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posure Draft calls the acquisition method, for business combinations. An objective of
the joint effort is to develop a common and comprehensive standard for the account-
ing for business combinations that could be used for both domestic and cross-border
financial reporting. Although the boards reached the same conclusions on the fun-
damental issues addressed in the Exposure Draft, they reached different conclusions
on a few limited matters. Therefore, the IASB’s version and the FASB’s version of the
Exposure Draft provide different guidance on those limited matters. A comparison, by
paragraph, of the different guidance provided by each board accompanies the draft
IFRS. Most of the differences arise because each board decided to provide business
combinations guidance that is consistent with its other standards. Even though those
differences are candidates for future convergence projects, the boards do not plan to
eliminate those differences before final standards on business combinations are is-
sued.

The joint Exposure Draft proposes to resolve a difference between IFRS 3 and SFAS
141 relating to the criteria for recognising an intangible asset separately from good-
will. Both boards concluded that an intangible asset must be identifiable (arising from
contractual-legal rights or separable) to be recognised separately from goodwill. In its
deliberations that led to SFAS 141, the FASB concluded that, when acquired in a
business combination, all intangible assets (except for an assembled workforce) that
are identifiable can be measured with sufficient reliability to warrant recognition sepa-
rately from goodwill. In addition to the identifiability criterion, IFRS 3 and IAS 38 re-
quired that an intangible asset acquired in a business combination be reliably meas-
urable to be recognised separately from goodwill. Paragraphs 35-41 of IAS 38 pro-
vide guidance for determining whether an intangible asset acquired in a business
combination is reliably measurable. IAS 38 presumes that the fair value of an intan-
gible asset with a finite useful life can be measured reliably. Therefore, a difference
between IFRS 3 and SFAS 141 would arise only if the intangible asset has an indefi-
nite life.

The JASB decided to converge with the FASB in the Exposure Draft by:

(a) eliminating the requirement that an intangible asset be reliably measurable to be
recognised separately from goodwill; and

(b) precluding the recognition of an assembled workforce acquired in a business
combination as an intangible asset separately from goodwill. (See paragraphs 40 and

BC100-BC102.)
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We share the view of the IASB that an appropriate distinction between identifi-
able intangible assets and goodwill enhances the information usefulness of
financial statements. Therefore we are of the opinion that in a business combi-
nation the criterion “identifiable” should be the decisive factor to recognise

assets and liabilities separately.

Nevertheless, we believe that the proposed wording of ED IFRS3amend D11.35
(“...information always exists to measure reliably the fair value...”) is too strict.
Hence we prefer a rebuttable presumption as in the current version of IAS

38.35.

For the joint Exposure Draft, the boards considered the provisions of IAS 12 Income
Taxes and FASB Statement No. 109 Accounting for Income Taxes, relating to an ac-
quirer's deferred tax benefits that become recognisable because of a business com-
bination. 1AS 12 requires the acquirer to recognise separately from the business
combination accounting any changes in its deferred tax assets that become recog-
nisable because of the business combination. Such changes are recognised in post-
combination profit or loss, or equity. On the other hand, SFAS 109 requires any rec-
ognition of an acquirer's deferred tax benefits (through the reduction of the acquirer's
valuation allowance) that results from a business combination to be accounted for as
part of the business combination, generally as a reduction of goodwill. The FASB de-
cided to amend SFAS 109 to require the recognition of any changes in the acquirer's
deferred tax benefits (through a change in the acquirer's previously recognised
valuation allowance) as a transaction separately from the business combination. As
amended, SFAS 109 would require such changes in deferred tax benefits to be rec-
ognised either in income from continuing operations in the period of the combination
or directly to contributed capital, depending on the circumstances. Both boards de-
cided to require disclosure of the amount of such acquisition-date changes in the ac-
quirer's deferred tax benefits in the notes to the financial statements. (See para-

graphs D4 and BC119-BC129.)

GASB agrees with IASB’s opinion that the acquirer’'s deferred tax benefits -
that become recognisable because of the business combination - are an attrib-
ute of the acquirer rather than the acquiree.

However, we recognise that these company-specific synergies of the acquirer
are taken into account for the determination of the consideration transferred by
the acquirer. Consequently acquirer’s deferred tax benefits affect the meas-
urement of a business combination at its costs as well as the proposed meas-
urement at the fair value of the acquiree since ED IFRS 3amend requires using
the consideration transferred to measure the fair value of the acquiree. But
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usually not the full amount of the acquirer’s deferred tax benefits is included in
the consideration transferred. Therefore GASB suggests the inclusion of ac-
quirer's deferred tax benefits in the amount included in the purchase consid-

eration.

The boards reconsidered disclosure requirements in IFRS 3 and SFAS 141 for the
purposes of convergence. For some of the disclosures, the boards decided to con-
verge. However, divergence continues to exist for some disclosures as described in
the accompanying note Differences between the Exposure Drafts published by the
IASB and the FASB. The boards concluded that some of this divergence stems from

differences that are broader than the Business Combinations project.

GASB prefers a convergence as far as possible. Therefore, we suggest the de-
letion of paragraph 76d (cf. Question 15). Furthermore we urge the IASB and
FASB to reconsider the disclosure requirements particularly as IASB itself ex-
plains above that only some of the divergences result from differences that are

broader than the Business Combinations project.
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The Exposure Draft was prepared in a style similar to the style used by the IASB in
its standards in which paragraphs in bold type state the main principles. All para-

graphs have equal authority.
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Yes, GASB finds the bold type-plain type style helpful. So far it has not identi-
fied any necessary modifications.
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OTHER COMMENTS

Additionally we would like to point to two consequential amendments of IAS 33
and IAS 36.
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The determination of Earnings per Share needs to be adapted as the current
version is based on the parent company theory. IAS 33.12 refers to a profit or
Joss attributable to the parent entity; under the ED the result of the year no
Jonger distinguishes in the same way between the parent company and other

shareholders.

In contrast to the current treatment, the proposed full goodwill method will re-
quire any goodwill impairment losses to be allocated to the controlling and
non-controlling interests. In the case of high level cash-generating units in-
cluding at least two partly-owned subsidiaries this will require first the alloca-
tion of impairment losses to the components of the cash-generating unit (i.e. to
the partly-owned subsidiaries) which will also increase the complexity of carry-
ing out impairment testings.

However, the IASB concludes in BC 155 to IAS 36 that “the proposed level of
the impairment test would mean that goodwill could not be identified or asso-
ciated with an asset group at a level lower than the cash-generating unit to
which the goodwill is allocated, except arbitrarily”. We think that this conclu-
sion implies that goodwill impairment losses could not be allocated to the
lower level components of the cash-generating without arbitrariness. Therefore
we are concerned that the proposed full goodwill method might be inconsistent

with IAS 36.

Additionally, we would like to point out that the proposed treatment in ED IFRS
3amendD10.C.10 does not seem to be appropriate since in later reporting peri-
ods the initial proportion of the individual purchased goodwill amounts attrib-
utable to the partially-owned subsidiaries to the aggregated goodwill attributed
to the cash generating unit might change.

Moreover we noted that in the case of a discontinued operation IAS 36.86 re-
quires the inclusion of goodwill “...on the basis of the relative values of the
operation disposed of and the portion of the cash-generating unit retained...”.
Consequently the goodwill associated with the operation disposed of will not
to be measured on the basis of the purchased goodwill less allocated impair-
ment. This treatment increases our concerns of an inconsistency between the

ED and IAS 36.
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