


BUFDG Accounting Standards Group response to the invitation to comment on

Financial Reporting Exposure Draft 36

ITC? The ASB would particularly welcome comments on the following issues:

ASB 1 Should the IASB proposals succeed to a Standard the ASB would prefer to
defer implementation until the full impact of the proposal can be evaluated through practical
implementation. The following options for implementation into UK accounting standards have
been identified, which would you prefer? Please explain your preference.

BUFDG Response
ii. not to implement immediately but reconsider implementation of the Business Combinations
‘package’ after a period of time has lapsed and the IFRS have been in effect. This would
allow consideration of the practical implications to be more fully researched;

ASB 2 Do you support the proposal, as set out in paragraphs 54 and

55. that the UK IFRS based-standard should include an option, to allow goodwill having a
limited useful life to be amortised over its useful life”

BUFDG response

Yes we support this proposal

ASB 3 The draft FRS excludes from its scope the accounting for business combinations
under common control. The Board is considering whether to include additional guidance in
the UK IFRS-based standard that would retained some of the provisions of FRS 6. FRS 6
permitted group reconstructions to be accounted for by applying merger accounting. Do you
consider the Board should retain those provisions of FRS 6 that permit the use of merger
accounting for group reconstructions? Do you consider that any guidance is needed? If so
please provide details for the type of the guidance you consider necessary.

BUFDG response .

We do consider the provision for merger accounting should be retained.

It is our view that the majority of business combinations within the further and higher
education sectors will not be acquisitions. Such business combinations are the result of
independent institutions deciding to pool resources to pursue common goals, with the over-
riding objective of pooling intellectual capital for the public benefit, and are thus true mergers.
Two recent mergers within the sector demonstrate the different routes to effecting a merger.
The first was the merger between The Victoria University of Manchester and the University of
Manchester Institute of Science and Technology, where the former was three times the size
of the latter, to form the new University of Manchester, which involved the dissolution of the
existing entities and the formation of an entirely new legal entity under Royal Charter (see
paragraph 8.13). The second was the merger between L ondon Guildhall University (LGU)
and the University of North London (UNL), where each was of a similar size, to form London
Metropolitan University, which involved LGU being the continuing entity and UNL being
dissolved because any other route was legally impossible without the passing of an Act of
Parliament. In this second case a third of the new board of governors came from the former,
a third from the latter and a third were entirely new. These two very different routes to
successful mergers within the sector are felt to support the view that “acquisition” seems a
contradiction in terms in the context of public benefit institutions as the over-riding objective
remains the same before and after the combination of the two entities, viz that they provide
teaching and research for public benefit. Furthermore, experience within the sector indicates
that no combinations of entities would take place if they were presented at any stage as the
acquisition of one entity by the other.

ASB 4 The draft IFRS sets out that an acquirer shall measure and recognise, separately
from goodwill, an acquired non-current asset (or disposal group) that is classified as heild for
sale as of the acquisition date in accordance with Non-current Assets Held for Sale and
Discontinued Operations. IFRS 5 is not an adopted UK IFRS-based standard. Previously



FRS7 required business operations to be sold within one year of the acquisition date to be
treated as a single asset and the fair value to be based on the net proceeds to retain those
paragraphs of FRS 7 that were previously applicable. Do you agree with this proposal?
BUFDG response

ITC4 IASB Invitation to comment on amendments to IFRS 3 Business Combinations

IASB 1 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?

BUFDG response
True mergers, where there is a lack of measurable financial consideration should not be

classified as a business combination or accounted for by the acquisition method. See ASB 3

IASB 2 Are the definitions of a business and the additional guidance

appropriate and sufficient for 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?

BUFDG response

JASB 3 in a business combination in which the acquirer holds less than

100 per cent of the equity interests 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 percent
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?

BUFDG response
We do not consider it appropriate to recognise 100 percent of the fair-value of the aquiree

where the aquirer holds less than 100 per cent of the equity interests.

An alternative measure would be to recognise the percentage share of the holding.

IASB 4 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?

BUFDG response
There are concerns over the fair value measurements and the inconsistency with FRS7, for

example, specialised tangible fixed asset, where fair value is represented by gross
replacement costs reduced by depreciation, whereas by applying the hierarchy these may be
recognised at a lower value reflecting the disposal value.

Similarly there are concerns over the valuation of stocks as the proposal may lead to a
valuation reflecting selling price, less cost to complete and selling expenses, rather than the
lower of replacement cost and net realisable value - FRS 7

IASB 5 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?

BUFDG response

IASB 6 Is the accounting for contingent consideration after the acquisition date appropriate?
If not, what alternative do you propose and why?
BUFDG response



IASB 7 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?

BUFDG response
The treatment is inconsistent with the purchase of assets and costs incurred should be

included in the measurement.

IASB 8 Do you believe that these (measurement of assets & liabilities) 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?

BUFDG response

IASB 9 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 are and
why?

BUFDG response

IASB 10 s 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?

BUFDG response

IASB 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?

BUFDG response

IASB 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”?
BUFDG response

IASB 13 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?

BUFDG response

Agree

IASB 14 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?

BUFDG response

Probably, but difficult to assess

IASB 15 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?

BUFDG response

Agree

IASB 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 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?
BUFDG response

IASB 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?

BUFDG response
Agree

JIASB 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

should this be achieved?

BUFDG response
Agree
{ASB 19 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?
BUFDG response

ITC5 JASB invitation to comment on amendments to IAS 27 Consolidated and
Separate Financial Statements

IASB1 Draft paragraph 30A 51 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 equity holders. As a result, no gain
or loss on such changes would be recognised in profit or loss (see paragraph s BC4 of the
Basis for Conclusions).

Do you agree? If not, why not and what alternative wouid you propose?

BUFDG response
Disagree — the consequences of such changes should be reported clearly in the income &

expenditure.

Paragraph 46A proposes that on loss of control of a subsidiary any non-controlling equity
investment remaining in the former subsidiary should be re-measured to its fair value in the
consolidated financial statements at the date that control is lost. Draft paragraph 46 proposes
that the gain or loss on such re-measurement be included in the determination of the gain or
loss arising on loss of control (see paragraph BC7 of the Basis for Conclusions).

JASB 2 Do you agree that the remaining non-controlling equity investment should be re-
measured to fair value in these circumstances? If not, why not and what alternative would you
propose?

BUFDG response

Agree

IASB 3 Do you agree that it is appropriate that multiple arrangements that result in a loss of
control should be accounted for as a single arrangement when the indicators in paragraph 47
are present? Are the proposed factors suitable indicators? If not, what alternative indicators
would you propose? |

BUFDG response

IASB 4 Do you agree with the proposed loss allocation? Do you agree any guarantees or
other support arrangements from the controlling and non-controlling should be accounted for

separately, if not, why not, and what aiternative would you propose?




BUFDG response
Agree

IASB 5 Do you agree that draft paragraphs 51, 46 should apply on a prospective basis in the
cases set out in draft paragraph 55B7 Do you believe that retrospective application is
inappropriate for any other proposals addressed by the Exposure Draft? If so, what other
proposals do you believe should be applied prospectively and why?

BUFDG response



