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Question 10-12 - Additional guidance for applying the acquisition method to particular

types of business combinations

Question 10 - “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?”

No, it is not appropriate. We disagree with the Board’s conclusion that a step acquisition 1s an
exchange transaction and should be accounted for as such. In an exchange transaction, the
entity transfers an asset as consideration and hence loses control over that asset. In a step
acquisition, the acquirer does not lose control over its non-controlling, pre-acquisition

investment, in fact the opposite is the case. Therefore, holding gains and losses should not be

recognised in profit and loss.

We understand that the remeasurement of previously acquired, non-controlling equity
investments is a direct consequence of the “full goodwill method” proposed in the Exposure
Draft. Regarding our concerns with respect to this method, please refer to our response to
Question 3 to ED-IFRS 3 and Question 1 to ED-IAS 27. If the Board still believes that the
“full goodwill method” is the preferable accounting treatment, remeasurement gains and

losses should be reflected in equity in the same way that changes in fair value of available-

for-sale instruments are.

Question 11 - “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?”

No, we do not agree with the proposed accounting for the excess of the fair value of the
acquirer’s interest in the consideration transferred. We agree with the conclusion that any
remaining excess will most likely reflect an increase in the economic benefits for the acquirer,

but we do not agree to the conclusion that these benefits have been realised and therefore are

recognisable at the acquisition date.
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As it is not practicable to determine the point in time when the benefits are realised, we

propose that any remaining excess should be recognised directly in equity and be reclassified

as income at the date of disposal.

Question 12 - “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?”’

We do not believe that each excess payment over fair value can be regarded as an

overpayment (please refer to our response to Question 3). Therefore, we concur with the

Board’s view that overpayments cannot be measured reliably at the acquisition date.

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?”

Yes, we agree with the proposed approach. With regard to the measurement period we would
like to express our concern that it will be hard in practice to determine whether or not
information about facts and circumstances has been obtained within the tweive-month period.
For practical reasons, we therefore propose that as in the case of the superseded IAS 22, the

measurement period should cease by the end of the first annual accounting period

commencing after the acquisition date.

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.

Yes, we believe that the guidance provided is sufficient to assess what part of the

consideration transferred is part of the exchange for the acquiree.
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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?”

Yes, we agree with the disclosure objectives. However, the minimum disclosure requirements
appear quite extensive to us. Particularly the disclosures required by paragraphs 74 (b) and 76

(d) do not provide information required by the disclosure objectives.

Question 16-18 - Additional guidance for applying the acquisition method to particular

types of business combinations
Question 16 - “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 fntangible that arises from legal or contractual rights and

has both of the following characteristics:
(a) the intangible 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?”

Yes, we concur with the Board’s view that identifiable intangible assets acquired in a
business combination can be measured with sufficient reliability and that the “reliable

measurement” criterion is therefore dispensable in the context of a business combination.

Question 17 - “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?”

No, we do not agree with the proposed treatment of changes in the acquirer’s deferred tax
assets as a result of the business combination. Like other synergies which are unique to the
acquirer, it also takes into account the tax consequences resulting from a business
combination when determining the purchase price and hence this is reflected in the
consideration transferred. Ultimately, the proposed treatment would result in a double count
of these benefits which will flow into goodwill if the fair value of the acquiree is determined
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based on the consideration transferred. > Additionally, the tax benefits are recognised in a
deferred tax asset in the period of the combination through the profit and loss statement.

Furthermore, this treatment would lead to inconsistencies in impairment testing. While the tax
benefit leads to incremental goodwill through a higher purchase price (consideration

transferred), these tax benefits cannot be recognised in the determination of the value in use

because it is a pre-tax measure.

Question 18 - “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 could this be achieved?”

Convergence in disclosure should be achieved as far as possible. The differences regarding
the financial effects of adjustments to the amounts recognised in a business combination
(paragraph 76 (d)) should be deleted. The FASB does not require this disclosure and, in our
view, it is not supported by the disclosure objectives. Accordingly, the IASB and the FASB
should reconsider the pro-forma disclosure requirements, which are also not required by the

disclosure objectives (please refer to our response to question 15).

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?”

We find the bold type - plain type style of the Exposure draft helpful. We have not identified

any changes which would enhance the readability of the exposure draft.

As to our other concerns regarding synergies unique to the acquirer and objective fair value measurement,
please refer to our response to Question 3.
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Amendments to IAS 27 Consolidated and Separate Financial Statements
Question 1 - “Draft paragraph 304 proposes that changes in the parent’s ownership interest
in a subsidiary after control is obtained that do not result in a loss of control should be
accounted for as transactions with equity holders in their capacity as equily holders. As a
result, no gain or loss on such changes would be recognised in profit or loss (see paragraph

BC4 of the Basis for Conclusions).
Do you agree? If not, why not and what alternative would you propose?”

' No, we do not agree with the proposal that changes in a parent’s ownership, which occur
without its gaining or losing control, should be accounted for as a transaction with equity
holders. The question is inextricably linked to the question of whether the consolidated
financial statements should provide information from the parent-investor perspective (“parent

only approach™) or instead from the perspective of all of the residual interest holders of the

group (“economic entity model”).

Whilst we do not wish to challenge the Board’s conclusion that a non-controlling interest does
not fall within the definition of a liability, we reject its assumption that non-controlling
interest holders are comparable to parent company investors from an economic standpoint of
view. The interests of non-controlling interest holders are restricted to the performance of a
single legal entity of the group and are unrelated to the group’s overall performance. Hence,
information concerning the group’s performance is not useful for the mvestment decisions of

non-controlling interest holders. Accordingly, important performance measures such as

earnings per share are only shown for parent entity equity holders.

We are therefore convinced that consolidated financial statements should primarily reflect
information relevant for parent company equity holders. It is true that the disposal of an
interest in a subsidiary without the parent’s losing control does not match the derecognition
criteria for the underlying assets because control over them still remains within the group.
However, from the parent company investors’ perspective, future cash flows related to the
interests disposed of will have been transferred. Accordingly, we believe that this transaction
is comparable to the partial disposal of financial instruments as sct out in IAS 39.34 and that it

thus results in the recognition of a gain or loss to the extent that the entity loses continuing

involvement.
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The purchase of an additional interest in a subsidiary without gaining control over it 1s from

the parent entity investors’ perspective a means of increasing its investment in the subsidiary

and its performance and should result in additional acquisition costs.

Question 2 - “Paragraph 30D proposes that on loss of control of a subsidiary any non-
controlling equity investment remaining in the former subsidiary should be remeasured to its
fair value in the consolidated financial statements al the date control is lost. Paragraph 30C
proposes that the gain or loss on such remeasurement be included in the determination of the
gain or loss arising on loss of control (see paragraph BC7 of the Basis for Conclusions).

Do you agree that the remaining non-controlling equily investment should be remeasured to

fair value in these circumstances? If not, why not and what alternative would you propose?”

Yes, we agree with the proposed treatment that in the event of loss of control all holding gains
and losses should be recognised3. The changes in fair value of the subsidiary from the
acquisition date until the date control is lost stem from its performance during the period
under the control of the investor. Hence, these holding gains are realised at the date control 1S
lost, and it would be inappropriate in our view to defer such holding gains to a later point 1n

time when the remaining non-controlling interest investment is sold.

Question 3 - “Do you agree that it is appropriate o presume that multiple arrangements that
result in a loss of control should be accounted for as a single arrangement when the

indicators in paragraph 30F are present? Are the proposed factors suitable indicators? If not,

what alternative do you propose?”

In principle, we concur with the board’s view that multiple arrangements which are in
substance a single transaction should be accounted for as a single arrangement. Additionally,
we believe that this provision should not be limited to the disposal of interests in a subsidiary,

but that it should cover all kind of transactions. Moreover, this issue is already addressed by

the “substance over form” principle in the Framework.

On the other hand we believe that the proposed factors are quite vague and some are
redundant, particularly (a), (b) and (c) all demand that a consecutive series of arrangements

which form a single arrangement should be accounted for as such.

3 ‘Whereas losses are unlikely due to impairment provisions.
Y p
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Question 4 - “Do you agree with the proposed loss allocation? Do you agree that any
guarantees or other support arrangements form the controlling and non-controlling interest

should be accounted for separately? If not, why not, and what alternative treatment would

you propose?”

Yes, we agree with the loss allocation proposed by the Exposure Draft. We concur with the
board’s view that the parent and non-controlling interest holders participate proportionally in
the risks and rewards of the subsidiary. Arrangements which obligate the non-controlling

interest holder to make contributions to the subsidiary should not affect the loss allocation and

should therefore be accounted for separately.

Question 5 - “Do you agree that the proposed paragraphs 304, 30C and 30D should apply
on a prospective basis in the cases set out in 43B? Do you believe that refrospective
application is inappropriate for any other proposals addressed by the Exposure Drafi? If so,
what other proposals do you believe should be applied prospectively and why?”

Yes, we agree with the Board’s conclusion that retrospective application improves the
comparability of financial information. We understand that the Exposure Draft grants some
exceptions to the retrospective application because of praciicability concerns. However, the
reason for limiting the prospective application of paragraph 30A to increases in ownership
interests in a subsidiary is not comprehensible to us. We therefore recommend extending the
exception to the retrospective application to decreases in ownership interests in a subsidiary
by changing the wording from “accounting for increases in ownership interests” to

“accounting for changes in ownership interests” in paragraph 43B of the exposure draft.
Other Comments on Certain Aspects

1. Workforce

Paragraph D11 of the Exposure Draft of the proposed amendments to IFRS 3, which contains
the consequential amendments to paragraph 33B of IAS 38 states that “it is highly unlikely
that the fair value of that workforce and the related intellectual capital could be measured with
sufficient reliability”. Irrespective of the issue of whether or not the acquiree’s workforce

should be recognised separately from goodwill in a business combination, we do not see why
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valuing an assembled workforce should be a more complex issue than valuing highly
sophisticated R&D projects. Additionally, the valuation of this intangible asset is still required

when using the “multi-excess-earnings-method* (MEEM) to determine the contributory asset

charges.
2. Further time plan for the business combination project

Initially, the business combination project was separated into two phases. When issuing the
current version of IFRS 3, the Board stated that the second phase should include a
consideration of the application issues of the purchase method, the accounting for joint
ventures and the accounting for transactions under common control (IFRS 3.BC5). Whereas
the Exposure Draft gives guidance on the application of the acquisition method, the
accounting for joint ventures and common control transactions have been deferred until
further project stages. In order to evaluate the overall status of the project and to get prepared

for the upcoming changes further details of the project time plan and the upcoming issues

would be highly appreciated.



