
IFRS 8  Summary Notes 

Page 1 of 4 (kashifadeel.com) 
 

IFRS 8  Operating Segments 

 

INTRODUCTION  

 

Background 

Large entities produce a wide range of products and services, often in several 
different countries. Further information on how the overall results of entities are 
made up from each of these product or geographical areas will help the users of the 
financial statements. This is the reason for segment reporting. 
• The entity's past performance will be better understood 

 The entity's risks and returns may be better assessed 

 More informed judgement may be made about the entity as a whole 
 
Risks and returns of a diversified, multi-national company can be better assessed 
by looking at the individual risks and rewards attached to groups of products or 
services or in different geographical areas. These are subject to differing rates of 
profitability, opportunities for growth, future prospects and risks. 

Objective 
and Scope 

An entity must disclose information to enable users of its financial statements to 
evaluate the nature and financial effects of the business activities in which it 
engages and the economic environments in which it operates. 
 
Only entities whose equity or debt securities are publicly traded (i.e. on a stock 
exchange) need disclose segment information. In group accounts, only 
consolidated segmental information needs to be shown. (The statement also 
applies to entities filing or in the process of filing financial statements for the 
purpose of issuing instruments.) 

 

OPERATING SEGMENT  

 

Definition 

This is a component of an entity: 
(a) That engages in business activities from which it may earn revenues and 

incur expenses (including revenues and expenses relating to transactions 
with other components of the same entity) 

(b) Whose operating results are regularly reviewed by the entity's chief 
operating decision maker to make decisions about resources to be 
allocated to the segment and assess its performance, and 

(c)  For which discrete financial information is available. 

Chief 
operating 
decision 
maker 

The term 'chief operating decision maker' identifies a function, not necessarily a 
manager with a specific title. That function is to allocate resources and to assess 
the performance of the entity's operating segments. 

Aggregation 

Two or more operating segments may be aggregated if the segments have similar 
economic characteristics, and the segments are similar in all of the following 
respects: 
• The nature of the products or services 

 The nature of the production process 
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 The type or class of customer for their products or services 

 The methods used to distribute their products or provide their services,  

 If applicable, the nature of the regulatory environment 

 

REPORTABLE SEGMENTS  

 

10% 
threshold 

An operating segment is reportable segment if any of following size criteria are met: 
(a) Segment revenue > 10% of total (internal and external) revenue, or 
(b)  Segment profit or loss > 10% of the profit of all segments in profit (or loss of 

all segments making a loss if greater). 
(c)  Segment assets > 10% of total assets. 

75% criteria 
At least 75% of total external revenue must be reported by operating segments. 
Where this is not the case, additional segments must be identified (even if they do 
not meet the 10% thresholds). 

Aggregating 
segments 

Two or more operating segments below the thresholds may be aggregated to 
produce a reportable segment if the segments have similar economic 
characteristics, and the segments are similar in a majority of the aggregation 
criteria above. 

Non-
reportable 
segments 

Operating segments that do not meet any of the quantitative thresholds may be 
reported separately if management believes that information about the segment 
would be useful to users of the financial statements. 

 

DISCLOSURES  

 

SEGMENT DISCLOSURES 

Identification 
factors 

Factors used to identify the entity's reportable segments 
 

Products 
and services 

Types of products and services from which each reportable segment derives its 
revenues 

For each 
reportable 
segment: 

 Revenue (external and inter segment separately) 
 Interest revenue 
 Interest expense 
 Depreciation and amortisation 
 Other material non-cash items (impairment etc.) 
 Material income and expenses 
 Share of profit from associate/joint venture 
 Income tax expense 
 Non-current assets 
 Investments in associate/JV 
 Expenditures for non-current assets 
 Segment liabilities 
 
A reconciliation of each of the above material items to the entity's reported figures 
is required. 
 
Reporting of a measure of profit or loss and total assets by segment is 
compulsory. Other items are disclosed if included in the figures reviewed by or 
regularly provided to the chief operating decision maker. 

 



IFRS 8  Summary Notes 

Page 3 of 4 (kashifadeel.com) 
 

ENTITY WIDE DISCLOSURES 
The following disclosures are required for the whole entity: 

Product basis 
revenue 

External revenue by each product and service (if reported basis is not products 
and services) 

Geographical 
information 

External revenue (based on customer location) and non-current assets: 
 Entity’s country of domicile 
 All foreign countries (subdivided if material) 
 
Non-current assets excludes financial instruments, deferred tax assets, post-
employment benefit assets, and rights under insurance contracts. 

Reliance on 
major 
customer 

Information about reliance on major customers (i.e. those who represent more 
than 10% of external revenue) 

 
ILLUSTRATIVE EXAMPLE 
The following example is adapted from the IFRS 8 Implementation Guidance, which emphasizes 
that this is for illustrative purposes only and that the information must be presented in the most 
understandable manner in the specific circumstances.  
 

The hypothetical company does not allocate tax expense (tax income) or non-recurring gains and 
losses to reportable segments. In addition, not all reportable segments have material non-cash 
items other than depreciation and amortisation in profit or loss. The amounts in this illustration, 
denominated as dollars, are assumed to be the amounts in reports used by the chief operating 
decision maker. 
 

'All other' segment results are attributable to four operating segments of the company which do not 
meet the quantitative thresholds. Those segments include a small property business, an 
electronics equipment rental business, a software consulting practice and a warehouse leasing 
operation. None of those segments has ever met any of the quantitative thresholds for determining 
reportable segments. 
 

The finance segment derives a majority of its revenue from interest Management primarily relies 
on net interest revenue, not the gross revenue and expense amounts, in managing that segment. 
Therefore, as permitted by IFRS 8, only the net amount is disclosed. 
 

 Car Motor    All  

 parts vessel Software Electronics Finance other Totals 

 Rs. Rs. Rs. Rs. % Rs. Rs. 

Revenues - external customers  3,000 5,000 9,500 12,000 5,000 1,000 35,500 
Intersegment revenues - - 3,000 1,500 - - 4,500 
Interest revenue 450 800 1,000 1,500 - - 3,750 
Interest expense 350 600 700 1,100 - - 2,750 
Net interest revenue - - - - 1,000  1,000 
Depreciation and amortisation 200 100 50 1,500 1.100 - 2,950 
Reportable segment profit 200 70 900 2,300 500 100 4,070 
        

Other material non-cash items:        
Impairment of assets - 200 - - - - 200 
Reportable segment assets 2,000 5,000 3,000 12,000 57,000 2.000 81,000 
Expenditure for reportable         
segment non-current assets: 300 700 500 800 600 - 2,900 
Reportable segment liabilities 1,050 3,000 1,800 8,000 30,000  43,850 
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EXAMPLE 8A 

Endeavour, a public limited company, trades in six business areas which are reported separately 
in its internal accounts provided to the chief operating decision maker. The results of these 
segments for the year ended 31 December 2005 are as follows. 
 
Operating segment information as at 31 December 2005 
 Revenue  Segment Segment Segment 
 External Internal Total profit (loss) assets liabilities 
 Rs.m Rs.m Rs.m Rs.m Rs.m Rs.m 
Chemicals: Europe 14 7 21 1 31 14 
Chemicals: Rest of world 56 3 59 13 78 34 
Pharmaceuticals wholesale 59 8 67 9 104 35 
Pharmaceuticals retail 22 0 22 (2) 30 12 
Cosmetics 12 3 15 2 18 10 
Hair care 11 1 12 4 21 8 
Body care 18 24 42 (6) 54 19 

 192 46 238 21 336 132 

 
REQUIREMENT 
Which of the operating segments of Endeavour constitute a 'reportable' operating segment under 
IFRS 8 Operating Segments for the year ending 31 December 2005? 

 
 
 

ANSWER 8A 

 

 Revenue as a 
%age of total 

revenue(Rs.238m) 

Profit or loss as a 
%age of profit of 
all segments in 
profit (Rs.29m) 

Assets as a 
%age of total 

assets Rs.336m 

Chemicals 33.6% 48.3% 32.4% 

Pharmaceuticals wholesale 28.2% 31.0% 31.0% 

Pharmaceuticals retail 9.2%  6.9% 8.9% 

Cosmetics 6.3% 6.9% 5.4% 

Hair care 5.0% 13.8% 6.3% 

Body care 17.6% 20.7% 16.1% 

 
The chemicals segments are aggregated due to their similar economic characteristics. 
 
At 31 Dec 20X5 four of six operating segments are reportable operating segments. 
 
Pharmaceutical retail segment and cosmetics segment are not reported as separate operating 
segments. 
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