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acquisition of less than 100 percent of the equity interests of an acquiree, the consideration 
transferred by itself most likely is not representative of the fair value of the acquiree as a whole. 
This statement appears to contradict the discussion in the aforementioned paragraphs, which 
indicate that as the percentage acquired increases, it is appropriate to use the fair value of the 
consideration transferred to estimate the fair value of the acquiree as a whole. 

The Boards should clarify whether estimates of fair value using other valuation techniques (i.e., 
where the fair value of the consideration transferred is not used) will always be required to prove 
that "evidence to the contrary" does not exist. If so, estimates using other valuation techniques 
would generally be required even if a relatively high percentage of the equity interests of a 
business was acquired. This result appears to conflict with the Boards' intent to mitigate 
incremental costs of implementation. 

Additionally, the Boards should provide guidance or examples on measuring the fair value of a 
previously held noncontrolling equity interest in an acquiree when business combinations are 
achieved in stages. It may be difficult to determine whether a porrion of the control premium 
should be attributed to the previously held noncontrolling equity interests of an acquiree before 
control is obtained or attributed entirely to the acquired porrion that gives the acquirer control. 
For example, assume an acquirer owns a 49 percent equity interest in an acquiree immediately 
prior to acquiring an additional 2 percent of the acquiree, giving the acquirer control of the 
acquiree. On the acquisition date, should the fair value of the previously held 49 percent interest 
in the acquiree include any allocation of the control premium or does it lie solely in the additional 
2 percent that is subsequently acquired? 

Accordingly, if the Boards were to proceed with the requirement to measure the fair value of the 
acquiree as a whole, additional measurement guidance needs to be provided by the Boards to 
ensure the final Statements are operational and can be applied consistently. 

Question 5 - Is the acquisition-date fair value of the consideration transferred in 
exchangefor the acquirer's interest ill the acquiree the best evidence ofthefair value of 
that interest? /fnot, which forms of consideration should be measured on a date other 
than the acquisition date, when should they be measured, and why? 

In response to Question 3 we have advocated a cost approach, and in measuring cost it is 
necessary to determine a measurement date. Generally, we believe that the acquisition date fair 
value of the consideration transferred is the best measure of the cost of the acquired interest. 

With respect to contingent consideration, we believe that the Boards should retain the accounting 
for contingent consideration that is currently provided in IFRS 3. As such, contingent 
consideration should be recognized as of the acquisiti on date if the adjustment to the purchase 
price is both probable and reliably measurable. If the adjustment is not recorded as of the 
acquisition date, but it subsequently becomes probable and can be measured reliably, the 
additional consideration should be treated as an adjustment to the cost of the combination, except 
for those adjustments mentioned in paragraph 35 of IFRS 3 (e.g., additional equity or debt 
instruments issued in a guarantee of the market price of equity or debt instruments issued). 
Contingent consideration frequently occurs because the buyer and seller are not able to agree 
upon the fair value of the acquiree; therefore, estimating the fair value of the contingent 
consideration is by definition difficult. If such amounts are not reliably measurable, we do not 
believe that including such amounts in the acquisition-date fair value of consideration transferred 
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provides more meaningful and relevant information about what was transferred between the 
buyer and seller. 

Additionally, the Boards should provide gu idance on whether the consideration transferred 
includes the fair value of any forward contract or option contract that is created when the terms of 
the business combination are agreed to and that, when exercised at the acquisition date, provides 
the acquirer shares of the acquiree. 

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

We disagree with the Exposure Drafts' proposed accounting for contingent consideration after the 
acquisition date and believe that the current guidance in !FRS 3 should be maintained. We 
believe that all amounts paid to the seller of the acquired business in connection with the business 
combination should be included in the cost of the acquired business, except for those adjustments 
mentioned in paragraph 35 of !FRS 3 (e.g., additional equity or debt instruments issued in a 
guarantee of the market price of equity or debt instruments issued). Accordingly, the difference 
between the settlement amount of the contingent consideration and the amount recorded as of the 
acquisition date should adjust the cost of the business combination, which would impact the 
amount of goodwill recorded as of the acquisition date. 

Question 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 /lot, why? 

We disagree; transaction costs should be included in the measurement of the consideration 
transferred for the acquiree. The method we advocate, outlined in our response to Question 3, 
represents a cost approach, not a fair value approach . As such it is appropriate to include 
transaction costs in the cost of obtaining control of the acquiree. The transaction costs would not 
have been incurred absent the acquisition . Additionally, the model proposed in our response 10 

Question 3 is the !FRS 3 model - paragraph 24 of !FRS 3 indicates that the cost of a business 
combination should include costs directly attributable to the acquisition. 

Including the transaction costs as part of the business combination is consistent with capitalizing 
transaction costs in an asset acquisition . Similarly, paragraph 43 of lAS 39, Financial 
Instruments: Recognition and Measurement, includes transaction costs in the initial measurement 
of financial assets and liabilities. 

Measuring and Recognizing the Assets Acquired and the Liabilities Assumed 

Question 8 - Do you believe that these proposed changes to the aCCOIll!lili gfor assets 
acquired and liabilities assumed in business combinations are appropriate? If not, which 
changes do you believe are inappropriate, wily, and what alternatives do you propose' 

We agree with the proposed changes to the accounting for receivables (including loans), research 
and development assets, and costs associated with restructuring or ex it activities that do not meet 
the recogniti on criteria of lAS 37, Provisions, Contingent Liabilities and Contingent Assets, or 
FASB Statement No. 146, Accountingfor Costs Associated with Exit or Disposal Activities. 
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We also agree that contingent assets acquired and contingent liabilities assumed should be 
recognized at their fair values as of the acqui sition date. However, we have concerns, similar to 
those expressed in the response to Question 5, about the ability to reliably measure contingent 
assets acquired and liabilities assumed at the acquisition date. Paragraph 37 of [FRS 3 states that 
assets and contingent liabi lities should not be recognized if they are not reli ably measurable. 
Similarly, paragraph 40 of Statement 141 indicates that preacquistion contingencies should not be 
recorded if they are not reasonably estimable. The Exposure Drafts require contingencies to be 
recorded regardless of the ability to reliably measure them. However, the Exposure Drafts do not 
provide sufficient guidance to advance the reliability or consistency of such measures. 
Conceptually, we agree with this provision as a change to the existing IFRS 3 model a~ proposed 
in Question 3. However, before this provision can be successfully implemented, the Boards need 
to provide additional guidance on determining the fair values of these items. 

In addition, we have the following concerns regarding the Exposure Drafts' accounting for 
contingent assets and contingent liabilities subsequent to the acquisi tion date: 

• The accounting method outlined in the Exposure Drafts for contingent assets acquired 
and contingent liabilities assumed in a business combination is inconsistent with 
subsequent accounting for contingencies absent a business combination. Under the 
Exposure Drafts, there would be two different models for accounting for contingencies 
subsequent to initial recognition: one model for an acquirer's contingencies and those of 
the acquiree that arise subsequent to an acquisition, and a second for an acquiree's 
contingencies that existed as of the acquisition date. 

• There are complexities involved with measuring such contingencies at fair value at each 
reporting period. For example, difficulties will arise when contingencies of an acquirer 
and acquiree become commingled (e.g., if an acquirer and acquiree are defendants in the 
same lawsuit). 

Therefore, we propose the following alternative approach. Contingent assets should be carried at 
their acquisition-date fair values and, based on the nature of the asset, adjusted when the asset is 
impaired or contingency resolved, or amortized using a systematic and rational method . 
Subsequent to the acquisition date, contingent liabilities should be measured in accordance with 
paragraph 48 of IFRS 3 at the greater of (l) the fair value at the acquisition date (less cumulative 
amortization where appropriate) or (2) the contingent liability amount required to be recognized 
by FASB Statement No.5, Accountingfor Con tingencies, or lAS 37, until extinguished. 
Contingent assets and contingent liabilities that were determined provisionally also should be 
adjusted during the measurement period to refl ect facts and circumstances that existed at the 
acquisition date. 

Question 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 and why? 

We agree with the exceptions to fair value for assets held for sale, deferred taxes, operating 
leases, and employee benefit plans from a cost-benefit and practi cability standpoint. However, 
the final Statements shou Id clarify the guidance re lating to operating leases and income taxes. 

Paragraph 39 of the Exposure Drafts should be clarified to explain the exception to the fair value 
measurement requirements under the acquisition method as it relates to operating leases. We 
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assume thi s paragraph refers to the fact that the leased asset and the lease obligation are not 
recognized in the fair value allocation but that only the intangible asset relating to favorable terms 
relative to market or liability relating to unfavorable terms are recognized. If so, we ask the 
Boards to clarify this point in the final Statements. 

Paragraph 44 of the Exposure Drafts explains that deferred tax assets and liabilities accounted for 
under FASB Statement No. 109, Accounting/or Income Taxes, and lAS 12, Income Taxes, are 
not recorded at fair value as of the acquisition date. However, the Exposure Drafts do not provide 
guidance on how to measure (I) other income tax assets or liabilities, which are accounted for 
under Statement 109 or lAS 12, or (2) the effects of uncertain tax positions, at the acquisition 
date. We believe that all other income tax assets or liabilities accounted for in accordance with 
Statement 109 and lAS 12 should also be given the exception from measurement at fair value as 
of the acquisition date, since these Statements do not permit measuring income taxes at fair value. 
Additionally, the final Statements should clarify whether the effects of uncertain tax positions 
should be accounted for (I) as acquired or assumed contingencies or (2) under other applicable 
accounting literature (e.g., proposed FASB Interpretation, Accounting/or Uncertain Tax 
Positions). 

Additional Guidance for Applying the Acquisition Method to Particular Types of Business 
Combinations 

Question 10 - ls it appropriate/or the acquirer 10 recognize in income any gain or loss 
on previously acquired noncontrolling equity investments on the date it obtains control 0/ 
the acquiree? ifnot, what alternative do you propose alld why? 

We believe it is not appropriate. Although obtaining control of a subsidiary is a significant 
economic event requiring revaluation of the acquiree's net assets, the revaluation gain or loss 
attributable to the net assets of the previously held noncontrolling interest should be recorded in 
equity as described in our response to Question 3. In order to record 100 percent of the assets 
acquired and liabilities assumed at fair value, the acquirer must record a revaluation adjustment 
for the appreciation in fair value of the acquiree' s net assets (from the date the noncontrolling 
equity investments were made to the date control was obtained) relating to the percentage of the 
acquiree held prior to acquisition of control. After revaluation, the previously held investment is 
equal to the fair value of the previous ownership interest' s percentage of the acquiree' s net assets 
plus the goodwill associated with the previous noncontrolling interest. 

Simply acquiring additional interests in the acquiree does not warrant recognizing the revaluation 
gain or loss in income. There has been no change in the retained investment, nor has there been 
realization or a culmination of an earnings process. 

Question J 1 - Do you agree with the proposed accounting for business combinations in 
which the consideration trans/erred/or the acquirer's interest in the acquiree is less than 
the fair value 0/ thai interest? If not, what alternative do you propose and why? 

We agree. 

Question 12 - Do you believe that there are circumstances in which the amount 0/ an 
overpayment could be measured reliably at the acquisition date? 1/ so, in what 
circumstances? 
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We agree with the Exposure Draft's proposed accounting in which overpayments are subsumed 
into goodwill. 

Measurement Period 

Question /3 - Do you agree that comparative information fo r prior periods presellled in 
financ ial statemelllS should be adjustedfor the effects of measurement period 
adjustments? If not, what alternative do you propose and why? 

We agree conceptually with the Exposure Drafts' requirement that comparative information for 
prior periods presented should be adjusted for the effects of measurement period adjustments. 
However, similar to the practical concerns expressed in Deloitte & Touche LLP's comment letter 
on FAS B' s Proposed Statement of Financial Accounting Standards, Accounting Changes and 
Error Corrections. a replacement of APB Opinion No. 20 and FASB Statement No.3, we ask the 
Boards to consider the practical implications of requiring comparative information for prior 
periods to be adjusted for measurement period adjustments when predecessor auditors are unable 
to rei ssue an audit opinion on statements changed as a result of retrospective application due to 
independence malters or other predecessor auditor issues. 

Question 14 - Do you believe that the guidance provided is sufficielll 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 fo r the acquiree? If not, what 
other guidance is needed? 

Yes . However, the term "arranged primarily for the economic benefit of the acquirer or the 
combined entity" in paragraph A88 may not be readil y understood . 

Disclosures 

Question 15- Do you agree with the disclosure objectives and the minimum disclosure 
requirements? 1f not, how would you propose amending the objectives or what disclosure 
requirements would you propose adding or deleting, and why ? 

We generally agree with the disclosure objectives and the minimum disclosure requirements. 
However, certain disclosures should be modified to conform to the LFRS 3-based model outlined 
in Question 3. Specifically : 

• Paragraph 72(e) should be removed as the fair value of the acquiree is not detennined in our 
cost-based model. 

• Paragraph 72(1)(6) should be removed as the previously acquired noncontrolling investment 
would not be included in the consideration transferred because the cost of the business 
combination is the aggregate of each exchange transaction. 

• Paragraph 72U) should be modified to require di sclosure of the amount of any revaluation 
gain or loss recorded in other comprehensive income. 

• Paragraph 72(1) should be modified to require disclosure of the amount of transaction costs 
included in the cost of the business combination. 
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Paragraph 72(d) requires disclosure of a description of the factors that contributed to goodwill. It 
is unclear what such factors might be other than the cost of the business combination exceeded 
the fair value of the identifiable net assets acquired. 

Paragraph 72(f)(5) requires disclosure of the method of determining the fair value of equity 
instruments included in consideration transferred. The Boards should consider requiring 
disclosure of the methods of determining the fair value of other items or components of 
consideration (e.g., contingent consideration, debt instruments, etc.). 

The Boards should also provide guidance on how to prepare the pro forma information required 
by paragraph 74. For example, guidance similar to SEC Regulation S-X, Article 11, "Pro forma 
Financial Information ," should be provided since, in some cases, pro forma information provided 
in footnote di sclosures is different from that prepared under Article 11. For example, additional 
clarity could be provided on whether items such as transaction costs or obligations incurred to 
exit an activity should be excluded from the pro forma information. 

Additionally, as described in our response to Question 18, disclosure requirements in the FASB's 
and the lASB' s Statements should not differ if the accounting treatment of the items being 
disclosed is the same in each Standard. 

The IASB's and the FASB's Convergence Decisions 

Question 16 - Do you believe that an intangible asset that is identifiable can always be 
measured with sufficient reliability to be recognized separately from goodwill? If not, why? 
Do you have any examples of an intangible assetthut arises from legal or contractual 
rights and has both of the following characteristics: 

a. The intangible asset cannot be sold, transferred, licensed, remed, or exchanged 
individually or in combination with a related contract, asset, or liability 

b. Cash flows that the intangible asset generates are inextricably linked with the 
cash flows that the business generates as a whole? 

We believe that intangible assets that are identifiable should be recognized separately from 
goodwill. However, to improve the relevance and reliability of the financial information 
produced, the Boards should provide additional guidance on how to measure Ihe fair value of 
identifiable intangible assets acquired in a business combination. 

Question 17 - Do YOlt agree that any changes in acquirer's deferred tax benefits that 
become recognizable because of the business combination are not part of the fair value of 
the acquiree and should be accountedfor separately from the bllsilless combination? If 
flat, why? 

Yes, we agree. 

Question 18 - Do YOll believe it is appropriatefor the lASS and the FASS to retain 
those disclosure differences ? If not, which of the differences should be eliminated, if any, 
alld how should this be achieved? 
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In light of the Boards' desire to eliminate differences between U.S. GAAP and International 
Financial Reporting Standards, we recommend that the disclosures required by the FASB and the 
IASB be the same in all instances, unless the differences stem from differences in accounting. 
Based on our proposal to converge Statement 141 with IFRS 3, there should be no differences in 
accounting. The disclosures in paragraphs 74 and 7S(b) of the Exposure Drafts should be the 
same in both the FASB and IASB Statements. The FASB's final Statement should include a 
requirement consistent with the requirement in paragraph 76(d) of the IASB's Statement to 
disclose the amount and an explanation of any gain or loss recognized in the current period that 
(1) relates to the identifiable assets acquired or liabilities assumed in a business combination that 
was effected in the current or the previous annual period and (2) is of such a size, nature, or 
incidence that disclosure is relevant to understanding the combined entity's financial statements. 

Appendix F, which describes all the differences between the two Exposure Drafts, is also helpful. 
The Boards should include a similar summary in the final Statements. 

Question 19 - Do you find stating the principles in bold type helpful? lfnot, why? Are 
there any paragraphs you believe should be in bold type, but are in plain type, or vice 
versa? 

Yes, we find stating the principles in bold type helpful. 
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DeloiUe Touche Tohmatsu 
Appendix II 

Other Items for Consideration 

The Boards should consider the following comments regardless of whether the business 
combinations model outlined in the Exposure Drafts or the model outlined in our letter is 
adopted: 

• The Exposure Drafts indicate that an intangible asset or liability should be recorded for 
operating leases at off-market terms. The Boards should also provide similar guidance 
for other off-market executory contracts. 

• The final Statement should provide more detailed guidance on how to measure the fair 
value of inventory (fini shed goods, work-in-process, raw materials). The guidance in 
paragraphs B 16(d) of !FRS 3 and 37(c) of Statement 141 is helpful , but does not appear 
to have been retained in the Exposure Drafts. 

• The IASB's final Statement should provide clarifying guidance that upon the acquisiti on 
date, derivatives acquired need to be designated anew in order to achieve hedge 
accounting (i.e., the acquiree 's hedge designation does not carry over). 

• Paragraphs C3- C5 of the IASB' s Exposure Draft should address accounting for 
contingent consideration in an asset acquisition similar to the guidance provided in 
paragraph C7(c) of the FASB' s Exposure Draft. 

The Boards should consider the following comments to the extent the model currently outlined in 
the Exposure Drafts is adopted: 

• Consideration transferred reflecting buyer-specific synergies should be added to the 
paragraph A 18 li st of circumstances in which the measurement of fair value should not be 
based on the consideration transferred . 

• The final Standard should include an example similar to that in paragraph A63, except 
that the consideration transferred is CU 170. This results in an initial calculation 
indicating that the goodwill attributable to the controlling interest is greater than the total 
goodwill . The example should show that the max imum goodwill that can be assigned to 
the controlling interest is the total goodwill, and that the noncontrolling interest is not 
allocated any goodwill. 

* * * * * 


