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IFRS10 Possible Impact 
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 Definition of control- entities not consolidated 

before may be consolidated now or vice-versa; 

 Reduction of off-balance sheet financing and 

unconsolidated special purpose vehicles (SPVs). 

 Assessment of impact of potential voting rights on 

control; 

 No material change to the consolidation process 

 Additional disclosures under IFRS 12 



What Changed? 

Focuses on both 
Consolidated and  
Separate AFS: 

 What is control 

 Consolidation procedures, 
e.tc 

 Accounting by acquirer of 
an investment in 
subsidiary, associate or JV 

Focuses on Consolidation of Subs: 

 Who should consolidate 

 What is control 

 Consolidation procedures 

 NCI 

 Recognition of gains/losses on 
transactions between owners 

 Recognition of loss of control 
of a subsidiary 

IAS 27-Consolidated and Separate 
Financial Statements (Old) 

IFRS 10- Consolidated Financial 
Statements (New) 
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Old IAS 27 split  

Focuses on Separate AFS: 

 Recognition of dividends 

 Measure of investment in 
subsidiary, JV & Associate 

 Measurement of the 
investment when classified 
as held for sale 

 Disclosure of the 
investment 

Focuses on Consolidation of Subs: 

 Who should consolidate 

 What is control 

 Consolidation procedures 

 NCI 

 Recognition of gains/losses on 
transactions between owners 

 Recognition of loss of control 
of a subsidiary 

IAS 27-Separate Financial 
Statements (New) 

IFRS 10- Consolidated Financial 
Statements (New) 
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IFRS 10.5-17 and AppendixB2-B85 

What is Control? 



 



 



What is Control? 

IFRS10.5> 

 An investor, regardless of the nature of its 

involvement with an entity (the investee), shall 

determine whether it is a parent by assessing 

whether it controls the investee. 



Does DIC control Integritas Ltd? 

The Question 
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Example 

 

Integritas Ltd (‘Integritas’) is a diversified fashion retail group listed on the ZSE. Its 

operating and financial policies are determined by the company’s Board of Directors. All 

the Integritas directors are appointed by the shareholders at annual general meetings by 

simple majority vote (51%).  The  company   had  2 500 000  ordinary  shares  in  issue  

throughout  the  period 

1 January 2008 to 31 December 2012. Each ordinary share in Integritas entitles the 

holder to one vote at shareholders’ meetings. The Memorandum of Incorporation of 

Integritas does not  alter  the  minimum  number  of  voting  rights  required  to  pass  

ordinary  and  special resolutions as specified in the Companies Act. 

  

Details  of  voting  rights  represented  at  the  annual  general  meetings  of  Integritas’s 

shareholders are as follows: 

 

 

 

 
Voting rights 

represented, in 

person or by 

proxy 

 
Annual general meeting held on 

 
 
30/03/2012 

 
 
31/03/2011 

 
 
31/03/2010 

 
 
31/03/2009 

 
 
31/03/2008 

 
91% 

 
91% 

 
90% 

 
89% 

 
90% 
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Example  cont……… 

 

The next annual general meeting of Integritas shareholders is scheduled for 29 March 

2013. 

  

On 1 January 2008 DIC acquired 40% of the ordinary shares of Integritas for $45 million. 

On 31 December 2012 DIC acquired a further 8% of the Integritas ordinary shares in the 

open market.  

Insurer Ltd, an unrelated South African financial institution listed on the JSE, held 10% of 

the  ordinary shares of Integritas. The remaining ordinary shares were widely held by 

shareholders holding less than 1% each of the ordinary share capital. 

 

Unlisted preference shares were issued on 1 August 2008 and are mandatorily 

convertible into 500 000 Integritas ordinary shares on 31 July 2013. The shares are not 

convertible prior to that date. The holders of the preference shares do not have voting 

rights except on matters that directly affect their rights. The preference shares have 

been held by Insurer Ltd since 1 August 2008 and DIC do not hold any of the preference 

shares. 

 

Q? Does DIC control Integritas?  

 

  

 

 



What is Control? 

 Control is the power to 
govern the financial and 
operating policies of an entity 
so as to obtain benefits from 
its activities. [IAS 27.4] 

 Ability or power to direct or 
dominate decision making 

 An entity controlled by 
another is a subsidiary, i.e. an 
entity, including an  
unincorporated entity such as 
a partnership. [IAS 27.4] 

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

Old IAS 27 IFRS 10- New  
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What is Control? 

 Presumed Control: Control exist when an entity 
owns directly or indirectly  owns  more than 
50% of the voting rights , unless proven 
otherwise. [IAS 27.13] 

 Implied Control: Control can exist where an 
entity controls 50% or less of the voting rights if 
any the following conditions exists: 

 over more than one half of the voting rights by 
virtue of an agreement with other investors, or  

 to govern the financial and operating policies of 
the entity under a statute or an agreement; or  

 to appoint or remove the majority of the members 
of the board of directors; or  

 to cast the majority of votes at a meeting of the 
board of directors. 

An investor controls an investee if 
and only if the investor has all 
the following:  

 power over the investee (see 
paragraphs 10–14);  

 exposure, or rights, to variable 
returns from its involvement with 
the investee (see paragraphs 15 
and 16); and  

 the ability to use its power over 
the investee to affect the amount 
of the investor’s returns (see 
paragraphs 17 and 18).  

Old IAS 27 IFRS 10 New 
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Power (IFRS 10.10-15 and B9) 

Ability to use 
power to 

direct relevant 
activities 

returns 

Power 



Power (IFRS 10.10-15 and B9) 

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

 Rights could be in the form of: 

 Voting rights (indicated by shareholding) 

 Contractual rights (explicit or implicit agreements between 
shareholders) 

 NB: Assessing power is easy when power over an 
investee is obtained directly and solely from the voting 
rights granted by equity instruments such as shares 

 In most it shall be complex, for example when power 
results from one or more contractual arrangements 



Power (IFRS 10.10-15 and B9) 

 If two or more investors each have existing rights 

that give them the unilateral ability to direct 

different relevant activities, the investor that has the 

current ability to direct the activities that most 

significantly affect the returns of the investee has 

power over the investee. 



Power (IFRS 10.10-15 and B9) 

Rights that give an investor power over an investee-B15 

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

 (a) rights in the form of voting rights (or potential voting rights) of an 
investee (see paragraphs B34–B50); 

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

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

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

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



Power (IFRS 10.10-15 and B9) 

Substantive rights –B23 

Factors to consider in making that determination include but are not 
limited to: 

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

 When the exercise of rights requires the agreement of more than 
one party, or when the rights are held by more than one party. The 
more parties that are required to agree to exercise the rights, the 
less likely it is that those rights are substantive 

 Whether the party or parties that hold the rights would benefit from 
the exercise of those rights. The terms and conditions of potential 
voting rights are more likely to be substantive when the instrument is 
in the money or the investor would benefit for other reasons (eg by 
realising synergies between the investor and the investee) from the 
exercise or conversion of the instrument. 



Power (IFRS 10.10-15 and B9) 

Protective rights–B26 

Protective rights are designed to protect the interests of their holder without 
giving that party power over the investee to which those rights relate, an 
investor that holds only protective rights cannot have power or prevent 
another party from having power over an investee 

 

Examples of protective rights include but are not limited to: 

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

 the right of a party holding a non-controlling interest in an investee to 
approve capital expenditure greater than that required in the ordinary 
course of business, or to approve the issue of equity or debt instruments. 

  the right of a lender to seize the assets of a borrower if the borrower fails 
to meet specified loan repayment conditions. 



Power (IFRS 10.10-15 and B9) 

Power without a majority of  the voting rights  

B38 An investor can have power even if it holds less than a 
majority of the voting rights of an investee. An investor can 
have power with less than a majority of the voting rights of 
an investee, for example, through: 

 (a) a contractual arrangement between the investor and 
other vote holders (see paragraph B39); 

 (b) rights arising from other contractual arrangements (see 
paragraph B40); 

 (c) the investor’s voting rights (see paragraphs B41–B45); 

 (d) potential voting rights (see paragraphs B47–B50); or 

 (e) a combination of (a)–(d). 



Assessing voting rights 
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Assessing voting rights 
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Control……. 

Potential voting rights [IFRS 10.B47-B50] 

 An entity may own share warrants, share call options or 
convertible equity instruments in a subsidiary. 

 Consider the potential voting rights in determining 
whether the investor controls the subsidiary. 

 The rights should be currently exercisable at year end 

 Consider whether the right are substantive (practical 
ability to exercise that right- see B23 for example of 
factors that cause potential voting rights not to be 
substantive ) 
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Control……. 

Example: Potential voting rights 

 P ltd acquired 40% S 3 years ago. At reporting 

date P holds call options to purchase a further 35% 

of S. After which it will hold 75% of the total voting 

rights of S. The options are currently exercisable. 

 

 Should P consolidate S? 
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Control……. 

Solution: Potential voting rights 

 

    YES 
 P must consolidate S as long as it has substantive 

rights. 

 P should consolidate 40% of S’ reserves and show 

60% as NCI 
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Potential Voting Rights 

Example 9 

 Investor A holds 70 per cent of the voting rights of 
an investee. Investor B has 30 per cent of the voting 
rights of the investee as well as an option to acquire 
half of investor A’s voting rights.  The option is 
exercisable for the next two years at a fixed price 
that is deeply out of the money (and is expected to 
remain so for that two-year period).  Investor A has 
been exercising its votes and is actively directing 
the relevant activities of the investee.   
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Potential Voting Rights 

Answer 9 

 In such a case, investor A is likely to meet the power 
criterion because it appears to have the current 
ability to direct the relevant activities.  Although 
investor B has currently exercisable options to 
purchase additional voting rights (that, if exercised, 
would give it a majority of the voting rights in the 
investee), the terms and conditions associated with 
those options are such that the options are not 
considered substantive. 
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Potential Voting Rights 

Example 10 

 Investor A and two other investors each hold a third of 

the voting rights of an investee.  The investee’s business 

activity is closely related to investor A.  In addition to its 

equity instruments, investor A also holds debt instruments 

that are convertible into ordinary shares of the investee 

at any time for a fixed price that is out of the money 

(but not deeply out of the money).  If the debt were 

converted, investor A would hold 60 per cent of the 

voting rights of the investee.   

Anesu Daka CA (SA)   Chartered Accountants Academy 



Potential Voting Rights 

Answer 10 

 Investor A would benefit from realising synergies if 

the debt instruments were converted into ordinary 

shares. Investor A has power over the investee 

because it holds voting rights of the investee 

together with substantive potential voting rights that 

give it the current ability to direct the relevant 

activities. 
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Relationship with Others-B4 
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De-facto control 

 

 

 

 

 

 

 

 

 B has 52% (60%*70%+10%) in Gem Co. 

 

 

Bauble Co. 

Jewel Co. 

Gem Co. 

      60% 

       70% 

10% 



De-facto control 

 

 

 

 

 

 

 

 

 

 Refer to B4 

 

 

P. Co. 

S. Co. 

Subsidiary 

S. Co. 

2/5 P directors 

      

100% 
       

30% 

P. Co. 

Subsidiary 

       

50% 
      

45% 



Returns- IFRS10.15 

Returns include: 
 dividends, other distributions of economic benefits from an investee (e.g. 

interest from debt securities issued by the investee) and changes in the value 
of the investor’s investment in that investee.  

 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, tax 
benefits, and access to future liquidity that an investor has from its 
involvement with an investee. 

 returns that are not available to other interest holders. For example, an 
investor might use its assets in combination with the assets of the investee, 
such as combining operating functions to achieve economies of scale, cost 
savings, sourcing scarce products, gaining access to proprietary knowledge 
or limiting some operations or assets, to enhance the value of the investor’s 
other assets. 

 



Returns- IFRS10.15 

 An investor is exposed, or has rights, to variable 

returns from its involvement with the investee when the 

investor’s returns from its involvement have the 

potential to vary as a result of the investee’s 

performance.  

 The investor’s returns can be only positive, only 

negative or both positive and negative. 



Link between power and returns 

 An investor controls an investee if the investor not 

only has power over the investee and exposure or 

rights to variable returns from its involvement with 

the investee, but also has the ability to use its 

power to affect the investor’s returns from its 

involvement with the investee. 

 

Q? Can an entity have >51% without the ability to 

use its power over the investee, or vice-versa? 



Link between power and returns 

 Thus, an investor with decision-making rights shall 

determine whether it is a principal or an agent. An 

investor that is an agent in accordance with 

paragraphs B58–B72 does not control an investee 

when it exercises decision-making rights delegated 

to it. 



Relevant activities and direction of 

relevant activities 

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

 selling and purchasing of goods or services; 

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

 selecting, acquiring or disposing of assets; 

 researching and developing new products or processes; and 

 determining a funding structure or obtaining funding. 

 

Examples of decisions about relevant activities include but are not limited to: 

 (a) establishing operating and capital decisions of the investee, including 

 budgets; and 

 (b) appointing and remunerating an investee’s key management personnel 

 or service providers and terminating their services or employment. 



Q? Does DIC control Integritas? 

The Answer 
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Advice on assessing control 

 

 

                      

 

   CALL AN IFRS EXPERT 
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Applicability and early adoption 

 IFRS 10 is effective beginning on or after 1 January 
2013 [IFRS 10:C1]. 

 Retrospective application is generally required in 
accordance with IAS 8 Accounting Policies, Changes in 
Accounting Estimates and Errors [IFRS 10:C2].  

 However, an entity is not required to make adjustments 
to the accounting for its involvement with entities that 
were previously consolidated and continue to be 
consolidated, or entities that were previously 
unconsolidated and continue not to be consolidated 
[IFRS 10:C3]. 
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http://www.iasplus.com/en/standards/standard8


Applicability and early adoption 

 IFRS 10 prescribes modified accounting on its first 

application in the following circumstances: 

 an entity consolidates an entity not previously 

consolidated [IFRS 10:C4]  

 an entity no longer consolidates an entity that was 

previously consolidated [IFRS 10:C5]  in relation to 

certain amendments to IAS 27 made in 2008 that have 

been carried forward into IFRS 10 [IFRS 10:C6].  
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Applicability and early adoption 

 An entity may apply IFRS 10 to an earlier 
accounting period, but if doing so it must disclose 
the fact that is has early adopted the standard 
and also apply (if applicable): 

 IFRS 11 Joint Arrangements  

 IFRS 12 Disclosure of Interests in Other Entities 

 IAS 27 Separate Financial Statements (as amended in 
2011)  

 IAS 28 Investments in Associates and Joint Ventures (as 
amended in 2011). 
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http://www.iasplus.com/en/standards/standard51
http://www.iasplus.com/en/standards/standard52
http://www.iasplus.com/en/standards/standard25
http://www.iasplus.com/en/standards/standard26


Questions ? 





2012 changes and amendments 
 

 Investment Entities 

 March 2012: Amendments to IFRS1- Government 

Loans 

 May 2012: Annual Improvements to IFRSs 2009–

2011 Cycle 

 June 2012: Amendments to IFRS 10, IFRS 11 and 

IFRS 12 

 

 

 

 



2012 changes and amendments 
 

 Investment entities 

 

 

 

 

 



2012 changes and amendments 

10/31/2013 

56 

Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 
27), issued in October 2012,  

 introduced an exception to the principle that all subsidiaries 
shall be consolidated.  

 The amendments define an investment entity and  

 require a parent that is an investment entity to measure its 
investments in particular subsidiaries at fair value through 
profit or loss in accordance with IFRS and account for this 
investment under IFRS 10 and IAS 27. 

 the amendments introduce new disclosure requirements 
related to investment entities in IFRS 12 Disclosure of 
Interests in Other Entities and IAS 27 Separate Financial 
Statements. 



2012 changes and amendments 

INVESTMENT ENTITIES  

 DEFINE INVESTMENT ENTITY AS AN ENTITY THAT: 

 obtains funds from one or more investors for the purpose of 

providing those investor(s) with investment management 

services; 

 commits to its investor(s) that its business purpose is to invest 

funds solely for returns from capital appreciation, investment 

income, or both; and 

 measures and evaluates the performance of substantially all of 

its investments on a fair value basis (IFRS 10.27). 

 
 

 

 



2012 changes and amendments 

INVESTMENT ENTITIES  

TYPICAL CHARACTERISTICS: 

 it has more than one investment; 

 it has more than one investor; 

 it has investors that are not related parties of the entity; and 

 it has ownership interests in the form of equity or similar interests. 

If it meets requirements: 

 Excluded from consolidation 

 Investment in accounted for at fair value through P/L 

 Exclude from applying IFRS 3 on acquisition 

 Effective 1 January 2014 

 

 



Questions ? 
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