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tober 20, 2005

Sir

David Tweadia
Chatrman

IAS Board

30 Cannon Strest
UK~ Leosndgs
ECANBYH

COMMENTS ON THE 1ASE'S EXPOSURE DRAFT of 2005 ON AMENDMENTS TO "IFRS
3 - BUSINESS COMBINATIONS”

The workers cooperative of Colombia, COODESLO, with 6.966 associates, created
on September 7, 1986, with the abiective o promote emplovment, as well as
social and cidtural welfare, strengthening solicdarity and muiusl help, We have
offices in the North jBarrarsquilta), foffee region (Manizales), Center {Bogotal,
Wast {Call), East (Bucaramansa) and our General offices in Medellin,

We wiadd Hke Lo express o comments regarding the 2005 IASH s exposure dralt
on arendmdads o TIFRS 3 - Business Combinations™ on the  intention of including
"rrinthiral eabities™, 2 erm that seems o wlude mituals and conperatives,

We are convinesd that business combinations among mutuals and cooperatives
gannnt b properly acounted for under the present proposal, sor that an eatity
ran acquire a coopesative as explaned under the proposed amendments. You also
Fave to corsider thab FRO% of all respondents io the 2004 [ASE consullation
rezenboed the mcilusdon of "mutual entilies”,

Wi remarky

1} Busingss entity concept and appropeiate accounting treatment: We object to
the |ASE proposed definition of mutial entity, as the concept is unclear In s
boundarias hetwoen mutials and cooppratives, mixing differant business structures
that cannot be accounted for in the same manngr. The description of “mutual
antity” thalt emerges along the text does not it with what cooperatives and
mutuals are angd how they have been mternationally defined,

Conperatives aiready have world standards of thelr owrn  According to the
Statement oa the Cooperative ldemtity, agreed upen by the Internationsl
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Cooperative Alllance and its entire world membership in Manchester in 1995, and
incorporated i foll in international Labow Organisation Recammendation 193 on
the Promotion of Cooperatives, approved at the 2007 session of the Internationat
Labour Conference of the LG i Gengva by all governments, employers’
prganisations and trade unkons, defiries the cooperative as "an autahemous
association of persons united voluntarily to meet their commen ecanomic,
sockal and cultural needs and asplrations through a jointly owned and
demncratically controlled enterprise®,

»  Uncer the "mutual entity” concept, the benelits appear o be an inherent right
of the awners and not to he wbmitted to any particutar Hmit, as is the case in
any cohventional busingds, whereas 10 a cooperative the aliocation of dividends
to members 15 only a possibility defingd by the cooperative itself through s
gererat assembly, and in any case 15 always limited,

+  The allocation of dividends In a conprative 15 not 3 "gain™ nor a “profit” as
deseribed undee the "mutual entity” concept, but only an sdiustrment atmed o
campensate the members for whal they paid in excess or recetved less in thelr
transactions with the cooperative.

« H odividends are distributes, it s only on part of the surphises, the most
substantial part of which s wsuatly destined tn raderves, the development of
the cusporative, or oiner activities beneficial 1o the rommuinily at largs {in
retms of social inclusion, educatiom, health, fight apainst povesty, #te, |,

» Distributing dividersts I aot part of the obisatives ol a cooperative, whith in
turn are starad in the definition of cooperative,

»  Concerning the 1AM 's consideration that "interests of members of o mutes!
entity, we wsudlly inchude g right to share in the net gssets of the mistug!
entity in the event of Hs ligeidation or comversion”, iU is obviows that this
cannat be the case In the mmny countries of the world where part of the
sarpiuses are allocated to reserves that are indivisible epven in case of
liuidation or conversion, Even in the countries where the legisiation does not
inctirde such provision, we usually do not etserve substantial bBguidations of
corversions of caoperatives, wisch, again, shivws that cooperatives are nom
driven by lucrative profit but by another ohiective,

It i tmportant to add that, on the basis of the above mentioned characteristics,
the emerging ginbal potfcy framework around cooperatives s clearty based on that
universally accepied Statement on Cooperative [dentity, ILD Recommendation
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19372002 on the Promotion of Cooperatives formulakes a whote policy Tramework
ab the workd level, The IO has alsd stated that "Co-dperatives have proved to be a
key organisational ferm. fn building new medels to contbat sociat exciusion and
poverty.

2} Acquisition and resulting contral under a relationship of mother-subsidiary
applied to cooperatives: The new definition of business combinations given in
IFRS 1 relies on the premise that an entity takes over or holds the control of
another one, This entatls that for every merger, the acquistiion method shoulsd he
applied and that, comsequentty, an acquirer should in sact £ase be idemified,

Ta s2ll its business, 3 cooperative muost be first terminated as an association of
persans. by the democratic sovereign degision of its general assembly. Only after §is
coiwarsion into a capital company, the bBusinoss can be sold, What s being sold i3
hot the cooperative fwhich exists oo more} kit a conventional capital company,
This is why cooperatives cannot be included in the scope of IFRS3, |

As becoang 3 subsidiary it not possible for 4 cooperative, a5 it must be
democratically controiled In a sovereign manner through the ore-person-one-wote
i its general assemhbly. therwise, it is simply not & conperative. It may however,
Be merged o g merger of equals or s business sold after its fermination and
CORVEFRIGR. 1T may alse enter o netwivk relationships as a peer, partaesr, {400,
ek st always rematp autonemous as its recogaized worldwide definition cleary
establishas,

3} The use of fair value in accounting "business combinations” between
“mutual entities”: The book value has so {ar been the most widespread type of
socuuting value amoeng cooperthves hecause book valun # 15 based on historicat
Figures, while fair value & Based on future hypotheses and b isefid to oxtermal
investors, which i irrelevant for conperatives.

The salue of the membership In 2 mutual or cooperative vomprises fipanctal as
wetl as Hon-fimancial advantages. {onsequently, the notion of fair value, which
triakes serme for investors, seery il aéamed (3 cooperatives and  mawituals,
Lonperative accounting shoukd among other issues take inta account the various
components of the value of membeeship,

4} Froposal 10 the 1ASE:
» We request the definitive exclusion of cooperatives and mutuals from IFRS3

fon which there 15 a wide consensus within the cooperative movement
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My Coopeiative e Tratajadcnes .

- g Sobumbia :
after the request tor exclusion last year by 78,8% of all respondents, the X
e process has not been really complied with, E

< We stronaly emphasize that cooperatives and mutuals do net correspond 1o i
the concept of "mytual entittes” as described along the exposure draft, nor
with the wider concept of "profit oriented entities” which exclusively : ff?fﬁ;
fncludes conventional enterpeises and "mutual entities”, and therefore 5
requests thal  the internationally-agreed distingtive characteristics. of 1
copperatives and migusls be cicarly recoanized, .

* We undertine the Tact that the techrical knowledpe 15 still facking and the

nged of rethinking a distinctive stcounting catenory for conperatives, as
describad in 1.0 Hecommendation 193, This category could be common with
mutials provided that the differances between the two models are
explicitly clarified, and provided that this common category s clearly
different from the gresent “mutuad entity” concept.
* Ne propoge the establishment of a specific waiking group on this tople with
the participation of experts on aceounting speciaised in conperatives and
rom areund the warld,
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