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[F1INTERNATIONAL FINANCIAL REPORTING STANDARD 1

First-time Adoption of International Financial Reporting Standards
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Appendix C
Exemptions for business combinations

This appendix is an integral part of the IFRS. An entity shall apply the following requirements
to business combinations that the entity recognised before the date of transition to IFRSs.

C1 A first-time adopter may elect not to apply IFRS 3 (as revised in 2008) retrospectively
to past business combinations (business combinations that occurred before the date of
transition to IFRSs). However, if a first-time adopter restates any business combination
to comply with IFRS 3 (as revised in 2008), it shall restate all later business
combinations and shall also apply IAS 27 (as amended in 2008) from that same
date. For example, if a first-time adopter elects to restate a business combination that
occurred on 30 June 20X6, it shall restate all business combinations that occurred
between 30 June 20X6 and the date of transition to IFRSs, and it shall also apply IAS
27 (amended 2008) from 30 June 20X6.

C2 An entity need not apply IAS 21 The Effects of Changes in Foreign Exchange
Rates retrospectively to fair value adjustments and goodwill arising in business
combinations that occurred before the date of transition to IFRSs. If the entity does
not apply IAS 21 retrospectively to those fair value adjustments and goodwill, it shall
treat them as assets and liabilities of the entity rather than as assets and liabilities of
the acquiree. Therefore, those goodwill and fair value adjustments either are already
expressed in the entity’s functional currency or are non-monetary foreign currency
items, which are reported using the exchange rate applied in accordance with previous
GAAP.

C3 An entity may apply IAS 21 retrospectively to fair value adjustments and goodwill
arising in either:

(a) all business combinations that occurred before the date of transition to IFRSs; or

(b) all business combinations that the entity elects to restate to comply with IFRS 3, as
permitted by paragraph C1 above.

C4 If a first-time adopter does not apply IFRS 3 retrospectively to a past business
combination, this has the following consequences for that business combination:

(a) The first-time adopter shall keep the same classification (as an acquisition by the legal
acquirer, a reverse acquisition by the legal acquiree, or a uniting of interests) as in its
previous GAAP financial statements.

(b) The first-time adopter shall recognise all its assets and liabilities at the date of
transition to IFRSs that were acquired or assumed in a past business combination,
other than:

(i) some financial assets and financial liabilities derecognised in accordance
with previous GAAP (see paragraph B2); and

(ii) assets, including goodwill, and liabilities that were not recognised in the
acquirer’s consolidated statement of financial position in accordance with
previous GAAP and also would not qualify for recognition in accordance
with IFRSs in the separate statement of financial position of the acquiree
(see (f)–(i) below).

The first-time adopter shall recognise any resulting change by adjusting retained
earnings (or, if appropriate, another category of equity), unless the change results from
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the recognition of an intangible asset that was previously subsumed within goodwill
(see (g)(i) below).

(c) The first-time adopter shall exclude from its opening IFRS statement of financial
position any item recognised in accordance with previous GAAP that does not qualify
for recognition as an asset or liability under IFRSs. The first-time adopter shall account
for the resulting change as follows:

(i) the first-time adopter may have classified a past business combination as
an acquisition and recognised as an intangible asset an item that does not
qualify for recognition as an asset in accordance with IAS 38 Intangible
Assets. It shall reclassify that item (and, if any, the related deferred tax and
non-controlling interests) as part of goodwill (unless it deducted goodwill
directly from equity in accordance with previous GAAP, see (g)(i) and (i)
below).

(ii) the first-time adopter shall recognise all other resulting changes in retained
earnings(1).

(d) IFRSs require subsequent measurement of some assets and liabilities on a basis that
is not based on original cost, such as fair value. The first-time adopter shall measure
these assets and liabilities on that basis in its opening IFRS statement of financial
position, even if they were acquired or assumed in a past business combination. It shall
recognise any resulting change in the carrying amount by adjusting retained earnings
(or, if appropriate, another category of equity), rather than goodwill.

(e) Immediately after the business combination, the carrying amount in accordance with
previous GAAP of assets acquired and liabilities assumed in that business combination
shall be their deemed cost in accordance with IFRSs at that date. If IFRSs require
a cost-based measurement of those assets and liabilities at a later date, that deemed
cost shall be the basis for cost-based depreciation or amortisation from the date of the
business combination.

(f) If an asset acquired, or liability assumed, in a past business combination was not
recognised in accordance with previous GAAP, it does not have a deemed cost of
zero in the opening IFRS statement of financial position. Instead, the acquirer shall
recognise and measure it in its consolidated statement of financial position on the basis
that IFRSs would require in the statement of financial position of the acquiree. To
illustrate: if the acquirer had not, in accordance with its previous GAAP, capitalised
finance leases acquired in a past business combination, it shall capitalise those leases
in its consolidated financial statements, as IAS 17 Leases would require the acquiree
to do in its IFRS statement of financial position. Similarly, if the acquirer had not, in
accordance with its previous GAAP, recognised a contingent liability that still exists
at the date of transition to IFRSs, the acquirer shall recognise that contingent liability
at that date unless IAS 37 Provisions, Contingent Liabilities and Contingent Assets
would prohibit its recognition in the financial statements of the acquiree. Conversely,
if an asset or liability was subsumed in goodwill in accordance with previous GAAP
but would have been recognised separately under IFRS 3, that asset or liability remains
in goodwill unless IFRSs would require its recognition in the financial statements of
the acquiree.

(g) The carrying amount of goodwill in the opening IFRS statement of financial position
shall be its carrying amount in accordance with previous GAAP at the date of transition
to IFRSs, after the following two adjustments:
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(i) If required by (c)(i) above, the first-time adopter shall increase the carrying
amount of goodwill when it reclassifies an item that it recognised as
an intangible asset in accordance with previous GAAP. Similarly, if (f)
above requires the first-time adopter to recognise an intangible asset that
was subsumed in recognised goodwill in accordance with previous GAAP,
the first-time adopter shall decrease the carrying amount of goodwill
accordingly (and, if applicable, adjust deferred tax and non-controlling
interests).

(ii) Regardless of whether there is any indication that the goodwill may be
impaired, the first-time adopter shall apply IAS 36 in testing the goodwill
for impairment at the date of transition to IFRSs and in recognising any
resulting impairment loss in retained earnings (or, if so required by IAS 36,
in revaluation surplus). The impairment test shall be based on conditions at
the date of transition to IFRSs.

(h) No other adjustments shall be made to the carrying amount of goodwill at the date of
transition to IFRSs. For example, the first-time adopter shall not restate the carrying
amount of goodwill:

(i) to exclude in process research and development acquired in that business
combination (unless the related intangible asset would qualify for
recognition in accordance with IAS 38 in the statement of financial position
of the acquiree);

(ii) to adjust previous amortisation of goodwill;

(iii) to reverse adjustments to goodwill that IFRS 3 would not permit, but were
made in accordance with previous GAAP because of adjustments to assets
and liabilities between the date of the business combination and the date of
transition to IFRSs.

(i) If the first-time adopter recognised goodwill in accordance with previous GAAP as
a deduction from equity:

(i) it shall not recognise that goodwill in its opening IFRS statement of financial
position. Furthermore, it shall not reclassify that goodwill to profit or loss if
it disposes of the subsidiary or if the investment in the subsidiary becomes
impaired.

(ii) adjustments resulting from the subsequent resolution of a contingency
affecting the purchase consideration shall be recognised in retained earnings.

(j) In accordance with its previous GAAP, the first-time adopter may not have
consolidated a subsidiary acquired in a past business combination (for example,
because the parent did not regard it as a subsidiary in accordance with previous GAAP
or did not prepare consolidated financial statements). The first-time adopter shall
adjust the carrying amounts of the subsidiary’s assets and liabilities to the amounts that
IFRSs would require in the subsidiary’s statement of financial position. The deemed
cost of goodwill equals the difference at the date of transition to IFRSs between:

(i) the parent’s interest in those adjusted carrying amounts; and

(ii) the cost in the parent’s separate financial statements of its investment in the
subsidiary.
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(k) The measurement of non-controlling interests and deferred tax follows from the
measurement of other assets and liabilities. Therefore, the above adjustments to
recognised assets and liabilities affect non-controlling interests and deferred tax.

C5 The exemption for past business combinations also applies to past acquisitions of
investments in associates and of interests in joint ventures. Furthermore, the date
selected for paragraph C1 applies equally for all such acquisitions.]
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(1) [F1Such changes include reclassifications from or to intangible assets if goodwill was not recognised
in accordance with previous GAAP as an asset. This arises if, in accordance with previous GAAP,
the entity (a) deducted goodwill directly from equity or (b) did not treat the business combination
as an acquisition.]

Textual Amendments
F1 Substituted by Commission Regulation (EC) No 1136/2009 of 25 November 2009 amending

Regulation (EC) No 1126/2008 adopting certain international accounting standards in accordance with
Regulation (EC) No 1606/2002 of the European Parliament and of the Council as regards International
Financial Reporting Standard (IFRS) 1 (Text with EEA relevance).

http://www.legislation.gov.uk/id/eur/2009/1136
http://www.legislation.gov.uk/id/eur/2009/1136
http://www.legislation.gov.uk/id/eur/2009/1136
http://www.legislation.gov.uk/id/eur/2009/1136
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