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Today’s Agenda

Consolidated and Separate Financial
Statements (IAS 27)

Business Combinations (IFRS 3)
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1

Consolidated Financial Statements
(IAS 27)
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Consolidated and Separate Fin. S.
Main Issues
1. Scope
2. Presentation of consolidated financial
statements
3. Scope of consolidated financial
statements
4. Consolidation procedures
5. Loss of control
6. Separate financial statements
7. Disclosure

Consolidated
Financial Statements

Significant changes
New section
Separate
Financial Statements

8. Effective date and transition
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Consolidated and Separate Fin. S.
• CAS 33 的会计处理
– 与IAS 27 Consolidated and Separate Financial
Statements (revised in 2004) 无大差异
– 但還沒有与IAS 27 Consolidated and Separate
Financial Statements (revised in 2007/08)趋同

IAS 27 specifies
the preparation of
separate financial
statements of a
parent but CAS 33
has not specified

• CAS 33 的摘要
– 合并财务报表(consolidated financial statements)至少
应当包括下列组成部分：
1 合并资产负债表；
1.
2. 合并利润表；
3. 合并现金流量表；
4. 合并所有者权益（或股东权益）变动表；
5. 附注。(CAS 33.3)
© 2005-10 Nelson Consulting Limited
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1. Scope
• IAS 27 Consolidated and Separate Financial Statements
– shall be applied in the preparation and
presentation of consolidated financial
p
statements for a group of entities under the
control of a parent.
Consolidated
• Consolidated financial statements are the
Financial Statements
financial statements of a group presented as
those of a single economic entity.
• IAS 27 shall also be applied in accounting for
– investments in subsidiaries,,
Separate
– jointly controlled entities
Financial
Statements
– and associates
when an entity elects, or is required by local
regulations, to present separate financial
statements
© 2005-10 Nelson Consulting Limited
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2. Presentation of Consol. F.S.
• A parent, other than a parent descried below, shall
present consolidated financial statements in which it
consolidates its investments in subsidiaries in
accordance with IAS 27.
– A parent is an entity that has one or more subsidiaries.
– A subsidiary is an entity, including an unincorporated
entity such as a partnership, that is controlled by another
entity (known as the parent).

© 2005-10 Nelson Consulting Limited
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2. Presentation of Consol. F.S.
• A parent need not present consolidated financial statements if and
only if:
a) the parent is a wholly
wholly-owned
owned subsidiary
subsidiary, or is a partially-owned
partially owned
subsidiary of another entity and its other owners do not object such nonpresenting
b) the parent’s debt or equity instruments are not traded in a public market;
c) the parent did not file, nor is it in the process of filing, its financial
statements with a regulatory organization for issuing instruments in a
public market; and
d) the ultimate or any intermediate parent of the parent produces
consolidated financial statements available for public use that comply
with IFRSs or IFRSs.
(disclosure is required on the address where those consolidated
financial statements are obtainable)

© 2005-10 Nelson Consulting Limited
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3. Scope of Consolidated Fin. S.
• Consolidated financial statements shall include all subsidiaries of the
parent.
– As defined, a subsidiary is an entity, including an unincorporated entity such
as a partnership, that is controlled by another entity (i.e. the parent).
– Control is the power to govern the financial and operating policies of an
entity so as to obtain benefits from its activities.

• If on acquisition a subsidiary meets the criteria to be classified as held
for sale in accordance with IFRS 5, it shall be accounted for in
accordance with IFRS 5 (not IAS 27).
– It implies that
• Control intended to be temporary should still meet IFRS 5
• Control of an entity, which is operating under severe long-term
restrictions that significantly impair its ability to transfer funds to the
parent, is no longer a reason to exclude a subsidiary

What is Control?
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3. Scope of Consolidated Fin. S.
• Control is presumed to exist when the parent owns, directly or
indirectly, more than half of the voting power of an entity
– unless, in exceptional circumstances, it can be clearly demonstrated that
such ownership does not constitute control.

• Control also exists when the parent owns half or less of the voting
power of an entity when there is:
a) power over more than half of the voting rights by virtue of an agreement with
other investors;
b) power to govern the financial and operating policies of the entity under a
statute or an agreement;
c) power to appoint or remove the majority of the members of the board of
directors or equivalent governing body and control of the entity is by that
board or body; or
d) power to cast the majority of votes at meetings of the board of directors or
equivalent governing body and control of the entity is by that board or body.

What is Control?
© 2005-10 Nelson Consulting Limited
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3. Scope of Consolidated Fin. S.
• Potential voting rights refer to the situation that an entity may own
– share warrants, share call options and other instruments that are convertible
into ordinary shares, or
– other similar instruments that have the potential, if exercised or converted,
to give the entity voting power or reduce another party’s voting power of
another entity.

• Potential voting rights that are currently exercisable or convertible are
considered when assessing control.
– Potential voting rights are not currently exercisable or convertible when, for
example, they cannot be exercised or converted until a future date or until
the occurrence of a future event.

• In assessing whether potential voting rights contribute to control, the
entity examines all facts and circumstances that affect potential voting
rights, except the intention of management and the financial ability to
exercise or convert.
What is Control?
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3. Scope of Consolidated Fin. S.
Example
In Year 0, Entity A owns 40% equity interests in Entity X
• Entity A also owns convertible bonds issued by Entity X and, if the bonds
are converted, Entity A will have another 30% equity interests in Entity X
• Does Entity A has control over Entity X in Year 1 in the following cases?
1. The convertible bond can be exercised
from Year 0

Yes, there is control (as currently
exercisable)

2. The convertible bond can be exercised
from Year 2

No control (as currently not
exercisable in Year 1)

3 The convertible bond can be exercised
3.
from Year 0 but Entity A has liquidity
issues and will not convert the bond
4. The convertible bond can be exercised
only if Entity X becomes a list company
(Entity X is indeed studying its
probability to go public in Year 3)

Yes, there is control,
Yes
control as liquidity
and intention are not relevant

© 2005-10 Nelson Consulting Limited

No control (as currently not
exercisable in Year 1 and
exercise until the occurrence of a
future event)
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3. Scope of Consolidated Fin. S.
Special Purpose Entities
• An entityy
– may be created to accomplish a narrow and well-defined objective
– may take the form of a corporation, trust, partnership or unincorporated entity.

• The sponsor or creator frequently transfers assets to the SPE, obtains
the right to use assets held by the SPE or performs services for the SPE.
• An entity that engages in transactions with an SPE
– may in substance control the SPE
– may have a beneficial interest in an SPE by, for example, taking the form of a
debt or equity instrument, a participation right, a residual interest or a lease.
– may have some beneficial interests by simply providing the holder with a
fixed or stated rate of return, while others give the holder rights or access to
other future economic benefits of the SPE’s activities

What is Control?
© 2005-10 Nelson Consulting Limited
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3. Scope of Consolidated Fin. S.
Special Purpose Entities
q
the consolidation of entities that are controlled by
y the
• IAS 27 requires
reporting entity.
• Thus, an special purpose entity (SPE) should be consolidated
– when the substance of the relationship between an entity and the
SPE indicates that the SPE is controlled by that entity.
• Reference is made to SIC Interpretation 12 Consolidation – Special
Purpose Entities.

What is Control?
© 2005-10 Nelson Consulting Limited
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3. Scope of Consolidated Fin. S.
Special Purpose Entities
• The followings,
g , for example,
p , mayy indicate a relationship
p in which an
entity controls an SPE and consequently should consolidate the SPE:
a) in substance, the activities of the SPE are being conducted on behalf of the
entity according to its specific business needs so that the entity obtains
benefits from the SPE’s operation;
b) in substance, the entity has the decision-making powers to obtain the majority
of the benefits of the activities of the SPE or, by setting up an “autopilot”
mechanism, the entity has delegated these decision making powers;
c) in substance,
substance the entity has rights to obtain the majority of the benefits of the
SPE and therefore may be exposed to risks incident to the activities of the
SPE; or
d) in substance, the entity retains the majority of the residual or ownership risks
related to the SPE or its assets in order to obtain benefits from its activities.

What is Control?
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3. Scope of Consolidated Fin. S.
Example
• CFO of Anron established an entity, Jedy.
• Jedy’s sole business is to obtain a loan of $8,000
from Bank BB to finance its purchase of property of
$10,000.
• Anron tendered a corporate guarantee to Bank X
for Jedy’s loan and lent another $2,000 to Jedy.
• To compensate the loan and guarantee, Jedy
promised to lease the property to Anron for 10
years and not to dispose the property without
Anron’s
Anron
s prior agreement.
• Anron in turn derived an annual rental income of
$1,000 from the property.
• Assess the impact and how the transaction should
be accounted for.

Jedy’s sole business
is property holding

The residual risk is
vested to Anron
Significant decision
has to be approved
by Anron
Anron obtained the
right of majority of
benefits

• In substance, Anron has control over Jedy and it should consolidate
Jedyy because of the above observation.
© 2005-10 Nelson Consulting Limited
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3. Scope of Consolidated Fin. S.
Example

49.97%

• Is it Control or Significant Influence?
• Why can it be accounted for as
associate?
• Why is the interest just below 50%,
but not over 50%?
© 2005-10 Nelson Consulting Limited

17

3. Scope of Consolidated Fin. S.
Case

© 2005-10 Nelson Consulting Limited
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3. Scope of Consolidated Fin. S.
An entity shall consider whether all
of its financial assets in respect of
another entity demonstrate

Control

×
Joint Control

×
Significant Influence

×

√

Subsidiary
(IFRS 3 and IAS 27)

√

Joint Venture
(IAS 31)

√

Associate
(IAS 28)

Financial Asset
(IAS 32 and 39)
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4. Consolidation Procedures
• Consolidation procedures are similar to previous standard,
but ……
• Minority interests renamed as “non-controlling
non-controlling interests”
interests ,
which
– is the equity in a subsidiary not attributable, directly or
indirectly, to a parent.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
General procedures
• In preparing consolidated financial statements, an entity combines the
financial statements of the parent and its subsidiaries line by line by
adding together like items of assets, liabilities, equity, income and
expenses.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
General procedures
• In order that the consolidated financial statements present financial
information about the group as that of a single economic entity
entity, the
following steps are then taken:
a) the carrying amount of the parent’s investment in each subsidiary and the
parent’s portion of equity of each subsidiary are eliminated (see IFRS 3,
which describes the treatment of any resultant goodwill);
b) non-controlling interests in the profit or loss of consolidated subsidiaries for
the reporting period are identified; and
c)) non-controlling
g interests in the net assets of consolidated subsidiaries are
identified separately from the parent shareholders’ equity in them. Noncontrolling interests in the net assets consist of:
i)

the amount of those non-controlling interests at the date of the original
combination calculated in accordance with IFRS 3; and

ii) the non-controlling interests’ share of changes in equity since the date
of the combination.
© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Entity A acquired 80% of Entity X at year end by issuing 1,600 shares of HK$1
each and their financial statements are set out below:
A

X

Line by
Line Consol

1,500

2,000

3,500

100
100
200

500
100
600

600
200
800

(100)

(600)

(700)

100

0

100

Net assets

1,600

2,000

3,600

Share capital
Reserves

100
1,500
1,600

200
1,800
2,000

1,700
1,500
3,200
(2,000 x 20%) 400
3,600

Non-current assets
Property, plant & equipment
Current assets
Inventories
Cash at bank
Current liabilities
Account payables
N t currentt assets
Net
t

Non-controlling interest
(Assume fair value = carrying amount)
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4. Consolidation Procedures
General procedures
• When potential voting rights exist
– the
th proportions
ti
off profit
fit or loss
l
and
d
changes in equity allocated to the parent
and non-controlling interests
• are determined on the basis of
present ownership interests and
• do not reflect the possible exercise or
conversion of potential voting rights.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
In Year 0, Entity A owns 40% equity interests in Entity X
• Entity A also owns convertible bonds issued by Entity X and, if the bonds
are converted, Entity A will have another 30% equity interests in Entity X
• Does Entity A has control over Entity X in Year 1 in the following cases?
1. The convertible bond can be exercised
from Year 0

Yes, there is control (as currently
exercisable)

3. The convertible bond can be exercised
from Year 0 but Entity A has liquidity
issues and will not convert the bond

Yes, there is control,
Yes
control as liquidity
and intention are not relevant

Calculate the proportions of profit or loss and changes in equity allocated to
the parent and non-controlling interests for the above cases
Æ 40% equity interest for both cases!
© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Intragroup balances, transactions, income and expenses
• Intragroup balances, transactions, income and expenses
shall be eliminated in full
full.

Example

• Examples include:
– Income, expenses and dividends
– Profits and losses resulting from intragroup transactions that
are recognised in assets, such as inventory and fixed assets

Example

– Intragroup losses may indicate an impairment that requires
recognition
g
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

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Same example as before, but some balances due to Entity A by Entity X
A

X

1,500

2,000

100
50
50
200

500
0
100
600

(100)
0

(550)
(50)

100

0

Net assets

1,600

2,000

Share capital
Reserves

100
1,500
1,600

200
1,800
2,000

Non current assets
Non-current
Property, plant & equipment
Current assets
Inventories
Amount due from X
Cash at bank
Current liabilities
Account payables
A
Amount
t due
d tto A
Net current assets

© 2005-10 Nelson Consulting Limited

Intragroup
Balances

• Should we prepare the
journals and/or
consolidation journals?
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4. Consolidation Procedures
Example
Same example as before, but some balances due to Entity A by Entity X
A

X

Line by
Line Consol

1,600
1,500
3,100

0
2,000
2,000

0
3,500
3,500

100
50
150

500
100
600

600
150
750

(100)
50

(550)
50

(650)
100

50

(50)

0

Net assets

3,200

2,000

3,600

Share capital
Reserves
non-controlling interests

1,700
1,500

200
1,800

3,200

2,000

1,700
1,500
400
3,600

Non current assets
Non-current
Investment in subsidiary
Property, plant & equipment
Current assets
Inventories
Cash at bank
Current liabilities
Account payables
N t currentt assets
Net
t
Amount due from/(to) group co.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Same example as before: Entity A sold inventories at a price of HK$100 to
Entity X with a margin of 20% and X immediately disposed of goods of HK$60.
A
Non-current assets
Property, plant & equipment 1,500
Current assets
Inventories
Cash at bank

X

100
100
200

500
100
600

(100)

(600)

100

0

Net assets

1,600

2,000

Share capital
Reserves

100
1,500
1,600

200
1,800
2,000

Current liabilities
Account payables
Net current assets

Intragroup
Sales

2,000

Please prepare
• The journals and/or
consolidation journals
• The consolidation spreadsheet
• The consolidated balance
sheet right after the acquisition

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Journal and consolidation journal:
Dr($)
On the company level of Entity A
Dr Investment in subsidiary
Cr
Share capital
Being the shares issued to acquire Entity X

Cr($)

1 600
1,600
1,600

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
Non-controlling
($2,000
000 x 20%)
400
Being elimination of investment in Entity X (assume fair value = book value)
Additional consolidation journal
Dr Reserves
8
Cr
Inventories [($100 - $60) x 20%]
8
Being elimination of unrealised gain on inventory resulted from intragroup sales
© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Consolidation spreadsheet and consolidated balance sheet:
Non-current assets
Investment in subsidiary
Property, plant & equipment
Current assets
Inventories
Cash at bank
Current liabilities
Account payables
Net current assets
Net assets
Share capital
Reserves

A

X

1,600
1,500
3,100

0
2,000
2,000

100
100
200

500
100
600

(100)
100

(600)
0

3,200

J#1

J#2

(1,600)

(8)

Line by
Dr/(Cr) Line Consol
(1,600)

0
3,500
3,500

(8)

592
200
792
(700)
92
3,592

2,000

(1,700)
(200)
(1,500) (1,800)
(3,200) (2,000)

Non-controlling interest

200
1,800
(400)
0

8

200
1,808

0

(400)
0

© 2005-10 Nelson Consulting Limited
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(3,192)
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4. Consolidation Procedures
Same reporting date of parent and subsidiaries
• The financial statements of the parent and its
subsidiaries used in the preparation of the
consolidated financial statements
– shall be prepared as of the same date.
– when the end of reporting period of the parent is
different from that of a subsidiary, the subsidiary
prepares, for consolidation purpose, additional financial
statements as of the same date as the financial
statements of the parent unless it is impracticable to do
so.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Same reporting date of parent and subsidiaries
• When the financial statements of a subsidiary used in the
preparation of consolidated financial statements are
prepared as of a date different from that of the parent’s
financial statements
– adjustments shall be made for the effects of significant
transactions or events that occur between that date and
the date of the parent’s financial statements.
– In any case, the difference between the end of the
reporting period of the subsidiary and that of the parent
shall be no more than 3 months.

• The length of the reporting periods and any difference
between the ends of the reporting periods shall be the
same from period to period.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures

Uniform accounting policies
• Consolidated financial statements shall be
prepared using uniform accounting policies for
like transactions and other events in similar
circumstances.
• If different accounting policies are adopted for
like transactions and events in similar
circumstances, appropriate adjustments are
made to its financial statements in preparing the
consolidated financial statements
© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Income and expenses of a subsidiary
• Included in the consolidated financial statements
– from the acquisition date, as defined in IFRS 3.
– until the date on which the parent ceases to control
the subsidiary.

• Income and expenses of the subsidiary shall be
based on the values of the assets and liabilities
recognised in the parent’s consolidated financial
statements at the acquisition date.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Income and expenses of a subsidiary
• For example, depreciation expense recognised in
th consolidated
the
lid t d statement
t t
t off comprehensive
h
i
income after the acquisition date shall be based
on the fair values of the related depreciable assets
recognised in the consolidated financial
statements at the acquisition date.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Non-controlling Interests
• is the equity in a subsidiary not attributable,
di tl or iindirectly,
directly
di tl tto a parent.
t
• shall be presented in the consolidated statement
of financial position within equity, separately from
the equity of the owners of the parent.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Entity A acquired 80% of Entity X at year end by issuing 1,600 shares of HK$1
each and their financial statements are set out below:
Non-current assets
Property, plant & equipment
Current assets
Inventories
Cash at bank
Current liabilities
Account payables
Net current assets
Net assets
Equity
Share capital
Reserves
non-controlling interest
© 2005-10 Nelson Consulting Limited

Line by
Line Consol

A

X

1,500

2,000

3,500

100
100
200

500
100
600

600
200
800

(100)

(600)

(700)

100

0

100

1,600

2,000

3,600

100
1,500
1,600

200
1,800
2,000

1,700
1,500
3,200
400
3,600

38
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4. Consolidation Procedures
Non-controlling Interests
• Profit or loss and each component of other
comprehensive
h
i iincome are attributed
tt ib t d
– to the owners of the parent and
– to the non-controlling interests.

• Total comprehensive income is attributed
– to the owners of the parent and
– to the non-controlling interests

A
Amended
d d

even if this results in the non-controlling
g interests
having a deficit balance.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Entity A holds 80% of Entity X since its incorporation and their financial
statements are set out below:
A
Property, plant & equipment 3,500
Interest in subsidiary
80
Liabilities
(1,000)

X

Consol.

2,000
(2,600)

Consol. in
old IAS 27

5,500
(3,600)

5,500
(3,600)

Net assets

2,580

(600)

1,900

1,900

Share capital
Reserves

200
2,380
2,580

100
(700)
(600)

200
1,820
2,020

200
1,700
1,900

(120)
1,900

0
1,900

Non-controlling interests (Net liabilities of MI of $600 x 20%)
(Assume fair value = carrying amount)
© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Non-controlling Interests
• If a subsidiary has outstanding cumulative
preference
f
shares
h
th t are classified
that
l
ifi d as equity
it
and are held by non-controlling interests,
– the parent computes its share of profit or loss after
adjusting for the dividends on such shares, whether
or not dividends have been declared.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
• Most critical ……
– Changes in a parent’s ownership interest in a
subsidiary that do not result in a loss of control
• are accounted for as equity transactions (i.e.
transactions with owners in their capacity as
owners)
• i.e. no gain or loss on disposal of interests in
subsidiary can be recognised in profit or loss if the
subsidiary is still a subsidiary.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures

• In such circumstances the carrying amounts of the
controlling and non-controlling interests shall be adjusted
to reflect the changes in their relative interests in the
subsidiary.
• Any difference between
– the amount by which the non-controlling interests are
adjusted
dj t d and
d
– the fair value of the consideration paid or received
shall be recognised directly in equity and attributed to the
owners of the parent.

© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Entity A holds 80% of Entity X since its incorporation
and their financial statements are set out below:
A
Property, plant & equipment 3,500
Interest in subsidiary
80
Net current liabilities
(1,000)

Consol
X pre-change
2,000
(2,600)

5,500
(3,600)

Net assets

2,580

(600)

1,900

Share capital
Reserves

200
2,380
2,580

100
(700)
(600)

200
1,820
2,020

Non-controlling interests
(Assume fair value = carrying amount)
© 2005-10 Nelson Consulting Limited

Disposed of 20%
interest at $50

(120)
1,900
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4. Consolidation Procedures
Example
Entity A holds 80% of Entity X since its incorporation
and their financial statements are set out below:
A

Disposed of 20%
interest at $50

Consol
X pre-change

• In such circumstances the carrying amounts of the
Property, plant & equipment 3,500
2,000
5,500
controlling and non-controlling interests shall be adjusted
Interest in subsidiary
80
to reflect the changes in their relative interests in the
Net current liabilities
(1,000) (2,600)
(3,600)
subsidiary.
• Any
difference between
Net
assets
2,580
(600)
1,900
– the amount by which the non-controlling interests are
adjusted
dj t d and
d
Share
capital
200
100
– the
fair value of the consideration
paid
or received200
(700)
Reserves
2,380
1,820
shall be recognised directly in equity and attributed to the
2,580
(600)
2,020
owners of the parent.

NCI to be
adjusted
dj t d
(120)
Consideration 50
Difference
to equity
170

(120)
1,900

Non-controlling interests
(Assume fair value = carrying amount)
© 2005-10 Nelson Consulting Limited
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4. Consolidation Procedures
Example
Entity A holds 80% of Entity X since its incorporation
and their financial statements are set out below:
A
Property, plant & equipment 3,500
Interest in subsidiary
80
Net current liabilities
(1,000)

Consol
X pre-change
2,000
(2,600)

5,500
(3,600)

Net assets

2,580

(600)

1,900

Share capital
Reserves

200
2,380
2,580

100
(700)
(600)

200
1,820
2,020

Non-controlling interests
(Assume fair value = carrying amount)
© 2005-10 Nelson Consulting Limited

(120)
1,900

Disposed of 20%
interest at $50
Consol.
Dr/(Cr) after change

50

5,500
(3,550)
1,950

170
(120)

200
1,990
2,190
(240)
1,950
46
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5. Loss of Control
• It occurs when a parent loses the power to govern the financial and
operating policies of an investee so as to obtain benefits from its
activities
• It can occur with or without a change in absolute or relative ownership
levels, for example:
– when a subsidiary becomes subject to the control of a government, court,
administrator or regulator, or
– as a result of a contractual agreement

© 2005-10 Nelson Consulting Limited
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5. Loss of Control
• Specific requirements introduced when a parent loses control of a
subsidiary:
– If a parent loses control of a subsidiary,
subsidiary it:
a) derecognises the assets (including any goodwill) and liabilities of the
subsidiary at their carrying amounts at the date when control is lost;
b) derecognises the carrying amount of any non-controlling interests in
the former subsidiary at the date when control is lost (including any
components of other comprehensive income attributable to them);
c) recognises:
i) the fair value of the consideration received, if any, from the
transaction, event or circumstances that resulted in the loss of
control; and
ii) if the transaction that resulted in the loss of control involves a
distribution of shares of the subsidiary to owners in their capacity
as owners, that distribution;
© 2005-10 Nelson Consulting Limited
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5. Loss of Control
• Specific requirements introduced when a parent loses control of a
subsidiary:
– If a parent loses control of a subsidiary,
subsidiary it:
d) recognises any investment retained in the former subsidiary at its fair
value at the date when control is lost;
e) reclassifies to profit or loss, or transfers directly to retained earnings
if required in accordance with other IFRSs, the amounts identified in
IAS 27.35 (discussed in next slide); and
f) recognises any resulting difference as a gain or loss in profit or loss
attributable to the parent.
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5. Loss of Control
• If a parent loses control of a subsidiary,
– the parent shall account for all amounts recognised
in other comprehensive income in relation to that
subsidiary
• on the same basis as would be required if the
parent had directly disposed of the related
assets or liabilities.
• Therefore, if a gain or loss previously recognised in
other comprehensive income would be reclassified to
profit or loss on the disposal of the related assets or
liabilities,
– the parent reclassifies the gain or loss from equity
to profit or loss (as a reclassification adjustment)
when it loses control of the subsidiary.

© 2005-10 Nelson Consulting Limited
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5. Loss of Control
Example
Think about 2 different cases with similar figures:
HK$

Sub. A Sub. B

Sale proceeds

100

100

Carrying amount of the subsidiary’s net
assets in consolidated financial statements

100

100

Anything recognised
in profit or loss?
What is the further
information you have
to ask?
© 2005-10 Nelson Consulting Limited
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5. Loss of Control
Example
What if ……
Think about 2 different cases with similar figures:
HK$

Sub. A Sub. B

Sale proceeds

100

100

Carrying amount of the subsidiary’s net
assets in consolidated financial statements

100

100

Representing:
- Revalued amount of available-for-sale
- Revalued amount of PPE
Revaluation reserves

100
100
20

20

Anything recognised
in profit or loss?
© 2005-10 Nelson Consulting Limited
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5. Loss of Control
Example
A parent loses control of a
subsidiary and the subsidiary has
the following
g assets:
– The subsidiary has available-forsale financial assets

– The subsidiary has property,
plant and equipment with
revaluation
l ti surplus
l previously
i
l
recognised in other
comprehensive income

The parent shall reclassify to
profit or loss the gain or loss
previously recognised in other
comprehensive income in relation
to those assets.
The parent transfers the
revaluation surplus directly to
retained earnings when it loses
control of the subsidiary
• since the revaluation surplus
would be transferred directly to
retained earnings on the disposal
of the asset
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5. Loss of Control
Example
What if ……
Think about 2 different cases with similar figures:
HK$

Sub. A Sub. B

Sale proceeds

100

100

Carrying amount of the subsidiary’s net
assets in consolidated financial statements

100

100

Representing:
- Revalued amount of available-for-sale
- Revalued amount of PPE
Revaluation reserves

100
100
20

20

Revaluation reserves relating to availablefor-sale reclassified to profit or loss
Revaluation reserves relating to PPE
transferred directly to retained earnings
© 2005-10 Nelson Consulting Limited
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5. Loss of Control
• On the loss of control of a subsidiary, any
investment retained in the former subsidiary and
anyy amounts owed by
y or to the former subsidiary
y
shall be accounted for in accordance with other
IFRSs from the date when control is lost.
• The fair value of any investment retained in the
former subsidiary at the date when control is lost
shall be regarded as the fair value on initial
recognition of a financial asset in accordance with
– IAS 39 Financial Instruments: Recognition
g
and
Measurement or,
– when appropriate, the cost on initial recognition of an
investment in an associate or jointly controlled entity.
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6. Separate Financial Statements
Separate

• Financial Statements
are defined as those presented by
– a parent, an investor in an associate, or a venturer in a jointly controlled
entity
entity,
– in which the investments are accounted for on the basis of the direct equity
interest rather than on the basis of the reported results and net assets of
the investees.
• They are those prepared and presented in addition to consolidated financial
statements
• But they are not the financial statements of an entity that does not have a
subsidiary, associate or venturer’s interest in a jointly controlled entity

Same requirements apply to entities having
associates or jointly controlled entities elect to
present separate financial statements
© 2005-10 Nelson Consulting Limited

56

28

6. Separate Financial Statements
• When separate financial statements are prepared
– investments in subsidiaries, jointly controlled entities and associates (that
are not classified as held for sale ((or included in a disposal
p
g
group
p that is
classified as held for sale) in accordance with IFRS 5 shall be accounted for
either:
At cost

or

In accordance with IAS 39

– The same accounting shall be applied for each category of investments.
– Investments in subsidiaries, jointly controlled entities and associates that
are classified as held for sale (or included in a disposal group that is
classified as held for sale) in accordance with IFRS 5
• shall be accounted for in accordance with IFRS 5

Same requirements apply to entities having
associates or jointly controlled entities elect to
present separate financial statements
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6. Separate Financial Statements
• When separate financial statements are prepared
– investments in subsidiaries, jointly controlled entities and associates (that
are not classified as held for sale ((or included in a disposal
p
g
group
p that is
classified as held for sale) in accordance with IFRS 5) shall be accounted
for either:
At cost
• Investment is recognised at cost
• Recognise income from the
investment only to the extent that the
investor receives distributions from
accumulated profits of the investee
arising after the date of acquisition
• Distributions received in excess of
such profits are regarded as a
recovery of investment and are
recognised as a reduction of the cost
of the investment
© 2005-10 Nelson Consulting Limited

or

In accordance with IAS 39
• Investments in jointly controlled
entities and associates that are
accounted for in accordance with IAS
39 in the consolidated financial
statements
– shall be accounted for in the
same way in the investor’s
separate financial statements
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6. Separate Financial Statements

FA at FV
through P/L

at Fair Value through profit or loss

AFS financial
assets

at Fair Value through equity
at Cost

HTM
investments

at Amortised Cost

Loans and
receivables

at Amortised Cost

In accordance with IAS 39
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7. Disclosure
In Consolidated Financial Statements
• The following disclosures shall be made:
a) the nature of the relationship between the parent and a subsidiary when the
parent does not own, directly or indirectly through subsidiaries, more than
half of the voting power;
b) the reasons why the ownership, directly or indirectly through subsidiaries, of
more than half of the voting or potential voting power of an investee does
not constitute control;
c) the reporting date of the financial statements of a subsidiary when such
financial statements are used to prepare consolidated financial statements
and are as of a reporting date or for a period that is different from that of the
parent, and the reason for using a different reporting date or period; and
d) the nature and extent of any significant restrictions (e.g. resulting from
borrowing arrangements or regulatory requirements) on the ability of
subsidiaries to transfer funds to the parent in the form of cash dividends or
to repay loans or advances.
© 2005-10 Nelson Consulting Limited
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7. Disclosure
In Consolidated Financial Statements
• In addition to those required in previous IAS 27, it requires now:
– a schedule that shows the effects of any changes in a parent’s ownership
interest in a subsidiary that do not result in a loss of control on the equity
attributable to owners of the parent (IAS 27.41e)
– if control of a subsidiary is lost, the parent shall disclose the gain or loss, if
any, recognised in accordance with IAS 27.34 (as discussed in loss of
control), and:
i)

the portion of that gain or loss attributable to recognising any
investment retained in the former subsidiary at its fair value at the date
when control is lost; and

ii) the line item(s) in the statement of comprehensive income in which the
gain or loss is recognised (if not presented separately in the statement
of comprehensive income) (IAS 27.41f)
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7. Disclosure
In Separate Financial Statements
• When separate financial statements are prepared for a parent that elects not to
prepare consolidated financial statements, those separate financial statements
shall disclose:
a) the fact that the financial statements are separate financial statements;
that the exemption from consolidation has been used;
the name and country of incorporation or residence of the entity whose consolidated
financial statements that comply with IFRSs have been produced for public use; and
the address where those consolidated financial statements are obtainable;
b) a list of significant investments in subsidiaries, jointly controlled entities and
associates including
associates,
i) the name,
ii) country of incorporation or residence,
iii) proportion of ownership interest and,
iv) if different, proportion of voting power held; and
c) a description of the method used to account for the investments listed under (b).
© 2005-10 Nelson Consulting Limited
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7. Disclosure
In Separate Financial Statements
• When a parent (other than a parent discussed before), venturer with an interest
in a jointly controlled entity, or an investor in an associate prepares separate
financial statements, those separate financial statements shall disclose:
a) the fact that the statements are separate financial statements and the reasons why
those statements are prepared if not required by law;
b) a list of significant investments in subsidiaries, jointly controlled entities and
associates, including
i)

the name,

ii) country of incorporation or residence,
iii) proportion of ownership interest and,
and
iv) if different, proportion of voting power held; and
c) a description of the method used to account for the investments listed under (b);
and shall identify the financial statements prepared in accordance with paragraph 9 of IAS
27, IAS 28 and IAS 31 to which they relate.
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8. Effective and Transition
• An entity shall apply the amendments to IAS 27 made in 2008 for
annual periods beginning on or after 1 July 2009.
• Earlier application is permitted
permitted.
• However, an entity shall not apply these amendments for annual periods
beginning before 1 July 2009 unless it also applies IFRS 3 (as revised in
2008).
• If an entity applies the amendments before 1 July 2009,
– it shall disclose that fact.

© 2005-10 Nelson Consulting Limited
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Business Combinations
(IFRS 3)

© 2005-10 Nelson Consulting Limited
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Business Combinations
• CAS 20 的会计处理
– 与IFRS 3 Business Combination (revised in 2004) 无大差异
– 但還沒有与IFRS 3 Business Combination (revised in 2007/08)趋同

• CAS 20 的摘要
‒ 收购形成的商誉(goodwill)或折价(negative goodwill)是收购成本与按股权比例
享有的被收购方的可辨认资产、负债和或有负债的公允价值（而不是现行准
则和制度下的账面价值）的份额之间的差额
‒ 要求收购方单独确认收购日的或有负债，作为企业合并成本的一部分（倘若
他们的公允价值能够可靠计量）
‒ 禁止摊销商誉(prohibit deprecation goodwill)。
‒ 收购形成的折价应当立即记入损益

© 2005-10 Nelson Consulting Limited
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Introduction
Scope
Method of
accounting
Application of
the method

• 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

What is it?
c) determines what information to disclose to enable users
of the financial statements to evaluate the nature and
financial effects of the business combination.
© 2005-10 Nelson Consulting Limited
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Scope of IFRS 3
Scope

• 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

AG 5 is still
applicable

© 2005-10 Nelson Consulting Limited

c) a combination of entities or businesses under common
control.
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Scope of IFRS 3
Example
Are the following business combinations
involving entities or businesses under
common control?

How to account for
those not within the
IFRS 3’s scope ……
to be discussed

1. Group A holds 100% interest in X and
Group B holds 100% interest in Y

Not under common control
Æ within scope of IFRS 3

• Both groups have agreed to pool together
X and Y and formed as new company XY
to hold 100% interest in X and Y

2. Group
p C holds 60% interest in AL and
75% interest in GV
• AL holds 80% interest in a property group
• GV holds 60% interest in an infrastructure
group
• Group C decided to acquired AL’s interest
in its property group and GV’s interest in
its infrastructure group

• X and Y are not ultimately
controlled by the same party or
parties both before and after the
business combination

Under common control
Æ not within scope of IFRS 3
•

Both AL and GV are ultimately
controlled by the same party,
Group C, before and after the
business combination
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Identifying a Business Combination
Scope

• An entity shall determine whether a transaction or
other event is a business combination by applying
the definition in IFRS 3,,
‒ which requires that the assets acquired and liabilities
assumed constitute a business.

• If the assets acquired are not a business,
‒ the reporting entity shall account for the transaction or
other event as an asset acquisition. (IFRS 3.3)

• IFRS 3.B5–B12 provide guidance on identifying a
business combination and the definition of a
business.
Business Combination

vs
Asset Acquisition
© 2005-10 Nelson Consulting Limited
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Identifying a Business Combination
Scope

• An entity shall determine whether a transaction or
other event is a business combination by applying
the definition in IFRS 3,,
‒ which requires that the assets acquired and liabilities
assumed constitute a business. (IFRS 3.3)

• Business is defined as:
‒ an integrated set of activities and assets that is capable of being conducted
and managed for the purpose of providing a return in the form of dividends,
lower costs or other economic benefits directly to investors or other owners,
members or participants
participants.

• Business combination is defined as

Business Combination

‒ a transaction or other event in which an
acquirer obtains control of one or more businesses.
‒ Transactions sometimes referred to as ‘true mergers’ or ‘mergers of equals’
are also business combinations as that term is used in IFRS 3.
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Identifying a Business Combination
Example
• A business consists of inputs and processes applied to those inputs that
have the ability to create outputs.
– In other words
words, the three elements of a business are inputs
inputs, processes and
outputs.
– Although businesses usually have outputs, outputs are not required for an
integrated set to qualify as a business.

• To be capable of being conducted and managed for the purposes
defined, an integrated set of activities and assets requires two essential
elements – inputs and processes applied to those inputs, which together
are or will be used to create outputs.
p
• However, a business need not include
Business Combination
all of the inputs or processes that the
seller used in operating that business if market participants are capable
of acquiring the business and continuing to produce outputs, for
example, by integrating the business with their own inputs & processes.
© 2005-10 Nelson Consulting Limited
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Identifying a Business Combination
Example
• An integrated set of activities and assets in the development stage
might not have outputs.
• If not,
not the acquirer should consider other factors to determine whether
the set is a business.
• Those factors include, but are not limited to, whether the set:
a) has begun planned principal activities;
b) has employees, intellectual property and other inputs and processes that
could be applied to those inputs;
c) is pursuing a plan to produce outputs; and
d) will be able to obtain access to
customers that will purchase the
outputs.

Business Combination

• Not all of those factors need to be present for a particular integrated set
of activities and assets in the development stage to qualify as a
business.
© 2005-10 Nelson Consulting Limited
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The Acquisition Method
Scope
Method of
accounting
Application of
the method

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

© 2005-10 Nelson Consulting Limited

Guidance in IAS 27
a) identifying the acquirer;
b) determining the acquisition date; Date of control obtained
g
g and measuring
g
c)) recognising
• 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)
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The Acquisition Method
Scope
Method of
accounting
Application of
the method

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

• The guidance in IAS 27 Consolidated and Separate Financial
Statements 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 IAS
27 does not clearly indicate which of the combining entities is the
acquirer, the factors in IFRS 3.B14–B18 shall be considered in making
that determination.
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The Acquisition Method
Indication of Control
• Control is the power to govern the financial and operating policies of
an entity or business so as to obtain benefits from its activities
activities.
• Presumed to have control when an entity acquires more than one-half
of that other entity’s voting rights, unless demonstrated contrary
• Even if no such voting rights, it might have control by obtaining:
a) power over more than one-half of the voting rights of the other entity
by virtue of an agreement with other investors; or
b) power to govern the financial and operating policies of the other entity
under a statute or an agreement; or
c) power to appoint or remove the majority of the members of the board of
directors or equivalent governing body of the other entity; or
d) power to cast the majority of votes at meetings of the board of directors or
equivalent governing body of the other entity.

© 2005-10 Nelson Consulting Limited
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The Acquisition Method
Indication as an Acquirer
• In a business combination effected primarily by transferring
cash or other assets or by incurring liabilities
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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The Acquisition Method
Indication as an Acquirer
• Other pertinent facts and circumstances shall also be considered in
identifying the acquirer in a business combination effected by
exchanging equity interests, including:
a) the relative voting rights in the combined entity after the business
combination
b) the existence of a large minority voting interest in the combined entity if
no other owner or organised group of owners has a significant voting
interest
c) the composition of the governing body of the combined entity
d) the composition of the senior management of the combined entity
e) the terms of the exchange of equity interests

© 2005-10 Nelson Consulting Limited
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The Acquisition Method
Indication as an Acquirer
• The acquirer is usually the combining entity whose relative size
(measured in
in, for example
example, assets
assets, revenues or profit) is significantly
greater than that of the other combining entity or entities.
• In a business combination involving more than two entities,
determining the acquirer shall include a consideration of, among other
things, which of the combining entities initiated the combination, as
well as the relative size of the combining entities.
• A new entity formed to effect a business combination is not necessarily
the acquirer.
acquirer
– If a new entity is formed to issue equity interests to effect a business
combination, one of the combining entities that existed before the business
combination shall be identified as the acquirer by applying the guidance in
IFRS 3.B13–B17 (as discussed now).
– In contrast, a new entity that transfers cash or other assets or incurs
liabilities as consideration may be the acquirer.
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The Acquisition Method
Indication as an Acquirer
• In some business combinations, commonly called ‘reverse
acquisitions’, the issuing entity is the acquiree.
acquisitions
acquiree
• A reverse acquisition occurs when:
– the entity that issues securities (the legal acquirer) is identified as the
acquiree for accounting purposes on the basis of the guidance in IFRS
3.B13–B18 (as discussed in previous slides).
– The entity whose equity interests are acquired (the legal acquiree) must
be the acquirer for accounting purposes for the transaction to be
considered a reverse acquisition.
e.g. reverse acquisitions sometimes occur when a private operating entity
wants to become a public entity but does not want to register its equity
shares.
a private entity arranges to have itself “acquired” by a smaller public
entity as a means of obtaining a stock exchange listing
also termed as “reverse takeover” or “back door listing”
© 2005-10 Nelson Consulting
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The Acquisition Method
Example
Before Business Combination

Owner A

After Business Combinations

Owner B

100%

Owner A

100%

Owner B

10%

Listed
Co. A

90%

Listed
Co. A

Legal parent

Accounting
Acquiree under
IFRS 3

100%

Listed Co. A acquires
Entity B by issuing
Entity B
shares to Owner B

Entity B

Legal subsidiary

Accounting
Acquirer under
IFRS 3

Which entity is the legal acquirer?
Which entity is the acquirer under IFRS 3?
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The Acquisition Method
Example
Is the following case a Reverse Acquisition?
– Group A has 100 outstanding shares wholly owned by Peter
– It acquires Group X
X’ss interest in Hotel Group by issuing
additional 120 outstanding to Group X
Before Business Combination

Peter

X

After Business Combinations

Peter

X

A

A
Hotel
Group

© 2005-10 Nelson Consulting Limited

Yes, a reverse acquisition

120 • After the share issues,

100

Hotel
Group

Group X will hold
54.5% of Group
p
• In substance, Hotel
Group (or Group X, i.e.
the owners of Hotel
Group) has power to
govern the financial
and operating policies
of Group A
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The Acquisition Method
Example
Is the following case a Reverse Acquisition?
• Group
p B has 100 outstanding
g shares in issue wholly
y owned
by Stella
• It acquires
– Group AL’s interest in Property Group by issuing 80
shares to Group AL
– GV’s interest in Retail Chain Group by issuing 80 shares
to Group GV
Let’s
Let
s see the changes in group structure ……
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The Acquisition Method
Example

Is the following case a Reverse Acquisition?
Before Business Combination

Stella

AL

GV

After Business Combinations

Stella
100

AL

GV

80

B

80

B
Property
Group

Retail
Chain Group

Property
Group

Retail
Chain
Group

Not a reverse acquisition
• Neither Property Group nor Retail Chain Group has the power to govern the
financial and operating policies of Group B
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The Acquisition Method
Example
How does an entity account for a reverse
acquisition?
• Acquirer – Legal subsidiary (Entity B in this case)
• Consideration transferred
– Deemed to have been incurred by the legal subsidiary
– Calculation shall be made to base on the no. of
equity interests the legal subsidiary would have
had to issue
• to give the owners of the legal parent
the same percentage equity interest in
th combined
the
bi d entity
tit
(10% in this case)
• Equity structure – that of legal parent
• Reserves at date of acquisition and
Comparative – that of the legal subsidiary
• Consolidated the fair value of net identifiable
assets of the legal parent

Reverse
Acquisition
A continuation of
the financial
statements of
legal subsidiary
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The Acquisition Method
• Reverse acquisition accounting applies only in the consolidated
financial statements.
• Therefore, in the legal parent’s separate financial statements, if any, the
investment in the legal subsidiary
– is accounted for in accordance with the requirements in IAS 27
Consolidated and Separate Financial Statements on accounting for
investments in an investor’s separate financial statements.

© 2005-10 Nelson Consulting Limited
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The Acquisition Method
• Determining the acquisition date
• 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.

Application of
the method

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

Application of
the 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)

© 2005-10 Nelson Consulting Limited
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The Acquisition Method
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• 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
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.
© 2005-10 Nelson Consulting Limited

89

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

© 2005-10 Nelson Consulting Limited
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The Acquisition Method
Example
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• 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
¾ the acquirer shall recognise an intangible asset
– if the terms are unfavourable relative to market terms
¾ 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)

© 2005-10 Nelson Consulting Limited

91

The Acquisition Method
Example
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• An identifiable intangible asset may be associated with an operating
lease, which may be evidenced by market participants’ willingness to
pay a price for the lease even if it is at market terms.
– For example:
• A lease of gates at an airport or of retail space in a prime shopping area
might provide entry into a market or other future economic benefits that
qualify as identifiable intangible assets, for example, as a customer
relationship
relationship.
• In that situation, the acquirer shall recognise the associated identifiable
intangible asset(s) in accordance with IFRS 3.B31.
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The Acquisition Method
Example
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• For example, the acquirer recognises the acquired identifiable intangible
assets, such as
– a brand name,
– a patent, or
– a customer relationship,

that the acquiree did not recognise as assets in its financial statements
because it developed them internally and charged the related costs to
expense.
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The Acquisition Method
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• 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
ti or accounting
ti policies
li i and
d other
th
pertinent conditions as they exist at the acquisition
date. (IFRS 3.15)
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The Acquisition Method
Example
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• Examples of classifications or designations that the acquirer shall make
on the basis of the pertinent conditions as they exist at the acquisition
date include but are not limited to:
a) classification of particular financial assets and liabilities as
• as a financial asset or liability at fair value through profit or loss, or
• as a financial asset available for sale or held to maturity,
in accordance with IAS 39 Financial Instruments: Recognition
g
and
Measurement;
b) designation of a derivative instrument as a hedging instrument in
accordance with IAS 39; and
c) assessment of whether an embedded derivative should be separated from
the host contract in accordance with IAS 39 (which is a matter of
‘classification’ as this IFRS uses that term).
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The Acquisition Method
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• IFRS 3 provides two exceptions to the above classification or
designation principle:
a) classification of a lease contract as either an operating lease or a finance
lease in accordance with IAS 17 Leases; and
b) classification of a contract as an insurance contract in accordance with
IFRS 4 Insurance Contracts.

• The acquirer shall classify those contracts on the basis of the
contractual terms and other factors
– at the inception of the contract, or
– if the terms of the contract have been modified in a manner that would
change its classification, at the date of that modification, which might be
the acquisition date.
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The Acquisition Method
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• The acquirer shall measure the identifiable assets acquired
and the liabilities assumed
– at their acquisition-date fair values.
(IFRS 3.18)

Affect acquisition in stages

• For each business combination, the acquirer shall measure
any non-controlling interest in the acquiree either
New alternative (“full
( full goodwill method”)
method )

– at fair value or

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

Existing practice
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The Acquisition Method
Example

Existing practice

HK$
Fair value of identifiable net assets of
Entity A
Purchase 75% interest in Entity A
(consideration is $120)

100
120
HK$

Parent’s interest – 75% of fair value
off identifiable
id tifi bl nett assets
t ($100
$
× 75%)

75

Non-controlling interest

25

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

Goodwill
© 2005-10 Nelson Consulting Limited

($120 - $75)

45
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The Acquisition Method
Example
New alternative
(“Full goodwill method”)

Existing practice

HK$
Fair value of identifiable net assets of
Entity A
Purchase 75% interest in Entity A
(consideration is $120)

100
120
HK$

Parent’s interest – 75% of fair value
off identifiable
id tifi bl nett assets
t ($100
$
× 75%)

75

Non-controlling interest

25

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

Goodwill

($120 - $75)

HK$

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

NCI

160
HK$

($160 × 25%)

40

($160 – $100)

60

(at fair value)

45

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

© 2005-10 Nelson Consulting Limited
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The Acquisition Method
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• 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
i an indemnification
i d
ifi ti assett att th
the same ti
time th
thatt it recognises
i
th
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.
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The Acquisition Method
Example
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• 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;
the indemnified item
– 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.
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The Acquisition Method
• Recognising and measuring the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree
• Exception to the measurement principle of IFRS 3
1. Reacquired rights (i.e. grant other a right to use some assets):
• measure the value of a reacquired right recognised as an intangible
asset on the basis of the remaining contractual term of the related
contract
– regardless of whether market participants would consider potential
contractual renewals in determining its fair value.

2. Share-based payment awards
• in accordance with IFRS 2 Share-based Payment

3. Assets held for sale:
• in accordance with IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations
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The Acquisition Method

Critical
Amendment

• Recognising and measuring goodwill or a gain from a bargain purchase
• The acquirer shall recognise goodwill as of the
acquisition date measured as the excess of (a) over (b)
below:
Application of
the method

a) the aggregate of:
i)

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

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

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

Practices changed

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)
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The Acquisition Method
Example

Existing Methodology
HK$
Fair value of identifiable net assets of
Entity A
Purchase 75% interest in Entity A
(consideration is $120)
Parent’s interest – 75% of fair value
of identifiable
o
de t ab e net
et assets ($
($100
00 × 75%)
5%)

100
120
HK$
75
5

Non-controlling interest

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

Goodwill

($120 - $75)

45
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The Acquisition Method
Example

Existing Methodology

New Methodology
HK$

HK$

Fair value ofFair
identifiable
value of identifiable
net assets of
net a
Entity A
100

100

b

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

120
HK$

a(i)

25
145

a(ii)

Parent’s interest
Parent’s
– 75%
interest
of fair
– 75%
valueof fairf
of identifiable
o
de t abidentifiable
de
e net
et
t assets
ab e net
et($
($100
assets
00 × 75%)
5%)
75
5
Non-controlling
Non-controlling
interest ($100
interest
× 25%)
(at its proportionate share of Entity A’s
identifiable net assets)

Goodwill

Goodwill

($120 - $75)

45

45
$(120 + 25) – $100
= $45
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The Acquisition Method
Example

Existing Methodology

New Methodology
HK$

HK$

HK$

Fair value ofFair
identifiable
value of identifiable
net assets of
net a
Entity A
100

100

100

b

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

120
HK$

120
HK$

a(i)

40
160

a(ii)

Parent’s interest
Parent’s
– 75%
interest
of fair
– 75%
valueof fairf
of identifiable
o
de t abidentifiable
de
e net
et
t assets
ab e net
et($
($100
assets
00 × 75%)
5%)
75
5

25 $160×25%=
145

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

Goodwill

Goodwill

($120 - $75)

$120 ÷ 75%
= $160

45

45

60
$(120 + 40) – $100
= $60
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The Acquisition Method
• Recognising and measuring goodwill or a gain from a bargain purchase
• When the goodwill becomes a negative figure
¾ It is a bargain purchase.
• The acquirer shall recognise the resulting gain in
profit or loss on the acquisition date
¾ 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.
© 2005-10 Nelson Consulting Limited
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The Acquisition Method
• Recognising and measuring goodwill or a gain from a bargain purchase
• 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.
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The Acquisition Method
Example
Entity A acquired 80% of Entity X at year end by issuing 2,000 shares of HK$1
each and their financial statements are set out below:
A

X

2,000
1,500
3,500

0
2,000
2,000

100
100
200

500
100
600

Current liabilities
Account payables
Net current assets

(100)
100

(600)
0

Net assets

3,600

2,000

Share capital ($1,100 + $2,000)
Reserves

3,100
500
3,600

200
1,800
2,000

Non-current assets
Investment in subsidiary
Property, plant & equipment
Current assets
Inventories
Cash at bank

© 2005-10 Nelson Consulting Limited

Cost of business
combination
HK$ 2,000
Consideration transferred $ 2,000
NCI ($2,000 x 20%)
400
2,400
Identifiable net assets of
the acquiree
Goodwill

2,000
400
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The Acquisition Method
Example
Consolidation journal:
Dr($)
( )

Cr($)
( )

On the consolidated level (consolidation journal)
Dr Share capital - Entity X
Reserves - Entity X
Goodwill
Cr
Investment in subsidiary
Non-controlling interests ($2,000 x 20%)

200
1,800
400
2,000
400

Being elimination of investment in Entity X (assume fair value = book value) and
recognition of goodwill.
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The Acquisition Method
Example
Consolidation spreadsheet and consolidated balance sheet:
Non-current assets
Goodwill
Investment in subsidiary
Property, plant & equipment
Current assets
Inventories
Cash at bank
Current liabilities
Account payables
Net current assets
Net assets
Share capital
Reserves
Non-controlling interest
© 2005-10 Nelson Consulting Limited

X

0
2,000
1,500
3,500

0
0
2,000
2,000

100
100
200

500
100
600

600
200
800

(100)
100

(600)
0

(700)
100

3,600

2,000

(3,100)
(500)
(3,600)

(200)
(1,800)
(2,000)

Dr/(Cr)

Line by
Line Consol

A

400
(2,000)

400
0
3,500
3,900

4,000
200
1,800
(400)
0

(3,100)
(500)
(3,600)
(400)
(4,000)
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The Acquisition Method
Example
Entity A acquired 80% of Entity X at year end by issuing 2,000 shares of HK$1
each and their financial statements are set out below:
A

X

2,000
1,500
3,500

0
2,000
2,000

100
100
200

500
100
600

Current liabilities
Account payables
Net current assets

(100)
100

(600)
0

Net assets

3,600

2,000

Identifiable net assets of
the acquiree

Share capital ($1,100 + $2,000)
Reserves

3,100
500
3,600

200
1,800
2,000

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

Non-current assets
Investment in subsidiary
Property, plant & equipment
Current assets
Inventories
Cash at bank

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 ($3,000 x 20%)
600
2 600
2,600
3,000
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The Acquisition Method
Example
Consolidation journal:
Dr($)

Cr($)

On the consolidated level (consolidation journal)
Dr Intangible asset (at fair value)
Share capital - Entity X
Reserves - Entity X
Cr
Investment in subsidiary
Non-controlling interests ($3,000 x 20%)
Profit or loss – gain on bargain purchase

1,000
200
1,800
2,000
600
400

Being elimination of investment in Entity X and recognition of “negative” goodwill
in profit or loss.
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The Acquisition Method
Example
Consolidation spreadsheet and consolidated balance sheet:
Non-current assets
Intangible asset
Investment in subsidiary
Property, plant & equipment
Current assets
Inventories
Cash at bank
Current liabilities
Account payables
Net current assets
Net assets
Share capital
Reserves

X

0
2,000
1,500
3,500

0
0
2,000
2,000

100
100
200

500
100
600

600
200
800

(100)
100
3,600

(600)
0
2,000

(700)
100
4,600

(3,100)
(500)
(3,600)

(200)
(1,800)
(2,000)

Non-controlling interest

Dr/(Cr)

Line by
Line Consol

A

1,000
1
000
0
3,500
4,500

1 000
1,000
(2,000)

200
1,400
(600)
0

(3,100)
(900)
(4,000)
(600)
(4,600)
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The Acquisition Method
• Recognising and measuring goodwill or a gain from a bargain purchase
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.
© 2005-10 Nelson Consulting Limited
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The Acquisition Method
• Recognising and measuring goodwill or a gain from a bargain purchase
Consideration transferred – Contingent Consideration
• 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
i t
instrument
t and
d a fifinancial
i l liliability
bilit in
i accordance
d
with
ith IAS 32 or other
th
applicable IFRSs.
− The acquirer shall classify as an asset a right to the return of previously
transferred consideration if specified conditions are met.

© 2005-10 Nelson Consulting Limited

117

The Acquisition Method
• Additional guidance
– Amended practices on business combination achieved in stages
• 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)
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The Acquisition Method
• Additional guidance
– Amended practices on business combination achieved in stages
• 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
words, “the
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)
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The Acquisition Method
Example
On 1.1.2010
Property
Investment
Cash at bank

Parent P
$

0
0
30,000
30,000

Sub S
$ 6,000
0
2,000
8,000

Issued equity
$ (30,000) $ (5,000)
Retained earnings
0
(3,000)
((30,000)
,
)
((8,000)
,
)

On 1.1.2010
• Parent P acquired 20% interest in
Subsidiaryy S at $3,500
$ ,
byy cash.
• Fair value of the property of S was
$8,000.
During 2010
• Parent P reported nil profit and profit
of S was HK$6,000 (became cash).
• Fair value of S is HK$30,000 at yearend.
• P accounted for S as held for trading.
On 1.1.2011
• P acquired additional 60% interest in
S at $22,000 by cash.
• Fair value of the property of S was
$11,000.
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The Acquisition Method
You would
miss this ……

Example
1st Transaction

2nd Transaction

1 1 2010
1.1.2010

1 1 2011
1.1.2011

Total

3,500

22,000

25,500

8,000
2,000
0
10 000
10,000
20%
2,000

11,000
2,000
6,000
19 000
19,000
60%
11,400

1,500

10,600

Cost of combinations
(or investments)
Fair value information
Property, at fair value
Cash
Cash (profit for the year)
Ownership interest
Share of fair value
Goodwill

80%

12,100
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The Acquisition Method
Example
On 1.1.2010
Property
Investment
Cash at bank

Parent P
$

0
0
30,000
30,000

Sub S
$ 6,000
0
2,000
8,000

Issued equity
$ (30,000) $ (5,000)
Retained earnings
0
(3,000)
((30,000)
,
)
((8,000)
,
)

On 1.1.2010
• Parent P acquired 20% interest in
Subsidiaryy S at $3,500
$ ,
byy cash.
• Fair value of the property of S was
$8,000.
During 2010
• Parent P reported nil profit and profit
of S was HK$6,000 (became cash).
• Fair value of S is HK$30,000 at yearend.
• P accounted for S as held for trading.
On 1.1.2011
• P acquired additional 60% interest in
S at $22,000 by cash.
• Fair value of the property of S was
$11,000.
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The Acquisition Method
Example
• Firstly, the acquirer (i.e. P) shall
– remeasure its previously held equity interest in the acquiree (i.e. S) at its
acquisition-date
acquisition
date fair value and
– recognise the resulting gain or loss, if any, in profit or loss.

• On 1.1.2011, P acquired additional 60% interest in S at $22,000 by
cash
– It implies that previously held equity interest of 20% (acquired on 1.1.2010)
should have a fair value of $7,333 ($22,000 ÷ 60% × 20%)
– The resulting gain should be recognised in profit or loss as follows:
Dr($)
Dr Investment ($7,333 – $6,000)

Cr($)

1,333

Cr
Profit or loss
1,333
To remeasure the previously held 20% in S at acquisition-date fair value
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The Acquisition Method
Example
The calculation approach would
be revised as ……

NCI at old
approach
New 1
a(i) Consideration transferred
22,000
a(ii) Non-controlling interest (NCI) ($19K x 20%) 3,800
a(iii) Acquisition-date fair value of
the acquirer’s previously held
equity interest in the acquiree
7,333
33,133
b.
Acquisition-date amount of
nett identifiable
id tifi bl assets
t
Property, at fair value
11,000
Cash
2,000
Cash (profit for the year)
6,000
19,000
14,133
Goodwill
© 2005-10 Nelson Consulting Limited
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The Acquisition Method
Example
Consolidation journals (for NCI at old approach):
Dr($)
D Property
Dr
P
– fair
f i value
l adjustment
dj
($11
($11,000
000 - $6,000)
$6 000)
Issued equity – subsidiary (given)

5,000

Retained earnings – subsidiary (given)

9,000

Goodwill (as calculated in last slide)
Cr

Investment ($7,333 + $22,000)
Non-controlling interest ($19,000 x 20%)

Cr($)

5,000
000

14,133
29,333
3,800

To recognise
g
the g
goodwill and eliminate the investments with the equity
q y shares
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The Acquisition Method
Example
The calculation approach would
be revised as ……

NCI at old
NCI at
approach
fair value
New 1
New 2
a(i) Consideration transferred
22,000
22,000
a(ii) Non-controlling interest (NCI) ($19K x 20%) 3,800 ($22K ÷ 60% x 20%) 7,333
a(iii) Acquisition-date fair value of
the acquirer’s previously held
equity interest in the acquiree
7,333
7,333
33,133
36,666
b.
Acquisition-date amount of
nett identifiable
id tifi bl assets
t
Property, at fair value
11,000
11,000
Cash
2,000
2,000
Cash (profit for the year)
6,000
6,000
19,000
19,000
14,133
17,666
Goodwill
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The Acquisition Method
Example
Consolidation journals (for NCI at fair value):
Dr($)
D Property
Dr
P
– fair
f i value
l adjustment
dj
($11
($11,000
000 - $6,000)
$6 000)
Issued equity – subsidiary (given)

5,000

Retained earnings – subsidiary (given)

9,000

Goodwill (as calculated in last slide)
Cr

Cr($)

5,000
000

17,666

Investment ($7,333 + $22,000)

29,333

Non-controlling interest ($22,000 ÷ 60% x 20%)

7,333

To recognise
g
the g
goodwill and eliminate the investments with the equity
q y shares
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The Acquisition Method
Example
On 1.1.2011
Property
p y
Goodwill
Investment
Cash at bank

Parent P
$
0
0
28,000
4,500
32,500

Issued equity
$ (30,000)
g
((2,500)
,
)
Retained earnings
Revaluation reserves
0
Non-controlling int.
0
(32,500)
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Sub S
$ 6,000
,
0
0
8,000
14,000

Old
$ 11,000
,
12,100
0
12,500
35,600

New 1
$ 11,000
,
14,133
0
12,500
37,633

New 2
$ 11,000
,
17,666
0
12,500
41,166

$ (5,000)
((9,000)
,
)
0
0
(14,000)

$(30,000)
((1,200)
,
)
(600)
(3,800)
(35,600)

$(30,000)
((3,833)
,
)
0
(3,800)
(37,633)

$(30,000)
((3,833)
,
)
0
(7,333)
(41,166)
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The Acquisition Method
• Measurement Period
• 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.

Application of
the method

• 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.
© 2005-10 Nelson Consulting Limited
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The Acquisition Method
• Measurement Period
• 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
obtainable.
• However, the measurement period shall not exceed one year from the
acquisition date. (IFRS 3.45)
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The Acquisition Method
• Determining what is part of the business combination transaction
• 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
th exchange
the
h
ffor the
th acquiree.
i
• 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)
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The Acquisition Method
• Acquisition-related costs
• 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.
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Subsequent Measurement and Acc.
Scope
Method of
accounting
Application of
the method

• 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;

S bseq ent
Subsequent
Measurement

b) contingent liabilities recognised as of the acquisition
date;
c) indemnification assets; and
d) contingent consideration. (IFRS 3.54)
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Subsequent Measurement and Acc.
a) Reacquired rights
– A reacquired right recognised as an intangible
assett shall
h ll b
be amortised
ti d over th
the remaining
i i
contractual period of the contract in which the right
was granted.
– An acquirer that subsequently sells a reacquired
right to a third party shall include the carrying
amount of the intangible asset in determining the
gain or loss on the sale.
S bseq ent
Subsequent
Measurement
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Subsequent Measurement and Acc.
b) Contingent liabilities recognised as of the
acquisition date
– After
Aft initial
i iti l recognition
iti and
d until
til the
th liability
li bilit iis
settled, cancelled or expires, the acquirer shall
measure a contingent liability recognised in a
business combination at the higher of:
a) the amount that would be recognised in
accordance with IAS 37; and
b) the amount initially recognised less, if appropriate,
cumulative amortisation recognised in accordance
with IAS 18 Revenue.

Subsequent
S
bseq ent
Measurement

– This requirement does not apply to contracts
accounted for in accordance with IAS 39.
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Subsequent Measurement and Acc.
c) Indemnification assets
– At the end of each subsequent reporting period,
th acquirer
the
i shall
h ll measure an iindemnification
d
ifi ti
asset that was recognised at the acquisition date
on the same basis as the indemnified liability or
asset,

S bseq ent
Subsequent
Measurement
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• subject to any contractual limitations on its amount
and, for an indemnification asset that is not
subsequently measured at its fair value,
management’s assessment of the collectibility of the
indemnification asset.

– The acquirer shall derecognise the indemnification
asset only when it collects the asset, sells it or
otherwise loses the right to it.
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Subsequent Measurement and Acc.
d) Contingent consideration
– Some changes in the fair value of contingent
consideration
id ti th
thatt th
the acquirer
i recognises
i
after
ft
the acquisition date may be the result of additional
information that the acquirer obtained after that
date about facts and circumstances that existed at
the acquisition date.
• Such changes are measurement period adjustments
in accordance with IFRS 3.45 –49.

– However
However, changes resulting from events after the
acquisition date, such as meeting an earnings
target, reaching a specified share price or
reaching a milestone on a research and
development project, are not measurement period
adjustments.

S bseq ent
Subsequent
Measurement
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Subsequent Measurement and Acc.
d) Contingent consideration
– The acquirer shall account for changes in the fair
value
l off contingent
ti
t consideration
id ti th
thatt are nott
measurement period adjustments as follows:

S bseq ent
Subsequent
Measurement
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a) Contingent consideration classified as equity shall
not be remeasured and its subsequent settlement
shall be accounted for within equity.
b) Contingent consideration classified as an asset or a
liability that:
i) is a financial instrument and is within the scope
of IAS 39 shall be measured at fair value, with
any resulting gain or loss recognised either in
profit or loss or in other comprehensive income
in accordance with that IFRS.
ii) is not within the scope of IAS 39 shall be
accounted for in accordance with IAS 37 or other
IFRSs as appropriate.
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Subsequent Measurement and Acc.
Example
• Examples of other IFRSs that provide guidance on subsequently
measuring and accounting for assets acquired and liabilities assumed or
incurred in a business combination include:
– Goodwill:
• 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.
– Intangible assets:
• IAS
S bseq
Subsequent
ent38 Intangible Assets prescribes the accounting for identifiable
intangible assets acquired in a business combination.
Measurement
– Insurance Contracts:

• IFRS 4 Insurance Contracts provides guidance on the subsequent
accounting for an insurance contract acquired in a business
combination.
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Subsequent Measurement and Acc.
Example
• Examples of other IFRSs that provide guidance on subsequently
measuring and accounting for assets acquired and liabilities assumed or
incurred in a business combination include:
– Income Taxes:
• IAS 12 Income Taxes prescribes the subsequent accounting for deferred
tax assets (including unrecognised deferred tax assets) and liabilities
acquired in a business combination.
– Share-based payment transactions:
• IFRS 2 Share-based Payment Transactions provides guidance on
subsequent
q
measurement and accounting
g for the p
portion of replacement
p
S bseq ent
Subsequent
share-based payment awards issued by an acquirer that is attributable to
Measurement
employees’ future services.
– Changes in controlling interests:
• IAS 27 provides guidance on accounting for changes in a parent’s
ownership interest in a subsidiary after control is obtained
© 2005-10 Nelson Consulting Limited
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Effective Date and Transition
• IFRS 3 shall be applied prospectively to business
combinations for which the acquisition date is on or after
the beginning
g
g of the first annual reporting
p
gp
period
beginning on or after 1 July 2009.
• Earlier application is permitted.
– However, IFRS 3 shall be applied only at the beginning of
an annual reporting period that begins on or after 30 June
2007.
– If an entity applies this IFRS before 1 July 2009, it shall
disclose that fact and apply IAS 27 (as amended in 2008)
at the same time.

• Assets and liabilities that arose from business
combinations whose acquisition dates preceded the
application of IFRS 3 shall not be adjusted upon
application of IFRS 3.
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