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Objective and Scope 

IFRS 10 

Objective 
To establish principles for the presentation and 
preparation of consolidated financial statements when an 
entity controls one or more other entities 

• Requires the parent entity to consolidate the financial 

statement of all of its controlled subsidiaries 

• Defines and establishes the principle of Control in much 

detail 

• Sets out how to apply the principle of control for 

identifying control of investor over investee  

• Sets out accounting requirement for the preparation of 

consolidated financial statement 

• Does not deal with accounting requirement of IFRS 3 
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Objective and Scope (Cont.) 

A Parent Company need not 

to prepare consolidated 

financial statement if it 

satisfies the mentioned 

conditions 

•  It is a WOS or Partially owned subsidiary of another 
entity 

• Its debt or equity instruments are not traded in a 

public market whether domestic or foreign 

• It didn’t file or in the process of filing any financial 

documents to the securities commission or other 

regulatory body for issuance of any of its instrument 

in a public market 

• Its ultimate or intermediate parent produces 

consolidated financials statements that are available 

for public use and comply with IFRS requirement. 

IFRS 10 applies to all reporting that prepares IFRS financial statements, except post 

employee benefit plans or other Long term employee benefit plans to which IAS 19 applies 

 

Every Reporting Entity is required to apply IFRS 10 to determine whether it is a parent 

and, if so, the entities it controls  
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Control - Criteria 

An Investor 

controls an 

investee if and 

only if the 

investor has  

• Power over the investee 

• Exposure or rights to variable returns 

from its involvement  with the 

investee and 

• The ability to use its power over the 

investee to affect the amount of the 

investor’s return 
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Control – Criteria (IFRS 10 vs. IAS 27) 

IFRS 10 IAS 27 

An Investor controls an investee when it is 
exposed  or has rights, to variable returns 
from its involvement with investee and has 
ability to affect those returns through its 
power over the investee 

Control is the power to govern the financial 
and operating policies of an entity so as to 
obtain benefits from its activities 

Requirement of SIC 12 : Following 
circumstances indicate control of a Special 
Purpose Entities (SPEs) 
 
-the activities of the SPE are being conducted 
on behalf of the entity so as to obtain benefits 
from SPEs operation 
 

-the entity has the decision making powers 
to obtain majority of the benefits of the 
activities of the SPE 
 

-the entity retains the majority of the residual 
or ownership risks related to the SPE 
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Control – Criteria (IFRS 10 vs. IAS 27) 

Practical Implications of Revised Control Definitions 

1 – IAS 27 refers to ‘Power’ but IFRS 10 refers to ‘rights’ and ‘ability’ 
 
2 – IAS 27 refers to governing the financial and operating policies but IFRS 10 refers to the 
ability to affect returns 
 
3 – IAS 27 refers to obtaining ‘benefits’ while IFRS 10 requires ‘exposures or rights to 
variable returns’ 
 
4 – SIC 12 includes specific control indicators for SPEs while IFRS 10 does not 
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Control – Criteria (Cont.) 

Assessing Control…… 
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Understanding the purpose and design of the investee 
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The risk to which the entity is designed to be exposed 

What are the relevant activities? 

How are decisions about the said activities made? 

Who has the ability to direct the relevant activities? 

Which parties have exposure to variable returns from investee? 

DO the parties that have power and exposure to variable returns have 
the ability to use that power? 
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Power over an investee….1st Criteria 

An investor has power when it has existing rights that give it the current ability 
to direct the relevant activities. 

Relevant Activities 

Activities of the investee that significantly 
affect the iŶvestee’s returŶs 

Examples could be: 

- Determining financial or operating policies 

- Selling and purchasing goods and services 

-managing financial assets  

-selecting, acquiring or disposing of assets 

- R&D New Products 

-Making Capital or funding decisions 
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Power over an investee….1st Criteria 

Existing Rights 

Examples could be: 

- Voting Rights or Potential Voting Rights 

- Rights to appoint, reassign, or remove members of KMP 

- Right to appoint or remove another entity that directs the 
relevant activities 

- Rights to direct the investee to enter into or veto any 
changes to transaction 

An investor has power when it has existing rights that give it the current ability 
to direct the relevant activities. 
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Power over an investee – Identifying Relevant 

Activities 

Assessing relevant activities is critical in following kind of a scenario……. 
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Power over an investee – Identifying Relevant 

Activities 

Example 
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Example 

 
Power over an investee – Identifying Relevant 

Activities 
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Example 

Power over an investee – Directing Relevant Activities 
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Existing Rights – Should be Substantive 
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Rights could be Protective and not Substantive 

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

• Since power is an essential element of control, protective rights do not give the investor 
control over the investee. 

• Holding protective rights cannot prevent another investor from having power over an 
investee. 

Examples of 

Protective Rights 

• Restrict an investee from undertaking activities that could 
significantly change the credit risk of the investee to the 
detriment of the investor 
 

• Approve an investee’s capital expenditures (greater than 
the amount spent in the ordinary course of business) 
 

• Approve an investee’s issuance of equity or debt 
instruments 
 

• Seize assets if an investee fails to meet specified loan 
repayment conditions 

 
• Veto transaction between investee and related party 
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Rights could be Protective and not Substantive 

Example 
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Exposure to variable returns – 2nd Criteria 

Examples 
of 
exposure 
to 
variable 
returns 

Dividends, fixed interest on debt securities that 
expose the investor to the credit risk of the issuer, 
variable interest on debt securities 

Remuneration for servicing an investee’s assets or 
liabilities, fees and exposure to loss from providing 
credit or liquidity support, residual interests in the 
investee’s assets and liabilities on liquidation of 
that investee 

Economies of scale, cost savings, scarce products, 
proprietary knowledge, synergies, or other 
exposures to variable returns that are not available 
to other investors 

An investor assesses whether the exposure to returns are variable based on the substance 

of the arrangement and not the legal form of the returns. An investor with fixed interest 

payment is exposed to variable return considering the credit risk to which the investor is 

exposed. 
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Exposure, or rights to variable returns…..2nd Criteria 

Example 
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Ability to use power to affect return…..3rd Criteria 

Linkages 

The linkage of power and ability to use the power 
depends on whether the investor has the current 

ability to direct the relevant activities: 

-on its own (as principal) or 

-on behalf of other investors that have delegated 
their powers to it (as agent) 

Fund Manager A has 45% shareholding in Fund B, which it also manages within 

defined parameters. The constitution of the fund defines the fuŶd’s purpose and 

sets out the investment parameters within which the fund manager can invest. The 

constitution also requires Fund Manager A to act in the best interests of the 

shareholders. Within the defined parameters, however, the investment manager 

has discretion about the assets in which Fund B will invest 

Example 
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Power without majority voting rights – de facto 
control 

AssessiŶg iŶvestor’s 
voting rights 

Size of holding of the 
voting rights 

the more the voting 
rights, the more likely 

the investor has 
existing right 

the more parties that 
would need to outvote 

the investors, the 
ŵore likely….. 

Potential voting rights 
held by the investor, 

other vote holders, or 
other parties 

Rights arising from 
other contractual 

arrangement 

Any other facts and 
circumstances that 

indicate, the investor 
has… 
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Power without majority voting rights – de facto control 

IFRS 10 does not specify any thresholds to determine when an analysis of 

distribution of voting rights is sufficient to reach a conclusion and when 

additional facts and circumstances must be considered. 
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Power without majority voting rights – de facto control 

Example – Voting pattern of other shareholders at a recent meeting 
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Power without majority voting rights – de facto control 

Example  



25 

Potential Voting Rights 

Criteria IFRS 10 IAS 27 

Exercise Price  not at a level that prevents 
or deters exercise 

not at a level that 
precludes exercise in any 
feasible scenario 

Timing of exercisability exercisable in time to affect 
key decisions 

currently exercisable 

Intent to exercise apparent expectation, 
motives and reasons are 
part of the assessment 

no specific guidance and 
intent to exercise is not 
considered generally 

Financial ability required to be considered  no specific guidance and 
not generally considered 

Operational barrier relevant if investor does 
not have practical ability 
to exercise 

no specific guidance and 
not generally considered 
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Potential Voting Rights 

Example – Potential Voting Rights - Basic Ownership Structure  

Example - 1  
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Potential Voting Rights 

Example – Potential Voting Rights - Basic Ownership Structure  

Example - 2  
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Potential Voting Rights 

Example – Potential Voting Rights - Basic Ownership Structure  

Example - 3  
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Franchises 
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Analyze the purpose and design of 
the franchisee 

Determine the relevant activities 

Determine which investor 
(Franchisor or the owner of the 

franchisee) has the ability to direct 
the activities 

Rights held by franchisor must be 
substantive and not protective 
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Franchisee (Cont.) 
Example   
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Consolidation Procedure 
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Consolidation Process - Key Steps 

Key Steps Common practical issues 

Step 1 Combine financial statement of each 

group entity 

-uniform accounting policies 

-reporting dates 

-overseas subsidiaries 

-immaterial subsidiaries 

-changes in group composition 

 

Step 2 Eliminate intra group transactions and 

balances 

-intra group losses 

-tax effects 

-intra group arrangements 

Step 3 Eliminate the pareŶt’s iŶvestŵeŶt iŶ each 
subsidiary and recognize goodwill and 

other business combination related 

assumption 

-business combination adjustment 

-Goodwill impairment 

 

Step 4 Allocate comprehensive income and 

equity to non-controlling interests 

-determining ownership percentage 

-NCI valuation method 
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Consolidation Process - Key Steps 

Example – Accounting policy alignment   

Example – Reporting dates   
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Consolidation Process - Key Steps 

Example – Eliminating Intragroup loss 
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Consolidation Process - Key Steps 

Example – Tax effect on intra group elimination (Continuation of last example) 
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Consolidation Process - Key Steps 

Example – Eliminating Parent’s Investment 
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Consolidation Process - Key Steps 

Example – Indirect Holdings 

Parent P controls two subsidiaries – S1 & S2. P holds 90% stake in S1 and 30% stake 

in S2. S1 also holds 40% stake in S2. Both the subsidiaries are established as start 

ups. The summarized financial statements are given below 
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Consolidation Process - Key Steps 

Example – Indirect Holdings (Cont.) 
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Consolidation Process – Potential Voting Rights & Other 
Derivatives 

If parent holds PVRs in a subsidiary, the controlling and non-controlling percentages 
are normally based on existing ownership interests.  

 
The allocation does not reflect the possible exercise of PVRs. 
 
However, as an exception to this rule, an instrument that ‘currently gives the entity 
access to the returns associated with an ownership interest’ is regarded as an ownership 
interest in substance. The allocation takes into account the eventual exercise of the 
PVRs. 
 
Following could be such instruments: 
 
-A fixed price forward contract between the parent and non controlling owner to buy or 
sell shares in the subsidiary at future date 
 

-A combined put and call option with a fixed exercise price 
 

-A fixed price put or call option that is deeply in the money at inception such that 
exercise is virtually certain 
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Consolidation Process – Potential Voting Rights & Other 
Derivatives 

Example 
 
Parent P owns 80% of the ordinary shares of Subsidiary S. Minority shareholder M 
owns remaining 20%. P purchases an option to acquire 20% holding owned by M for a 
fixed price in 12 months’ time. The exercise price is based on estimated fair value of 
20% holding at inception. Dividend rights are not affected by the call option. 
Dividends are material and are paid regularly. 
 
 

Example 
 
Suppose, Parent P and shareholder M negotiate both a call option for P and put option 
for M . The price in the put and call options are same and is fixed at inception. 
Dividend has not been paid in recent years. 
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Consolidation Process – Loss of Control 

On loosing control of a subsidiary, the parent: 
 
-Derecognizes the assets & liabilities of the subsidiary at carrying value 
-Derecognizes the NCI  
-Recognizes the fair value of considerations received 
-Recognizes any investment retained at Fair Value 
-Reclassifies to P&L or transfers directly ro Retained Earnings any amounts included in 
OCI 
-Recognizes any resulting gain or loss within profit or loss attributable to the parent 

Example 
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Consolidation Process – Loss of Control 

Solution 
 

Any Revaluation reserve is transferred to Retained Earnings 
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Thank You!!! 

The views expressed here are the personal views of the author/faculty. The technical contents herein are solely 

meant for communicating information and not as professional advice. The information contained in this 

material is  intended only for the use of the entity to whom it is addressed and others authorized to receive it. 

It may contain  confidential or legally privileged information. The addressee is hereby notified that any 

disclosure, copy, or  distribution of this material or the contents thereof may be unlawful and is strictly 

prohibited. Also the contents  cannot be considered as any opinion / advice and should not be used basis for 

any decision. Before taking any  decision / advice please consult a qualified professional advisor. While due care 

has been taken to ensure the  accuracy of the information contained herein, no warranty, express or implied, is 

being made by us as regards the  accuracy and adequacy of the information contained herein. We shall not be 

responsible for any loss whatsoever  sustained by any person who relies on this material.  

Contact Details 

CA Anand Sanghvi 

E – anand@valserve.in 

M - +91 94281 04090 

mailto:anand@valserve.in

