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ABSTRACT: The purpose of this case is 10 help the student integrate the pro-
cess of translating foreign currency financial statements with the consolidation
process. The financial statements of a British subsidiary are adjusted to U.S.
GAAP, and the current-rate method is used to translate them into U.S. dollars.
“The subsidiary’s adjusted, translated financial statements are then used to com-
pute the parent's investment income and translation adjustment for the year un-
der the equity method. Finally, consolidated financial statements are prepared
for the U.S. parent and its Briish subsidiary. A basic ratio analysis and discus-

LEARNING OBJECTIVES

= To integrate adjusting for differ-
ences in national accounting prac-
tices, foreign currency translation,
the equity method, and consolida
tion of financial statements in a
single comprehensive setting.

= To illustrate the current-rate
method of translating foreign fi
nancial statements.

»  Toillustrate application of the equity
method to a foreign subsidiary of a
domestic parent company.

» To illustrate how information is ag-

gregated through preparation of con-

solidated _financial statements.

To introduce forms of international

business, global business strategy,

differences in national accounting
practices, and foreign currency
exposure.

Loading

sion of foreign currency exposure are also included

PARENT CORPORATION AND
SUBSIDIARY PLC
Parent Corporation began opera:

tions in the United States (U.S.) in the
1980s. After successfully operating and
expanding throughout the U.S., Parent
began to look for ways of expanding into
foreign markets. Several methods for be:
coming involved in foreign markets were
considered, such as exporting, licensing
agreements, franchises and foreign di-
rect investment. Parent's executives de-
cided on a foreign direct investment and
also decided it would be easiest to be-
gin foreign operations in an English-
speaking country. Accordingly, on Janu-
ary 1, 1992, Parent acquired 80 percent
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