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cannot be supported by objective evidence or established valuation models/techniques. We are
concerned about applying a fair value measurement attribute where only hypothetical reference
markets exist and believe that the breadth of potential measurement errors is too great to accept.

We believe that non-financial liabilities should be measured at the best estimate of the amount that
will be required to settle the liability or received for the asset. This generally reflects the best estimate
of the economic benefits that will flow to or from the acquirer as a result of the acquisition. it seems
that any other measurement attribute would not assist financtal statement users in predicting the
future cash flows of the reporting entity.

Questions 9

The Exposure Draft proposes limited exceptions to the fair value measurement principle. Theretore,
some assets acquired and liabilities assumed (for example, those related to deferred taxes, assets held
for sale, or employee benetits) would continue to be measured and recognised in accordance with
other IFRSs rather than at fair value. (See paragraphs 42-51 and BC117-BC150.)

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?

Yes, we agree with the exclusion of the items in paragraph 42-51.

Questions 10 - 12 Additional guidance for applying the acquisition method to particular
types of business combinations

Question 10

The Exposure Draft proposes that, for the purposes of applying the acquisition method, the fair value
of the consideration transferred by the acquirer would include the fair value of the acquirer’s non-
controlling equity investment in the acquiree at acquisition date that the acquirer owned immediately
before the acquisition date. Accordingly, in a business combination achieved in stages (step acquisition)
the acquirer would remeasure its non-controlling equity investment in the acquiree at fair value as of
the acquisition date and recognise any gain or loss in profit or loss. Hf, before the business combination,
the acquirer recognized 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 10 - 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?

No, we do not believe that it is appropriate for the acquirer to recognize in profit or loss any gamn or
loss on previously acquired non-controlling equity investments simply because control has shifted to
the entity. We support the view that ganing control of an acquiree should trigger re-measurement,
however we do not believe that the resulting unrealized gains and losses should be recognized in
income. We do not believe that the Board has adequately explained its rationale for this. The original
asset has not been disposed of and therefore should not generate recognition through the income
statement, We agree with the dissenting Board members view as described in paragraphs AV12 and
AV 13 and support the view that any gain or loss on re-measurement of the non-controlling interest
should be recognized directly in equity similar to available for sale instruments under IAS 39.
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Questions 11

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
nurchase) 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
oroposed 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.)

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?

Yes, we agree with the proposed treatment to recognize a gain at the acquisition date for a bargain
ourchase option. We note that the Board states in paragraph BC174 that, "the acquirer is better off at
the acquisition date by the amount by which the fair value of the acquiree exceeds the fair value of the
consideration paid”. While we strongly support this concept, we would like to highlight that this is
contrary to the objective in the exposure draft that the transaction price is the best evidence of fair
value, and inconsistent with the current Day One measurement requirements of IAS 39. We believe
that this underscores the need for a single comprehensive standard on fair value measurement.

Questions 12

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 crcumstances?

Consistent with the requirements relating to a bargain purchase, we believe that it would be
theoretically correct to recognize a loss at the acquisition date for an overpayment. However, we agree
with the conclusions reached by the Board that it would be ditficult to measure 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 recognized as a result
of completing the initial accounting. (See paragraphs 62-68 and BC161-BC163.)

Question 13 - 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?

No, we do not agree that comparative information for prior periods presented in financial statements
should be adjusted for the effects of measurement period adjustments. In our experience, purchasers
often obtain new information about the assets acquired and liabilities assumed subsequent to the
acquisition closing date, and therefore must make a fair value estimate on the basis of the best
information available at the acquisition date. We believe that changes in such estimates should be
recognized prospectively. That is, any adjustments made during the measurement period should be
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treated as a change in estimate in accordance with [AS 8, Accounting Policies, Changes in Accounting
Estimates and Errors, To require a retrospective adjustment for each subsequent change to the
estimate of fair value seems impractical given the numerous post-closing adjustments that often occur.
Moreover, we are concerned that a retrospective approach could increase an entity’s exposure to
litigation risk and compliance with Sarbanes-Oxley certification requirements (for those entities listing
in the U.S.)

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 habilities 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 tor the acquiree would
be included in the business combination accounting. (See paragraphs 69, 70, A87-A109 and BC154-
BC160.)

Question 14 - Do you believe that the quidance 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 believe that the volume of guidance provided in paragraphs A87-A109 is too detailed and specific
and may only lead to further interpretive questions for items not specifically addressed. We believe that
this guidance moves away from a principle based approach and more towards rule based accounting.
As such, we would prefer that the Board establish a principle with general guidance rather than
iIncluding such detailed interpretive examples.

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 reguirements. 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 - Do 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?

Yes, we support the disclosure objectives and minimum disclosure reguirements.
Questions 16-18 The IASB’s and the FASB’s convergence decisions

Question 16

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.




Novernber 4, 2005
Page 11 of 14

Therefore, the IASB's version and the FASB's version of the Exposure Draft provide ditferent guidance
on those limited matters. A comparison, by paragraph, of the different gutdance 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. 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 conduded that an
intangible asset must be identifiable (arising from contractual-legal rights or separable) to be
recognized separately from goodwill. In its deliberations that led to SFAS 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 IAS 38 required that an
intangible asset acquired in a business combination be reliably measurable to be recognized separately
from goodwill. Paragraphs 35-41 of IAS 38 provide guidance for determining whether an intangible
asset acquired in a business combination is reliably measurable. 1AS 38 presumes that the fair value of
an intangible asset with a finite usetul life can be measured reliably. Theretore, a ditference between
IFRS 3 and SFAS 141 would arise only if the intangible asset has an indefinite litfe. 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.)

Do you believe that an intangible asset that is identifiable can always be measured with sufficient

refiability 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:

(@) 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?

We support convergence with US GAAP on this point, and agree that a reliable measurement of
identifiable intangible assets is generally possible.

Question 17

For the joint Exposure Draft, the boards considered the prowvisions of IAS 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. 1AS 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 ot 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 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,
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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 BC119-BC129.)

Do 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?

Yes, we agree that any changes in an acquirer’s deferred tax benefits that become recognizable
because of the business combination should be accounted for separately from the combination.

Questions 18

The boards reconsidered disclosure requirements in 1FRS 3 and SFAS 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
Fxposure Drafts published by the IASB and the FASB. The boards concluded that some of this
divergence stems from ditferences that are broader than the Business Combinations project.

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?

We would have preferred that the IASB and FASB converge on all points. This would have led to
consistency and comparability of financial statements, and would have greatly simplified the
accounting and reporting tor those entities preparing financial statements under both standards.
However, we understand that some differences inherently exist that are broader than the agenda
project. We believe that it is appropriate to retain those differences for the short term, but urge the
Board's to work towards full convergence in the near future.

Question 19—Style of the Exposure Draft

The Exposure Draft was prepared in a style similar to the style used by the JASB in its standards in
which paragraphs in bold type state the main principles. All paragraphs have equal authority.

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?

Yes, we find the bold type-plain type style of the Exposure Draft helpful.




