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Sr David Tweedie

Charman

Internationa Accounting Standard Board
30, Cannon Street

London EC4M 6XH

United Kingdom

Dear Sr Tweedie,

We welcome the opportunity given to us by the IAS Board to comment on its
Exposure Draft — Amendments to IFRS 3 Business Combinations: “Combinations by
Contract Aloneor Involving Mutual Entities’.

Confcooperative is a naiond umbrella organisation representing over 18,000 member
co-operatives with 3 million individud members involved in dl economic sectors
(agrofood, housing, banking, fisheries, consumers, socid and hedth care, workers and
production, tourism, mutuds, etc), a relevant pat of which would be negatively
affected by the proposed amendments since the modd of the co-operative consortia is
widdy used in Italy.

This is why we srongly disagree with the amendments proposed to IFRS 3 and with
any dandard which could arise from the Exposure Draft, until which time a new
accounting method for business combinations gppropriate to the specific nature of co-
operatives and mutuals is proposed.

In relation to the specific questions raised in the Exposure Draft, our comments are et
out below :

Question 1

The Exposure Draft proposes:

(a) to remove from | FRS 3 the scope exclusions for business combinations involving two or
more mutual entities and business combinations in which separate entities are brought
together to formareporting entity by contract alone without the obtaining of an owner ship
interests
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(b) to require the acquirer to measure the cost of a business combination as:

i. the aggregate of the following amounts when the combination is onein which theacquirer
and acquiree are both mutual entities:

T thenet fair value of the acquiree’ sidentifiable assets, liabilities and contingent liabilities;
and

T thefair value, at the date of exchange, of any assets given, liabilitiesincurred or assumed,
or equity instruments issued by the acquirer in exchange for control of the acquiree
Therefore, goodwill would be recognised in the accounting for such transactions only to the
extent of any consideration given by the acquirer in exchange for the control of the acquiree.
ii. The net fair value of the acquiree’ sidentifiable assets, liabilitiesand contingent liabilities
when the combination is onein which separate entities or businesses are brought together to
form a reporting entity by contract alone without the obtaining of an ownership interest.
Therefore no goodwill would arise in the accounting for such transactions.

Isthisan appropriateinterimsolution to the accounting for such transactionsuntil the Board
develops guidance on applying the purchase method to such transactions as part of a
subsequent phase of its Business Combinations project? If not, what other approacheswould
you recommend as an interim solution to the accounting for such transactions, and why?

Egablishing who is the acquirer and acquiree in the event of mergers between
cooperatives and/or mutuas is not easy and likewise difficult in the case of contractud
groups of cooperatives and/ or mutuas. This is however not the key issue here but
rather the fact that due to the legd persondity of mutud entities, such legd figure of
acquirer is not gpplicable.

The gpplication of the purchase method would eventudly entall a trander of shares
and natification to a notary. The co-operative's property would be dissolved and the
decision-making powers inversed with atop down gpproach.

In cases where Members possess shares in co-operatives and mutuas, these are
nominad and non-trandferable, with al members enjoying equa voting rights. In many
indances mutuds have no shares. This is dso sometimes the case for co-operatives.
Instead, property is collectively owned.

The fact of coming together (co-operating among mutud entities), a frequent
occurrence  amongst  mutuals, should not therefore be qudified as “busness
combination” - even if it might a fird Sght gopear Smilar to what the IAS defines as
“Dud lised corporations’ - firdly because they are not liged and secondly because
they have no shares to exchange.

In generd it is not possble to legdly acquire a cooperative or mutud or to directly
transfer members shares (in the case of cooperatives). This only becomes possible
once the entity is de-mutudised and converted into a conventiona enterprise. Only
then can it be legdly acquired. This dtuation fdls outsde the scope of “busness
combination” of mutud entities and is therefore outsde the scope of the proposed
Amendment.

There is thus no exchange of condderation in mergers except for the financid
compensation among the members shares.



In the case of contractua groups, no transaction takes place. It is rather a contractual
agreement between two parties to share control of certain assets and/or activities,
based on democratic and voluntary decison-meking. The outcome of a business
combination of mutua entities linked together through a contractud group is not the
control of one entity over another. It is rather two entities with equa control over
certain assts and joint activities common. The use of the term “control” should not
here be equated to the IASB’ s use of the concept asit is currently being re-defined.

Contractua groups cannot be assmilated to hierarchicd control and the concentration
of cgpitd. The motivaing factor is rather co-operation for pecific socio-economic
functions and to ensure long-teem  sudanability. New co-operdives can
democrdicdly decide to join the group in the same manner that the founding members
democratically decided to set up the cooperative. Participation is driven by a socio-
economic function tha the group performs. As such, it can in no way be assmilated to
apurchase, nor is the use of the purchase method to any intents or purposes justifiable.

Given the principle, “one person one vote’, it is impossble to control a co-operative
entity by purchasng the mgority of it members share capitd (such shares are not
transferable). Members voting powers are limited, even if one member possesses
more shares than another.

Question 2

The Exposure Draft proposes that no amendments be made to the transitional and effective
date requirements in IFRS 3. This would have the effects set out in paragraph 6(a) — 6(c)
above on the accounting for business combinationsin which the acquirer and acquireeare
both mutual entities or inwhich separate entities or businesses are brought together to forma
reporting entity by contract alone without the obtaining of an ownership interest.

I's this appropriate? If not, what transitional and effective date arrangements would you
recommend for such business combinations and why?

We believe that some of the proposas set out in the Exposure Draft do not favour lega
cetainty and a dtable regulatory environment, both of which are fundamentd to the
development of businesses.

The retroactive application of the standard proposed in the Exposure Draft is not
legaly acceptable and could result in serious uncertainty.

Furthermore, the introduction of new dandards or amendments shortly &fter the
goprova in March of the IFSR 3 does not dlow time for adaptation and is detrimental
to the gability of the regulatory framework.

The solution proposed is a temporary one, but may entail changes to the laws of many
countries as wedl as dautory changes for cooperatives and changes to existing
contracts amongst mutud entities. We do not condder this to be  appropriate nor will
it help foster an adequate long-term solution.



The Interim solution proposed uses key terms which are currently being re-defined.
This adds a further element of confusion. We therefore express our reservations about
the application of the solution proposed in the Exposure Draft and believe that it would
be more appropriate to set out guidelines based on clear and accepted concepts.

While waiting agppropriate arangements, we would advocate continuing with the
pooling of interess and the net book vaue methods for mergers and contractua
combinations among mutua entities (cooperatives and mutuas).

Confcooperative and its members ae deeply concerned about the amendments
proposed in the Exposure Draft and do hope the IASB will pay due attention to the
specificity of co-operative and mutas in dedling with this matter.

We ae a your full digposd in case you would need additiond dlarifications on our
comments or on co-operatives and mutuas specific nature.

Y ours Sincerdly

Luig Maino
Presdent



