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The Accounting Committee of the Chamber
of Commerce and Industry of Southern Sweden 2003-03-27

Business Combinations

In response to the invitation to comment on the Exposure Draft ED 3 Business Combinations
(hereinafter: ED 3), the Accounting Committee of the Chamber of Commerce and Industry of
Southern Sweden has chosen to answer only the questions 2, 6 and 8.

Responseto question 2

Question 2 —Method of accounting for business combinations

The Exposure Draft proposes to diminate the use of the pooling of interests method and require
al business combinations within its scope to be accounted for by applying the purchase method
[...]

Isthis gppropriate? If not, why not? If you believe the pooling of interests method should be
applied to a particular class of transactions, what criteria should be used to distinguish those
transactions from other business combinations, and why?

We agree with the conclusion (basis for conclusions on the ED 3, BC20) that most business
combinations result in one entity obtaining control of another entity, and that an acquirer could
therefore be identified for most combinations. However, thisis not true for al business combinations.
Wethink that, especidly in a principles-based approach to standard- setting, the purchase method
should be used only for true acquisitions.

For business combinations where there is no acquirer, a possible, dternative method is the fresh
start method. We naotice that this method is going to be studied and considered in Prase |l of the
IASB’ s business combination project. Our opinion isthat the pooling of interests method should be
required for combinations classified as unitings of interests a least until the fresh sart method is
studied in phase 1.

Regarding what criteria should be used to distinguish unitings of interests from acquistions, we
suggest that the present criteriain IAS 22 are used.



Responseto question 6

Question 6 — Contingent liabilities

The Exposure Draft proposes that an acquirer should recognise separately the acquiree's
contingent ligbilities at the acquistion date as part of dlocating the cost of a business combination,
provided their fair vaues can be measured reliably [ ...].

Isthis appropriate? If not, why not?

We do not find this proposal appropriate. We notice that the IASB (BC82) agreed that the proposal
highlights an incondgstency with the recognition criteria goplying to ligbilities and contingent liabilitiesin
IAS 37 and the Framework , and that the role of probakility in the Framework should be
congdered more generdly as part of alater Concepts project.

Like the Deutsche Standardiserungsrat? (hereinafter: DSR), we reject recognition of the
acquiree’ s contingent liabilities at the acquidtion date as part of dlocating the cost of a business
combination, since this proposd is contrary to IAS 37 and the Framework. Our opinion isthet the
acquiree’ s contingent liabilities at the acquisition date should not be recognised as part of alocating
the cost of abusiness combination at least until the role of probability in the Framework has been
consdered more generdly and the Framework possibly has been revised.

Responseto question 8

Question 8 — Goodwiill

The Exposure Draft proposes that goodwill acquired in a business combination should be
recognised as an asset and should not be amortised. Instead, it should be accounted for after
initial recognition at cost less any accumulated impairment losses|.. .].

Do you agree that goodwill acquired in abusiness combination should be recognised as an
asst? If not, how should it be accounted for initialy, and why? Should goodwill be accounted for
after initiad recognition at cost less any accumulated impairment losses? If not, how should it be
accounted for after initid recognition and why?

We agree that goodwill acquired in a business combination should be recognised as an as, even if
we are not convinced that such goodwill meets the definition of an asset in the conceptud framework
of the IASB.

Regarding how goodwill should be accounted for after initid recognition, we suggest that entities
should be permitted a choice between amortisation and non-amortisation, i.e. a choice between the
approaches (a) and (b) in BC104.

Like the Accounting Standards Board? (hereinafter: ASB) in the UK, we believe that neither an
imparment test annudly nor amortisation is likely to exactly reflect the consumption of acquired
goodwill. The ASB arguesthat cost and benefit considerations should be taken into account in
judging whether amortisation should be permitted as an dternative to the requirement for an annud
impairment test. Together with the ASB, our opinion isthat entities should be permitted to amortise,
given the smplicity and ease of setting up an amortisation schedule.

1 DSR. (2003). Projekt " Business Combinations (Phase 1)” des |ASB Vorlaufige Stellungnahme
des Deutschen Standardisierungsrats (DSR) Stand: 4. Februar 2003.

2 ASB. (2002). IASB Proposals on Business Combinations, Impairment and Intangible Assets
(Consultation paper). London: Accounting Standards Board.
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