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Accounting for business combinations achieved in stages

We note that the proposed amendment to IFRS 3 regarding the accounting for
business combinations achieved in stages will have the effect that non-
controlling equity interests in the acquiree, owned immediately before the
acquisition date, will be revalued at fair value with the difference between the
fair value and the carrying amount being recognised in profit or loss. We cannot
see that this will lead to an improvement in the financial information.

We also note that subsequent acquisitions or dispositions of interests in the
acquiree after control has been obtained, shall be accounted for as equity
transactions. This could have, among other things, the effect that the controlling
interest’s portion of the group’s equity as reported in the consolidated balance
sheet will decrease (or increase) in conjunction with the acquisition of additional
shares in a subsidiary. We cannot see that this reflects economic reality, nor does
1t provide the investors with better financial information.

As a consequence of the critical viewpomts expressed above and as a
consequence of our rejection of the Board’s proposal to change to the full
goodwill method, we suggest that the proposed amendment to IFRS 3 regarding
the accounting for business combinations achieved in stages should not be

implemented.

Thus, we suggest that the accounting for business combinations in IFRS 3 be
retained. However, the principles in IFRS 3 need to be expressed more clearly, as
the text in paragraph 36 of IFRS 3 has proven to provide for a wide divergence
of practices, as indicated 1n, amongst other sources, the IFRIC Update February
2005.

Accounting for non-controlling interests

We are of the opinion that the proposed amendments to IAS 27 regarding the
accounting for non-controlling interests should not be implemented and that,
therefore, JAS 27 should be retained in this respect. This position 1s consistent
with our rejection of the Board’s proposal to change to the full goodwill method
(see section 6 above) and of the proposed amendment regarding business
combinations achieved 1n stages (see section 7 above).

The proposed amendments to IAS 37

We believe that the most important of the proposed amendments to IAS 37 relate
to the probability recognition criterion and the measurement of habilities. The
Board proposes that probability should no longer be a recognition criterion but
be considered in the measuring of liabilities.

The ED introduces the two concepts unconditional obligations (and rights) and
conditional obligations (and rights). Although we can see some ments in this
approach, we are of the opinion that it will be extremely difficult to implement.
One reason for this 1s the fact that, in many cases, it will most certainly be very
difficult to determine the triggering event for the recognition of the unconditional
obligation. We are also uncertain whether the Board has performed any field
tests to verify that the proposed amendments will work 1n practice.
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The Board proposes the same principle for recognition and measurement of
single obligations as for a class of similar obligations. Thus, a single obligation
shall be recognized as a liability at its expected value, even if the probability is
very low (even the previous threshold for contingent hiabilities, ‘not remote’, has
been discarded). Recognizing a liability even though the probability of the
obligation ever resulting in an outflow of resources is considered to be quite low
(bearing in mind, too, the difficulties in defining the obligating event previously
mentioned), could be questioned from a relevance point of view.

We have observed that the same, or similar, amendments as the Board proposes
have not been suggested by the FASB. We believe, therefore, that the proposed
amendments to [AS 37 would, in certain areas, lead to increased differences
between IASB’s and FASB’s standards, at least in the short perspective. This s,

in our view, a step in the wrong direction.

We believe that the proposed amendments are not consistent with the
Framework. Our opinion regarding the treatment of such situations is explained

mn section 5 above.

Based upon the above considerations, we suggest that the abovementioned
amendments to [AS 37 should not be implemented. However, we beheve that
further research and debate would be justified.

Time for implementation

The amendments to IFRS 3 Business Combinations, IAS 27 Consolidated and
Separate Financial Statements, IAS 37 Provisions, Contingent Liabilities and
Contingent Assets and IAS 19 Employee Benefits are proposed to be applied to
an entity’s first financial annual period commencing on or after ! January 2007.
The Board’s Project Plan indicates that the new versions of IFRS 3, 1AS 27, IAS
37 and IAS 19 will not be issued until quarters 3 or 4, 2006. This will, according
to our opinion, provide the reporting entities with too short a time perioed
which to implement the changes that will be the consequence of the amendments.
We suggest, therefore, that the Standards be published, at a minimum, two
quarters before their effective dates.

Project information

Business Combinations, Phase II, 1s an extensive project, which has been
underway for a considerable period of time. During the project many decisions
have been made, some of which have been subsequently modified or changed.
We are of the opinion that the information presented during the project in IASB
Update has provided the reader with up to date details concerning individual
decisions, as they were taken. However, we would have welcomed fairly
comprehensive updates in the project summaries, at more frequent intervals,
concerning the status of the total project, based upon the decisions made to date.
This would have considerably facilitated the reader’s ability to more easily
establish a complete overview of the project.
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Response to Specific Questions

IFRS 3 Question 1 — Objective, definition and scope

Are the objective and the definition of a business combination appropriate for
accounting for all business combinations? If not, for which business combinations are
they not appropriate, why would you make an exception, and what alternative do you

suggest?

Response

As mentioned in paragraph 1 in the section ‘Major Issues’ above and in the Appendix
to this letter, we would have preferred that the Board had carried out the planned study
of the fresh start method prior to proposing the acquisition method to be used for all
business combinations. However, as the number of potential appliers of the fresh start
method is limited and the outcome of a study of the method might be that the method is
not to be introduced, we find it acceptable, although not desirable, that the new version
of IFRS 3 requires the acquisition method to be used for all business combinations.

IFRS 3 Question 2 — Definition of a business

Are the definition of a business and the additional guidance appropriate and sufficient
Jor determining whether the assets acquired and the liabilities assumed constitute a
business? If not, how would you propose to modify or clarify the definition or
additional guidance?

Response
We have some concerns on this 1ssue.

We believe that the proposed phrase ‘capable of being conducted and managed’ could
lead to interpretation problems, as many assets now outside the definition may meet the
criteria of the new, proposed definition, e.g. properties. It seems unclear as to how the
distinction between business combinations and other acquisitions should be made.

Until these uncertainties have been resolved, we believe that the definition in IFRS 3
should be retained. This definition has been in place for a limited period of time only.
We do not see why a change should take place until further expenence from applying
the definition has been gained, and it has been proven that a change i1s justified.

Additionally, we would welcome a clarification of the difference between ‘a return to
investors’ and ‘dividends’.
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IFRS 3 Question 3 - Measuring the fair value of the acquiree

In a business combination in which the acquirer holds less than 100 per cent of the
equity interest of the acquiree at the acquisition date, is it appropriate to recognise 100
per cent of the acquisition-date fair value of the acquiree, including 100 per cent of the
values of identifiable assets acquired, liabilities assumed and goodwill, which would
include the goodwill attributable to the non-controlling interest? If not, what
alternative do you propose and why?

Response

As explained in paragraph 6 in the section ‘Major Issues’ above, we are of the opinion
that the proposed change to the full goodwill method and to an extended application of
fair values should not be implemented. We, therefore, find it inappropriate to

implement the changes indicated in Question 3.
We would also like to add the following comments:

e We cannot see that the Board has proven that the benefits arising from the
application of the amendment (which we, at this time, believe to be minimal) ansing
from the application of the amendment will, in fact, outweigh the costs created by
implementation of the proposed amendment.

e The measurement of the fair value of the acquiree will comprise considerable
approximations. This will reduce the reliability and verifiability of the financial

information.

e The guidance provided in the ED on the manner in which to measure fair value 1s
general and vague.

IFRS 3 Question 4 — Measuring the fair value of the acquiree

Do paragraphs A8-A26 in conjunction with Appendix E provide sufficient guidance for
measuring the fair value of an acquiree? If not, what additional guidance is needed?

Response

No.

We believe that the ED does not provide sufficient guidance on the manner in which to
gross up the amount of the fair value of the interest acquired to the fair value of the

acquiree as a whole.

We believe that, in practice, the fair value of an acquiree as a whole is not always easily
derived from quoted market prices. Example 3 in Al5 illustrates some of the
difficulties in this context. This also demonstrates the uncertainty of the measurement.

We note that the acquirees in all three examples in A12-A17 are quoted entities and
that the measurement of the fair values of unquoted entities 1s not illustrated mn any

example. The measurement of the fair values of these types of entities may incur an
even greater degree of uncertainty.
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IFRS 3 Question 5 — Measuring the fair value of the acquiree

Is the acquisition-date fair value of the consideration transferred in exchange for the
acquirer'’s interest in the acquiree the best evidence of the fair value of that interest? If
not, which forms of consideration should be measured on a date other than the
acquisition date, when should they be measured, and why?

Response ‘o0

In general, we agree that the acquisition-date fair value of the consideration transferred
in exchange for the acquirer’s interest in the acquiree is the best evidence of the fair

value of that interest.

IFRS 3 Question 6 — Measuring the fair value of the acquiree

Is the accounting for contingent consideration after the acquisition date appropriate?
If not, what alternative do you propose and why?

Response

As explamned 1n paragraphs 6 through 8 in the section ‘Major Issues’ above, we are of
the opinion that the full goodwill method and an extended use of fair values should not
be implemented and that IFRS 3 should be retained in this and certain other respects.
Agamst this background, we see no reason for a change in the accounting for
contingent consideration after the acquisition date.

IFRS 3 Question 7 — Measuring the fair value of the acquiree

Do you agree that the costs that the acquirer incurs in connection with a business
combination are not assets and should be excluded from the measurement of the

consideration transferred for the acquiree? If not, why?

Response

As explained 1n paragraph 6 through 8 in the section ‘Major Issues’ above, we are of
the opinion that the full goodwill method and an extended use of fair values should not
be implemented and that IFRS 3 should be retained in this and certain other respects.
Agamst this background, we see no reason for a change in the accounting for costs
incurred in connection with business combinations.
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IFRS 3 Question 8 — Measuring and recognising the assets acquired and the
liabilities assumed

Do you believe that these proposed changes to the accounting for business
combinations are appropriate? If not, which changes do you believe are inappropriate,
why and what alternatives do you propose?

Response
We agree with the recognition and measurement changes.

We note that paragraphs 28 to 31 in ED-IFRS 3 do not contain the reliability
measurement criterion in paragraph 37 (a) to (c) of the current IFRS 3. In BC98 of ED-
IFRS 3 the change is explained by the fact that the reliability measurement criterion 1s
already included in the Framework (paragraphs 86-88). We would, however, prefer that
the criterion be retained in the new version of IFRS 3, for the sake of clarity.

IFRS 3 Question 9 — Measuring and recognising the assets acquired and the
liabilities assumed

Do you believe that these exceptions to the fair value measurement principle are
appropriate? Are there any exceptions you would eliminate or add? If so, which ones

and why?

Response

Yes, we believe that the exceptions are appropriate. We have not found any exceptions
to add or eliminate.

IFRS 3 Question 10 — Additional guidance for applying the acquisition method to
particular types of business combinations

Is it appropriate for the acquirer to recognise in profit or loss any gain or loss on
previously acquired non-controlling equity investments on the date it obtains control of

the acquiree? If not, what alternative do you propose and why?

Response

No. As explained in the section *Major Issues’ paragraph 7 above, we suggest that the
principles for the accounting for business combinations achieved in stages in IFRS 3 be
retained, however with some clarifications.
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IFRS 3 Question 11 — Additional guidance for applying the acquisition method to
particular types of business combinations

Do you agree with the proposed accounting for business combinations in which the
consideration transferred for the acquirer’s interest in the acquiree is less than the fair
value of that interest? If not, what alternative do you propose and why?

Response

We note that the Board states (in ED-IFRS 3 BC177) that placing limits on gains
recognition is inconsistent with the fair value measurement principles in the draft
revised IFRS 3. This illustrates a weakness in the fair value measurement approach and
emphasises that which we have already said in the section ‘Major Viewpoints’
paragraph 6.10, that is, that the proposed extended application of fair values should not
be implemented.

If, however, the Board decides to introduce the extension of fair value measurement
proposed 1n the EDs, we find this limitation to be necessary in order to ensure a
reduction in the difficulties inherent 1n 1ts application.

IFRS 3 Question 12 — Additional guidance for applying the acquisition method to
particular types of business combinations

Do you believe that there are circumstances in which the amount of an overpayment
could be measured reliably at the acquisition date? If so, in what circumstances?

Response

We are of the opinion that, in the majority of cases, the overpayment cannot be
measured reliably due to the difficulty of reliably measuring the fair value of the entity

in this context.

The Board seems to have a different view, namely that the fair value of an acquiree can
always be measured reliably, even when such a measurement cannot be based upon the
transferred consideration. If this is taken to be correct, we find it surpnising that the
Board believes that it would not be possible to measure the overpayment, as this is
equivalent to the amount of consideration, with deduction for the amount of the fair

value.

IFRS 3 Question 13 — Measurement period

Do you agree that comparative information for prior periods presented in financial
statements should be adjusted for the effects of measurement period adjustments? If
not, what alternative do you propose and why?

Response
Yes.
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IFRS 3 Question 14 — Assessing what is part of the exchange for the acquiree

Do you believe that the guidance provided is sufficient for making the assessment of
whether any portion of the transaction price or any assets acquired and liabilities
assumed or incurred are not part of the exchange for the acquiree? If not, what other

guidance is needed?

Response -

Yes. However, we are a bit concerned that it may be difficult to see the general
principle behind the detailed guidance in A87-A109. We would, therefore, encourage
the Board to make efforts to articule the underlying principle of the proposed guidance.

IFRS 3 Question 15 - Disclosures

Do you agree with the disclosure objectives and the minimum disclosure requirements?
If not how would you propose amending the objectives or what disclosure
requirements would you propose adding or deleting, and why?

Response
Yes.

IFRS 3 Question 16 - The IASB’s and the FASB’s convergence decisions

Do you believe that an intangible asset that is identifiable can always be measured with
sufficient reliability to be recognised separately from goodwill? If not, why? Do you
have any examples of an intangible asset that arises from legal or contractual rights
and has both of the following characteristics:

(a)  the intangible asset cannot be sold, transferred, licensed, rented, or exchanged
individually or in combination with a related contract, asset, or liability; and

(b)  cash flows that the intangible asset generates are inextricably linked with the
cash flows that the business generates as a whole?

Response

We are not sure that we fully understand the difference between ‘reliability’ and

‘sufficient rehability’. We are not aware of any IASB literature explaining the
difference between ‘reliable’ and ‘sufficiently reliable’. We do not support the further
use of similar, but seemingly non-identical, expressions in accounting standards, unless

any differences are made clear.

We do not believe that an intangible asset that 1s identifiable can always be measured
reliably. Examples may be intangible assets, e.g. brands, patents or hicences, which
cannot be sold, transferred, licensed, rented or exchanged individually and do not
generate separate cash flows.

We note that paragraph 78 of IAS 38 states that it 1s uncommon that an active market
exists for intangible assets. We believe that this is the case also for intangible assets
acquired in a business combination. Therefore, it is difficult to determine the fair value
without making use of valuation techniques. We are not convinced that such techniques

always result in reliable mnformation.
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IFRS 3 Question 17 — The YASB’s and the FASB’s convergence decisions

Do you agree that any changes in an acquirer’s deferred tax benefits that become
recognisable because of the business combination are not part of the fair value of the
acquiree and should be accounted for separately from the business combination? If not,

why?
Response
Yes.

IFRS 3 Question 18 — The 1ASB’s and the FASB’s convergence decisions

Do you believe it is appropriate for the IASB and the FASB to retain those disclosure
differences? If not, which of the differences should be eliminated, if any, and how

should this be achieved?

Response

Yes. Although we regret that some differences between IASB’s and FASB’s standards
wiil be retained, we understand that these differences are difficult to remove for the
moment, as they are related to standards that are not revised in the context of thas

project.

IFRS 3 Question 19 — Style of the Exposure Draft

Do you find the bold type-plain type style of the Exposure Draft helpful? If not, why?
Are there any paragraphs you believe should be in bold type, but are in plain type, or

vice versa?

Response
Yes, we find the bold type-plain type style helpful.
We have not identified any paragraphs in which we think the type style should change.
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