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INTRODUCTION 

1. Paragraph  60 of the pre-ballot draft of IFRS 3 states: 

An acquirer may exchange its share based payment awards (replacement awards) 
for awards held by employees of the acquiree.  Exchanges of share options or 
other equity instruments in conjunction with a business combination are 
accounted for consistently with modifications of share-based payment awards in 
accordance with IFRS 2.  If the acquirer is obligated to replace the acquiree 
awards, either all or a portion of the acquirer’s replacement awards shall be 
included in measuring the consideration transferred in the business combination.  
Situations in which an acquirer is obligated to replace the acquiree’s awards 
include, but are not limited to, those in which replacement is either specified in 
the terms of the acquisition agreement or required by the terms of the acquiree 
awards. [emphasis added]  

2. On 21 June 2007 the FASB will redeliberate the following issues related to the 

accounting for replacement awards: 

a. Issue 1 - How should income tax effects of replacement awards classified as 

equity be accounted for? 
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b. Issue 2 - Should the accounting for replacement awards in Statement 141(R) 

be limited to situations in which the acquirer was “obligated” to issue 

replacement awards? 

3. The FASB deliberation materials are attached as appendix to this agenda paper. 

4. The IFRS 3 ballot draft contains a consequential amendment to add a new Example 6 

to IAS 12 which illustrates the accounting for deferred tax assets and liabilities related 

to replacement awards.  The staff believes that no further deliberation of Issue 1 is 

required for IFRSs.  

5. However, the staff notes that Issue 2 applies also to IFRSs and refers to the discussion 

in paragraphs 17 -27 of the FASB memorandum.  The IASB staff shares the FASB 

staff’s view that the wording in the pre-ballot draft should not be modified and the 

accounting for replacement awards should be limited to situations in which the acquirer 

is obligated to issue replacement awards. 

Should the accounting for replacement awards in IFRS 3 be limited to situations in which 

the acquirer was “obligated” to issue replacement awards? 
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