























ED OF PROPOSED AMENDMENTS TO IFRS 3 APPENDIX 1
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The Exposure Draft proposes that in a business combination in which the consideration transferred for the
acquirer’s interest in the acquiree is less than the fair value of that interest (referred to as a bargain purchase) any
excess of the fair value of the acquirer’s interest in the acquiree over the fair value of the constderation transferred
for that interest would reduce goodwill until the goodwill related to that business combination is reduced to zero,
and any remaining excess would be recognised in profit or loss on the acquisition date.

(See paragraphs 59-61 and paragraphs BC164-BC177.)

However, the proposed IFRS would not permit the acquirer to recognise a loss at the acquisition date if the
acquirer is able to determine that a portion of the consideration transferred represents an overpayment for the
acquiree. The boards acknowledge that an acquirer might overpay to acquire a business, but they concluded that
it is not possible to measure such an overpayment reliably at the acquisition date. (See paragraph BC178.)

Question 11—Do you agree with the proposed accounting for business combinations in
which the consideration fransferred 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?
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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?
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Question 13—Measurement period

The Exposure Draft proposes that an acquirer should recognise adjustments made during the measurement
period to the provisional values of the assets acquired and liabilities assumed as if the accounting for the
business combination had been completed at the acquisition date. Thus, comparative information for prior periods
presented in financial statements would be adjusted, including any change in depreciation, amortisation or other
profit or loss effect recognised as a result of completing the initial accounting. (See paragraphs 62-68 and BC161-

BC163.)

Question 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?

Question 14—Assessing what is part of the exchange for the acquiree

The Exposure Draft proposes that an acquirer assess whether any portion of the transaction price (payments or
other arrangements) and any assets acquired or liabilities assumed or incurred are not part of the exchange for
the acquiree. Only the consideration transferred by the acquirer and the assets acquired or liabilities assumed or
incurred that are part of the exchange for the acquiree would be included in the business combination accounting.

(See paragraphs 69, 70, A87-A109 and BC154-BC160.)

Question 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?

Question 15—Disclosures

Question 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?
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Questions 16-18—The IASB’s and the FASB’s convergence decisions

The Exposure Draft is the result of the boards’ projects to improve the accounting for business combinations. The
first phase of those projects led to the issue of IFRS 3 and FASB Statement No. 141. in 2002, the FASB and the
IASB agreed to reconsider jointly their guidance for applying the purchase method of accounting, which the
Exposure Draft calls the acquisition method, for business combinations. An objective of the joint effort is to
develop a common and comprehensive standard for the accounting for business combinations that could be used
for both domestic and cross-border financial reporting. Although the boards reached the same conclusions on the
fundamental 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 issued.

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 goodwill. Both boards concluded that an intangible asset must
be identifiable (arising from contractuai-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 separately from goodwill. In addition to the identifiability criterion, IFRS 3 and IAS
38 required that an intangible asset acquired in a business combination be reliably measurable to be recognised
separately from goodwill. Paragraphs 35-41 of IAS 38 provide guidance for determining whether an intangible
asset acquired in a business combination is reliably measurable. IAS 38 presumes that the fair value of an
intangible 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 indefinite life.

The IASB 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.)

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 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?
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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?
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Question 16—Do you believe it is appropriate for the IASB and the FASB fo retain those
disclosure differences? If not, which of the differences should be eliminated, if any, and how

should this be achieved?
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Question 19—Style of the Exposure Draft

Question 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?

13




