










IAA Comments on 
the Exposure Drafts of Proposed Amendments to IFRS 3 Busilless Combillatiolls 

and to lAS 27 COllsolidated and Separate Fillancial Statements 

We do not understand the reason for and do not agree with the inclusion of the value of 
the uncontrolled share of an entity in a financial statement that relates to that share 
owned by third parties. We do not believe that this will result in a faithful representation 
of the financial statement of the resultant entity. It appears that this recognition would be 
inconsistent with the standards applied to the treatment of minority interests in other 
aspects of an entity's balance sheet. 

Question 4 Measuring the fair value of an acquiree 

Do paragraphs A8-A26 in conjunction with Appendix E provide sufficient guidance for measuring the fair 
value of an acquiree? If not, what additional guidance is needed? 

IAA Response: We do not believe that sufficient guidance has been provided with 
respect to true mergers and mergers of mutual insurance entities. 

In the case of true mergers, such as between mutual insurance entities in which the 
purchaser can be identified , the business combination is a joining of common interests 
most often used to expand member benefits and improve overall market share. 
Although the IASB has provided special consideration guidance for mutual entities, the 
information provided is based solely on theory. The actual application of this guidance 
may prove not to be feasible, especially for insurance entities. 

The fair value of member interests transferred by the acquirer in a mutual entity merger 
would be difficult, if not impossible, to calculate. In addition, the guidance provided 
within paragraph A26 advising utilization of expected cash flows does not provide 
sufficient guidance for insurance entities involved in a merger at this time. As the IASB 
has not yet concluded its deliberations on this component, or the measurement model to 
be used in determining the fair value of liabilities for insurance contracts, it is unclear 
how an insurance entity involved in a merger, if selected to represent the acquiree, 
would determine which cash flows are to be included for an overall fair value 
assessment, especially in the case of a business combination in which significant 
discretionary participation features are present. 

Question 5-Measuring the fair value of an acquiree 

Is the acquisition-date fair value of the consideration transferred in exchange for the acquirer's interest in 
the acquiree the best evidence of the fair value of that interest? If not, which forms of consideration 
should be measured on a date other than the acquisition date, when should they be measured, and why? 

IAA Response: We agree that the fair value of the consideration paid for a business 
combination appropriate for the transfer of control is the best evidence of the fair value of 
the interest acquired. Nevertheless, after the date of acquisition, due to the lack of 
current guidance regarding the measurement of the liability for an insurance contract, we 
recognize the lack of current guidance prior to the implementation of phase 2 of the 
Insurance Contracts project. 

5 



IAA Comments on 
the Exposure Drafts of Proposed Amendments to IFRS 3 Business Combinations 

and to lAS 27 COllsolidated and Separate Financial Statements 

In addition, we believe that it would be appropriate to include in such a calculation any 
additional consideration paid to the seller (when contingencies are resolved) as part of 
the consideration for the business combination, rather than accounting for such 
consideration through the income statement. 

Question 6-Measuring the fair value of an acquiree 

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

IAA Response: We do not believe it appropriate for contingent considerations after the 
acquisition date to be considered as part of income. Rather, such expected 
considerations should be capitalized as part of acquisition accounting. 

We also believe that it is inappropriate to reflect subsequent changes in value as income 
or expense, as these considerations are normally made to sellers with no continuing 
involvement in the future operations of the acquiree, which in essence represent 
consideration for the acquisition. In addition, the results would not be logical- gains 
would be reported if the specified milestones or events resulting in the payment of 
additional consideration are not met and conversely losses would be recognized if the 
acquiree is successful and the amounts paid under such arrangements exceed the 
amount accrued. 

Question 7-Measuring the fair value of an acquiree 

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 not, why? 

IAA Response: Although we do not have strong feelings regarding this issue, on the 
whole we agree that transaction costs should not be included in the initial recognition of 
assets acquired and liabilities assumed in a business combination. If transaction costs 
are paid to parties other than the seller, they would thus not represent part of the fair 
values of either the assets or the liabilities. 

Questions 8/9 Measuring and recognizing the assets acquired and the liabilities 
assumed 

8. Do you believe that these proposed changes to the accounting for business combinations are 
appropriate? If not, which changes do you believe are inappropriate, why, and what alternatives do you 
propose? 

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 
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IAA Response: 

(8) Conceptually, we agree that fair values should be used in acquisition accounting. 
Nevertheless, we would like to point out the obvious - in many areas where an active 
and observable market does not exist, there is no current consensus regarding the 
appropriate approach to be taken to determine fair values. In fact, although this is a joint 
proposal between the FASB and the IASB, their definitions of fair value differ and, based 
on the proposed definition of fair value in the current FASB Working Draft on Fair Value 
Measurements, the definition s might become more divergent. We recommend that the 
IASB and the FASB continue to work together to provide a consistent set of enhanced 
and acceptable guidance in the definition of and measurement objectives for the fair 
value of business combinations. 

In particular, although in most cases, fair value is clear at the effective date of most 
business combinations, the fair value after the effective date and how it should be 
presented in income statements can be problematic. We believe that the IASB should 
give high priority to the resolution of these issues. 

In addition, even though the Board 's current position is that for phase 2 of its insurance 
contracts project, fair value is not necessarily the measurement objective that will be 
used in the measurement of the liability for insurance contracts, if this proposed IFRS 3 
is to be effectively implemented in future business combinations, fair value measurement 
guidance subsequent to phase 2 adoption will be needed for use in acquisition 
accounting. The 1M stands ready to assist in this effort. 

(9) Overall , we agree with the exceptions noted . 

Question 10-Additional guidance for applying the acquisition method to particular types 
of business combinations 

Is it appropriate for the acquirer to recognize in profit or loss any gain or loss on previously acquired non­
controlling equity investments on the date it obtains control of the acquiree? If not, what alternative do you 
propose and why? 

IAA Response: We do not believe it appropriate to recognize in profit or loss a gain or 
loss on previously acquired non-controlling equity investments. Since no exchange 
transaction has occurred, we do not believe that there is a basis upon which to 
recognize such gain or loss. Information relating to the performance of the parent is lost 
and there exists a conceptual inconsistency of re-measuring assets and liabilities that 
have already been recognized using the equity method. 

Question 11-Additional guidance for applying the acquisition method to particular types 
of business combinations 

Do you agree with the proposed accounting for business combinations in which the consideration 
transferred 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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IAA Response: Since we do not believe that it is appropriate to reflect a gain at the 
time of a business combination, we also do not agree that it is appropriate to recognize 
the uncommon situation that the acquirer's interest is less than the fair value of that 
interest. Possibly the principles used previously in lAS 22 might be applied as a 
practical solution at this time. 

Question 12-Additional guidance for applying the acquisition method to particular types 
of business combinations 

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? 

IAA Response: We are not familiar with the circumstance in which this would likely 
arise. It would seem that any such overpayment would be measured in a reliable 
manner in only rare circumstances. 

Question 13-Measurement period 

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? 

IAA Response: We believe that comparative information for prior periods should not be 
adjusted for the effect of current period adjustments in estimates made. We do not 
believe that retrospective adjustments are appropriate. These adjustments reflect 
changes in estimates, similar to changes in estimates of liabilities in other than a 
business combination situation. 

We recommend that the measurement period indicated in paragraph 65 be changed to 
indicate that this period should not last longer than one year. Within that one year 
period, it is reasonable to provide the acquirer with the ability to determine the time when 
acquisition accounting has been completed. 

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

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? 

IAA Response: We believe that, in general, the guidance provided is sufficient. 
Additional guidance might be added with respect to whether changes in the fair value of 
contingent consideration should be treated as an adjustment to acquisition accounting or 
as an expense in subsequent periods. 
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Question 15-Disclosures 

Do you agree with the disclosure objectives and the minimum disclosure requ irements? If not, how would 
you propose amending the objectives or what disclosure requirements would you propose adding or 
deleting, and why? 

IAA Response: We believe that the proposed disclosure objectives are appropriate. 
Most of the minimum disclosure requirements are also appropriate. We note that the 
requirement of paragraph 74(a) may not be practical in all cases if the acquisition's 
systems have already been prepared. As a result, we do not believe tha t this should be 
a requirement. 

Question 16-The IASB's and the FASB's convergence decisions 

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 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? 

IAA Response: Although it is impossible to state that identifiable intangible assets will 
always be measurable with sufficient reliability to be recognized separately from 
goodwill, it appears that exceptions would be rare. As there has been diversity in 
practice in such measurement, the Board might consider including a set of criteria or 
objectives to promote further consistency in practice in this area. 

Question 17- The IASB's and the FASB's convergence decisions 

Do you agree that any changes in an 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 accounted for 
separately from the business combination? If not, why? 

IAA Response: We agree that this approach is reasonable . 

Question 18- The IASB's and the FASB's convergence decisions 

Do you believe it is appropriate for the IASB and the FASB to retain those disclosure differences? If not, 
which of the differences should be eliminated, if any, and how should this be achieved? 

IAA Response: We agree that disclosures should be harmonized to the extent 
possible, subject to the current requirements of other standards. 

Until a fair value measurement model for insurance contract liabilities has been 
established, it is unclear how the split presentation (required by the FASB, permitted by 
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the lASS) will enhance the usefulness or transparency of the resulting financial 
statements. Until this occurs, this type of disclosures may not promote comparability. 
To promote uniformity and comparability, a scope exclusion should be considered with 
respect to the disclosure provisions related to the fair value of insurance contracts. 

Question 19 Style of the Exposure Draft 

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? 

fAA Response: We agree with the approach taken. 
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