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On the Radar
Noncontrolling Interests

Once a reporting entity concludes that it is appropriate to consolidate another legal entity, the reporting entity
must evaluate the accounting for equity instruments that are not owned by the parent. Only equity-classified
instruments that are not owned by the parent are noncontrolling interests.

The objective of accounting for noncontrolling interests is to present users of the consolidated financial
statements with a clear depiction of the portion of a less than wholly owned subsidiary's net assets, net income,
and comprehensive income that is attributable to holders of equity-classified ownership interests other than the
parent. In practice, the combination of complex capital structures, multiple sources of authoritative guidance on
accounting for noncontrolling interests, and multiple policy elections available to reporting entities can make this
objective difficult to achieve.

ASC 810-10-20 defines a noncontrolling interest as the “portion of equity (net assets) in a subsidiary not
attributable, directly or indirectly, to a parent” and further states that a “noncontrolling interest is sometimes
called a minority interest.” This definition applies to all entities that prepare consolidated financial statements.

Although the accounting principles related to noncontrolling interests have been in place for many years, they
can be difficult to apply. The relatively brief guidance on nonredeemable noncontrolling interests (ASC 810-10)
has resulted in diversity in practice, while the guidance on redeemable noncontrolling interests (ASC 480-10-
S99-1 and ASC 480-10-599-3A) is highly prescriptive and contains multiple policy elections. For these reasons,
accounting for noncontrolling interests is a particularly challenging aspect of U.S. GAAP.



The decision tree below illustrates how to determine whether a reporting entity has any noncontrolling interests.

Does the
reporting
entity have any
consolidated
subsidiaries?

There are no noncontrolling
interests.

Do other
parties hold any
ownership interests
in any of the
subsidiaries?

There are no noncontrolling
interests.

Are these
ownership interests
classified as equity?

There are no noncontrolling
interests.

Recognize and measure the ownership interests as
noncontrolling interests.

Since a noncontrolling interest is defined as a specific “portion of equity” (emphasis added), the first step in the
identification of a noncontrolling interest is to establish whether such ownership interest in the subsidiary is
appropriately classified in the equity section of either the subsidiary's balance sheet or the parent's consolidated
balance sheet.



For simple capital structures involving only equity-classified common stock, the noncontrolling interest is the
portion of the subsidiary's equity not owned by the parent. For more complex capital structures, a reporting
entity will need to use considerable judgment when determining whether an ownership interest represents a
noncontrolling interest. While a legal-form liability is never considered a noncontrolling interest, not all equity
instruments may be considered noncontrolling interests. Interests that require judgment include, but are not
limited to, the following:

Freestanding put Embedded Embedded put Financial
and call options put and call and call options instruments
on a subsidiary’s options on a on a subsidiary’s indexed to a
common stock subsidiary’s preferred stock subsidiary's
common stock own equity

Freestanding put Units issued by a
and call options subsidiary that is
on a subsidiary’s a limited liability
preferred stock company or limited
partnership

It is important to note that the scope of the noncontrolling interest literature begins with the
identification of an instrument as an equity interest and the instrument’s classification as such on
the balance sheet.

Attribution of Income (Loss) and Other Comprehensive Income (Loss)

The measurement of noncontrolling interests on the reporting entity's balance sheet is affected, in part, by the
manner in which elements of a subsidiary's income and other comprehensive income or loss are attributed to
the parent's controlling interest and the noncontrolling interests held by parties other than the parent.

While ASC 810-10 requires a reporting entity to allocate a subsidiary's income or loss and comprehensive
income or loss between the controlling and noncontrolling interests, it does not prescribe a specific means for
doing so. Although attribution of income or loss and comprehensive income or loss is commonly performed

on the basis of the relative ownership interests of the parent and noncontrolling interests, there are many
instances in which it would be inappropriate to attribute income or loss solely on the basis of relative ownership
percentages.

When assessing an appropriate attribution method, companies should consider (1) the attribution when
contracts specify allocations of profits and losses, costs and expenses, or distributions that differ from investors’
relative ownership percentages, (2) the attribution of losses in excess of the investee's carrying value, (3) the
attribution of eliminated income or loss (both for entities consolidated under the variable interest entity model
and for those that are not), (4) the attribution of income in the presence of reciprocal interests, and (5) the
attribution of other comprehensive income or loss.



Redeemable Noncontrolling Interests

Common and preferred shares of a consolidated subsidiary are sometimes subject to redemption rights held
by the noncontrolling shareholder. Accounting for a redeemable noncontrolling interest is one of the more
complex aspects of U.S. GAAP to apply because the reporting entity's accounting may be affected by a multitude
of factors that are specific to the redeemable instrument itself and to policy elections made by the reporting
entity. Such factors include the following:
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Nearly all of the guidance on accounting for redeemable noncontrolling interests resides in ASC 480-10-S99-3A
and originated with the SEC staff's views in EITF Topic D-98. Accordingly, this guidance must be applied by all SEC
registrants. While reporting entities other than SEC registrants are not subject to the guidance in ASC 480-10-
S99-3A, they may elect to apply it.

When applied, ASC 480-10-S99-3A is essentially an “overlay” that is applied after the application of ASC 810-10.
That is, a reporting entity must apply the provisions of ASC 810-10, including the guidance on attributing
subsidiary income to controlling and noncontrolling interests, before applying the provisions of ASC 480-10-599-
3A, which primarily focus on subsequent measurement and balance sheet presentation issues that arise from
the existence of a redemption feature. A redeemable noncontrolling interest may also affect a reporting entity's
earnings per share computation.



The decision tree below illustrates how to evaluate the redemption features included in a contract with a
noncontrolling interest holder, or embedded in the noncontrolling interest, when the noncontrolling interest
itself has already been determined to be appropriately classified as equity.

Are subsidiary
ownership interests
appropriately classified in
stockholders’ equity?

Are subsidiary
ownership interests
subject to a redemption
feature?

Is the
redemption
feature embedded
in the noncontrolling
interests or
freestanding?

Embedded

Does the parent
apply ASC 480-10-
$99-3A voluntarily or as
an SEC registrant?

Is the
redemption
feature solely within
the issuer’s control? (ASC
480-10-599-3A(10)
and (11))

Interests may not be reported as
noncontrolling interests. Apply other
applicable GAAP.

Interests are not redeemable
noncontrolling interests.
Measure and present in accordance
with ASC 810-10.

Interests are not redeemable
noncontrolling interests.

Apply ASC 480 or ASC 815 to the
freestanding redemption feature.

Freestanding

Measure and present the
noncontrolling interests in
accordance with ASC 810-10.

The noncontrolling interests
are not within the scope of ASC
480-10-599-3A.

Measure and present the
noncontrolling interests in
accordance with ASC 810-10.

Interests are considered redeemable
noncontrolling interests.
Classify in temporary equity.
Subsequently measure in accordance
with ASC 810-10 and ASC 480-10-599-3A.

Refer to the other decision
trees in Chapter 9 of Deloitte’s Roadmap
Noncontrolling Interests.



https://dart.deloitte.com/USDART/home/codification/broad-transactions/asc810-10/roadmap-noncontrolling-interests/chapter-9-redeemable-noncontrolling-interests/chapter-9-redeemable-noncontrolling-interests
https://dart.deloitte.com/USDART/home/publications/roadmap/noncontrolling-interests

Changes in a Parent’s Ownership Interest
An entity's ownership structure is often fluid. For instance:

» A parent may directly purchase additional ownership interests in its subsidiary from a third party, or it
may sell some or all of its current ownership interests in the subsidiary to a third party.

+ Alternatively, a subsidiary may issue (purchase) additional ownership interests to (from) third parties,
thereby diluting (concentrating) the parent's ownership interest.

Irrespective of the events that lead to changes in ownership interests in the subsidiary, if control has not
changed, a parent accounts for such changes in ownership as equity transactions. Generally, the parent should
neither recognize a gain or loss on sales or issuances of subsidiary shares nor step up to fair value the portion of
the subsidiary's net assets that corresponds to the additional interests acquired. Rather, any difference between
consideration paid or received and the change in noncontrolling interest is typically recorded in equity. As part
of equity transaction accounting, the reporting entity must also reallocate the subsidiary's accumulated other
comprehensive income (AOCI) between the parent and the noncontrolling interest.

To properly reflect these principles when accounting for changes in ownership interest (within the scope of ASC
810-10) without an accompanying change in control, a reporting entity should perform the following five steps:

Adjust the net assets of the subsidiary to reflect any consideration paid directly to or
received directly from the subsidiary.
termine the new ownership percentages of the controlling and noncontrolling interests.

Adjust the carrying amount of the noncontrolling interest by multiplying the adjusted net assets

of the subsidiary (step 1) by the noncontrolling interest’s new ownership percentage after
the transaction (step 2).

Recognize any difference between the consideration paid (received) by the
consolidated reporting entity and the adjustment to the noncontrolling interest (step 3)
as an adjustment to the consolidated reporting entity’s additional paid-in capital (APIC).

To the extent necessary, adjust the consolidated reporting entity’s AOCI balance to reflect the

parent’s adjusted interest in the subsidiary’s AOCI (by using the percentages determined in step 2),
and record an offsetting adjustment to the consolidated reporting entity’'s APIC.




Presentation and Disclosure

ASC 810-10 Requires:

Separate presentation of consolidated net income and consolidated comprehensive income on the face of the
consolidated financial statements. Additional detail must also be provided about the portions of each of these
totals that are attributable to the parent and the noncontrolling interests, respectively.

Reconciliations of changes in stockholders’ equity that detail changes attributable to the parent and the
noncontrolling interests, respectively.

Disclosure of reallocations of AOCI between the parent and the noncontrolling interests.

Each of the presentation and disclosure requirements summarized above ultimately arises from the desire to
clearly articulate for users of financial statements how changes in a reporting entity’'s net assets affect the parent
and noncontrolling interest holders.

While ASC 810-10 provides extensive presentation and disclosure guidance aimed at clearly depicting

a noncontrolling interest holder's claim on the net assets, net income, and comprehensive income of a
consolidated subsidiary, no such presentation and disclosure requirements exist for the consolidated statement
of cash flows. Redeemable noncontrolling interests remain subject to the disclosure and reconciliation
requirements of ASC 810-10-50-1A(c) and SEC Regulation S-X, Rule 3-04, even if such interests are classified in
the temporary equity section of the reporting entity's balance sheet.

Deloitte's Roadmap Noncontrolling Interests comprehensively discusses the accounting guidance on
noncontrolling interests, primarily that in ASC 810-10 and ASC 480-10-S99-3A. For extensive analysis
of whether a reporting entity should consolidate another legal entity, see Deloitte’s Roadmap
Consolidation — Identifying a Controlling Financial Interest. Entities should also consider Deloitte’s
Roadmap Distinguishing Liabilities From Equity, which provides extensive interpretive guidance

on the appropriate classification of equity instruments within or outside of the equity section of a
reporting entity’s balance sheet.
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Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s live webcasts that give you valuable insights into important
developments affecting your business. Topics covered in the Dbriefs for Financial Executives series include
financial reporting, tax accounting, business strategy, governance, and risk. Dbriefs also provide a convenient
and flexible way to earn CPE credit — right at your desk.

Subscriptions

To subscribe to Dbriefs, or to receive accounting publications issued by Deloitte's Accounting and Reporting
Services Department, please register at My.Deloitte.com.

The Deloitte Accounting Research Tool

Put a wealth of information at your fingertips. The Deloitte Accounting Research Tool (DART) is a comprehensive
online library of accounting and financial disclosure literature. It contains material from the FASB, EITF, AICPA,
PCAOB, and SEC, in addition to Deloitte’s own accounting manuals and other interpretive guidance and
publications.

Updated every business day, DART has an intuitive design and navigation system that, together with its powerful
search and personalization features, enable users to quickly locate information anytime, from any device and
any browser. While much of the content on DART is available at no cost, subscribers have access to premium
content, such as Deloitte’s FASB Accounting Standards Codification Manual. DART subscribers and others can also
subscribe to Weekly Accounting Roundup, which provides links to recent news articles, publications, and other
additions to DART. For more information, or to sign up for a free 30-day trial of premium DART content, visit
dart.deloitte.com.

On the Radar is prepared by members of Deloitte’'s National Office. This publication contains general
information only and Deloitte is not, by means of this publication, rendering accounting, business, financial,
investment, legal, tax, or other professional advice or services. This publication is not a substitute for such
professional advice or services, nor should it be used as a basis for any decision or action that may affect your
business. Before making any decision or taking any action that may affect your business, you should consult

a qualified professional advisor. Deloitte shall not be responsible for any loss sustained by any person who
relies on this publication.

The services described herein are illustrative in nature and are intended to demonstrate our experience
and capabilities in these areas; however, due to independence restrictions that may apply to audit clients
(including affiliates) of Deloitte & Touche LLP, we may be unable to provide certain services based on
individual facts and circumstances.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by
guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of its member firms
are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide
services to clients. In the United States, Deloitte refers to one or more of the US member firms of DTTL, their
related entities that operate using the “Deloitte” name in the United States and their respective affiliates.
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