Appendix
Comments of German Cocperative and Raiffeisen Confederation DGRV
on Amendments te IFRSE 3 Business Combinations

Principles of business combinations between cooperative entities:

+ The intention of the members of the combining cooperatives is o cantinue their
businesses by jointly sharing risks and rewards. According to that economic substance
combinaticns equal the continuation of the two businesses in one legal entity in the hand
of the combing members. In our opinien it is appropriate to account for as though the
separate businesses were continuing as befors, though now jointly owned and reported
in a single financial statement, Accerdingly. ¢nly minimeal changes are needed in
aggregating the individual financial statements.

+ By principla, the combination hebtween mulual entities can never be conducted by
purchasing member shares fa ‘share deal’), Members” shares are not transferabls,
tradable or fungible. Dug to this fact it i3 not possible {0 obtain contrdd in & eooperative
entity by purchasing the majority of member share ¢apital.

+  The principle of "one-member-one-vate" prohibits to obfain or exercisa contral by one
party. Thus combinations bebtween cooperatives never result in 2 parent-subsidiany
relation.

+ Principle of nominal valug of member shares: member sharas are fssued and redeemert
on a neminal basis. Member shares do neither represent a proportionate share of tha
anterprise value {including goodwill) nar the net asset value of the enterprise [gxcluding
qoodwilly. The value of the member shares ahvays equals the paid in capital. Therefore
they cannot be treated similar to shares in a corperalion within the purchase methed.

+ Mo material purchase price is paid: combining cooperatives need not 10 evaluate their fair
enterprise values similar o purchase agreamsnts of investor owned cormpanies. The
purchase methad in IFRS 3 - requiring to measure the cost of the acquirad entify af the
fair value of net assots transfemred — does not reflect the economic substance of the
combination between cooperatives and leads to practical implications.

= The users and preparers of financial statements of & cooperative entily are not
comparable to investors of & publicly listed corporation. The advantage of additional
infarmation by measuring the acquired enterprise at fair values does not overweight the
costs to obtain these values.

With respect to thess facts German local law allows combining cooperatives ag an
afternative to carry forward book values or to condugt & revaluation, For most of cooperafive
ortittes, their members as well as for the users of their financial staterments the enormous
costs imposed by requirements te calculate fair values cannct outweigh the benefits that are
intended. YWe belisve that camying forward book values is approprizte n almost all cases of
cambinafions between cooperatives. The IFRS &3 worldwide applicable standards should not
focus solaly on the situation of listed corporations.

We don't see any principle under IFRS that strictly forbids the 1ASE to establish different
accounting methods accarding fo differant econcric circumstances. High quatity reporfing
standards should always allow to reflect the ecanamic substance of specific legal and
economic facts and the needs of users of financial statements. Accordingly, the 1ASE should
prescribe appropriate accounting methods for each in [FRS 3.
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Ingtead the IASE proposes to eliminate the pooling of interest method described in A3 22,
All combinations should be accounted for applying only one single method, the purchase
method, modified for the application by mutuals and cooperatives. Accordingly combining
caoperatives hawe to identify the entity acquiring the other. Assets, liabllities and even the
cgntingent liabilities of the acquired entity have to be measured and aceauntad for 2t their fair
values in the balances sheeat of the acquirsr.

The Eoard detected that mutuals and cooperalives normally do not pay any consideration
and thus having & substantial problem in reliably measuring the cost of combinstion, But
measuring the cost of the combination is the fundamental basis of applying fhe purchase
method. In order to address this problem = on an imtenm basis until sound solutions are
found — the exposure draft intends the creation of a "special purchage method for mutuals'
replacing the pogling methad or other kinds of aceounting on basis of camying amounts, We
doubt that this is the appropriate accounting strategy:

The IASE propases to treat the f2ir value of shares issued to the fransferring members as the
price paid for taking over controf — the 'control premium'’. Additionally the amount of soquired
goodwill shall be equal to this control premium paid — the fair value of issued shares,

We are really surprised about that creative way of accounting. In ne way does this
accolring method reflect the economic substance of a business combination, nor is that
method supported by any accounting theory o academic fiction we are aware of nor is it
practicable far cooperatives. Some facts may show this to you: 1) Confral in a2 cooperative
cannot be obtained by purchasing or issuing members shares; 2} the principle of shares
being non lredable and the principle of nominal amounts of shares prohibit caleulafing fair
values of member shares; 3) the amount of shares issued o new members equals the paid
In capital — thezs amaount 18 net linked t the amaunt of acquired goodwill.



