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IFRS 10
Learning objectives 

What is the objective of IFRS 10?

Control as the basis for consolidation

Accounting requirements of IFRS 10
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What is the objective of IFRS 10?

Requires an entity (a parent) 
that controls one or more other 

entities (subsidiaries) to 
present consolidated financial 

statements;

Defines the principle of control 
as the basis for consolidation 
and sets out how to identify 

whether the investor controls 
the investee;

Sets out the accounting 
requirements for the 

preparation of consolidated 
financial statements, and

Defines an investment entity 
and sets out an exception to 

consolidating particular 
subsidiaries of an investment 

entity.
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What is the objective of IFRS 10?
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Control as the basis for consolidation

• Simply speaking, the basic rule is:

– If an investor controls its investee => investor must consolidate;

– If an investor does NOT control its investee =>; investor does NOT consolidate.

6

So what is 

control?
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Control 

• An investor controls an investee when the investor:
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Is exposed to, or has right to variable returns 
from its involvement with the investee;

Has the ability to affect those returns

Through its power over the investee.
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How to assess control

• Remember 3 basic elements inherent in control: power, ability to use this power and 

variable returns.

• Power is the existing rights that give the current ability to direct the relevant activities. 

Let’s break it down a bit:

– The rights must be substantive, not only some minor rights;

– The ability must be current, exercisable in the present time;

– The relevant activities must be significant and related to major activities of investee.

• When assessing whether an investor controls an investee, more than one factor need 

to be considered. IFRS 10 contains guidance in this area.

8



|  © UPM

Accounting requirements of IFRS 10
Consolidation procedures

• In order to prepare consolidated financial statements, IFRS 10 prescribes the following 

consolidation procedures:
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• Combine like items of assets, liabilities, equity, income, 
expenses and cash flows of the parent with those of its 
subsidiaries;

COMBINE

• The carrying amount of the parent’s investment in each 
subsidiary; and

• The parent’s portion of equity of each subsidiary;
ELIMINATE

• Eliminate in full intragroup assets and liabilities, equity, 
income, expenses and cash flows relating to 
transactions between entities of the group.

INTRAGROUP 
TRANSACTIONS
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Accounting requirements of IFRS 10
Consolidation procedures
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Accounting requirements of IFRS 10
Other accounting requirements

• Except for basic consolidation procedures, IFRS 10 prescribes number of other rules 

for preparing consolidated financial statements, such as:

– Presentation of non-controlling interests: in equity, but separately from the equity of owners of 

the parent;

– Uniform accounting policies shall be used by both parent and subsidiary;

– The financial statements of the parent and the subsidiary shall have the same reporting date;

– How to deal when the parent loses its control over subsidiary,

• and number of other rules dealing with the specific circumstances.
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Business Combinations (IFRS 3)
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IFRS 3
Learning objectives 

Scope and definitions

Business Combinations step-by-step

Step acquisitions

Presentation and disclosure
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IFRS 3
When does IFRS 3 apply?
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IFRS 3 applies to all business combinations

IFRS 3: ”A business combination should be accounted for by applying the acquisition 
method. The acquirer recognises the acquiree’s identifiable assets, liabilities and contingent 

liabilities at their fair values at the acquisition date and also recognises goodwill”. 
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IFRS 3
When does not IFRS 3 apply?
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Formation of a 
joint venture

Acquisition of asset / 
group of assets that is 

not a business

Common control 
transactions 

IFRS 3 does not apply to:

Cost allocated to 
identifiable assets / 
liabilities on basis of 
relative fair values
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IFRS 3 
What is a business? 
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A business is an integrated set of activities and assets capable of being managed to provide a 
return to investors via dividends, 

lower costs or other economic benefits

Inputs Processes Ability to create outputs

Rebuttable presumption that a group of assets 
in which goodwill is present is a business
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IFRS 3
Case

• Which of the following transactions are in the scope of IFRS 3 and why? 

– Company A purchases a building from Company B

– Company A purchases 100 % of shares in Company C 

– Company A purchases a development project, e.g. test results, rights

– Company A purchases a development company with only one development project

– Company A purchases Company B. The owners are the same. 
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Please share 

your thoughts 

with a friend
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IFRS 3
Step – by – step
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Step 1: Identify the acquirer

Step 2: Identify the date for obtaining control

Step 3: Recognition and measurement of assets acquired and liabilities assumed

Step 4: Determine the consideration transferred 

Step 5: Measure non-controlling interest (NCI) 

A business combination is a transaction or other event in which an acquirer obtains 
control of one or more businesses

What is a business 
combination
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IFRS 3
Step – by – step
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Step 6: Determine goodwill or negative goodwill, including allocation

Step 7: Recognise any adjustment in the allowed adjustment period 
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STEP 1
Identify the acquirer

21

The acquirer is the entity that obtains control of the business

Consider 
additional factors 
identified in IFRS 3

Use IFRS 10 to 
determine who 

has control
Existence of large minority 

voting interest in 
combined entity

Relative voting rights in 
combined entity

Composition of governing 
body and senior management 

of combined entity

Terms of exchange of 
equity instruments

Relative size of entities

Normally Group 
Accounting will 
determine the 

acquirer
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STEP 2
Determine the acquisition date

22
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Determine the acquisition date
Case

• Based on the information below, please assess the acquisition date to be  used for 

accounting purposes.

A. Letter of intent is signed on 1 January 2016 

B. Sale and purchase agreement (SPA) is signed on 15 September 2016

C. According to the contract, the sale will be effective as of 1 January 2017, the expected date 

of closing

D. Payment of 90% of the purchase price is due 15 days after the SPA has been signed and the 

remaining 10% 15 days after closing
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Determine the acquisition date
Case 2

• Based on the information below, please assess the acquisition date to be  used for 

accounting purposes.

A. Letter of intent is signed on 1 January 2016 

B. Sale and purchase agreement (SPA) is signed on 15 September 2016

C. According to the contract, the sale will be effective as of 1 January 2017, the expected date 

of closing

D. Payment of 90% of the purchase price is due 15 days after the SPA has been signed and the 

remaining 10% 15 days after closing
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Same scenario as above but 

according to the SPA, the sale is 

effective as of 1 January 2016, the 

same date as letter of intent was 

signed. Does this change the 

conclusion?
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Determine the acquisition date
Case 3

• Based on the information below, please assess the acquisition date to be  used for 

accounting purposes.

A. Letter of intent is signed on 1 January 2016 

B. Sale and purchase agreement (SPA) is signed on 15 September 2016

C. According to the contract, the sale will be effective as of 1 January 2017, the expected date 

of closing

D. Payment of 90% of the purchase price is due 15 days after the SPA has been signed and the 

remaining 10% 15 days after closing
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Same scenario as above but the 

contract is contingent upon approval 

from the competition authorities. 

Does this change the conclusion?
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STEP 3
Recognition and measurement of assets acquired and 
liabilities assumed

26

• An acquirer or investor shall recognize all 
identifiable assets acquired, liabilities 
assumed and non-controlling interests in 
the acquiree separately from goodwill.

• Made at acquisition date

• All assets and liabilities are measured at 
acquisition-date fair value.

Acquired assets and liabilities
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Case: Prices stated in the agreement 

• When purchasing an activity, the individual assets and liabilities are often priced in the 

purchase agreement. 
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Is it possible for the acquirer 

to use these prices in the 

purchase price allocation?



|  © UPM

Fair value measurement in a business combination

28
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Overview of valuation methods used in practice
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STEP 4
Identify and measure consideration transferred
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Contingent consideration
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• Is an obligation of acquirer to transfer additional 
assets/equity interest to former owners as part of exchange 
for control if specified future events occur/conditions are 
met

• Recognised at fair value at acquisition date

• Classified as liability or equity

CONTINGENT CONSIDERATION
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Cost of acquisition 
Case 

• Entity N acquires Entity M. The outflows of economic benefits from Entity N in respect of this transaction are as 

follows: 

– Entity N issues 1000 new shares to shareholders of Entity M with terms equivalent to those traded on the 

market. The par value of Entity N’s shares is CU2 and the market price of Entity N’s shares is CU4. 

– Entity N pays CU1000 in cash to the previous shareholders of Entity M.

– Entity N has an acquisition department, which incurred CU200 in running costs over the period of completing 

the business combination. Staff in the department estimate they have spent 25% of their time on the acquisition 

of Entity M over this period. 

– Entity N incurs liability of CU500 to a customer of Entity M in respect of termination of a supply agreement that 

was necessitated by the business combination.

– Entity N will incur expenditure of CU200 on updating Entity M’s accounting systems to be consistent with those 

used by Entity M. 

– Entity N pays accounting fees in relation to the transaction of CU200 and legal fees of CU200. 

– Entity N extends the terms of its finance arrangement in order to obtain the cash required for the transaction. 

The cost of the extension CU50. 

32

What would be the cost of acquisition 

when Entity N acquires Entity M?
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STEP 5
Measure non-controlling interest (NCI)
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NCI
Case

• Company P pays 800 to acquire an 80% interest in the ordinary shares of S. The aggregated fair value of 100% of 

S's identifiable assets and liabilities (determined in accordance with the requirements of IFRS 3) is 600, and the fair 

value of the non-controlling interest (the remaining 20% holding of ordinary shares) is 185. The measurement of the 

non-controlling interest, and its resultant impacts on the determination of goodwill, under each option is illustrated 

below:

34



|  © UPM

STEP 6
Determine goodwill or gain on bargain purchase
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Goodwill

• Goodwill acquired in a business combination represents a payment made by the 

acquirer in anticipation of future economic benefits from assets that are not capable of 

being individually identified and separately recognised.

• Goodwill is measured as the residual cost of the business combination after 

recognising the acquiree’s identifiable assets, liabilities and contingent liabilities. 

Negative goodwill can consequently arise.

• Goodwill is subject to impairment testing in accordance with IAS 36.
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Negative goodwill – Gain on bargain purchase

• Negative goodwill arises if the acquirer’s interests in the net fair value of acquired 

identifiable assets and liabilities exceed the cost

• When negative goodwill arises:

– The acquirer is required to undertake a review to ensure the identification of assets and 

liabilities is complete, and that measurements appropriately reflect consideration of all available 

information. 

– Negative goodwill/gain on bargain purchase is to be immediately recognised as a gain in profit 

or loss. 
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STEP 7
Recognise any measurement period adjustments

38
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Subsequent adjustments to the PPA
Case

• Do the following situations require subsequent adjustments?

A. Six months after the business combination, a factory of the acquired company is sold. 

B. The acquired company has subsequent to the date of acquisition finished the construction of 

extravagant new headquarters. It turns out that the market value is considerably lower than 

the carrying amount.

C. Three months after the date of acquisition, the extravagant headquarters burn to the ground.

D. The acquired company has completed tests of a new product one week before the date of 

acquisition, but analysis of the test results is not available until three months after the 

acquisition.
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Business combinations achieved in stages
(Step acquisitions)
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Step acquisitions

41



Presentation and disclosure 
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Presentation and disclosure

• An acquirer shall disclose information that 

enables users of the financial statements 

to evaluate: 

• The nature and financial effect of business 

combinations that were effected:

– During the current reporting period; or

– After the end of the reporting period but 

before the financial statements were 

authorised for issue

• Information that is required to be 

disclosed by the acquirer to meet the 

above objective is specified in the 

application guidance of the standard
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Operating segments (IFRS 8)
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IFRS 8
Learning objectives 

Operating segment versus reportable segment

Identify entity’s reportable segments

Disclosure requirements

45
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What is the aim of IFRS 8?

• An entity must: “Disclose information to enable 
users of its financial statements to evaluate the 
nature and financial effects of the different 
business activities in which it engages and the 
economic environments in which it operates.” 

Core principle

46
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What are operating segments and how are they 
determined? 

that engages in business 
activities from which it may earn 

revenues and incur expenses 
(including revenues and 

expenses relating to 
transactions with other 

components of the same entity)

whose operating results are 
regularly reviewed by the entity’s 
chief operating decision maker 

to make decisions about 
resources to be allocated to the 

segment and assess its 
performance

and for which discrete financial 
information is available

47

An operating segment is defined as: “A component of an entity: 
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What are reportable segments and how are they 
determined?

• IFRS 8 requires an entity to provide separate information about each of its ”reportable 

segments”. This information is disclosed in the notes to the financial statements. The 

following rules are used to identify an entity’s reportable segments:
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What are reportable segments and how are they 
determined?

A. Multiple operating segments may be aggregated into a single reportable segment if 

aggregation is consistent with the core principle of IFRS 8, the segments have 

similar economic characteristics, and the segments are similar in all of the following 

respects:

▪ the nature of the products and services

▪ the nature of the production processes

▪ the type of class of customer for the products and services

▪ the distribution methods used 

▪ the nature of the regulatory environment, for example, banking, insurance or public utilities
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What are reportable segments and how are they 
determined?

B. A reportable segment is a single or combined operating segment which meet any of 

the following “quantitative thresholds”:

▪ contributes 10% or more of the entity’s total sales (combining internal and inter-segment sales), 

▪ earns 10% or more of the combined reported profit of all operating segments that did not report 

a loss (or 10% or more of the combined reported loss of all operating segments that reported a 

loss), or 

▪ has 10% or more of the combined assets of all operating segments.
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What are reportable segments and how are they 
determined?

C. An operating segment that does not meet any of the 10% thresholds may 

nonetheless be treated as a reportable segment if management believes that 

information about the segment would be useful to the users of the financial 

statements. Alternatively:

▪ Such segment may be combined into a reportable segment with one or more similar operating 

segments that also fail to meet any of the 10% thresholds, or

▪ It may be included in an “all other segments” category in the segment report
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What are reportable segments and how are they 
determined?

D. If the total external revenue reported by operating segments constitutes less than 

75% of the entity’s revenue, additional operating segments must be identified until at 

least 75% of the entity’s revenue is included in reportable segments. For this 

purpose, operating segments that do not meet the quantitative thresholds may be 

combined to produce a reportable segment only if they share similar economic 

characteristics and a majority of the aggregation criteria
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Reportable segments
Case

• A listed company has identified 7 operating segments. The following information is 

available for the segments as of 31 December 2018 (000)

53

External revenue Internal 

revenue

Profit or (loss) Assets

Segment A 3,040 2,440 720 3,170

Segment B 1,460 0 (160) 1,590

Segment C 1,580 60 (60) 1,480

Segment D 1,720 0 120 2,150

Segment E 760 520 150 1,620

Segment F 2,360 1,740 560 3,780

Segment G 1,520 0 (50) 1,460

TOTAL 12,440 4,760 1,280 15,250

Identify 

reportable 

segments
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Disclosures required by IFRS 8 

• IFRS 8 requires that entities should disclose four main classes of information for each 

accounting period. These are as follows:
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General 
information

Information 
about each 
reportable 
segment

Certain 
reconciliations

Entity-wide 
information
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