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Following the analysis from all the answers to the consultating of 2004 of the lASS on 
the inclusion of the "mutual entities" inside the IFRS3 that were discussed in the 
meeting of October 18 2004, of the Cooperatives and mutual of the European 
Commission, it reminds to the [ASB that 78,6% of all the responsibles rejected the 
inclusion of such entities, among them all the managerial economic actors, and that this 
rejection was not only a matter of time or the retroactive application but rather it was 
related with the nature of the entity and the way that such entities operate. 
Consequently, being based on the due process , proposed inclusion of 2005 of the 
cooperatives and mutual in the [FRS3 it should not proceed. 

Actually, we are convinced that the company combinations between the mutual ones 
and cooperatives cannot be treated appropriately undcr the present proposal, neither that 
an entity can acquire a cooperative as it is explained in the proposed amendments. 

Consequently we request the IASB not to continue with their intention of including the 
mutual and cooperative inside the reach of the norm and to differ this decision until a 
more appropriate method can be found in the third phase of the project of managerial 
combinations. We suggest that the several stakeholders be consulted on any future 
method, to evaluate in an early phase all the implications for the cooperatives and 
mutual. 

Detailed comments to the Proposal in Discussion: 

I) The concept of the managerial entity and their appropriate accounting treatment 

To begin we desire to get the attention from the lASS to the understanding of the term 
" mutual entity" that seems to cover as much the concepts of mutual as of cooperatives. 
We object the IASB the proposed definition since the concept is uncertain in its limit s 
and mixture structures of different companies that cannot be counted in the same way. 

Along the text, we find examples, such as "the mutual insurance companies", "the 
mutual co-operative entities", (A.c. 184, p 54), "the credit unions" (A.C. 182), a 
"purchase wholesaler's cooperative" (ibid) etc. Apart from the fact that the 
denomination of mutual cooperative entity is completely unknown in the world, the 
problem of defining a concept with partial examples is due to that: The partial examples 
can only illustrate but they cannot define. The partial examples cannot be used to infer a 
more general category even when they refer to this. The fact of giving partial examples 
only leaves the uncertain limit s of what is included in the " mutual entities". In no part 
of the document the lAS Board says that the mutual entities are exclusively made up of 
cooperatives and mutual, neither that they are made up of all the cooperatives and 
mutual, nor that they can also be composed by other types of companies or not. 

Also, there is a main difference among the two entities (the cooperative and the mutual 
one) since the cooperatives emit actions to their members but the mutual ones don't 
make it. For the mutual one, its conceptual difference with the "mutual entity" of the 
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Council of the IA is very clear: the mutual ones don't have nominal or transferable 
actions at all. The number of members in a mutual one is often (but not systematically) 
obtained with the payment of a fixed quota of entrance that doesn't bear any right to the 
member and it is never negotiable. 

Beyond these two differences, the description of "mutual entity" that arises along the 
text doesn't correspond with what a cooperative and a mutual one and how they have 
been defined internationally. 

The cooperatives already have their own standards. The Declaration about the 
Cooperative Identity, agreed in the breast of the International Cooperative Alliance and 
for their whole membership in Manchester in 1995, and incorporate entirely in the 
Recommendation 193 of the OIT (International Work Organization) on the Promotion 
of Cooperatives, approved to the session of 2002 of the International Conference of the 
Work of the OIT by all the governments, employer organizations and unions (1), it 
dcfines the cooperative as "a voluntarily an autonomous association of united people to 
give answer to their needs and economic, social and cultural common aspirations 
through a company of their combined property and their democratic control" (for 2). 

Therefore, a cooperative is, before anything, "an association of people", not of capital, 
its managerial nature being explicitly instrumental ("through a company") a 
fundamental characteristic that it doesn't appear in the concept of "mutual entity" of the 
lAS Board. 

The objective of the cooperative is that their partners can "satisfY their needs and 
economic, social and cultoral aspirations in common", and not the distribution of 
dividends or other forms of benefits like in the "mutual entity" of the IASB, although 
the cooperative, through its managerial function, needs to be as competitive as possible 
in the market economy. 

Regarding the managerial govemment and control, the cooperative is "of combined 
property, and democratic administration". Those concepts are united to the second 
cooperative principle ("democratic administration on the part of the members") which 
specifies that "the cooperatives are organizations negotiated democratically for the 
members" with" equal right of vote (a member, a vote)", independently of the amount 
of financial commitment of the several members. If the cooperative was mainly 
managed and focused to the distribution of dividends or other forms of benefits like it is 
supposed that the "mutoal entities" are, it would be incoherent with the world 
standardized principle and practice of "a member, a vote", a way of fundamental 
operation (also shared by the mutual ones) that it is not mentioned in the concept of 
"mutual entity" of the lAS Board. 

Regarding the redistribution of surpluses, the aspect of higher relevance in the present 
discussion, the fourth cooperative principle ("economic participation of the members") 
it specifies that "the members contribute equally to the capital of their cooperative and 
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they negotiate it in a democratic way", part of this capital being of "common property 
of the cooperative", and that "the members receive a limited compensation, if there 
were, on the capital as a condition of membership" (underlined attache). The habitual 
practice is the equivalent of a bank interest, with the purpose of avoiding the 
depreciation of the participations, if not, they remain in its nominal value. About the 
assignment of the surpluses, "the partners assign the surpluses to all or some of the 
following purposes: the development of their cooperative possibly by means of the 
establishment of reservations, of those which a part at least it would not be distributable; 
to benefit the members in proportion to their transactions with the cooperative; and the 
support to other activities approved by the members" (underlined attache). 

(I) 
Except for the abstention of a government and of an organization of employers. In total 
128 governments (inclusive that of USA, Canada, all the 25 current members of the UE 
and Japan), 94 national organizations of employers and 107 national union 
confederations voted in favor. 

As we can see, the assignment of surpluses "to benefit the members in proportion to 
their transactions with the cooperative", the only part of the whole declaration about the 
cooperative identity that appears included in the definition of "mutual entity", it differs 
fundamentally from the Exposed Draft because: Under the concept of "mutual 
entity", the benefits seem to be a right inherent of the owners and not to be subjectcd to 
any particular boundary, like in any conventional company, while in a cooperative the 
assignment of surpluses to the members is only a possibility defined by the own 
cooperative through its general assembly, and it is always limited; 

The assignment of dividends in a cooperative is neither a " gain " nor a " lucre " C" 
profit ") as described under the concept of "mutual entity", but only an adjustment 
dedicated to compensate the members for what they paid in excess or they received in 
less in their transactions with the cooperative. It is for this reason that those dividends 
are usnally object of tributary imposition at the level of the members of the cooperative 
as individuals, not to the cooperative. 

If dividends are distributed, it is only about a part of the surplus, the most substantial 
part of which is dedicated usually to the reservations, to the development of the 
cooperative, or other beneficial activities to the community in general ((in terms of 
social inclusion, education, health, fight against the poverty, etc.) in partiCUlar, when the 
cooperative also provides goods or services to thirds that are not members, the surplus 
of such activities it is often dedicated to indivisible reservations or educational 
activities. On the other hand, the mutual entity conceived by the lAS Board seems to 
assign lucre exclusively to the owners of the capital. 

To distribute dividends is not part of the objectives of the cooperative, which are 
expressed in the cooperative definition ("to satisfy their necessities and common 
economic, social and cultural aspirations"). In fact, if the owners are also the users (a I 
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more appropriate term than the most commercial " clients", used in the Exposed Draft 
to defme a "mutual entity", it is difficult to understand why its objective in the 
cooperative would be of generating lucrative earnings on their own transactions with 
herself, to redistribute them later among themselves . The members don't join to a 
cooperative to make a lucrative gain of their dividends, because if that was the case, 
they could make other investments that would be specifically guided to this end, as the 
acquisition of actions in a conventional company with I encouragc of lucre. On the 
other hand, the main motivation of the members of joing to a cooperative is to 
obtaining, together with other members, the satisfaction of a specific necessity, 
according to the cooperative type, as creating sustainable employment, to build its own 
house, to consent to the credit, to assure the access to quality food at a reasonable cost, 
access to the electricity in rural and marginal areas, to assure a fair entrance to the 
individual farmers through the combined commercialization of its products, etc. 

Regarding the consideration of the lASS that "the interests of the members of a mutual 
entity generally include a right to a part in the net assets of the mutual entity in case of 
liquidation or of conversion", it is obvious that it cannot be the case in many countries 
of the world (for example an important part of the countries of thc UE, Latin America, 
India, Africa ctc.) where part of the surpluses are assigned to reservations that are 
included non-distributable in the event of liquidation or conversion. Even in the 
countries where the case does not apply, we don't generally observe liquidations or 
substantial conversions of cooperative that which, again, it shows that the cooperatives 
arc not impelled by the speculative gain, but for another objective. 

It is important to add that, on the characteristic base of those previously mentioned 
ones, the emergent mark of political global on cooperatives it is clearly based 
universally on the Declaration accepted of the Cooperative Identity. The 
Recommendation of the OIT 193/2002 on the Promotion of Cooperatives formulates the 
integer mark of political at world level. The on has also declared that "The 
cooperatives have checked to be an organizational key form in the construction of new 
models to fight the social exclusion and the poverty. The members of cooperatives 
learn from each other, they innovate together and when increasing the control on their 
ways of sustenance increases they reconstruct the sense of dignity that the experience of 
the poverty destroys"(2). 

Justificatiou of Differentiated Treatment 

The IASB affirms that "the unique attributes of mutual entities were not enough to 
justify an accounting treatment different from that granted to other entities", also 
developed in BC 180-183. As seen previously. 

A mutual one or a cooperative company is "controlled" collectively by their members 
in the measure that these last ones (or their delegates) choose their executive directors 
in the general assembly according to the principle "a person, a vote", and not according 
to the quantity of actions or any other voting system. 
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With regard to BC 180 to, the mutual and cooperative don't only provide to their 
members financial advantages but for mainly no-financial advantages (for example 
excellent actions for the local community and the development partner - economic, 
answers to the poverty and exclusion; etc;). 

2) The acquisition and the resulting control under a mother-subsidiary relationship 
applied to the cooperatives 

The new definition of company combinations given in the IFRS 3 is based on the 
premise that an entity takes or maintains the control of another one. This means that, in 
each coalition, the method of acquisition should be applied and that, consequently, an 
acquirer should be identified in each case. 

According to the new definition that arises in the Draft in Exhibition, the purchase 
method has become "the method of acquisition" to cover the intangible assets. The 
IASB considers the relationships of clients like intangible resources, and declares that 
the "mutual entities" are made up of members that are at the same time clients and 
owners. In fact, the main difference between "the mutual entities" and the conventional 
companies, according to the Council ofIA, is that the owners are also clients. 

(2) The new project clearly establishes that the relationship after the acquisition will be 
of control, that is from mother to subsidiary. A new paragraph in the IFRS3, even, it is 
proposing how to establish the date of acquisition of a hostile taking (4). Although the 
"mutual entities" are not mentioned in particular in this paragraph, it seems also to be 
applied to them, mainly if we keep in mind the following sentence: "For example, an 
entity that acquires a cooperative entity should consider the value of discount of the 
member in its determination of fair value" 

(5) "An entity" means any entity. It seems that any entity type that acquires a 
cooperative including their members like clients' relationships, even through a hostile 
taking. 

It is not clear if the interests of the members in a mutual entity are considered as 
transferable or not: on one hand, the IASB declares that the interests of members of a 
mutual entity are not generally transferable" (6); on the other hand, the interests of the 
members are depicted as transferable in a "example" of active to be 

(4) "In the case of a hostile taking, the earlier date in which the combining parts get to 
an agreement it is the date in which an enough number of owners of the acquired one 
have accepted the buyer's offer so that the buyer obtains the control of the acquired one" 
(op. cit, BC, amendment proposal to the paragraph 139. p, 121) 
(5) op.cit, BC63, page 22 
(6) Exposed draft of the IFRS, June of2005, BC182 (b) P 54. 
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calculated as part of "the fair value of the payment transferred in exchange for the 
acquirer's interest in the acquired one". 

Being an association of people and not of capital, the cooperative membership is 
nominal, and each person is free to join and leave a cooperative. In this sense; the 
actions of the cooperative members cannot be sold like clients' relationships. Even when 
a cooperative acquires another one as having proposed by the IASB, the cooperatives 
are open to all, and the old members of the bought company could join immediately to 
the acquirer's cooperative as new members aud having the acquirer's same control that 
the one that they had of the acquired one (a person - a vote). In the best of the cases, this 
would be a useless operation, in the worst of the cases it could open the door to internal 
and external manipulations. 

In any event, a cooperative being an association of people cannot be sold as such, 
because this would mean the sale of people: certainly, the members like people cannot 
be sold. Only in the case of no-members, the commercial relationships could be object 
of a conception like intangible actives. To sell their company, a cooperative should first 
stop to exist as people's association for sovereign and democratic decision of its general 
assembly. Only after their necessary conversion in a conventional company, the 
business can be sold. In this phase, what it is sold is not the cooperative (that doesn't 
exist any more) but a purely conventional company. This explains why the cooperatives 
cannot be included in the reach of IFRS3. 

As for becoming a subsidiary, this is not possible for a cooperative, since it should be 
controlled democratically in a sovereign way through a - person-a-vote in their general 
assembly. If not, simply, it is not a cooperative. It can however be object of a coalition 
among same or their sold business after the ending as cooperative and conversion. It can 
also enter in relationships of the net like a couple, a partner, etc. but it should always 
remain clearly autonomous as their grateful world definition establishes it. 

With regard to the buyer's identification in a coalition between two cooperative, and 
keeping in mind the previous paragraph, it could still be possible in some cases to 
identify a buyer. But in many coalitions this won't probably be the case. There are 
many true coalitions in the peculiar sense that no definitive control is exercised by an 
entity above the other one. The owners are before the same ones and after the 
combination and then they remain with same faculties and control of the combined 
venture. This, as the cooperative world definition clearly settles down, it is nearer to the 
hidea of a joint venture. As all we know, the joint ventures have a work group that still 
have not emitted conclusions and up to now they are excluded of the reach of the 
IFRS3. Until a more appropriate accounting treatment is found for the cooperatives and 
mutual, the grouping of interests should continue being used in the case of these tme 
coalitions. 

3) The use of fair value in the accounting of combinations of companies among the 
"mutual entities" 
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The value of the "Accountant's Book" has been up to now the most extended type in 
accounting value between the cooperatives because the book value is based on the 
historical figures, while the fair value is based on future hypothesis and it is useful to 
external investors, which is irrelevant for the cooperatives. 

Even more, the IAS Board in the document use ' the fair value' to cover a fan of 
measures , that results in a diversity of methods that won't drive neither to a 
comparability nor a standardization. In itself, this is a weak point of the Draft, and 
consequently worthy of concern. The several proposed measures types have all in 
common a speculative focus that is not functional to the needs of the cooperative. Being 
the actions of the cooperative non-transferable, and since the members are not looking 
for the maximum possible lucre, the exercise of fair value is not significant. And as 
almost all cooperatives in the world are not listed in the stock-exchange market, the 
information is basically for the members, and not for external agents as the investors 
and analysts of the stock-exchange market. 

In several cases the historical cost could well give a reasonable approach of the 
realizable net value. A formal reappraisal to the realizable net value it would be then 
only necessary when the advice rector of a cooperative had justification to believe that 
the material historical cost underestimates the value of the assets of the cooperative. 

Finally, the value of the membership in a mutual one or cooperative includes financial 
as well as non-financial advantages. Consequently, the notion of fair value that makes 
sense for the investors, seems inadequate to the cooperatives and mutual. The 
cooperative accounting should among other topics keep in mind the several components 
of the value of the membership. 

3) Proposal to the Council ofIA 

The Cooperative Sagrada Familia as a member of ACI: requires the definitive 
exclusion of the cooperatives and mutual of the IFRS3 (in what there is already a wide 
general agreement inside the cooperative movement as it has been seen in the 
consultation of last year) and, on the other hand, the use of the method of "the pooling 
of interests"; the technical arguments can be in the communications of the last year and 
in the section 2 of this document. Even more, after the exclusion application of last 
year for 78,8% of all the responsibles, the due process should be respected. 

The Cooperative Sagrada Familia as a member of ACI: emphasizes strongly that the 
cooperatives and mutual in their operation and their configuration in the general world 
don't belong to the concept of "mutual entities" as having described along the exposed 
draft to consultation, neither with the widest concept of "entities with end-of-lucre" that 
includes exclusively the conventional companies and "the mutual entities", and 
therefore it requires that the internationally agreed distinctive characteristics of the 
cooperatives and mutual were clearly recognizable. 
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The Cooperative Sagrada Familia as a member of ACl: underlines the fact that the lack 
of technical knowledge and the necessity to outline a category o f distinctive accounting 
for the cooperatives, appropriate to their nature, function , mission and distinctive 
operation ways, as described in the Recommendation 193 of the OIT. This category 
could be common with the "mutual ones" with the condition that the differences among 
the two models should be explicitly clear, and as long as this common category is 
clearly different from the current concept of " mutual entity". In particular, since the 
control concept is becoming central in the standards of the lAS Board, the permanent 
practice of combined property plus the democratic control of the cooperatives and 
mutual (that would mean common control), should become in the future in a central 
element in a distinctive accounting treatment for this type of companies. The countable 
value should be maintained in general, and, to treat the possible needs of revaluation of 
the patrimony, specific methods (as the calculation of an "attainable net value") would 
be developed. 

The Cooperative Sagrada Familia like member of ACI proposes: The creation of a 
specialized work group on this topic with the participation of experts in accounting of 
cooperative and mutual from all over the world. 

For what we will thank to consider our askings. 

Samples of my highest consideration: 

RAMON ARTURO DONAIRE. 
President of the Cooperative Sagrada Familia 
Member ACI-Am6ricas 

CC/CNBS. 
CC/IHDECOOP. 
CCICHC. 
CCIFACACH. 
CC/University Country 
CCIFirmas Auditoras del Pais. 
CCICoiegio de Contadores Publicos. 
CCICooperatives of Country. 
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