise

Value
1 |AT&T United States Telecoms 133 298 45%
2 | AB InBev Belgium Drinks 116 190 61%
3 | CVS Health United States | Retail & Food Retail 79 184 43%
4 | Disney United States Media 78 245 3204
5 | UnitedHealth Group United States Healthcare 76 523 15%
6 |Berkshire Hathaway United States Insurance 74 865 9%
7 | Comcast United States Media 70 229 31%
8 | Bank of America United States Banking 69 396 17%
9 |BAT United Kingdom Tobacco 58 137 42%
10 {1BM United States Technology & IT 56 169 33%
11 | Sanofi France Pharma 55 123 45%
12 | Raytheon Technology | United States Aeé%igﬂzz & 54 172 31%
13 épo Morgan Chase & United States Banking 50 487 10%
14 | Microsoft United States | Internet & Software 50 1701 3%
15 | Pfizer United States Pharma 49 277 18%
16 | Bayer Germany Pharma 46 89 5204
17 |Cigna United States Healthcare 46 128 36%
18 |Oracle United States | Internet & Software 44 289 15%
19 |Broadcom United States Technology & IT 43 223 19%
20 | Thermo Fisher United States Healthcare 42 229 18%

Source: compiled on the basis of and processing (GIFT™, 2022).
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Overall, these examples demonstrate the significant role that goodwill
can play in business combinations, especially when it comes to acquiring
valuable intangible assets such as brands, intellectual property, and customer
bases. However, it is important to note that the success of these transactions
can vary greatly depending on a range of factors, including market conditions
and management decisions. The significant proportion of goodwill value
disclosed in the consolidated financial statements indicates an imperfect
mechanism for assessing business value today, noticeable divergence
between book value and market value, and the presence of undisclosed
intangible assets whose value is increasing (Figure 3).

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2




ACCOUNTING AND AUDIT

® Tangible Net Assets ~ ® Disclosed Intangible Assets @ Disclosed Goodwill @ Undisclosed Value

150

120

60.6

90 453 505

385 354

305 350
60
26.5
238
208 25, 182
30.3 256 454
7.9
30 . i =
{48 dEs SES
ng 8 '
# 283
mmuEHH!E i

0

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Figure 3. The global trend of the composition of value and Disclosed Goodwill
(USD trillion)

Source: (GIFT™, 2022).

The value of undisclosed intangible assets, including internally generated
goodwill, is noticeably increasing, indicating a growing deviation in the fair
market value of the business compared to disclosed assets on the balance sheet.
Modern accounting practice does not recognize internally generated intangible
assets, except for acquired ones. The definition of an intangible asset by IFRS
requires its non-monetary nature and identification. Since the beginning of 2001,
IFRS has required a breakdown of the cost of intangible assets acquired through
business combinations into various categories, such as those related to customers
and the market. However, only acquired assets can be reflected on the balance
sheet, complicating the assessment of the true value of the company. Considering
this, enterprises must systematically assess all their assets and liabilities, including
undisclosed intangible assets (GIFT™, 2022).

Thus, undisclosed intangible assets represent assets that are not
reflected in a company’s financial statements but may have significant value
and impact on the market value of the enterprise. This category includes
"internally generated goodwill" and the difference between the market value
of the business and the value of its physical and identified intangible assets
(GIFT™, 2022). Although internally generated goodwill is not formally
recognized as an intangible asset, it is a controlled resource expected to bring
future economic benefits.

Therefore, regardless of accounting standards requirements, com-
panies must regularly assess all their tangible and intangible assets, including
internally generated ones such as goodwill, brands, and patents, intellectual,
social, and environmental capital, reflecting additional value that new
management can create (GIFT™, 2022).
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4. Consolidation procedures

A parent company prepares consolidated financial statements using
uniform accounting policies for similar transactions and other events in
similar circumstances. IFRS 10 sets out the requirements for the preparation
of consolidated financial statements by parent entities that are related to the
recognition of control, and also provides a list of conditions that allow a
parent entity not to present consolidated financial statements (Figure 4).

1

! Consolidated financial statements %
1

b e e e e e e e e e e e e e, ——————————

p
Prepared by the parent company if Not required if the parent meets all
all the requirements are met: of the following requirements:
B -

1) the investor has power over the 1) It is a subsidiary of another company
investee (through the ability to direct whose owners are informed of the fact of non-
significant activities); filing and do not object to it;

2) the investor has rights to variable 2) its debt or equity instruments are not
returns from its involvement with the traded on a public market (stock exchange or
investee or is exposed to risks associated over-the-counter);
with those returns; 3) it does not submit its financial

3) the parent (investor) has the ability to statements to the Securities Commission;
influence the results through its power over 4) its parent company publishes its
the investee financial statements and prepares consolidated

financial statements in accordance with IFRS

Figure 4. Requirements for the preparation of consolidated financial statements
Source: compiled on the basis of (IFRS 10, 2023; NAR(S) 2, 2013; Fomina et al., 2023).

If the consolidated financial statements are not prepared, information
users cannot analyze goodwill because goodwill is an attribute of
consolidated financial reporting. This underscores the relevance of the
request for disclosure of goodwill information in integrated reporting
(Kostyuchenko et al., 2024) or other forms of non-financial reporting of the
enterprise.

Consolidation of an investee begins from the date when the investor
obtains control over the investee and ceases when the investor loses control.

Paragraphs B86-B93 of IFRS 10 provide guidance on the preparation
of consolidated financial statements. Thus, the procedures for consolidating
financial statements include:

I. Combining similar items of assets, equity, liabilities, income,
expenses and cash flows of the parent company with similar items of its
subsidiaries.

II. Reduction (elimination) of the carrying amount of the parent’s
investment in each subsidiary and the parent’s share of the equity of each
subsidiary.
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I1l. Elimination of all intra-group assets, liabilities, equity, income,
expenses and cash flows between group entities. Profits or losses arising from
intra-group transactions and recognized in assets (inventories, fixed assets) are
completely excluded (Kostyuchenko et al., 2021). Intragroup losses may indicate
an impairment that should be recognized in the consolidated financial statements.
IAS 12 "Income Taxes" (IAS 12, 2023) addresses temporary differences arising
from the elimination of profits or losses resulting from intra-group transactions.

Thus, subsidiaries, which are entities in which the Group has an
interest, directly or indirectly, of more than one half of the voting rights or
otherwise has the ability to exercise control over their activities, are fully
consolidated in the consolidated financial statements. If the parent company
owns 100% of the voting rights of a subsidiary, no non-controlling interest is
calculated (Fomina et al., 2022; Semenova, 2021). In accordance with
IFRS 12 "Disclosure of Interests in Other Entities” (IFRS 12, 2021), an entity
discloses information to evaluate the nature of its interests in other entities,
the risks associated with those interests, and the effects of those interests on
its financial position, cash flows, and performance. In particular, the
consolidated financial statements provide information on the composition of
the group, the volume and balances of intra-group transactions, and their
impact on the group’s results.

Conclusions

For business owners, investors, and managers, it is important to understand
the potential impact of intangible factors on the value of the business, which are
not disclosed in the financial statements but materialize in the form of goodwill
during business combinations and consolidation of financial statements. It is
during business combinations that internally generated goodwill, formed by off-
balance sheet factors of business value, becomes a fully recognized asset,
assessed, and disclosed in consolidated reporting.

Consolidated financial statements show how the combined business
operates, financial position, composition of property, ratio of liabilities,
equity structure, cash flows, income and expenses, and profits of companies
belonging to the group. The peculiarity of consolidated reporting is that the
parent and subsidiaries are separate legal entities that maintain accounting
records and prepare separate financial statements in accordance with the
principle of autonomy. However, for consolidation purposes, the results of
the group are presented as if they were a single economic unit. The
methodology and procedures for preparing consolidated financial statements
require compliance with a number of rules, including making adjustments,
eliminating intra-group transactions and balances from the primary financial
statements and disclosing them in the notes to the consolidated financial
statements. The responsibility for preparing and presenting consolidated
financial statements rests with the parent company, which prepares the
worksheets and makes the necessary adjustments for consolidation purposes
outside its own accounting system.
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Goodwill and non-controlling interest are integral attributes of
consolidated financial statements. The uniqueness of goodwill is that it
reflects the immeasurable aspects of the business, the expected added value
of the investee company. Goodwill is an important element in the
consolidated financial statements as it affects the ultimate financial position
of the Group. Goodwill reflects the strategic value that a company attaches
to a particular asset or entity under its control. However, it may also be
subject to impairment if its value can no longer be justified by expected future
earnings. Therefore, goodwill in consolidated financial statements is an
important aspect, as it reflects the intangible factors of a business’s value that
can significantly impact the overall resilience and efficiency of the company
in competitive business environments.

The categorization of two groups of goodwill valuation methods allows
for consideration of the interests and needs of various parties conducting such
assessments. The first group of methods is designed for assessing disclosed
goodwill during business combinations and consolidation of financial statements.
The second group of goodwill valuation methods enables a thorough analysis of
the value created by the company in its operations, the value of internal goodwill
considered during subsidiary acquisition agreements, and the company’s ability
to generate goodwill for impairment testing. Management’s own assessment of
business value, including goodwill value, subsequently requires annual review
and substantiation based on evidence and calculations proposed by the
methodology to support their assumptions.

Therefore, the proposed hypothesis is substantiated, and for a justified
valuation of goodwill during consolidation, the use of such methodological
approaches is necessary: assessing brand value for customers, measuring long-
term company stability, evaluating sustainability and social responsibility indica-
tors, goodwill valuation methods based on artificial intelligence capabilities.

Thus, the scientific novelty lies in defining and grouping
methodological approaches to assessing the value of goodwill, in accordance
with the requirements of IFRS for disclosure in consolidated financial state-
ments and accompanying notes, as well as in the group of additional methods
that investors can utilize regarding potential acquisition targets and
management during company value management.

Goodwill is unique in that it is assessed not only during acquisition.
The proposed methodology will be useful for testing goodwill impairment
for further financial statement consolidation, as well as for evaluating all
aspects of internally generated goodwill formation. Currently, information
about goodwill can be disclosed in more detail in the notes to the consolidated
financial statements, as well as in other forms of non-financial reporting,
including management reports and integrated reporting.

Prospects for further research include deepening knowledge and
experience in the field of non-financial statement consolidation; improving
international accounting and reporting standards; more comprehensive dis-
closure of goodwill formation aspects; analysis of the relationship between
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internally generated goodwill and the amount of externally disclosed
goodwill during consolidation. Ultimately, this will allow financial statement
users to obtain more comprehensive information about the group’s activities
and the impact of off-balance sheet factors on business value and the amount

of goodwill.
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