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Advanced Group Accounting
(RIKA)

Block 2
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Course Structure
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Block Topic

Preparation: recap double-entry bookkeeping (online, self-study)

1 Key Concepts

2 Acquisition Method

3 Consolidation

4 Subsequent Consolidation 
Goodwill Impairment

5 Joint Arrangement and Investments at Equity 
Changes in Control 

6 Analyzing Consolidated F/S 
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Course Structure
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Block Topic

2
2.1
2.2
2.3
2.4
2.5

Acquisition Method
Basic Idea
Step 1: Identify the Acquirer
Step 2: Determine the Acquisition Date
Step 3: Measure and Recognize Assets / Liabilities
Step 4: Measure and Recognize Goodwill

 What is the acquisition method? 
 How does application of the acquisition method matter for 

consolidation?
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Recap: M&A transactions (and their accounting) differ, 
depending on intensity of the combination

4

Type of investee Relation Accounting implication

Subsidiary Control Full consolidation / 
acquisition method

Joint arrangement Joint control Equity method (mostly) 
Partial consolidation (special 
cases)

Associated entity Significant influence Equity method 
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Acquirer / Parent

Acquisition method: basic idea

5

Acquiree / 
Subsidiary
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Acquirer / Parent

Acquisition method: basic idea

6

Acquiree / 
Subsidiary

 Acquirer obtains control over acquiree 

 No new entity created, but acquiree becomes part of 
acquirer’s corporate group 

 Consolidated balance sheet features mixed values: 
 Assets/liabilities of acquirer at historical cost 
 Assets/liabilities of acquiree at fair value
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What would be the alternatives?

Pooling
Not permitted under IFRS!

Acquisition
Required under IFRS

Fresh Start
Not permitted under IFRS!

 Parties continue to exist after 
transaction 

 “True” merger 
 No revaluation of assets 

 Acquirer purchases acquiree
 Purchase transaction leads to 

revaluation of acquiree, but not 
of acquirer

 Acquirer and acquiree form a 
new economic entity 

 Because there is a new 
economic entity, 
assets/liabilities of both acquirer 
and acquiree are revaluated

7
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How to account for a business combination?

8
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Acquisition method: Steps

9

Determining the 
acquisition date

2

Recognizing and 
measuring the 

identifiable assets 
acquired, the 

liabilities 
assumed and any 

non-controlling 
interest in the 

acquiree

3

Recognizing and 
measuring 

goodwill or a 
gain from a 

bargain purchase

4

Identifying the 
acquirer

1
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Course Structure
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Block Topic

2
2.1
2.2
2.3
2.4
2.5

Acquisition Method
Basic Idea
Step 1: Identify the Acquirer
Step 2: Determine the Acquisition Date
Step 3: Measure and Recognize Assets / Liabilities
Step 4: Measure and Recognize Goodwill

 Who is the acquirer in a business transaction?
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Step 1: Identifying the Acquirer

11
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Step 1: Identifying the Acquirer

12
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Course Structure
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Block Topic

2
2.1
2.2
2.3
2.4
2.5

Acquisition Method
Basic Idea
Step 1: Identify the Acquirer
Step 2: Determine the Acquisition Date
Step 3: Measure and Recognize Assets / Liabilities
Step 4: Measure and Recognize Goodwill

 What is the relevant date for revaluating the assets/liabilities of 
the acquiree?
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Step 2: Determine the Acquisition Date

 IFRS 3.8: The acquirer shall identify the acquisition date, which is the date on which it obtains control of 
the acquiree.

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

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

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

14
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Course Structure

15

Block Topic

2
2.1
2.2
2.3
2.4
2.5

Acquisition Method
Basic Idea
Step 1: Identify the Acquirer
Step 2: Determine the Acquisition Date
Step 3: Measure and Recognize Assets / Liabilities
Step 4: Measure and Recognize Goodwill

 How are assets/liabilities of the acquiree revaluated at the 
acquisition date?
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Step 3: Measure and Recognize identifiable Assets/Liabilities 

16

Acquisition Price Book value of Equity Fair Value Adjustments
and Other Identifiable 

Assets
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What do we need to do?

17

Uncover 
identifiable 

assets / 
liabilities of 

the acquiree

1. 
Identify

Measure 
identifiable 

assets/liabili
ties at their 
fair value 

2. 
Measure

Recognize 
deferred 

taxes on fair 
value 

adjustments

3. 
Deferred 

Tax
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Recognizing identifiable Assets/Liabilities

 Additional conditions for recognizing identifiable assets/liabilities: 
‒ Meet asset/liability definition 

 Including assets/liabilities that had not been on acquirees’ balance sheet! (especially: intangible 
assets) 

‒ Asset/liability exchanged in business combination, not in separate transaction

18
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Example: identifiable Asset/Liability?

a) Target owns a machine. By obtaining control over Target, Buyer also obtains control over the machine.  

b) As in a), but the machine is a highly specialized equipment that can only be used in Target’s operations. 

c) Buyer expects that Target’s employees will negotiate significant pay raises after completion of the 
transaction. 

d) Target owns a license to operate a technology patent. The license cannot be transferred or sold. 

19
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Two Pharmaceutical Companies

20
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Intangibles at Novartis

21
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Intangibles at Roche

22

Notes to the F/S
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Growth Strategies and Accounting Implications

Organic growth (internal R&D) External growth (M&A)

 Not all intangibles can be capitalized on the 
balance sheet (e.g., prohibited according to 
IAS 38: self-generated brand, customer lists)

 Acquiree’s intangibles “uncovered” via M&A 
transaction / purchase price allocation

 Innovation/marketing efforts charged through 
P&L (R&D expenses, marketing expenses)

 Purchase price allocated to identifiable 
intangible assets (capitalization on 
consolidated financial statements)

 Subsequent periods: no amortization 
expense (no asset)

 Subsequent periods: amortization expense 
and/or impairment testing

23
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What do we need to do?

24

Uncover 
identifiable 

assets / 
liabilities of 

the acquiree

1. 
Identify

Measure 
identifiable 

assets/liabili
ties at their 
fair value 

2. 
Measure

Recognize 
deferred 

taxes on fair 
value 

adjustments

3. 
Deferred 

Tax
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Fair Value Measurement

25

Fair Value: 
The price that would be received to 

sell an asset / paid to transfer a liability

in an orderly transaction 
between market participants 

at the measurement date

Orderly transaction:
 Marketing activities that are usual and 

customary
 Not: forced transactions

Market participants: 
Buyers/sellers in the principal market: 

 Independent (i.e., unrelated)
 Knowledgeable 
 Able and willing to transact
 Assumed to act in their best economic 

interest (highest and best use of asset)

Price: 
directly observable 
or estimated using 
valuation technique
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Fair Value Measurement: Highest and Best Use

 Entity acquires R&D project in a business combination. 
‒ Intention: not to complete, but kill the project 
‒ Why? 

26
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Fair Value Measurement: Highest and Best Use

 Company acquires R&D project in a business combination. 
‒ Intention: not to complete, but kill the project 
‒ “Lock up” technology, prevent competitors from access
‒ Defensive value, muting future competition and improving prospects for company’s own technology

 How to determine fair value? (Based on IFRS 13.IE9)
‒ Basis: use by market participants
‒ If market participants would continue project: price received in a current transaction selling the 

project, assuming use of the project 
‒ If market participants would kill the project for competitive reasons (lock up): price received in a 

current transaction selling the project, assuming lock up
‒ If market participants would discontinue the project because of lack of profitability: price received in 

a current transaction selling the project (possible zero) 

27
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IFRS 13 Fair Value Measurement

Valuation techniques

Market 
model

fair value derived from market 
transactions

Cost model
fair value derived from 
replacement cost

Income 
model

fair value derived from valuation 
models (e.g., discounted cash flow 
model)

Level 1

• Quoted prices in active markets for 
identical assets/liabilities

Level 2

• Other, directly or indirectly observable 
prices for identical assets/liabilities

Level 3

• Unobservable factors (e.g., proprietary 
data) which might need to be adjusted

 Shall be chosen with a view to maximizing the use of 
observable and minimize the use of unobservable input 
parameters

 Basis: Input parameters used in the valuation techniques 
applied

Fair value hierachy Valuation technique
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What do we need to do?

29

Uncover 
identifiable 

assets / 
liabilities of 

the acquiree

1. 
Identify

Measure 
identifiable 

assets/liabili
ties at their 
fair value 

2. 
Measure

Recognize 
deferred 

taxes on fair 
value 

adjustments

3. 
Deferred 

Tax
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Considering Deferred Taxes

 General: 
‒ Deferred taxes account for differences between a reporting entity’s IFRS financial statements and its 

tax accounting. 

 Business combinations: 
‒ Differences arising from revaluation via purchase price allocation (i.e., in IFRS consolidated financial 

statements), but not in investee’s tax statements 

30



© Prof. Dr. Katharina Hombach 2025. Do not copy or distribute.

Deferred Taxes: why do we need them?

Fact pattern

 Company X purchases a machine for EUR 1,000 at the beginning of 20X1.

 Assume that Company X pays a flat tax rate of 30% on its taxable income. 

 Under IFRS, Company X depreciates its assets on a straightline basis. Under its tax rules, Company X is 
allowed to pull parts of its depreciation forward.

 There are not other transactions than those associated with revenues and depreciation.

31

900
800

700

880
800

700

-20

IFRS
Tax

Machine Book Value

20X1 20X2 20X3 …

20X1 20X2

Revenue 200 200

Depreciation (tax) 120 80

Taxable income 

Current tax expense

Tax rate (tax law)

Depreciation (IFRS) 100 100

Profit before tax (IFRS)

Current tax / profit before tax (IFRS)
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Deferred Taxes: why do we need them?

32

900
800

700

880
800

700

IFRS
Tax

Machine Book Value

20X1 20X2 20X3 …

20X1 20X2

Revenue 200 200

Depreciation (tax) 120 80

Taxable income 80 120

Current tax expense 24 36

Tax rate (tax law) 30% 30%

Depreciation (IFRS) 100 100

Profit before tax (IFRS) 100 100

Current tax / profit before tax 
(IFRS)

24% 36%

 20X1: understatement of tax rate suggested by IFRS 
statements relative to statutory (“true”) tax rate 

 20X2: overstatement of tax rate suggested by IFRS 
statements relative to statutory (“true”) tax rate 

-20

Solution
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Deferred Taxes: why do we need them?

33

900
800

700

880
800

700

-20

IFRS
Tax

Machine Book Value

20X1 20X2 20X3 …

20X1 20X2

Revenue 200 200

Depreciation (tax) 120 80

Taxable income 80 120

Current tax expense 24 36

Tax rate (tax law) 30% 30%

Depreciation (IFRS) 100 100

Profit before tax (IFRS) 100 100

Current tax / profit before tax 
(IFRS)

24% 36%

Temporary difference (IFRS –
Tax)

20 0

Deferred tax expense/income 
(IFRS)

6 (expense) 6 (income)

Effective tax rate (24 + 6) / 100 
= 30%

(36 – 6) / 100 = 
30%

Solution
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Deferred Taxes: why do we need them?

 Journal entries and calculations:

34

Solution
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Deferred Taxes: why do we need them?

Journal entries and calculations: 

20X1: 

 Book value (tax): 1,000 – 120 (depreciation) = 880 

 Book value (IFRS): 1,000 – 100 (depreciation) = 900 

 Temporary difference in asset values: 880 – 900 = -20 

 Deferred tax liability recognized on temporary difference: 20 * 30% = 6 

 Dr. Deferred tax expense Cr. Deferred tax liability 6 

20X2: 

 Book value (tax): 1,000 – 120 (depreciation 20X1) – 80 (depreciation 20X2) = 800

 Book value (IFRS): 1,000 – 100 (depreciation 20X1) – 100 (depreciation 20X2) = 800

 Temporary difference in asset values: none

 Deferred tax liability recognized in 20X1 needs to be resolved

 Dr. Deferred tax liability Cr. Deferred tax income 6

35

Solution
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Considering Deferred Taxes

36

 deferred taxes  no deferred taxes

The uncovering of hidden reserves and previously unrecognized intangible 
assets during the purchase price allocation process frequently gives rise to taxable 
or tax-deductible temporary differences, which result in deferred taxes.
BUT: no deferred taxes are to be recognized on goodwill arising from purchase price allocation in consolidated 
financial statements!

Differences between IFRS carrying amounts and tax bases of assets and liabilities

timing
differences

other temporary 
differences

permanent
differences

E.g.: Depreciation over 
different useful lives

E.g.: Financial assets 
carried at cost (tax) versus 
at fair value (IFRS)

E.g.: Certain donations are 
expense under IFRS, but 
are not tax deductible
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Deferred Taxes: Temporary Concept

 Calculate the difference between the IFRS carrying amount and tax amount 

 If the difference is temporary, decide whether the difference gives rise to a tax asset or liability: 

 Exceptions: 
‒ Goodwill (no deferred taxes) 
‒ First-time recognition of an asset/liability, except for those originating from business combinations

37

IFRS carrying 
amount 

less tax base

Type of temporary 
difference

Gives rise to …

Asset Positive Taxable Deferred tax liability

Asset Negative Deductible Deferred tax asset

Liability Positive Deductible Deferred tax asset

Liability Negative Taxable Deferred tax liability
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Deferred Taxes - Example

 Company A owns investment property, which it accounts for using fair value (IAS 40). For tax purposes, 
the investment property is carried at depreciated historical cost. 

 Facts: 
‒ Purchase of investment property at the beginning of 20X1, price: 10,000 €
‒ Fair value at the end of 20x1: 11,800 €
‒ Depreciation (tax): linear, 50 years of useful life 
‒ Tax rate: 30%
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Deferred Taxes - Example

 Company A owns investment property, which it accounts for using fair value (IAS 40). For tax purposes, the 
investment property is carried at depreciated historical cost. 

 Facts: 
‒ Purchase of investment property at the beginning of 20X1, price: 10,000 €
‒ Fair value at the end of 20X1: 11,800 €
‒ Depreciation (tax): linear, 50 years of useful life 
‒ Tax rate: 30%

 Solution: 
‒ IFRS carrying amount, end of 20X1: 11,800€ (equals fair value) 
‒ Tax carrying amount, end of 20X1: 9,800€ (10,000€ - 10,000€/50)
‒ Book-tax difference: 2,000€ (11,800€ - 9,800€)  
‒ Journal entries (end of 20X1): 

Dr. Investment Property Cr. Fair Value Gain 1,800€ 
Dr. Deferred tax expense Cr. Deferred Tax Liability 600€ (=2,000€ *30%)

Solution
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Fair Value Adjustments and Deferred Taxes

 Buyer acquires 100% equity stake in Target for 20 CU. 

 Balance sheets (unconsolidated) after acquisition:

 Task: Please calculate Target’s revalued equity, considering deferred taxes (tax rate: 30%). 

40

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.
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Fair Value Adjustments and Deferred Taxes

41

Carrying amount at 
the date of 
acquisition

Adjustment 
to fair value

Fair value at the 
date of acquisition 

Intangible assets (brand)

Other assets

Cash 

Deferred tax liability

Debt 

= Revalued equity

Solution
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Fair Value Adjustments and Deferred Taxes

42

Carrying amount at 
the date of 
acquisition

Adjustment 
to fair value

Fair value at the 
date of acquisition 

Intangible assets (brand) - 6 6

Other assets 20 2 22

Cash 10 0 10

Deferred tax liability - (2.4) (2.4)

Debt (20) - (20)

= Revalued equity 10 5.6 15.6

Solution
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Fair Value Adjustments and Deferred Taxes: Effects on 
Profit/Loss
 At the time of initial consolidation, the deferred tax liability is accounted for through Other Comprehensive 

Income (OCI): 
‒ Dr. Other Comprehensive Income (OCI) Cr. Deferred Tax Liability

 In subsequent periods, the deferred tax liability is resolved via OCI or via profit/loss, depending on the 
accounting for the underlying asset. (More details will follow in Block 4!)

43
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Course Structure

44

Block Topic

2
2.1
2.2
2.3
2.4

Acquisition Method and Capital Consolidation
Step 1: Identify the Acquirer
Step 2: Determine the Acquisition Date
Step 3: Measure and Recognize Assets / Liabilities
Step 4: Measure and Recognize Goodwill 
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Step 4: Measure and recognize goodwill

45

Acquisition Price Book value of Equity Fair Value 
Adjustments and Other 

Identifiable Assets
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Goodwill 

46
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Types of Goodwill 

47
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Case Study: Program NOW

48
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Case Study: Program NOW

49
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Case Study: Program NOW

50
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Couple of years later… 

51
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Margins

52
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Another example… What happened? 

53
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Another example… What happened? 

54
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Gain on bargain purchase 

 In accounting for M&A, companies must compare the purchase price with the fair value of the (net) 
identifiable assets and liabilities.

 The difference is accounted for as 
‒ goodwill (if positive), or
‒ As a gain on bargain purchase (if negative)

55

Positive difference Negative difference

The common situation is when the 
purchase price exceeds the acquirer’s 
interest in the net fair value of identifiable 
assets and liabilities

This arises where the fair value of assets 
and liabilities exceeds the purchase price. 
This suggests that a bidder has either 
acquired the target company cheaply or that 
it will incur future operating losses or
restructuring charges.
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UBS: Why?

56
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UBS: Critical Audit Matters

57
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UBS: Execution Risk

58
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Measuring Goodwill 

59
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Measuring Goodwill: Example without Non-Controlling Interests

 Buyer acquires 100% equity stake in Target for 20 CU. 

 Balance sheets (unconsolidated) after acquisition:

60

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.
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Measuring Goodwill: Example without Non-Controlling Interests

61

Carrying amount at the 
date of acquisition

Adjustment to 
fair value

Fair value at the date of 
acquisition 

Intangible assets (brand) - 6 6

Other assets 20 2 22

Cash 10 0 10

Debt (20) - (20)

= Revalued equity 10 8 18

Purchase Price 20

- revalued equity 18

= Goodwill 2

Solution
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Measuring Goodwill: Example without Non-Controlling Interests

 Buyer acquires 100% equity stake in Target for 20 CU. 

 Balance sheets (unconsolidated) after acquisition:

62

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

20

10

6+2

2

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden reserves 
of 2 CU.

 Revalued equity is 10 + 6 + 2 = 18

 Goodwill is 20 – 18 = 2

Solution
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Measuring Goodwill: Example without Non-Controlling Interests

63

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Total 20 Total 20

Buyer (Consolidated)

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

Equity
Debt

Total Total

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.

Solution
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Measuring Goodwill: Example without Non-Controlling Interests

64

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Total 20 Total 20

Buyer (Consolidated)

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

10
6

22
2

Equity
Debt

10
30

Total 40 Total 40

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.

Solution
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Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes
 Buyer acquires 100% equity stake in Target for 20 CU. 

 The tax rate is 30% (from earlier example). (Version 2: 50%)

 Balance sheets (unconsolidated) after acquisition:

65

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.
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Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes

Goodwill:

66

Carrying amount at the date 
of acquisition

Adjustment to fair 
value

Fair value at the date of 
acquisition 

Intangible assets (brand) - 6 6

Other assets 20 2 22

Cash 10 0 10

Deferred tax liability:

Debt (20) - (20)

= Revalued equity

Solution
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Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes

Goodwill:

Purchase price 20 CU

- Revalued equity 15.6 CU 

= Goodwill 4.4 CU

67

Carrying amount at the date 
of acquisition

Adjustment to fair 
value

Fair value at the date of 
acquisition 

Intangible assets (brand) - 6 6

Other assets 20 2 22

Cash 10 0 10

Deferred tax liability: 30% * (6+2) - (2.4) (2.4)

Debt (20) - (20)

= Revalued equity 10 5.6 15.6

Solution
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Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes

68

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Total 20 Total 20

Buyer (Consolidated)

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

10
6

22

Equity
Debt
Deferred 
Tax 
Liability

10
30

Total Total

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.

Solution
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Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes

69

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target

20 Equity
Debt

10
10

Total 20 Total 20

Buyer (Consolidated)

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

10
6

22
4.4

Equity
Debt
Deferred 
Tax 
Liability

10
30

2.4

Total 42.4 Total 42.4

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.

Solution
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What would happen if the tax rate was 50%?

Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes – Version 2

70

Carrying amount at the 
date of acquisition

Adjustment to fair 
value

Fair value at the date of 
acquisition 

Intangible assets (brand) - 6 6

Other assets 20 2 22

Cash 10 0 10

Deferred tax liability:

Debt (20) - (20)

= Revalued equity

Solution



© Prof. Dr. Katharina Hombach 2025. Do not copy or distribute.

What would happen if the tax rate was 50%?

Goodwill:

Purchase price 20 CU

- Revalued equity 14 CU 

= Goodwill 6 CU

Measuring Goodwill: Example without Non-Controlling Interests, 
plus Deferred Taxes – Version 2

71

Carrying amount at the 
date of acquisition

Adjustment to fair 
value

Fair value at the date of 
acquisition 

Intangible assets (brand) - 6 6

Other assets 20 2 22

Cash 10 0 10

Deferred tax liability: 50% * (6+2) - (4) (4)

Debt (20) - (20)

= Revalued equity 10 4 14

Solution
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Non-Controlling Interests Affect Goodwill 

72
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Measuring Non-Controlling Interests
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Measuring Goodwill: Example with Non-Controlling Interests

 Buyer acquires 75% equity stake in Target for 15 CU. 

 Balance sheets (unconsolidated) after acquisition:

74

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target
Cash

15

5

Equity
Debt

10
10

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.
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Measuring Goodwill: Example without Non-Controlling Interests

75

Buyer (Consolidated)

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

10+5
6

22
?

Equity (Parent)
Equity (NCI)
Debt

10
?

30

Total ? Total ?

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target
Cash

15

5

Equity
Debt

10
10

Target (Unconsolidated)

Assets Equity &Liabilities

Cash
Other assets

10
20

Equity
Debt

10
20

Notes: 

 Target has a brand (not recognized); fair 
value: 6 CU.

 The other assets contain hidden 
reserves of 2 CU.
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Measuring NCI at Fair Value (Full Goodwill Method)

 Buyer acquires 75% equity stake in Target for 15 CU.

 Goodwill: 

76

20 CU 

100%

Fair Value Target (incl. 
Goodwill implied by 

transaction)

15 CU 

75% 

Buyer

5 CU 

25% 

NCI 

Purchase price 15

+ Equity attributable to NCI 5

- Revalued equity target (100%) -18

= Goodwill 2

Solution
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Measuring NCI at Proportionate Share in Net Assets (Partial 
Goodwill Method)
 Buyer acquires 75% equity stake in Target for 15 CU.

 Goodwill: 

77

18 CU 

100%

Fair Value Identifiable Net 
Assets (excl. Goodwill)

13.5 CU 

75% 

Buyer

4.5 CU 

25% 

NCI 

Purchase price 15

+ Equity attributable to NCI 4.5

- Revalued equity target (100%) -18

= Goodwill 1.5

Solution
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Measuring Goodwill: Comparing Full and Partial Goodwill 
Method

78

Buyer (Consolidated)
Full Goodwill Method

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

15
6

22
2.0

Equity (Parent)
Equity (NCI)
Debt

10
5.0
30

Total 45 Total 45

Buyer (Unconsolidated)

Assets Equity &Liabilities

Investment 
in Target
Cash

15

5

Equity
Debt

10
10

Buyer (Consolidated)
Partial Goodwill Method

Assets Equity &Liabilities

Cash
Brand
Other assets
Goodwill

15
6

22
1.5

Equity (Parent)
Equity (NCI)
Debt

10
4.5
30

Total 44.5 Total 44.5

Solution
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Block 2: Key take-aways

 The acquisition method uncovers the fair value of the identifiable assets of an acquiree, 
including assets that have not previously been recognized on the acquiree’s unconsolidated 
statements. 
‒ Mix of fair value (acquiree) and historical cost (acquirer) on consolidated balance sheet 
‒ Consolidated balance sheet reflects company’s growth strategy (organic versus external 

growth) 

 Fair value of acquiree’s assets/liabilities are based on the price determined by knowledgeable 
market participants (might differ from acquirer’s actual intended use). 

 Fair value adjustments lead to differences to tax accounts and, hence, deferred taxes. 

 Goodwill is the residual that is left over after the purchase price has been allocated to revalued 
equity (considering deferred taxes). 

 Under the full goodwill method, the company recognizes goodwill at its full fair value (including 
the share attributable to non-controlling interests). 
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Further Readings

 For further readings see also:

Picker et al. (2016): Applying IFRS Standards. Fourth Edition.

 The nature of a business combination: starting p. 380 (especially on the steps of a business 
combination)

 Calculation of deferred tax: starting p. 133 (p. 143)

 Consolidation: Controlled entities: starting p. 561

 Consolidation: non-controlling interest: starting p. 635 
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