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IFRS 10 Consolidated Financial 
Statements

IFRS 3 Business Combinations

Under IFRS, the regulatory framework for consolidation is established by:

IFRS 12 Disclosure of Interests in 
Other Entities

Associates and IAS 28 Investments in Associates and 
Joint Ventures

IFRS 11 Joint Arrangements

In addition, a group may have associate or joint arrangements that should 
be accounted for under:

• Specify the consolidation 
requirements and procedures

• Set out the legal boundary on a 
group and group accounts 

Regulatory Framework Under IFRS
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Workshop 1
• Consol. and B. Combination

Workshop 2
• Changes in a group
• Disclosure

Regulatory Framework Under IFRS

Workshop 3
• Other consolidation issues
• Associates and joint 

arrangements

• More calculations in
Workshop 2 and 3

• You are welcome to bring your 
own calculator to practise

IFRS 10 Consolidated Financial 
Statements

IFRS 3 Business Combinations

IFRS 12 Disclosure of Interests in 
Other Entities

Associates and IAS 28 Investments in Associates and 
Joint Ventures

IFRS 11 Joint Arrangements
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IFRS 3 Business Combinations

IFRS 10 Consolidated Financial 
Statements

IAS 27 Separate Financial  
Statements

Recap on Basic
Consolidation Techniques

Agenda of Workshop 1

Overview

Practical 
Examples

Real Cases

Workshop 1
• Consolidation and Business 

Combination

Requirements
New 

Requirements
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蘋果日報 (2011.5.28)
Case
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IFRS 10, 11 and 12

Interaction between IFRS 10, 11 & 12, & IAS 28 & 39 (or IFRS 9)

Control 
alone?

No

Yes

Joint 
Control?

Significant 
influence?

IAS 39 
or IFRS 9

IFRS 10
(Consolidation)

IFRS 11
(Joint Arrangement)

Account for assets, 
liabilities, revenues 

and expenses

No

No

Yes

Yes

Disclosure in accordance with IFRS 12

Joint 
Operation

IAS 28
(Equity Method)

Joint 
Venture

The graph is adapted from the IASB

Subsidiary

Associate

Financial Assets
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Consolidated Financial Statements
(IFRS 10)
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IFRS 10 Consol. Financial Statements

• To meet the objective, IFRS 10:

a) requires an entity (the parent) that controls one or more other 
entities (subsidiaries) to present consolidated financial 
statements;

b) defines the principle of control, and establishes control as the 
basis for consolidation;

c) sets out how to apply the principle of control to identify 
whether an investor controls an investee and therefore must 
consolidate the investee; 

d) sets out the accounting requirements for the preparation of 
consolidated financial statements; and 

e) defines an investment entity and sets out an exception to 
consolidating particular subsidiaries of an investment entity.
(IFRS 10.2)



5

© 2008-14 Nelson Consulting Limited 9

IFRS 10 Consol. Financial Statements

• The IASB explains that 
– The application of IAS 27 and SIC-12 revealed inconsistent application in a 

number of areas:
• Applying the definition of control: the perceived conflict of emphasis between

– IAS 27 (power to govern financial and operating policies) and 

– SIC-12 (risks and rewards)

led to inconsistent application of the definition of control for different types of 
entities.

• Control without a majority of voting rights: because IAS 27 does not provide 
explicit guidance in this area, similar relationships between entities were being 
accounted for differently.

• Agency relationships: the lack of guidance for these relationships meant that 
similar transactions (e.g. those involving funds or investment conduits) were 
being accounted for differently.

– Instead, IFRS 10 contains a single consolidation model that identifies 
control as the basis for consolidation for all types of entities

• Also providing additional application guidance, will increase consistent 
application in these areas.
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Scope of IFRS 10

• An entity that is a parent shall present consolidated financial 
statements. This IFRS applies to all entities, except as follows:

(a) a parent need not present consolidated financial statements if it meets all 
the following conditions:

(i) it is a wholly-owned subsidiary or is a partially-owned subsidiary of 
another entity and all its other owners, including those not otherwise 
entitled to vote, have been informed about, and do not object to, the 
parent not presenting consolidated financial statements;

(ii) its debt or equity instruments are not traded in a public market (a 
domestic or foreign stock exchange or an over-the-counter market, 
including local and regional markets);

(iii) it did not file, nor is it in the process of filing, its financial statements 
with a securities commission or other regulatory organisation for the 
purpose of issuing any class of instruments in a public market; and

(iv) its ultimate or any intermediate parent produces consolidated financial 
statements that are available for public use and comply with IFRSs or 
International Financial Reporting Standards. (IFRS 10.4)
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Control

• An investor, regardless of the nature of its 
involvement with an entity (the investee), 

– shall determine whether it is a parent by assessing 
whether it controls the investee. (IFRS 10.5)

• An investor controls an investee when

– it is exposed, or has rights, to variable returns from its 
involvement with the investee and

– has the ability to affect those returns through its power
over the investee. (IFRS 10.6)
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Control

• Thus, an investor controls an investee if and 
only if the investor has all the following:

a. power over the investee;

b. exposure, or rights, to variable 
returns from its involvement with 
the investee; and

c. the ability to use its power over 
the investee to affect the amount 
of the investor’s returns (IFRS 10.7)

Rights include
voting rights, potential voting rights, proportionate 

voting rights, substantive rights, removal rights, 
decision-making rights, protective rights, 
contractual rights …… 

Power

Returns

Link between 
Power & Returns

Power is defined as “existing 
rights that give the current ability 
to direct the relevant activities”

relevant activities are “activities 
of the investee that significantly 
affect the investee’s returns”
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Control

• An investor shall consider all facts and 
circumstances when assessing whether it 
controls an investee. 

– The investor shall reassess whether it controls an 
investee if facts and circumstances indicate that 
there are changes to one or more of the three 
elements of control listed as above. (IFRS 10.8)

Power

Returns

Link between 
Power & Returns
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Control

• Consideration of the following factors may assist 
in making the determination whether an investor 
controls an investee:

a. the purpose and design of the investee;

b. what the relevant activities are and how decisions
about those activities are made;

c. whether the rights of the investor give it the current 
ability to direct the relevant activities;

d. whether the investor is exposed, or has rights, to 
variable returns from its involvement with the 
investee; and

e. whether the investor has the ability to use its power 
over the investee to affect the amount of the 
investor’s returns. (IFRS 10.B3)

Power

Returns

Link between 
Power & Returns
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Control

• An investor has power over an investee when the 
investor has existing rights that give it the current 
ability to direct the relevant activities, 

– i.e. the activities that significantly affect the 
investee’s returns (IFRS 10.10)

• Power arises from rights. 

– Sometimes assessing power is straightforward, 
such as when power over an investee is obtained 
directly and solely from the voting rights granted by 
equity instruments such as shares, and can be 
assessed by considering the voting rights from 
those shareholdings. 

– In other cases, the assessment will be more 
complex and require more than one factor to be 
considered, for example when power results from 
one or more contractual arrangements (IFRS 10.11)

Power

Existing Rights

relevant activities

Current Ability
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Control

• An investor with the current ability to direct the 
relevant activities has power even if its rights to 
direct have yet to be exercised. 

– Evidence that the investor has been directing 
relevant activities can help determine whether the 
investor has power, but such evidence is not, in 
itself, conclusive in determining whether the 
investor has power over an investee (IFRS 10.12)

• If two or more investors each have existing rights 
that give them the unilateral ability to direct 
different relevant activities, 

– the investor that has the current ability to direct the 
activities that most significantly affect the returns of 
the investee has power over the investee (IFRS 
10.13)

Power

Existing Rights

Current Ability
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Control

Majority of 
voting rights?

With power?

Power with 
majority of 
the voting 

rights

With power?

No Power: 
majority of 

voting rights 
but no power

Yes No

Yes No

Voting rights have 
significant effect?

Power 
without 

majority of 
the voting 

rights

No power

Yes No

Consider only 
substantive rights

Yes No

Other rights sufficient 
to give power?

Power from 
rights other 
than voting 

rights

No Yes

Power
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Control

Power

Existing Rights

• An investor, in assessing whether it has power, 
considers only substantive rights relating to an 
investee (held by the investor and others). 

• For a right to be substantive, 

– the holder must have the practical ability to 
exercise that right. (IFRS 10.B22)

Substantive 
Rights

Consider only 
substantive rights
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Control
Example

Power

• Determining whether rights are substantive 
requires judgement, taking into account all facts 
and circumstances. Factors to consider in making 
that determination include but are not limited to:

a. Whether there are any barriers (economic or 
otherwise) that prevent the holder (or holders) 
from exercising the rights; 

b. When the exercise of rights requires the 
agreement of more than one party, or when the 
rights are held by more than one party, whether a 
mechanism is in place that provides those parties 
with the practical ability to exercise their rights 
collectively if they choose to do so;

c. Whether the party or parties that hold the rights 
would benefit from the exercise of those rights, for 
example, terms of conditions of potential voting 
rights. (IFRS 10.B24)

Existing Rights

Substantive 
Rights

Consider only 
substantive rights
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Control

Power

Substantive 
Rights

• To be substantive, rights also need to be 
exercisable when decisions about the direction of 
the relevant activities need to be made. 

– Usually, to be substantive, the rights need to 
be currently exercisable. 

• However, sometimes 
rights can be substantive, 

– even though the rights are not currently 
exercisable. (IFRS 10.B24)

Existing Rights
IAS 27 uses it as the sole criterion but 
IFRS 10 now incorporates more

Consider only 
substantive rights
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Control

Power

Existing Rights

• In evaluating whether rights give an investor 
power over an investee, 

– the investor shall assess whether its rights, 
and rights held by others, are protective rights.  
(IFRS 10.B27)

Protective rights are defined as

• Rights designed to protect the interest of 
the party holding those rights without 
giving that party power over the entity to 
which those rights relate.

Protective 
Rights

Consider only 
substantive rights
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Control

Power

Existing Rights

• Protective rights relate to fundamental changes to 
the activities of an investee or apply in exceptional 
circumstances. 

– However, not all rights that apply in 
exceptional circumstances or are contingent 
on events are protective. (IFRS 10.B27)

• Because protective rights are designed to protect 
the interests of their holder without giving that 
party power over the investee to which those 
rights relate, 

– an investor that holds only protective rights 
cannot have power or prevent another party 
from having power over an investee. (IFRS 
10.B27)

Protective 
Rights

Consider only 
substantive rights
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Control
Example

Power

• Examples of protective rights include but are not 
limited to:

a. a lender’s right to restrict a borrower from 
undertaking activities that could significantly 
change the credit risk of the borrower to the 
detriment of the lender.

b. the right of a party holding a non-controlling 
interest in an investee 

• to approve capital expenditure greater than that 
required in the ordinary course of business, or 

• to approve the issue of equity or debt 
instruments.

c. the right of a lender to seize the assets of a 
borrower if the borrower fails to meet specified 
loan repayment conditions. 
(IFRS 10.B28)

Existing Rights

Protective 
Rights

Consider only 
substantive rights
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Control

Majority of 
voting rights?

With power?

Power with 
majority of 
the voting 

rights

Yes

Yes

Voting rights have 
significant effect?

Consider only 
substantive rights

Yes No

Other rights sufficient 
to give power?
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Control: Power with Major Voting Rights

Power

Existing Rights

• Often an investor has the current ability, through 
voting or similar rights, to direct the relevant 
activities. (IFRS 10.B34)

• An investor that holds more than half of the voting 
rights of an investee has power in the following 
situations, unless IFRS 10.B36 or B37 applies:

a. the relevant activities

• are directed by a vote of the holder of the 
majority of the voting rights, or

b. a majority of the members of the governing 
body that directs the relevant activities (e.g. 
directors) 

• are appointed by a vote of the holder of 
the majority of the voting rights. (IFRS 
10.B35) Voting Rights
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Control: Power with Major Voting Rights

Power

Existing Rights

Majority of the Voting Rights But No Power

• For an investor that holds more than half of the voting 
rights of an investee, to have power over an investee, 

– the investor’s voting rights

• must be substantive (as discussed and in IFRS 
10.B22-B25) and 

• must provide the investor with the current ability 
to direct the relevant activities, which often will 
be through determining operating and financing 
policies. 

• If another entity has existing rights that provide that 
entity with the right to direct the relevant activities and 
that entity is not an agent of the investor,

– the investor does not have power over the investee. 
(IFRS 10.B36)

Voting Rights

Current Ability

Substantive 
Rights
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Control: Power with Major Voting Rights

Power

Existing Rights

Majority of the Voting Rights But No Power

• An investor does not have power over an 
investee, even though the investor holds the 
majority of the voting rights in the investee, when 
those voting rights are not substantive. 

– For example, an investor that has more than 
half of the voting rights in an investee cannot 
have power if the relevant activities are 
subject to direction by a government, court, 
administrator, receiver, liquidator or regulator. 
(IFRS 10.B37)

Voting Rights
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Control

Majority of 
voting rights?

With power?

No

Voting rights have 
significant effect?

Power 
without 

majority of 
the voting 

rights

Yes

Consider only 
substantive rights

Yes No

Other rights sufficient 
to give power?
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Control: Power without Major V. Rights

Power

Existing Rights

Power without a Majority of the Voting Rights

• An investor can have power even if it holds less 
than a majority of the voting rights of an investee. 

• An investor can have power with less than a 
majority of the voting rights of an investee, for 
example, through:

a. a contractual arrangement between the 
investor and other vote holders;

b. rights arising from other contractual 
arrangements;

c. the investor’s voting rights;

d. potential voting rights; or

e. a combination of (a)–(d). (IFRS 10.B38)

Voting Rights
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Control: Power without Major V. Rights

Power

Existing Rights

The Investor’s Voting Rights

• An investor with less than a majority of the voting 
rights has rights that are sufficient to give it power 
when the investor has the practical ability to direct 
the relevant activities unilaterally. (IFRS 10.B41)

Voting Rights
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Control: Power without Major V. Rights

• When assessing whether an investor’s voting 
rights are sufficient to give it power, an investor 
considers all facts and circumstances, including:

a. the size of the investor’s holding of voting 
rights relative to the size and dispersion of 
holdings of the other vote holders, noting that:

i. the more voting rights an investor holds, 
the more likely the investor is to have 
existing rights that give it the current 
ability to direct the relevant activities;

ii. the more voting rights an investor holds 
relative to other vote holders, the more 
likely the investor is to have existing 
rights that give it the current ability to 
direct the relevant activities;

Example

Power

Existing Rights

Voting Rights
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Control: Power without Major V. Rights

iii. the more parties that would need to act 
together to outvote the investor, the 
more likely the investor is to have 
existing rights that give it the current 
ability to direct the relevant activities;

b. potential voting rights held by the investor, 
other vote holders or other parties;

c. rights arising from other contractual 
arrangements; and

d. any additional facts and circumstances that 
indicate the investor has, or does not have, 
the current ability to direct the relevant 
activities at the time that decisions need to be 
made, including voting patterns at previous 
shareholders’ meetings. (IFRS 10.B42)

Example

Power

Existing Rights

Voting Rights
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Control: Power without Major V. Rights

The Investor’s Voting Rights

• When the direction of relevant activities is 
determined by majority vote and an investor holds 
significantly more voting rights than any other vote 
holder or organised group of vote holders, and the 
other shareholdings are widely dispersed, 

– it may be clear, after considering the factors 
as listed alone, that the investor has power 
over the investee. (IFRS 10.B43)

Power

Existing Rights

Voting Rights
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Control: Power without Major V. Rights

• An investor acquires 48% of the voting rights of an 
investee. 

• The remaining voting rights are held by thousands of 
shareholders, none individually holding more than 1% 
of the voting rights. 

• None of the shareholders has any arrangements to 
consult any of the others or make collective decisions. 

• When assessing the proportion of voting rights to 
acquire, on the basis of the relative size of the other 
shareholdings, the investor determined that a 48% 
interest would be sufficient to give it control. 

• In this case, on the basis of the absolute size of its 
holding and the relative size of the other shareholdings, 
the investor concludes that it has a sufficiently 
dominant voting interest to meet the power criterion 
without the need to consider any other evidence of 
power. (IFRS 10 Example 4)

Example

Power

Existing Rights

Voting Rights
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Control: Power without Major V. Rights
Case

Group Structure 
(as at 18.06.2014)

The structure is extracted from website
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Control: Power without Major V. Rights
Case

Group Structure 
(as at 18.06.2014)

The structure is extracted from website2014.05.01
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Control: Power without Major V. Rights

Group Structure 
(as at 18.06.2014)

Case

2014.05.01 2014.05.08

結果 ...

長實聲明回應「隱惡揚善」
2014年05月9日

【新報訊】長江實業集團昨就有傳媒以
「隱惡揚善」的貶義字眼，形容長實不
用將和黃的負債記入資產負債表一事，
發表聲明回應，指長實多年來持有和黃
49.9%股權，和黃為其聯營公司。和黃之
負債不會在長實的綜合財務狀況表中反
映，有關會計處理亦獲核數師認同。

聲明表示，長實及和黃兩間公司經審核
的資產負債狀況都是公開及可供查閱的，
並沒有任何隱瞞的地方。

根據長實2013年年報披露，長實於2013
年年底之負債淨額與總資本淨額比率為
2.3%。

聲明又指長實及和黃是兩間不同的上市
公司，長實不需承擔和黃之負債，而且
既沒有、亦不能為其債務提供擔保。
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Control: Power without Major V. Rights

• An investor holds 45% of the voting rights of an 
investee. 

• Eleven other shareholders each hold 5% of the voting 
rights of the investee. 

• None of the shareholders has contractual 
arrangements to consult any of the others or make 
collective decisions. 

• In this case, the absolute size of the investor’s holding 
and the relative size of the other shareholdings alone 
are not conclusive in determining whether the investor 
has rights sufficient to give it power over the investee. 

• Additional facts and circumstances that may provide 
evidence that the investor has, or does not have, power 
shall be considered. (IFRS 10 Example 7)

Example

Power

Existing Rights

Voting Rights
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Potential Voting Rights

• When assessing control, an investor considers its 
potential voting rights as well as potential voting 
rights held by other parties, to determine whether 
it has power. 

• Potential voting rights are

– rights to obtain voting rights of an investee, such as 
those arising from convertible instruments or 
options, including forward contracts. 

• Those potential voting rights are considered only 
if the rights are substantive. (IFRS 10.B47)

Control: Power without Major V. Rights

Power

Existing Rights

Voting Rights
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Control: Power without Major V. Rights

Potential Voting Rights

• When considering potential voting rights, an 
investor shall consider the purpose and design of 
the instrument, as well as the purpose and design 
of any other involvement the investor has with the 
investee. 

– This includes an assessment of the various 
terms and conditions of the instrument as well 
as the investor’s apparent expectations, 
motives and reasons for agreeing to those 
terms and conditions. (IFRS 10.B48)

• If the investor also has voting or other decision-
making rights relating to the investee’s activities, 
the investor assesses whether those rights, in 
combination with potential voting rights, give the 
investor power. (IFRS 10.B49)

Power

Existing Rights

Voting Rights
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Control: Power without Major V. Rights

Potential Voting Rights

• Substantive potential voting rights alone, or in 
combination with other rights, can give an investor 
the current ability to direct the relevant activities. 
(IFRS 10.B50)

Power

Existing Rights

Voting Rights
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Power

Existing Rights

Voting Rights

Control: Power without Major V. Rights

• Investor A and two other investors each hold 
a third of the voting rights of an investee. 

• The investee’s business activity is closely 
related to investor A. 

• In addition to its equity instruments, investor 
A also holds debt instruments that are 
convertible into ordinary shares of the 
investee at any time for a fixed price that is 
out of the money (but not deeply out of the 
money). 

• If the debt were converted, investor A would 
hold 60% of the voting rights of the investee.

• Investor A would benefit from realising 
synergies if the debt instruments were 
converted into ordinary shares.  (IFRS 10 
Example 10)

Example

Investor A has power over the 
investee

• because it holds voting 
rights of the investee 
together with substantive 
potential voting rights that 
give it the current ability to 
direct the relevant activities.
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Control

Majority of 
voting rights?

Voting rights have 
significant effect?

Consider only 
substantive rights

Yes No

Other rights sufficient 
to give power?

Power from 
rights other 
than voting 

rights

Yes
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relevant activities

Control: Power from Other Rights
Example

Power

• Examples of activities that, depending on the 
circumstances, can be relevant activities include, 
but are not limited to:

a. selling and purchasing of goods or services;

b. managing financial assets during their life 
(including upon default);

c. selecting, acquiring or disposing of assets;

d. researching and developing new products or 
processes; and

e. determining a funding structure or obtaining 
funding. (IFRS 10.B11)
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Control: Power from Other Rights
Example

Power

• Examples of rights that, either individually or in 
combination, can give an investor power include 
but are not limited to:

a. rights in the form of voting rights (or potential 
voting rights) of an investee;

b. rights to appoint, reassign or remove members of 
an investee’s key management personnel who 
have the ability to direct the relevant activities;

c. rights to appoint or remove another entity that 
directs the relevant activities;

d. rights to direct the investee to enter into, or veto 
any changes to, transactions for the benefit of the 
investor; and

e. other rights (such as decision-making rights 
specified in a management contract) that give the 
holder the ability to direct the relevant activities.
(IFRS 10.B15)

Existing Rights
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Control: Power from Other Rights
Example

Power

• Examples of evidence that the investor’s rights 
are sufficient to give it power over the investee:
a. Appoint or approve the investee’s key 

management personnel (KMP) who have the ability 
to direct the relevant activities.

b. Direct the investee to enter into, or can veto any 
changes to, significant transactions for the benefit 
of the investor.

c. Dominate either the nominations process for 
electing members of the investee’s governing body 
or the obtaining of proxies from other holders of 
voting rights.

d. KMP are related parties of the investor (e.g. the 
same CEO of the investee and of the investor).

e. The majority of the members of the investee’s 
governing body are related parties of the investor. 
(IFRS 10.B18)

Existing Rights

Greater weight is 
given to the list of 
evidence when 

considering power
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Control: Power from Other Rights
Example

Power

Existing Rights

• The following indicator suggests that the investor 
has more than a passive interest in the investee 
and, in combination with other rights, may 
indicate power:
a. The investee’s key management personnel who 

have the ability to direct the relevant activities are 
current or previous employees of the investor.

b. The investee’s operations are dependent on the 
investor, such as in the following situations:

i. The investee depends on the investor to fund a 
significant portion of its operations.

ii. The investor guarantees a significant portion of 
the investee’s obligations.

iii. The investee depends on the investor for 
critical services, technology, supplies or raw 
materials.
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Control: Power from Other Rights
Example

Power

Existing Rights

iv. The investor controls assets such as licences 
or trademarks that are critical to the investee’s 
operations.

v. The investee depends on the investor for key 
management personnel, such as when the 
investor’s personnel have specialised 
knowledge of the investee’s operations.

c. A significant portion of the investee’s activities 
either involve or are conducted on behalf of the 
investor.

d. The investor’s exposure, or rights, to returns from 
its involvement with the investee is 
disproportionately greater than its voting or other 
similar rights. 
e.g. there may be a situation in which an investor is 

entitled, or exposed, to more than half of the 
returns of the investee but holds less than half of 

the voting rights of the investee. (IFRS 10.B19)
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Power

Control: Variable Return

• When assessing whether an investor has control 
of an investee, 

– the investor determines whether it is exposed, 
or has rights, to variable returns from its 
involvement with the investee.

• An investor is exposed, or has rights, to variable 
returns from its involvement with the investee 
when the investor’s returns from its involvement 
have the potential to vary as a result of the 
investee’s performance. 

– The investor’s returns can be only positive, only 
negative or both positive and negative (IFRS 10.15)

Power

Returns
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Control: Linkage

• An investor controls an investee if the investor 

– not only has power over the investee and exposure 
or rights to variable returns from its involvement 
with the investee, 

– but also has the ability to use its power to affect 
the investor’s returns from its involvement with the 
investee  (IFRS 10.17)

• Thus, an investor with decision-making rights
shall determine whether it is 

– a principal or 

– an agent.

• An investor that is an agent in accordance 
with IFRS 10.B58–B72 does not control 
an investee when it exercises decision-
making rights delegated to it (IFRS 10.18)

Link between 
Power & Returns

Returns

Power
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IFRS 10: Accounting Requirements

• A parent shall prepare consolidated financial 
statements

– using uniform accounting policies for like transactions 
and other events in similar circumstances (IFRS 10.19)

• Consolidation of an investee shall 

– begin from the date the investor obtains 
control of the investee and

– cease when the investor loses control of 
the investee (IFRS 10.20)

• IFRS 10.B86–B93 set out guidance for the 
preparation of consolidated financial statements
(IFRS 10.21)
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IFRS 10: Accounting Requirements

Consolidation Procedures

• Consolidated financial statements:

a. combine like items of assets, liabilities, equity, income, expenses and cash 
flows of the parent with those of its subsidiaries.

b. offset (eliminate) the carrying amount of the parent’s investment in each 
subsidiary and the parent’s portion of equity of each subsidiary (IFRS 3 
explains how to account for any related goodwill).

c. eliminate in full intragroup assets and liabilities, equity, income, expenses 
and cash flows relating to transactions between entities of the group 
(profits or losses resulting from intragroup transactions that are recognised 
in assets, such as inventory and fixed assets, are eliminated in full). 

• Intragroup losses may indicate an impairment that requires recognition 
in the consolidated financial statements.

• IAS 12 Income Taxes applies to temporary differences that arise from 
the elimination of profits and losses resulting from intragroup 
transactions. (IFRS 10.B86)
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IFRS 10: Accounting Requirements

A X
Non-current assets
Property, plant & equipment 1,500 2,000 
Current assets
Inventories 100 500
Cash at bank 100 100 

200 600
Current liabilities
Account payables (100) (600)

Net current assets 100 0 

Net assets 1,600 2,000 

Share capital 100 200
Reserves 1,500 1,800

1,600 2,000

tity A acquired 80% of Entity X at year end by issuing 1,600 shares of $1 each 
and their financial statements are set out below:

Example

Please prepare

• The journals and/or 
consolidation journals

• The consolidation spreadsheet

• The consolidated balance 
sheet right after the acquisition
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IFRS 10: Accounting Requirements

Dr($) Cr($)
On the company level of Entity A

Dr Investment in subsidiary 1,600
Cr Share capital 1,600
Being the shares issued to acquire Entity X

On the consolidated level (consolidation journal)

Dr Share capital - Entity X 200
Reserves - Entity X 1,800

Cr Investment in subsidiary 1,600
Non-controlling interests ($2,000 x 20%) 400

Being elimination of investment in Entity X (assume fair value = book value)

Journal and consolidation journal:

Example
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IFRS 10: Accounting Requirements

A X
Non-current assets
Investment in subsidiary 1,600 0
Property, plant & equipment 1,500 2,000 

3,100 2,000
Current assets
Inventories 100 500
Cash at bank 100 100 

200 600
Current liabilities
Account payables (100) (600)
Net current assets 100 0 

Net assets 3,200 2,000 

Share capital (1,700) (200)
Reserves (1,500) (1,800)

(3,200) (2,000)

Consolidation spreadsheet and consolidated balance sheet:
Line by

Line Consol

0
3,500 
3,500

600
200
800 

(700)
100 

3,600

(1,700)
(1,500)
(3,200)

(400)
(3,600)

Example

Non-controlling interest

Dr/(Cr)

(1,600)

200
1,800

(400)
0 
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IFRS 10: Accounting Requirements

Intragroup balances, transactions, income and expenses

• Eliminate in full intragroup assets and liabilities, equity, 
income, expenses and cash flows

• Examples include:

– Income, expenses and dividends

– Profits and losses resulting from intragroup transactions that 
are recognised in assets, such as inventory and fixed assets

– Intragroup losses may indicate an impairment that requires 
recognition in the consolidated financial statements.

Example

Example



29

© 2008-14 Nelson Consulting Limited 57

IFRS 10: Accounting Requirements

A X
Non-current assets
Property, plant & equipment 1,500 2,000

Current assets
Inventories 100 500
Amount due from X 50 0
Cash at bank 50 100 

200 600
Current liabilities
Account payables (100) (550)
Amount due to A 0 (50)

Net current assets 100 0 

Net assets 1,600 2,000 

Share capital 100 200
Reserves 1,500 1,800

1,600 2,000

Same example as before, but some balances due to Entity A by Entity X

Example

Intragroup 
Balances

Should we prepare the journals 
and/or consolidation journals?
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IFRS 10: Accounting Requirements

A X
Non-current assets
Investment in subsidiary 1,600 0
Property, plant & equipment 1,500 2,000 

3,100 2,000
Current assets
Inventories 100 500
Cash at bank 50 100 

150 600
Current liabilities
Account payables (100) (550)
Net current assets 50 50 

Amount due from/(to) group co. 50 (50)

Net assets 3,200 2,000 

Share capital 1,700 200
Reserves 1,500 1,800
Non-controlling interests

3,200 2,000

Same example as before, but some balances due to Entity A by Entity X

Example

Line by 
Line Consol

0 
3,500 
3,500

600
150
750 

(650)
100 

0

3,600

1,700
1,500

400
3,600
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IFRS 10: Accounting Requirements

A X
Non-current assets
Property, plant & equipment 1,500 2,000

Current assets
Inventories 100 500
Cash at bank 100 100 

200 600
Current liabilities
Account payables (100) (600)

Net current assets 100 0 

Net assets 1,600 2,000 

Share capital 100 200
Reserves 1,500 1,800

1,600 2,000

Same example as before: Entity A sold inventories at a price of $100 to Entity 
X with a margin of 20% and X immediately disposed of goods of $60 .

Example

Intragroup 
Sales

Please prepare

• The journals and/or consolidation 
journals

• The consolidation spreadsheet

• The consolidated balance sheet 
right after the acquisition
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IFRS 10: Accounting Requirements

Dr($) Cr($)
On the company level of Entity A
Dr Investment in subsidiary 1,600
Cr Share capital 1,600
Being the shares issued to acquire Entity X

On the consolidated level (consolidation journal)
Dr Share capital - Entity X 200

Reserves - Entity X 1,800
Cr Investment in subsidiary 1,600

Non-controlling interests ($2,000 x 20%) 400
Being elimination of investment in Entity X (assume fair value = book value)

Journal and consolidation journal:

Example

Additional consolidation journal
Dr Reserves 8
Cr Inventories    [($100 - $60) x 20%] 8
Being elimination of unrealised gain on inventory resulted from intragroup sales
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IFRS 10: Accounting Requirements

A X
Non-current assets
Investment in subsidiary 1,600 0
Property, plant & equipment 1,500 2,000 

3,100 2,000
Current assets
Inventories 100 500
Cash at bank 100 100 

200 600
Current liabilities
Account payables (100) (600)
Net current assets 100 0 

Net assets 3,200 2,000 

Share capital (1,700) (200)
Reserves (1,500) (1,800)

(3,200) (2,000)

Consolidation spreadsheet and consolidated balance sheet:
Line by

Line Consol

0
3,500 
3,500

592
200
792 

(700)
92 

3,592

(1,700)
(1,492)
(3,192)

(400)
(3,592)

Example

Non-controlling interest

Dr/(Cr)

(1,600)

(8)

200
1,808

(400)
0 

J#1 J#2

(1,600)

(8)

200
1,800 8

(400)
0 0
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IFRS 10: Accounting Requirements

Uniform Accounting Policies

• If a member of the group uses accounting policies other than those 
adopted in the consolidated financial statements for like transactions 
and events in similar circumstances, 

– appropriate adjustments are made to that group member’s financial 
statements in preparing the consolidated financial statements to 
ensure conformity with the group’s accounting policies. (IFRS 10.B87)
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IFRS 10: Accounting Requirements

Measurement

• An entity includes the income and expenses of a 
subsidiary in the consolidated financial statements 
from the date it gains control until the date when 
the entity ceases to control the subsidiary. 

• Income and expenses of the subsidiary are based 
on the amounts of the assets and liabilities 
recognised in the consolidated financial 
statements at the acquisition date.

– For example, depreciation expense recognised in 
the consolidated statement of profit or loss and other 
comprehensive income after the acquisition date is 
based on the fair values of the related depreciable 
assets recognised in the consolidated financial 
statements at the acquisition date. (IFRS 10.B88)
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IFRS 10: Accounting Requirements

Reporting Date

• The financial statements of the parent and its 
subsidiaries used in the preparation of the 
consolidated financial statements shall have the 
same reporting date. 

• When the end of the reporting period of the parent 
is different from that of a subsidiary, 

– the subsidiary prepares, for consolidation 
purposes, additional financial information as of 
the same date as the financial statements of 
the parent to enable the parent to consolidate 
the financial information of the subsidiary, 
unless it is impracticable to do so. (IFRS 10.38)
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IFRS 10: Accounting Requirements

Reporting Date

• If it is impracticable to do so, the parent shall 
consolidate the financial information of the 
subsidiary using 

– the most recent financial statements of the 
subsidiary adjusted for the effects of significant 
transactions or events that occur between the date 
of those financial statements and the date of the 
consolidated financial statements. 

• In any case, 

– the difference between the date of the subsidiary’s 
financial statements and that of the consolidated 
financial statements shall be no more than three 
months, and 

– the length of the reporting periods and any 
difference between the dates of the financial 
statements shall be the same from period to period.
(IFRS 10.B93)
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IFRS 10: Accounting Requirements

Non-Controlling Interests

• A parent shall present non-controlling interests in the consolidated 
statement of financial position within equity, 

– separately from the equity of the owners of the parent (IFRS 10.22)

• Changes in a parent’s ownership interest in a subsidiary that do not 
result in the parent losing control of the subsidiary are equity 
transactions (ie transactions with owners in their capacity as owners) 
(IFRS 10.23)

• IFRS 10.B94–B96 set out guidance for the accounting for non-
controlling interests in consolidated financial statements (IFRS 10.24)
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IFRS 10: Accounting Requirements

Non-Controlling Interests

• An entity shall attribute the profit or loss and each component of other 
comprehensive income

– to the owners of the parent and

– to the non-controlling interests. 

• The entity shall also attribute total comprehensive income to the 
owners of the parent and to the non-controlling interests even if this 
results in the non-controlling interests having a deficit balance. (IFRS 
10.B94-95)

• If a subsidiary has outstanding cumulative preference shares that are 
classified as equity and are held by non-controlling interests, 

– the entity shall compute its share of profit or loss after adjusting for the 
dividends on such shares, whether or not such dividends have been 
declared. (IFRS 10.B94-95)
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Business Combinations
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Introduction

• The objective of IFRS 3 (revised in 2008) is 

– to improve the relevance, reliability and comparability of 
the information that a reporting entity provides in its 
financial statements about a business combination and 
its effects. 

• To accomplish that, IFRS 3 establishes principles and 
requirements for how the acquirer: 

a) recognises and measures in its financial statements the 
identifiable assets acquired, the liabilities assumed and 
any non-controlling interest in the acquiree; 

b) recognises and measures

• the goodwill acquired in the business combination or 

• a gain from a bargain purchase; and 

c) determines what information to disclose to enable users 
of the financial statements to evaluate the nature and 
financial effects of the business combination. 

Application of 
the method

Method of 
accounting

Scope

What is it?
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Introduction – Key Features

• Extended the scope, i.e. less exemption 

• Acquisition-date fair value extensively applied, 
including:

– Non-controlling interests (or minority interests) can be 
measured at “full” fair value approach

– Goodwill can incorporate the goodwill of non-
controlling interests

– Intangible asset identified in the business 
combination shall be measured at fair value

– Contingent consideration shall be measured at fair 
value

• Step acquisition shall be measured by a different 
approach

• All transactions costs to be expensed

Application of 
the method

Method of 
accounting

Scope
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Scope of IFRS 3

• IFRS 3 applies to a transaction or other event that 
meets the definition of a business combination. 

• IFRS 3 does not apply to: 

a) the formation of a joint venture. 

b) the acquisition of an asset or a group of assets that 
does not constitute a business. 

• Brief requirements set out for such acquisition and 
it does not give rise to goodwill

c) a combination of entities or businesses under common 
control. 

Scope
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Application of 
the method

The Acquisition Method

• An entity shall account for each business combination 
by applying the acquisition method. (IFRS 3.4)

Method of 
accounting

Scope

• Applying the acquisition method requires: 
a) identifying the acquirer; 

b) determining the acquisition date; 

c) recognising and measuring 

• the identifiable assets acquired, 

• the liabilities assumed and 

• any non-controlling interest in the acquiree; and 

d) recognising and measuring 

• goodwill or 

• a gain from a bargain purchase. (IFRS 3.5)

Guidance in IFRS 10

Date of control obtained
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Indication as an Acquirer

The Acquisition Method

• The guidance in IFRS 10 shall be used to identify the acquirer –
the entity that obtains control of the acquiree. 

• If a business combination has occurred but applying the 
guidance in IFRS 10 does not clearly indicate which of the 
combining entities is the acquirer, the factors in IFRS shall be 
considered in making that determination.

– In a business combination effected primarily by transferring 
cash or other assets or by incurring liabilities, the acquirer is 
usually 

• the entity that transfers the cash or other assets or incurs 
the liabilities.

– In a business combination effected primarily by exchanging 
equity interests, the acquirer is usually 

• the entity that issues its equity interests.
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Application of 
the method

The Acquisition Method

• The acquirer shall identify the acquisition date, which 
is the date on which it obtains control of the acquiree. 
(IFRS 3.8)

– The date on which the acquirer obtains control of the 
acquiree is generally the date on which the acquirer 
legally transfers the consideration, acquires the assets 
and assumes the liabilities of the acquiree — the closing 
date. 

– However, the acquirer might obtain control on a date that 
is either earlier or later than the closing date. 

• For example, the acquisition date precedes the closing date 
if a written agreement provides that the acquirer obtains 
control of the acquiree on a date before the closing date. 

• An acquirer shall consider all pertinent facts and 
circumstances in identifying the acquisition date.

• Determining the acquisition date
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Application of 
the method

The Acquisition Method

• As of the acquisition date, the acquirer shall 
recognise, separately from goodwill,

– the identifiable assets acquired, 

– the liabilities assumed and 

– any non-controlling interest in the acquiree.

• Recognition of identifiable assets acquired and 
liabilities assumed is subject to the conditions 
specified in IFRS 3.11 and 3.12. (IFRS 3.10)

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree
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The Acquisition Method

• To qualify for recognition as part of applying the 
acquisition method, 

– the identifiable assets acquired and liabilities assumed 
must meet the definitions of assets and liabilities in the 
Framework for the Preparation and Presentation of 
Financial Statements at the acquisition date.

• In addition, to qualify for recognition as part of 
applying the acquisition method, the identifiable 
assets acquired and liabilities assumed must be 

– part of what the acquirer and the acquiree (or its former 
owners) exchanged in the business combination 
transaction

– rather than the result of separate transactions.

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree
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The Acquisition Method

• The acquirer’s application of the recognition principle 
and conditions may result in

– recognising some assets and liabilities that the 
acquiree had not previously recognised as 
assets and liabilities in its financial statements. 

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree 
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The Acquisition Method

• An operating lease in which the acquiree is the lessee is normally not 
recognised as assets or liabilities except for:

– if the terms of an operating lease are favourable relative to market terms

 the acquirer shall recognise an intangible asset

– if the terms are unfavourable relative to market terms

 the acquirer shall recognise a liability (IFRS 3.B29)

• If the terms of an operating lease in which the acquiree is the lessor are 
either favourable or unfavourable when compared with market terms 

– The acquirer does not recognise a separate asset or liability(IFRS 3.B42)

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree 

Example
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The Acquisition Method

• At the acquisition date, the acquirer shall

– classify or designate the identifiable assets 
acquired and liabilities assumed as necessary to 
apply other IFRSs subsequently. 

• The acquirer shall make those classifications or 
designations on the basis of 

– the contractual terms, economic conditions, its 
operating or accounting policies and other 
pertinent conditions as they exist at the acquisition 
date. (IFRS 3.15)

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree
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The Acquisition Method

• The acquirer shall measure the identifiable assets acquired
and the liabilities assumed 

– at their acquisition-date fair values. 
(IFRS 3.18)

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree

Affect acquisition in stages

Previous practice

New alternative (“full goodwill method”)

• For each business combination, the acquirer shall measure
any non-controlling interest in the acquiree either 

– at fair value or 

– at the non-controlling interest’s proportionate 
share of the acquiree’s identifiable net assets.
(IFRS 3.19)
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Goodwill ($120 - $75) 45

$

Parent’s interest – 75% of fair value 
of identifiable net assets ($100 × 75%) 75

Non-controlling interest ($100 × 25%)
(at its proportionate share of Entity A’s 
identifiable net assets)

25

The Acquisition Method
Example

$

Fair value of identifiable net assets of 
Entity A 100

Purchase 75% interest in Entity A 
(consideration is $120) 120

Previous Methodology
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Goodwill ($120 - $75) 45

$

Parent’s interest – 75% of fair value 
of identifiable net assets ($100 × 75%) 75

Non-controlling interest ($100 × 25%)
(at its proportionate share of Entity A’s 
identifiable net assets)

25

The Acquisition Method
Example

$

Fair value of identifiable net assets of 
Entity A 100

Purchase 75% interest in Entity A 
(consideration is $120) 120

Goodwill ($160 – $100) 60

$

NCI ($160 × 25%)
(at fair value)

40

$

Fair value of Entity A as a 
whole ($120 ÷ 75%) 160

Previous Methodology New Methodology
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The Acquisition Method

• Exception to the recognition principle of IFRS 3:

– Contingent liabilities: 

• Recognised as of the acquisition date if it is a present obligation that 
arises from past events and its fair value can be measured reliably

– Even if it is not probable that an outflow of resources will be 
required.

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree
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The Acquisition Method

• Exception to the recognition and measurement principles of IFRS 3

1. Income taxes:

• in accordance with IAS 12 Income Taxes

2. Employee benefits:

• in accordance with IAS 19 Employee Benefits

3. Indemnification assets (say indemnified by the seller): 

• recognise an indemnification asset at the same time that it recognises the 
indemnified item measured on the same basis as the indemnified item,

– subject to the need for a valuation allowance for uncollectible amounts. 

» if the indemnification relates to an asset or a liability that is recognised at 
the acquisition date and measured at its acquisition-date fair value, the 
acquirer shall recognise the indemnification asset at the acquisition date 
measured at its acquisition-date fair value.

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree 
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The Acquisition Method

• The seller in a business combination may 
contractually indemnify the acquirer for the outcome 
of a contingency or uncertainty related to all or part 
of a specific asset or liability.

• For example, the seller may indemnify the acquirer 
against losses above a specified amount on a liability 
arising from a particular contingency; 

– in other words, the seller will guarantee that the 
acquirer’s liability will not exceed a specified amount. 

• As a result, the acquirer obtains an indemnification 
asset.

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree

Example

the indemnified item
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The Acquisition Method

• As a result of IFRS 3, IAS 38 Intangible Assets has 
also been amended.

• In particular, IAS 38.33 has been added with:

– If an asset acquired in a business combination 

• is separable or 

• arises from contractual or other legal rights, 

 sufficient information exists to measure 
reliably the fair value of the asset. 

– Thus, the reliable measurement criterion in IAS 
38.21(b) is always considered to be satisfied for 
intangible assets acquired in business combinations.

• Recognising and measuring the identifiable assets acquired, the 
liabilities assumed and any non-controlling interest in the acquiree

Fair value shall 
be used then!
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The Acquisition Method

• The acquirer shall recognise goodwill as of the 
acquisition date measured as the excess of (a) over (b) 
below: 

a) the aggregate of: 

i) the consideration transferred measured in accordance with 
IFRS 3, which generally requires acquisition-date fair 
value; 

ii) the amount of any non-controlling interest in the acquiree
measured in accordance with IFRS 3; and 

iii) in a business combination achieved in stages, the 
acquisition-date fair value of the acquirer’s previously held 
equity interest in the acquiree. 

b) the net of the acquisition-date amounts of the identifiable 
assets acquired and the liabilities assumed measured in 
accordance with IFRS 3. (IFRS 3.32)

• Recognising and measuring goodwill or a gain from a bargain purchase 

If fair value is adopted, it will 
affect the amount of goodwill

Practices changed

Critical 
Amendment

Application of 
the method
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Goodwill ($120 - $75) 45

$

Parent’s interest – 75% of fair value 
of identifiable net assets ($100 × 75%) 75

Non-controlling interest ($100 × 25%)
(at its proportionate share of Entity A’s 
identifiable net assets)

The Acquisition Method
Example

$

Fair value of identifiable net assets of 
Entity A 100

Purchase 75% interest in Entity A 
(consideration is $120) 120

Previous Methodology
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Goodwill 45

$

Parent’s interest – 75% of fairf
identifiable net assets

Non-controlling interest 25
145

$

Fair value of identifiable net a
100

Purchase 75% interest in Entit
(consideration is $120) 120

Goodwill ($120 - $75) 45

$

Parent’s interest – 75% of fair value 
of identifiable net assets ($100 × 75%) 75

Non-controlling interest ($100 × 25%)
(at its proportionate share of Entity A’s 
identifiable net assets)

The Acquisition Method
Example

$

Fair value of identifiable net assets of 
Entity A 100

Purchase 75% interest in Entity A 
(consideration is $120) 120

$(120 + 25) – $100
= $45

a(i)

b

a(ii)

Previous Methodology New Methodology
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60

$

$120 ÷ 75%
= $160

$160×25%= 40
160

$

100

120

Goodwill 45

$

Parent’s interest – 75% of fairf
identifiable net assets

Non-controlling interest 25
145

$

Fair value of identifiable net a
100

Purchase 75% interest in Entit
(consideration is $120) 120

Goodwill ($120 - $75) 45

$

Parent’s interest – 75% of fair value 
of identifiable net assets ($100 × 75%) 75

Non-controlling interest ($100 × 25%)
(at its proportionate share of Entity A’s 
identifiable net assets)

The Acquisition Method
Example

$

Fair value of identifiable net assets of 
Entity A 100

Purchase 75% interest in Entity A 
(consideration is $120) 120

New MethodologyPrevious Methodology

a(i)

b

a(ii)

$(120 + 40) – $100
= $60
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The Acquisition Method

• When the goodwill becomes a negative figure

 It is a bargain purchase.

• The acquirer shall recognise the resulting gain in 
profit or loss on the acquisition date

 The gain shall be attributed to the acquirer.

• A bargain purchase might happen, for example, in a 
business combination that is a forced sale in which 
the seller is acting under compulsion. 

• However, the recognition or measurement 
exceptions for particular items may also result in 
recognising a gain (or change the amount of a 
recognised gain) on a bargain purchase.

• Recognising and measuring goodwill or a gain from a bargain purchase 
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The Acquisition Method

• Before recognising a gain on a bargain purchase 
– the acquirer shall reassess whether it has correctly identified all of the assets 

acquired and all of the liabilities assumed and shall recognise any additional 
assets or liabilities that are identified in that review. 

– the acquirer shall then review the procedures used to measure the amounts
IFRS 3 requires to be recognised at the acquisition date for all of the 
following:
a) the identifiable assets acquired and liabilities assumed;

b) the non-controlling interest in the acquiree, if any;

c) for a business combination achieved in stages, the acquirer’s previously held 
equity interest in the acquiree; and

d) the consideration transferred.

– The objective of the review is to ensure that the measurements appropriately 
reflect consideration of all available information as of the acquisition date.

• Recognising and measuring goodwill or a gain from a bargain purchase 



47

© 2008-14 Nelson Consulting Limited 93

The Acquisition Method

A X
Non-current assets
Investment in subsidiary 2,000 0
Property, plant & equipment 1,500 2,000

3,500 2,000 
Current assets
Inventories 100 500
Cash at bank 100 100 

200 600
Current liabilities
Account payables (100) (600)
Net current assets 100 0 

Net assets 3,600 2,000 

Share capital ($1,100 + $2,000) 3,100 200
Reserves 500 1,800

3,600 2,000

Entity A acquired 80% of Entity X at year end by issuing 2,000 shares of $1 
each and their financial statements are set out below:

Example

• If there is an intangible asset 
with a fair value of $1,000.

• Identifiable net assets (INA) 
would be $3,000.

Consideration transferred $ 2,000
NCI ($3,000 x 20%) 600

2,600

Identifiable net assets of
the acquiree 3,000

Goodwill becomes negative 400
(i.e. gain on bargain purchase)

Cost of business 
combination = $ 2,000
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Dr($) Cr($)
On the consolidated level (consolidation journal)

Dr Intangible asset (at fair value) 1,000
Share capital - Entity X 200
Reserves - Entity X 1,800

Cr Investment in subsidiary 2,000
Non-controlling interests ($3,000 x 20%) 600
Profit or loss – gain on bargain purchase 400

Being elimination of investment in Entity X and recognition of “negative” goodwill 
in profit or loss.

Consolidation journal:

Example
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A X
Non-current assets
Intangible asset 0 0
Investment in subsidiary 2,000 0
Property, plant & equipment 1,500 2,000 

3,500 2,000
Current assets
Inventories 100 500
Cash at bank 100 100 

200 600
Current liabilities
Account payables (100) (600)
Net current assets 100 0 
Net assets 3,600 2,000 

Share capital (3,100) (200)
Reserves (500) (1,800)

(3,600) (2,000)

Consolidation spreadsheet and consolidated balance sheet:
Line by

Line Consol

1,000
0

3,500 
4,500

600
200
800 

(700)
100 

4,600

(3,100)
(900)

(4,000)
(600)

(4,600)

Example

Non-controlling interest

Dr/(Cr)

1,000
(2,000)

200
1,400

(600)
0 
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Consideration transferred 

• The consideration transferred in a business combination shall be 
measured at fair value, which shall be calculated as the sum of 

– the acquisition-date fair values of the assets transferred by the 
acquirer, 

– the liabilities incurred by the acquirer to former owners of the 
acquiree and 

– the equity interests issued by the acquirer. 

• Examples of potential forms of consideration include 

– cash, other assets, a business or a subsidiary of the acquirer, 
contingent consideration, ordinary or preference equity instruments, 
options, warrants and member interests of mutual entities.

• Recognising and measuring goodwill or a gain from a bargain purchase 
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Consideration transferred – Contingent Consideration

• Recognising and measuring goodwill or a gain from a bargain purchase 

• If there is any contingent consideration arrangement, the acquirer 
shall recognise the acquisition-date fair value of contingent 
consideration as part of the consideration transferred in exchange for 
the acquiree.

− The acquirer shall classify an obligation to pay contingent consideration 
as a liability or as equity on the basis of the definitions of an equity 
instrument and a financial liability in accordance with IAS 32 or other 
applicable IFRSs. 

− The acquirer shall classify as an asset a right to the return of previously 
transferred consideration if specified conditions are met. 
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• In a business combination achieved in stages, the 
acquirer shall 

– remeasure its previously held equity interest in the 
acquiree at its acquisition-date fair value and 

– recognise the resulting gain or loss, if any, in profit 
or loss. (IFRS 3.42)

• Additional guidance
– Amended practices on business combination achieved in stages  
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• In prior reporting periods, the acquirer may have recognised changes in 
the value of its equity interest in the acquiree in other comprehensive 
income (for example, because the investment was classified as 
available for sale). 

– If so, the amount that was recognised in other comprehensive income shall 
be recognised on the same basis as would be required if the acquirer had 
disposed directly of the previously held equity interest. (IFRS 3.42)

– In other words, “the amount recognised directly in other comprehensive 
income is reclassified and included in the calculation of the gain or loss 
recognised in profit or loss”. (KPMG-UK, 2008.01)

• Additional guidance
– Amended practices on business combination achieved in stages  

Discuss more and 
have examples next 

workshop
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Application of 
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The Acquisition Method

• If the initial accounting for a business combination is 
incomplete by the end of the reporting period in which 
the combination occurs,

– the acquirer shall report in its financial statements 
provisional amounts for the items for which the 
accounting is incomplete. 

• During the measurement period, 

– the acquirer shall retrospectively adjust the provisional 
amounts recognised at the acquisition date to reflect 
new information obtained about facts and 
circumstances that existed as of the acquisition date 
and, if known, would have affected the measurement of 
the amounts recognised as of that date. 

• Measurement Period
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• During the measurement period, the acquirer shall also recognise 
additional assets or liabilities

– if new information is obtained about facts and circumstances that existed as 
of the acquisition date and, if known, would have resulted in the recognition 
of those assets and liabilities as of that date.

• The measurement period ends as soon as the acquirer receives the 
information it was seeking about facts and circumstances that existed as 
of the acquisition date or learns that more information is not obtainable. 

• However, the measurement period shall not exceed one year from the 
acquisition date.  (IFRS 3.45)

• Measurement Period
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• The acquirer and the acquiree may have a pre-existing relationship or 
other arrangement before negotiations for the business combination 
began, or they may enter into an arrangement during the negotiations 
that is separate from the business combination. 

• In either situation, the acquirer shall identify any amounts that are not 
part of what the acquirer and the acquiree (or its former owners) 
exchanged in the business combination, ie amounts that are not part of 
the exchange for the acquiree. 

• The acquirer shall recognise as part of applying the acquisition method 
only the consideration transferred for the acquiree and the assets 
acquired and liabilities assumed in the exchange for the acquiree. 

• Separate transactions shall be accounted for in accordance with the 
relevant IFRSs. (IFRS 3.51)

• Determining what is part of the business combination transaction
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• Acquisition-related costs are costs the acquirer incurs to effect a 
business combination.

– Those costs include finder’s fees; advisory, legal, accounting, valuation and 
other professional or consulting fees; general administrative costs, including 
the costs of maintaining an internal acquisitions department; and costs of 
registering and issuing debt and equity securities.

• The acquirer shall account for acquisition-related costs as expenses in 
the periods in which the costs are incurred and the services are 
received, with one exception. 

• The costs to issue debt or equity securities shall be recognised in 
accordance with IAS 32 and IAS 39.

• Acquisition-related costs
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Subsequent Measurement and Acc.

• In general, an acquirer shall subsequently measure 
and account for assets acquired, liabilities assumed or 
incurred and equity instruments issued in a business 
combination in accordance with other applicable 
IFRSs for those items, depending on their nature. 

• However, IFRS 3 provides guidance on subsequently 
measuring and accounting for the following assets 
acquired, liabilities assumed or incurred and equity 
instruments issued in a business combination:

a) reacquired rights;

b) contingent liabilities recognised as of the acquisition 
date;

c) indemnification assets; and

d) contingent consideration. (IFRS 3.54)

Method of 
accounting

Scope

Subsequent 
Measurement
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UBS Securities Asia Ltd. states that

• The accounting rule states all payments to purchase a business are to 
be recorded at fair value at the acquisition date, with contingent 
payments classified as debt (under balance of purchase consideration 
payable), subsequently remeasured through the consolidated profit 
and loss account. (25.5.2011)

Li & Fung issued a clarification announcement on 27.5.2011 and stated:

• It is stated on page 11 of the Report that …… “L&F has recently 
adopted a new accounting rule, IFRS 3 (revised). This potentially 
allows companies to convert earn-out payments to earnings”. 

• These statements are misleading …… It is not optional ……

Subsequent Measurement and Acc.
Case
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Subsequent Measurement and Acc.
Case

UBS Securities Asia Ltd. states:

• Under the new accounting rule, goodwill associated with the acquired 
operation will not be impaired …... (See appendix section for more 
detail) 

• …… goodwill is not tested annually for impairment or when there are 
indications of impairment. (25.5.2011)

Li & Fung clarified on 27.5.2011 that:

• It is also stated on page 23 of the Report that “goodwill is not tested 
annually for impairment or when there are indications of impairment”. 

• These statements are all fundamentally incorrect.

IFRS 3 (revised 2007) states:

• The acquirer measures goodwill at the amount recognised at the 
acquisition date less any accumulated impairment losses. 

• IAS 36 Impairment of Assets prescribes the accounting for 
impairment losses. (IFRS 3.63a)
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蘋果日報 (2011.5.28)「瑞銀的分析員可能沒有看過筆者的分析，同時
亦可能忽略了，過去放在財務滙報準則第3條的
商譽減值測試，現在只放在會計準則第36條，
故此在其報告中弄錯了新會計準則的要求，利
豐澄清其報告的錯誤是合理的。 」

「大型證券行也弄錯不斷改變的會計準則，一般
投資者可能更無法理解，故此更要小心。」

《香港經濟日報》楊青峰 (2011.6.2)

「上周利豐（494）突然上演利豐大戰瑞銀 ...... 嘩，
一牽涉會計制度，當然觸動投資者的神經，因投資
者除了可以風聲鶴唳，根本沒有空間加入討論 ......

「老實說，上述艱澀的會計用詞對於公眾來說實在不
易理解 ...... 」

《信報》陳焱 (2011.5.30)

Case
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