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before the business combination, the acquirer recognised changes in the value of its non
controlling equity investment directly in equity (for example, the investment was designated as 
available for sale), the amount that was recognised directly in equity would be reclassified and 
included in the calculation of any gain or loss as of the acquisition date. (See paragraphs 55, 56 
and BC151-BC153.) 

Question 1 (}-Is it appropriate for the acquirer to recognise 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? 

If the fair value model is applied, remeasuring the acquiree to fair value and recognising 
any gain or loss is appropriate. 

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 consideration 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 11-00 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? 

Yes, we agree. 

Question 12-00 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? 

We do not believe there would be any value in estimating the amount of an overpayment. 

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 13-00 you agree that comparative information for prior periods presented in financial 
statements should be adjusted for Ihe effects of measurement period adjustments? If not, what 
alternative do you propose and why? 
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We believe these are in the nature of changes in accounting estimates, and should be 
recognised in the period the change is made for consistency with lAS 8. 

In any event, we do not support prior period adjustments against comparatives that could 
have a profit impact except in rare circumstances. Historically such methods have been 
used to hide losses. 

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 59, 70, 
A87-A109 and BC154- BC150.) 

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? 

We agree with the proposals. 

Question 15-Disclosures 
The Exposure Draft proposes broad disclosure objectives that are intended to ensure that users 
of financial statements are provided with adequate information to enable them to evaluate the 
nature and financial effects of business combinations. Those objectives are supplemented by 
specific minimum disclosure requirements. In most instances, the objectives would be met by the 
minimum disclosure requirements that follow each of the broad objectives. However, in some 
circumstances, an acquirer might be required to disclose additional information necessary to 
meet the disclosure objectives. (See paragraphs 71-81 and BC200-BC203.) 

Question 15-00 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? 

We agree with the proposals. 

Questions 15-18-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. 
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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 contractual-legal rights or separable) to 
be recognised separately from goodwill . 

In its deliberations that led to SF AS 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 lAS 38 required that an intangible asset acquired in a 
business combination be reliably measurable to be recognised separately from goodwill. 
Paragraphs 35-41 of lAS 38 provide guidance for determining whether an intangible asset 
acquired in a business combination is reliably measurable. lAS 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 16-00 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? 

Our constituents tell us there are difficulties valuing intangible assets. We are very 
concerned that the IASB is departing from the fundamental principle of reliable 
measurement without due process being followed on changes to the Framework. 

For the joint Exposure Draft, the boards considered the provisions of lAS 12 Income Taxes and 
FASB Statement No. 109 Accounting for Income Taxes, relating to an acquirer's deferred tax 
benefits that become recognisable because of a business combination. lAS 12 requires the 
acquirer to recognise separately from the business combination accounting any changes in its 
deferred tax assets that become recognisable because of the business combination. Such 
changes are recognised in post-combination profit or loss, or equity. On the other hand, SFAS 
109 requires any recognition of an acquirer's deferred tax benefits (through the reduction of the 
acquirer's valuation allowance) that results from a business combination to be accounted for as 

27- 29 NapiEr Close L 1/200 Mmy Stmet 

DeokirJ ACT 2600 Drisbane OLD 4000 
)1: 1300 137 322 Tel: 07 3233 6500 

r <'lX: 02 6282 9800 FilX: 07 3221 0856 

TCCI, 30 Surrett Stroot L3/600 Bourke Stroot 

North Hobart TAS 7000 Meibourne VIC 3000 

Tel: 1800014555 Tel: 03 9641 7400 
Fax: 03 9670 3 143 Fmc 03 9670 3143 

L 11/1 King William Street 

Ade~aidu SA 5000 

Tel: 0881 13 5500 
Fs)( :08 8231 1982 

Grd/28 T;"'o Esplanado 
Perth WA 6000 
Tel· 08 9420 0400 

F;)x:08 9321 51-1 1 

The Institute of Chartered Accoun1an1s in Ausualia 
ABN 50 084 642 571 
Incorporated in Australia Member.;' liability Limited 
Level 14, 37 York Street Sydney NSW 2000 

GPO Box 3921 Sydney NSW 2001 

Tel: 1300 137 322/61 2 92901344 
Fax: 61292621512 

www.icaa.org.au 



• The Institute of 
Chartered Accountants 
in Australia 

part of the business combination, generally as a reduction of goodwill. The FASB decided to 
amend SFAS 109 to require the recognition of any changes in the acquirer's deferred tax benefits 
(through a change in the acquirer's previously recognised valuation allowance) as a transaction 
separately from the business combination. 

As amended, SFAS 109 would require such changes in deferred tax benefits to be recognised 
either in income from continuing operations in the period of the combination or directly to 
contributed capital, depending on the circumstances. Both boards decided to require disclosure of 
the amount of such acquisition-date changes in the acquirer's deferred tax benefits in the notes to 
the financial statements. 
(See paragraphs D4 and BC11 9-BC1 29.) 

Question 17-00 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? 

We agree. 

The boards reconsidered disclosure requirements in IFRS 3 and SF AS 141 for the purposes of 
convergence. For some of the disclosures, the boards decided to converge. However. 
divergence continues to exist for some disclosures as described in the accompanying note 
Differences between the Exposure Drafts published by the IASB and the FASB. The boards 
concluded that some of this divergence stems from differences that are broader than the 
Business Combinations project. 

Question 18-00 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? 

We fully support convergence with the FASB, including for disclosures. 

However, the desire for convergence should not override the need for due process on 
fundamental principles. 

Question 19-5tyte of the Exposure Draft 
The Exposure Draft was prepared in a style similar to the style used by the IASB in its standards 
in which paragraphs in bold type state the main principles. All paragraphs have equal authority. 

Question 19-00 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? 

We do find it useful to differentiate between the principles and guidance. 
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Application of Exposure Draft on Australian Mutual Entities 
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The Australian Credit Union industry is in a period of significant consolidation with many mergers 
currently taking place. Just last week, Credit Union Austra lia announced an intention to merge with 
Australian National Credit Union to fonn a $5bn mutual retai l financial sentices provider. CPS Credit 
Union (SA) Limited is also in the midst of progressing a merger with our sister credit union CPS Credit 
Union Co-operative (ACf) Limited and so any Business Combina tion accounting changes arising from ED 
will have direct application to us. My comments. set oul below, are specifically directed at mutual entity 
implications as the Institute's draft submission is silent in these areas. 

By way of background, mergers between Approved Deposit-taking Institutions (AD!,s) in Australia are 
effected under the Financial Sec/or (Transfers of Business) Act 1999 (the Act), Sections 22 and 23 of this 
legislation describe the effect o f voluntary transfers (mergers) and, inter alia. slale that "all the assets and 
liabilities of the transterring body"",become (respectively) assets and liabilities o f the receiving body 
without any transfer, conveyance or assignment", "the duties, obligations. immunities, rights and privileges 
applying to the transferring body apply to the receiving body", "each translated instrument (e.g. contracts) 
continues to have effceL .. as i f a reference in the instrument to the transferring body were a reference to the 
receiving body" and "the lenns and conditions of employment (including any accrued entitlement to 
employment benefits)" for transferring body slaff are nol affected by the transfer. I sugges t that transfers 
under this Acl are genuine mergers and clearly not in the nature of an "acquisition" and that the selection of 
transferring and receiving bodies is usually based simply on the option that will provide the most 
advantageous outcome for the merged entity. 

Specific conunents on ED issues, in the context of mutual ADI mergers, are as set out below. 

The Fair Value approach 

Credit unions arc not listed and there is no active market for their purchase/sale. Because there is no 
consideration "paid" in connection with mutual ADI mergers, ED w jIJ require a lternative valuation methods 
to be adopted in detennining the fair value of the transferring body. Any such valuation would, at bes t, 
provide an indicative business value only which, in my opinion, would be suffic iently unreliable for use in 
measuring goodwill to be recognised in the fina ncial statements. For mutual ADI mergers, such goodwill 
is IikeJy to be significant (50% to 100%) relative to the value of net assets assumed. I contend that 
recognising such a quanlum of goodwill as an outcome of a genuine merger would add lillie value to the 
financial statements and be misleading, no matter (he quantum of associated note disclosures, for their 
principle users. 
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Recognising the fair value of assets and liabilities "acquired" 
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Recognising the assets and liabilities of the transferring body at fair value in the financial statements of the 
receiving body does not reflec t the nature of the underlying transaction. The Act explicitly states that no 
transfer, conveyance Of assignment occurs. These assets and liabilities simply 'become' the assets and 
liabilities of the merged entity_ Tn addition, these 'assumed' assets and liabilities would then be measured 
on a different basis to the identical assets and liabilities of the receiving body, creating two classes of assets 
and liabilities in the merged entity. I contend that their recognition in accordance with the accounting 
policies of the merged entity (i .e. essentially at their carrying value in the accounts of the transferring 
entity) would better re flect the substance of the lTansaction and provide a much mort: meaningful resuJt for 
the principle users of the merged entity's financ ial statements. 

No consideration 

With no consideration being paid under the merger, ED wi ll result in the creation of a reserve in equity 
equal to the assessed fair va lue of the transferring entity. As purported earlier, such a valuation would not 
be reliable and may be significant relative to "real" owners' equity. For example, a credit union with a 
calculated fair va lue of, say, $80m could transfer to another credit union with net assets of, say $20m, with 
the ultimate merged credit union's equity being 80% comprised of a meaningless merger-related reserve. A 
more meaningful approach would be to simply record the net asset..Jcquity (a t book value) of the 
Irans ferring entily directly against Ihe equity of thc receiving body as this better reflect the substance of the 
transaction. 

Acquisition Costs 

1 hold significant reservations about the ED proposal for acquisition costs 10 be expensed. In my opinion, 
this does not reflec t the economic substance of an acquisition transaction (where the buyer would fac tor 
these costs into their purchase otIer) and is inconsistent with the approach adopted in other accounting 
standards for asset acquisitions. Such an approach could easi ly lead to misleading volatility in an entity's 
reported earnings. For credit union':;;, this approach would be a merger deterrent because the, potentially 
significant, costs of the merger would immediately reduce reported profits but the benefits of (he merger 
would be achieved over ensuing years. 1 contend that a better approach would be for acquisit ion costs to be 
treated as part of consideration for a 'traditional' business acquisition and, in respect of a merger of mutua Is, 
be offse t against the amount taken directly to equity in the receiving body (being the book value of equity 
of the transferring body). 

In summary, I appreciate that my comments are very entity specific but feel that it is important that the 
implications for the credit union sector be properly considered . .1 would be happy to discuss these matters 
with you further should you wish. 

Wayne Matters FCA 
General Manager Business Support 
CPS Credit Union (SA) Ltd 
Ph: (08) 82058821 
Fax: (08) 8205 8635 
Mob: 0418 8 184 10 
www.cpscu.com.uu 
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Appendix 3 

Alternative View received from a senior member of the leAA 
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It probably i s not surprising, b ut I fundamentall y di sagree wi th t he 
Inst itut e ' s campai gning on this matter and t he view b e ing p ut . It doe s 
very l itt le j usti c e to t he Basis fo r the ED, whi ch I believe the 
I n s titute v i e w should a ddre ss direc t ly if i t is to achieve credibility 
wi th t h e lASB . The n o tion t hat you can not measu r e t h e fair value of t h e 
mi n o ri ty pos i t i on rel iabl y wh en yo u have a business combina t i on is 
s imply not i n ke e p ing wi th the requi r ements o f the s t a nda rds e l sewhe r e 
- esp e cially in r elation t o fi n ancial i n s t r ument s and imp airme nts . Nor 
does the I nsti tut e addre ss the si ll y a ccounting we get now f o r c hanges 
in o wne r ship l evels when contro l is not a l t ered . The o l d Australian 
s t a nd ards o n t hese matt e r s were b roke n and the vi ew via s on c e put by the 
AASB that t he f au l ts cou ld not be f i x ed t i l l goodwil l was r ead d r e ssed. 
Well t hat time ha s come . 
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