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Disclaimer

These slides have been prepared for discussion at a public meeting of the
International Accounting Standards Board (Board) and do not represent the
views of the Board or any individual member of the Board. Comments on
the application of IFRS® Standards do not purport to set out acceptable or
unacceptable application of IFRS Standards. Technical decisions are made
in public and reported in IASB® Update.

Project Business Combinations under Common Control (BCUCC)

Paper topic Way forward for transactions affecting NCI
Contact(s) YuliaFeygina yfeygina@ifrs.org +44 (0)20 7332 2743

Ashley Carboni acarboni@ifrs.org +44 (0)20 7246 6905
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Purpose of the session

-
In April and May 2018, the Board discussed approaches being
Background developed by the staff for business combinations under common
control that affect non-controlling shareholders.
- J
4 )
This slide deck does not introduce any new ideas. Rather, it
Education summarises and illustrates the ideas discussed by the Board to
date for those transactions.
- J
4 )
Question for At this. meeting, the staff would like to ask the Board for direction
the Board on whlch approach, or approaches, the staff should pursue for those
transactions.
- J
4 )
At future meetings, the staff plan to cover (1) information needs of
Next steps other primary users of financial statements of a receiving entity in a
BCUCC and (2) other transactions within the scope of the project.
- J
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Scope of the session

At this meeting, the staff continue to focus on:

« asimple scenario where Transaction
Entity A acquires Entity B and
the two entities are under
common control;

 information needs of the
existing non-controlling
shareholders in Entity A; and

* the usefulness of information
before applying the cost
constraint on useful financial
Information.

B3 IFRS



Transactions within the
session scope of the BCUCC project ®
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Next steps

Scope of the

eg acquisition eg tra_nsfer of a
with NCI in the business to a
receiving entity Newco

Primary users

.¢ Cost constraint



Agenda ref 23
Reminder of the approaches

In April and May 2018, the Board discussed the following approaches:

Full Fair Value Ceiling Revised Ceiling

Uses IFRS 3 Business Uses IFRS 3 except for
Combinations except for capping goodwill using
capping goodwill by the mechanics of IAS 36

Uses fair values
exchanged both to
calculate goodwill and to
identify any equity

transaction

reference to fair value Impairment of Assets
received and identifying and identifying any equity
any equity transaction transaction

B3 IFRS



Reminder of key takeaways

Pricing the
transaction

Cost and
complexity

Measurement
uncertainty

Synergies

Agenda ref 23

Business combinations under common control occur on terms that are
not necessarily different from those that would have been
negotiated by independent parties. In particular, jurisdictions may
have requirements that are intended to protect non-controlling
shareholders.

All approaches would involve costs and complexity related to
determining fair values, in particular the need to determine the fair
value of the acquired business or perform an impairment test
applying IAS 36 as of the acquisition date.

All approaches involve measurement uncertainty related either to the
use of the fair value of the acquired business for recognition or for
identifying an equity transaction or to applying the impairment test is
IAS 36 as of the acquisition date.

All approaches fail or may fail to reflect any synergies arising from
the combination. However, it is debatable whether synergies arise in a
BCUCC in the same way they arise in a business combination between

independent parties. .
B3 IFRS
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Measurement bases i

How could the receiving entity reflect acquired assets and liabilities in a BCUCC?

Conceptual Framework

Predecessor

Historical cost Current value :
carrying amounts

Existing practice

Receiving entity will Receiving entity will reflect Receiving entity will reflect
allocate the consideration acquired assets and acquired assets and
transferred across the liabilities at their current liabilities at their
acquired assets and values (eg at fair values). predecessor carrying
liabilities (eg based on amounts (eg the carrying
their relative fair values). amounts reflected in the
transferee’s financial
statements).
N J

~

Consider information provided in different scenarios...

B3 IFRS
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lllustrative scenario

The following illustrations consider the outcomes of applying measurement bases identified
on slide 11 by the receiving entity in a business combination under common control.

The scenarios considered are:
* Equal values are exchanged,; Synergies
* Higher value is given up; and

* Higher value is received.

In all scenarios the following are

kept constant: Consideration

« Any synergies arising from . Fair va!ue
the combination; of acquired

« Fair value of the acquired business  air value of
business; identifiable

» Fair value of the acquired net assets _
identifiable net assets; and Carrying

e Carrying amounts of the amounts of
acquired net assets. net assets

Different scenarios result from v

changing consideration transferred. Values exchanged BE:IFRS
For simplicity, assume the consideration is paid in cash.
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gk Health warning

13

e The staff acknowledge that a price in a business combination
results from negotiations and falls within a range between the
minimum price the seller will accept and the maximum price
the buyer will pay. However, in principle, consideration
transferred includes a payment for the acquired business and
for combination synergies.

« The following illustrations are simplified and are designed to
demonstrate whether and how different scenarios will be
reflected under various approaches. The illustrations are not
Intended to suggest how often each scenario might happen
and how different the amounts might be. They merely illustrate
the mechanics. Finally, the illustrations assume that the items

can be measured. BEIFRS



Agenda ref 23
Equal values exchanged (1/4)

Applying a historical cost approach...

Applying a historical cost

approach would result in:

* recognising acquired
net assets at amounts
higher than both the

Fair value of
identifiable
net assets

Net assets predecessor carrying
Consideration measured by amounts and the fair
T — Fair value allocating values of those net
acquired Carrying consideration assets; and

business amounts of transferred * aneedto perform an
net assets . .
----- impairment test and
likely recognition of an
impairment loss.

Amounts

Values exchanged recognised by the .
receiving entity I FRS
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Equal values exchanged (2/4)

Applying a current value approach...

Synergies

Goodwill To provide the most

relevant information, a

current value approach

would aim to:

* recognise acquired
identifiable net assets at

Fair value of
identifiable
net assets

Consideration

transferred Fair valude fair value; and
acauire Carrying . .
buginess aounts of Net assets * recognise goodwill that
et assets recognised at comprises goodwill

fair value previously generated in
the acquired business
and any combination
synergies.

Y Amounts
Values exchanged recognised by the

receiving entity I FRS
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Equal values exchanged (3/4)

Applying a predecessor carrying amounts approach...

Applying a predecessor
carrying amounts approach
would result in:

* recognising acquired
net assets at their
predecessor carrying
amounts; and

* recognising distribution*
from equity as the
excess of the fair value
of the consideration
transferred over the
predecessor carrying

Net assets amounts of net assets.
recognised at

Synergies

Fair value of
identifiable
net assets

Distribution

Consideration
transferred

Fair value
acquired Carrying

) amounts of
business net assets

carrying
amounts not be as significant as the

% piCtUFe suggests.
Amounts

*A recognised distribution might

Values exchanged recognised by the

receiving entity E I FRS



Equal values exchanged (4/4)
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Compare the approaches...

Net assets
measured by
allocating
consideration
transferred

Goodwill

Net assets
recognised at
fair value

Distribution

Net assets
recognised at

carrying
amounts

A historical cost
approach

A current value

approach

A predecessor
carrying amounts

approach

The staff think that when equal values are
exchanged in a BCUCC:

a historical cost approach that results
In recognising acquired net assets at
amounts higher that their fair value and
might result in recognising an
impairment loss would not provide
useful information;

a current value approach that
recognises acquired identifiable net
assets at fair value and recognises
goodwill that is measured as the excess
of the fair value of the consideration
transferred over the fair value of the
acquired identifiable net assets and that
comprises goodwill previously
generated in the acquired business and
any combination synergies would
provide useful information; and

a predecessor carrying amounts
approach that results in recognising a
distribution would not provide useful
information for such transactions.



Higher value given up (1/4)
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Applying a historical cost approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Net assets
measured by

allocating
consideration
transferred

Amounts
recognised by the
receiving entity

Applying a historical cost

approach would result in:

* recognising acquired
net assets at amounts
higher than both the
predecessor carrying
amounts and the fair
values of those net
assets; and

* aneedto perform an
impairment test and
likely recognition of an
impairment loss.

B3 IFRS



Higher value given up (2/4)
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Applying a current value approach...

Consideration
transferred

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Distribution

Goodwill

Net assets

recognised at
fair value

Amounts
recognised by the
receiving entity

Applying a current value
approach would result in:

recognising acquired
identifiable net assets at
fair values;

recognising goodwill that
comprises goodwill that
was previously generated
in the acquired business
and any combination
synergies; and
recognising a distribution
measured as the excess
of the fair value of the
consideration transferred
over what a market
participant would pay for
the acquired business and
any combination
synergies.

B3 IFRS
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Higher value given up (3/4)

Applying a predecessor carrying amounts approach...

Applying a predecessor
carrying amounts approach
would result in:
* recognising acquired
net assets at their
Fair value of predecessor carrying
dentfiable Distribution amounts;and
----- e recognising distribution*
from equity as the
excess of the fair value
of the consideration
transferred over the
predecessor carrying
amounts of net assets.

Synergies

Consideration

transferred .
Fair value

acquired Carrying

. amounts of
business net assets

Net assets

recognised at *A recognised distribution might
carrying not be as significant as the

amounts picture suggests.

A t .
Values Manged recogmsgdn bsy the EIFRS

receiving entity
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Higher value given up (4/4)

The staff think that when a higher value is
Compare the approaches... given up n & BOUCC

a historical cost approach that does not
reflect the overpayment would not provide
useful information;
 acurrent value approach that recognises
a distribution as the difference between the
fair values exchanged, recognises
e acquired identifiable net assets at fair
Distribution value, and recognises goodwill that is
measured as the excess of the fair value of
the consideration transferred over the fair
value of the acquired identifiable net
assets and that comprises goodwill that
NP was previously in the acquired business
recognised at and any combination synergies would
fair value provide useful information; and
Net assets « apredecessor carrying amounts
recognised at approach that results in recognising a
distribution measured as a difference
between the fair values of the
consideration transferred and the
A historical cost A current value A predecessor predecessor carrying amounts of net
approach approach carrying amounts assets would not provide useful
approach information for such transactions.

Goodwill

Net assets
measured by
allocating
consideration
transferred

carrying
amounts




Higher value received (1/5)

Agenda ref 23

Applying a historical cost approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Values exchanged

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Net assets
measured by

allocating
consideration
transferred

Amounts
recognised by the
receiving entity

Applying a historical cost

approach would:

* not reflect the excess
of the value received
over the value given up
as a contribution; and

* result in recognising
acquired net assets at
allocated values.

B3 IFRS
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Higher value received (2/5)

Applying a current value approach...

Applying a current value
approach would result in:

Goodwill Contribution
to equity

Fair value

* recognising goodwill that
comprises goodwill that

was previously generated
Eair value in the acquired business
acquired Carrying and any combination
business ﬁfentgusf;t;gf Net assets synergies; and o
..... recognised at e recognising a contribution
fair value as the excess of what a
market participant would
pay for the acquired
business and any
combination synergies
V Amounts over the fair value of the

Values exchanged recognised by the consideration transferred.
receiving entity

Consideration

transferred




Higher value received (3/5)
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Applying a predecessor carrying amounts approach...

Case 1

Fair value
acquired
business

Consideration
transferred

Values exchanged

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Contribution

Net assets
recognised at
carrying amounts

Amounts
recognised by the
receiving entity

Applying a predecessor
carrying amounts
approach would result in
recognising a contribution
to equity if the fair value
of the consideration
transferred is less that
the predecessor carrying
amounts of net assets
but...(see Case 2 on
slide 25)

B3 IFRS
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Higher value received (4/5)

Applying a predecessor carrying amounts approach...

Case 2
Applying a predecessor
carrying amounts

Fair value of approach would result in
dentifiable recognising a distribution
net assets . . .

----- from equity if the fair
value of the consideration
transferred is more that
BRenThiTe the predecessor carrying
amounts of net assets
even though the
consideration given is

Net a_SsetS below the value received.
recognised at

Fair value
acquired Carrying
5 amounts of
. . busmess net assets
Consideration §EI = [ NS EEs
transferred

carrying
amounts

Amounts

Values exchanged recognised by the EIFRS

receiving entity
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Higher value received (5/5)

Compare the approaches... The staff think that when a
higher value is received in a
BCUCC:
* ahistorical cost
) approach that does not

reflect the contribution
would not provide useful
information;

e« acurrent value
approach that
recognises a contribution

000 >Contribution
to equity

as the difference
between the fair values

N Distribution exchanged would
measured by e provide useful
allocating =~OgNISEd @ information; and
consideration R Contribution Net assets « apredecessor carrying
transferred recognised at amounts approach that
reNC(e)t ases carrying may result in recognising
Carryin% ;moums amounts a distribution instead of a
contribution would not
_ _ rovide useful
A historical cost A current value A predecessor A predecessor ﬁlformation for such
approach approach carrying amounts carrying amounts

transactions.
approach (case 1) approach (case 2)
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Staff observations — all approaches

The staff continue to think that a historical cost approach and a predecessor
carrying amounts approach would not provide useful information about a
business combination under common control where NCI are affected. This is
because:

» For transactions where equal values are exchanged:

— A historical cost approach might overstate acquired net assets and
might also result in recognition of an impairment loss;

— A predecessor carrying amounts approach might result in recognising
a distribution from equity; and

» For transactions where unequal values are exchanged both approaches
might fail to reflect any overpayment or underpayment.

In contrast, a current value approach would aim to reflect an exchange of
equal values as such and would aim to reflect an overpayment as a
distribution from equity and an underpayment as contribution to equity if

unequal values are exchanged. BEEIFRS
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Exploring current value
approaches




Current value approaches for BCUCC

Current value

Acquisition method

Full Fair Value

Ceiling

Revised Ceiling

Agenda ref 23

The following illustrations consider information
provided by various current value approaches in
the scenarios presented on slide 12.

To provide the most relevant information, a
current value approach would aim to provide
information about:

- fair value of acquired identifiable net assets;

- goodwill that comprises both goodwill
previously generated in the acquired business
and combinations synergies, if any; and

- a contribution to or a distribution from the
receiving entity’s equity, if unequal values are
exchanged.

As the following illustrations demonstrate, none of
the current value approaches identified by the
staff provides all that information in all cases.

B3 IFRS



Current value approaches —  Agendaref23
overview of content

e Equal values exchanged slides 31-36
« Higher value given up slides 37-42
e Higher value received slides 43-58
— Case 1 — Consideration is less than the fair value
of the acquired identifiable net assets slides 44-48

— Case 2 — Consideration is more than the fair value

of the acquired identifiable net assets but less than

the fair value of the acquired business slides 49-53
— Case 3 — Consideration is more than the fair value

of the acquired business but less than the aggregate

fair value of the acquired business and combination

synergies slides 54-58

e Summary and staff observations slides 59-61
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Exploring current value
approaches — equal values
exchanged




Equal values exchanged (1/5)

Agenda ref 23

Applying the acquisition method set out in IFRS 3...

Consideration
transferred

Synergies

Fair value
acquired
business

Values exchanged

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Goodwill

NEIE S

recognised at
fair value

Amounts
recognised by the
receiving entity

Goodwill is measured as
the excess of the fair value
of the consideration
transferred over the fair
value of the acquired
identifiable net assets.

Recognised goodwill might
comprise both goodwill
that was previously
generated in the acquired
business and any
combination synergies.

B3 IFRS



Equal values exchanged (2/5)
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Applying the Full Fair Value approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Distribution

Goodwill

Net assets

recognised at
fair value

Amounts
recognised by the
receiving entity

Any excess of the fair value of
the consideration transferred
over the fair value of the
acquired business is
recognised as distribution. This
would not provide relevant
information if there are
combination synergies.

Goodwill is measured as the
excess of the fair value of the
acquired business over the fair
value of the acquired
identifiable net assets.

Recognised goodwill reflects
goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included
within recognised goodwill.

B3 IFRS
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Equal values exchanged (3/5)

App|y|ng the Celllng apprOaCh___ Any excess of the fair value of

the consideration transferred
over the fair value of the acquired
business is recognised as
Distribution distribution which would not
provide relevant information if

Fair value of there are combination synergies.
identifiable
eLassets Goodwill is measured as the
excess of the fair value of the
consideration transferred over
transferred Fair value the fair value of the acquired
acquired Carrying identifiable net assets but is

business amounts of Net assets capped at the fair value of the
eLassets recognised at acquired business.

fair value

Synergies

Consideration

Recognised goodwill reflects
goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included within
Amounts recognised goodwill.

Values exchanged recognised by the

receiving entity I FRS




Equal values exchanged (4/5)

Agenda ref 23

Applying the Revised Ceiling approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Values exchanged

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Goodwill

NEIE S

recognised at
fair value

Amounts
recognised by the
receiving entity

Goodwill is provisionally
measured as the excess of the
fair value of the consideration
transferred over the fair value
of the acquired identifiable net
assets and tested as of the
acquisition date applying the
mechanics of the impairment
test in IAS 36 to identify any
distribution.

Recognised goodwill might
comprise both goodwill that
was previously generated in
the acquired business and
combination synergies.

In our illustration, no equity
distribution is identified
applying the mechanics of the
impairment test in IAS 36 as
equal values are exchanged.

B3 IFRS
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Equal values exchanged (5/5)

Compare the current value approaches... When equal values are

exchanged, the acquisition

method and the Revised
Ceiling approach would
Distribution Distribution provide useful information but
Goodwill Goodwill the Revised Ceiling approach

would involve higher costs and
Goodwill Goodwill Comp|ex|ty

The Full Fair Value and the
Ceiling approaches would
provide useful information only
if combination synergies are
Net assets Net assets Net assets Net assets not significant.
recognised at recognised at recognised at recognised at
fair value fair value fair value fair value This is because under these
approaches any excess of the
fair value of the consideration
transferred over the fair value
of the acquired business is
recognised as a distribution

The acquisition  The Full Fair Value The Ceiling The Revised Ceiling  from equity.

method approach approach approach IFRS
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Exploring current value
approaches — higher value given

up




Higher value given up (1/5)
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Applying the acquisition method set out in IFRS 3...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

N

Values exchanged

Goodwiill

Net assets

recognised at
fair value

Amounts
recognised by the
receiving entity

Goodwill is measured as the
excess of the fair value of the
consideration transferred over the
fair value of the acquired
identifiable net assets.

Fair value of the consideration
transferred is considered to
provide the best evidence of the
fair value of the acquirer’s interest
in the acquiree.

Any excess of the fair value of the
consideration over what a market
participant would pay for both the
acquired business and the
combination synergies is included
within goodwill.

Goodwill is tested for impairment
applying IAS 36.

B3 IFRS



Higher value given up (2/5)

Agenda ref 23

Applying the Full Fair Value approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

N

Values exchanged

Distribution

Goodwill

NEIE S

recognised at
fair value

Amounts
recognised by the
receiving entity

Distribution is measured as
excess of the fair value of the
consideration transferred over
the fair value of the acquired
business and may be
overstated if there are
combination synergies.

Goodwill is measured as the
excess of the fair value of the
acquired business over the
fair value of the acquired
identifiable net assets.

Recognised goodwill reflects
goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included
within recognised goodwill.

B3 IFRS



Higher value given up (3/5)
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Applying the Ceiling approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Distribution

Goodwill

Net assets

recognised at
fair value

Amounts
recognised by the
receiving entity

Distribution is measured as
excess of the fair value of the
consideration transferred over
the fair value of the acquired
business and may be
overstated if there are
combination synergies.

Goodwill is measured as the
excess of the fair value of the
consideration transferred over
the fair value of the acquired
identifiable net assets but is
capped at the fair value of the
acquired business.

Recognised goodwill reflects
goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included
within recognised goodwill.

B3 IFRS
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Higher value given up (4/5)

Goodwill is provisionally measured

Applying the Revised Ceiling approach...
as the excess of the fair value of the

Distribution consideration transferred over the

fair value of the acquired identifiable

Synergies net assets and tested as of the
Goodwill acqwsm_on date applylr_lg the '
Fair value of mechanics of the impairment test in
identifiable IAS 36 to identify any distribution.
netassets
Recognised goodwill might comprise
Consideration both goodwill that was previously
transferred Fair value generated in the acquired business
acquired Carrying and combination synergies.

amounts of Net assets

business

net assets

recognised at In our illustration, an equity

fair value distribution is identified as higher
value is given up. However, the
outcome of applying the mechanics
of the impairment test in IAS 36 will
be affected by how goodwill is

allocated to CGUs and the existing
Amounts headroom.

Values%anged recognised by the I FRS

receiving entity




ligher value given up (5/5)
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Compare the current value approaches...

Goodwill

Net assets
recognised at
fair value

Distribution

Goodwill

Net assets
recognised at
fair value

Distribution

Goodwill

Net assets
recognised at
fair value

Distribution

Goodwill

Net assets
recognised at
fair value

The acquisition

method

The Full Fair Value

approach

The Ceiling
approach

The Revised Ceiling

approach

When higher value is given
up, both the acquisition
method and the Revised
Ceiling approach may fail to
reflect that fact. Impairment
loss or a distribution from
equity respectively may be
recognised subsequently
depending on the outcome of
applying the mechanics of the
Impairment test in IAS 36.

Both the Full Fair Value and
the Ceiling approaches would
reflect a distribution. However,
the distribution may be
overstated if combination
synergies are significant. In
such cases, goodwill will be
understated.

B3 IFRS
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Exploring current value
approaches — higher value
received (Cases 1-3)
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Higher value received — Case 1 (1/5)

Applying the acquisition method set out in IFRS 3...

Fair value

acquired Carrying

. amounts of Net assets
business net assets

Fair value of
identifiable
net assets

Gain is recognised as the
excess of fair value of the
acquired identifiable net
assets over the fair value of
the consideration transferred.

recognised at

Consideration :
fair value

transferred

Amounts

Y
Values exchanged recognised by the .
receiving entity | FRS
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Higher value received — Case 1 (2/5)

Applying the Full Fair Value approach... Contribution to equity is

measured as the excess of the
fair value of the acquired
business over the fair value of
Synergies the consideration transferred and
may be understated if there are
combination synergies.

Fair value o .
identifiable Goodwill

net assets

Contribution
to equity

Goodwill is measured as the
Fair value excess of the fair value of the
acquired Carrying acquired business over the fair
business amounts of Net assets value of the acquired identifiable
elassets recognised at net assets.

fair value

Consideration
transferred

Recognised goodwill reflects
goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included within
Y Amounts recognised goodwill.

Values exchanged recognised by the .
’ ’ ’ receiving entity I FRS
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Higher value received — Case 1 (3/5)

Applying the Ceiling approach...

Synergies
Fair value of . . .
dentifiable Contribution to equity is
net assets measured as the excess of
__ the fair value of the acquired
Contribution identifiable net assets over

the fair value of the
consideration transferred
and may be understated by
(1) any goodwill that was
previously generated in the
acquired business and (2)
any combination synergies.

Fair value

acquired Carrying

: amounts of Net assets
business net assets

recognised at

Consideration :
fair value

transferred

Y Amounts

Values exchanged recognised by the

receiving entity I FRS
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Higher value received — Case 1 (4/5)

Applying the Revised Ceiling approach...

Synergies

Fair value of . . L.
identifiable Contribution to eqwty IS

net assets measured as the excess of
the fair value of the acquired
identifiable net assets over
the fair value of the
consideration transferred
and may be understated by
(1) any goodwill that was
previously generated in the
acquired business and (2)
any combination synergies.

Contribution

Fair value
acquired Carrying
) amounts of NEIESES
business net assets .
recognised at

Consideraton fll = ' Y18 :
fair value

transferred

Y Amounts
recognised by the .
Values exchanged eceiving entity I FRS
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ligher value received — Case 1 (5/5)

Compare the current value approaches...

The fair value of the consideration transferred is below the fair value of
the acquired identifiable net assets.

Net assets
recognised at
fair value

Goodwill

Net assets
recognised at
fair value

Contribution to
equity

Contribution

Net assets
recognised at
fair value

Contribution

Net assets

recognised at
fair value

The acquisition
method

The Full Fair Value
approach

The Ceiling
approach

The Revised Ceiling
approach

The acquisition method, the
Ceiling and the Revised
Ceiling approaches would
all reflect any excess of the
fair value of the acquired
identifiable net assets over
the fair value of the
consideration transferred
(as a gain or a distribution).

The Full Fair Value
approach would also reflect
a contribution as the excess
of the fair value of the
acquired business over the
fair value of the
consideration transferred
and would reflect goodwill
that was previously
generated in the acquired
business.

B3 IFRS



Higher value received — Case 2 (1/5)
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Applying the acquisition method set out in IFRS 3...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Goodwill

Net assets
recognised at
fair value

Amounts
recognised by the
receiving entity

Applying IFRS 3, a gain is only
recognised if the fair value of the
consideration transferred is below the
fair value of the acquired identifiable
net assets.

Fair value of the consideration
transferred is considered to provide
the best evidence of the fair value of
the acquirer’s interest in the acquiree.

Goodwill is measured as the excess
of the fair value of the consideration
transferred over the fair value of the
acquired identifiable net assets.

Any difference between the fair value
of the consideration transferred and
the aggregate fair value of the
acquired business and of combination
synergies is not recognised.

B3 IFRS



Higher value received — Case 2 (2/5)
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Applying the Full Fair Value approach...

Consideration
transferred

Fair value
acquired
business

Fair value
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Net assets
recognised at
fair value

Amounts
recognised by the
receiving entity

Contribution to equity is measured
as the excess of the fair value of
the acquired business over the
fair value of the consideration
transferred.

Contribution
to equity

Goodwill is measured as the
excess of the fair value of the
acquired business over the fair
value of the acquired identifiable
net assets.

Recognised goodwill reflects
goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included within
recognised goodwiill.
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Higher value received — Case 2 (3/5)

Applying the Ceiling approach...

Applying the Ceiling

approach, contribution to
equity is only recognised if the
Fair value of

dentifiable fair value of_ the considera’;ion

net assets transferred is below the fair
value of the acquired

identifiable net assets.

Fair value .
_ _ acquired Camying Goodwill is mea_sured as the
Consideration business amounts of Net assets excess of t_he fair value of the
transferred net assets consideration transferred over

recognised at
fair value

the fair value of the acquired
identifiable net assets and
capped at the fair value of the
acquired business.

Amounts

Y |
Values exchanged recognised by the .
’ receiving entity I FRS
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Higher value received — Case 2 (4/5)

Applying the Revised Ceiling approach...

Applying the Revised Ceiling

approach, contribution to
Synergies equity is only recognised if
the fair value of the

consideration transferred is

Fair value of below the fair value of the
identifiable . ; ; '
Hot assets GoodW|II acqu;red identifiable net
""" assets.

Fair val Goodwill is provisionally

al V."’r‘ - de measured as the excess of
Consideration Sﬁgfr: eis Carrying the fair value of the
amounts of Net assets . .
T ] et assets consideration transferred

recognised at over the fair value of the

fair value acquired identifiable net
assets and tested as of the
acquisition date applying the
mechanics of the impairment
test in IAS 36 to identify any
distribution.

Amounts

Y i .
ecognised by the .
Values exchanged receiving entity I FRS
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ligher value received — Case 2 (5/5)

Compare the current value approaches...

The fair value of the consideration transferred is below the fair value of
the acquired business but above the fair value of the acquired identifiable
net assets.

Goodwill

Net assets
recognised at
fair value

Net assets
recognised at
fair value

Contribution
to equity

Goodwill

Net assets
recognised at
fair value

Goodwiill

Net assets
recognised at
fair value

The acquisition
method

The Full Fair Value

approach

The Ceiling
approach

The Revised Ceiling

approach

Only the Full Fair Value
approach would reflect a
contribution measured as
the excess of the fair value
of the acquired business
over the fair value of the
consideration transferred.

The Full Fair Value
approach would also reflect
goodwill as the excess of
the fair value of the acquired
business over the fair value
of the acquired identifiable
net assets.

The acquisition method, the
Ceiling and the Revised
Ceiling approaches would
not reflect a contribution.
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Higher value received — Case 3 (1/5)
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Applying the acquisition method set out in IFRS 3...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

Values exchanged

Goodwill

Net assets

recognised at
fair value

Amounts
recognised by the
receiving entity

Applying IFRS 3, a gain is only
recognised if the fair value of the
consideration transferred is below the
fair value of the acquired identifiable
net assets.

Fair value of the consideration
transferred is considered to provide
the best evidence of the fair value of
the acquirer’s interest in the acquiree.

Goodwill is measured as the excess
of the fair value of the consideration
transferred over the fair value of the
acquired identifiable net assets.

Any difference between the fair value
of the consideration transferred and
the aggregate fair value of the
acquired business and of
combination synergies is not
recognised.
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Higher value received — Case 3 (2/5)

Applying the Full Fair Value approach...

Distribution from equity is
measured as the excess of the
fair value of the consideration
Distribution transferred over the fair value of
the acquired business and may

- not provide relevant information if

Goodwill o .
there are combination synergies.

Synergies

Fair value of
identifiable
net assets

Goodwill is measured as the
excess of the fair value of the
acquired business over the fair
value of the acquired identifiable
net assets.

Consideration Fair value

transferred acquired Carrying
business amounts of Net assets

net assets recognised at

----- fair valu : :
- Recognised goodwill reflects

goodwill that was previously
generated in the acquired
business. Any combination
synergies are not included within

Y Amounts recognised goodwill.

Values exchanged recognised by the .
receiving entity I FRS




Higher value received — Case 3 (3/5)
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Applying the Ceiling approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

s

Values exchanged

Distribution

Goodwill

Net assets
recognised at
fair value

Amounts
recognised by the
receiving entity

Distribution from equity is
measured as the excess of the
fair value of the consideration
transferred over the fair value of
the acquired business and may
not provide relevant information
if there are any combination
synergies.

Goodwill is measured as the
excess of the fair value of the
consideration transferred over
the fair value of the acquired
identifiable net assets and
capped at the fair value of the
acquired business.

Recognised goodwill does not
include any combination
synergies.
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Higher value received — Case 3 (4/5)

Applying the Revised Ceiling approach...

Consideration
transferred

Synergies

Fair value
acquired
business

Fair value of
identifiable
net assets

Carrying
amounts of
net assets

~"

Values exchanged

Goodwill

Net assets
recognised at
fair value

Amounts
recognised by the
receiving entity

Goodwill is provisionally
measured as the excess of
the fair value of the
consideration transferred
over the fair value of the
acquired identifiable net
assets and tested as of the
acquisition date applying the
mechanics of the impairment
test in IAS 36 to identify any
distribution.

In our illustration, no equity
distribution is identified
applying the mechanics of
the impairment test in 1AS
36 as the value received in
the combination is higher
than the value given up.
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ligher value received — Case 3 (5/5)

Compare the current value approaches...

The fair value of the consideration transferred is below the aggregate fair value of the acquired
business and combination synergies but above the fair value of the acquired business.

Goodwill

Net assets
recognised at
fair value

Distribution

Goodwill

Net assets
recognised at
fair value

Distribution

Goodwill

Net assets
recognised at
fair value

Goodwill

Net assets
recognised at
fair value

The acquisition

method

The Full Fair Value

approach

The Ceiling
approach

The Revised Ceiling

approach

No approach would reflect
a contribution to equity.

The Full Fair Value and
the Ceiling approach
would report a distribution
for the portion of the
consideration attributable
to synergies.
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Exploring current value
approaches — summary




Summary of information

provided by current value approaches

Equal values exchanged

Higher value given up

Higher value received

(1) (consideration below FV
identifiable net assets)

Higher value received

(2) (consideration below FV
acquired business but above
FV identifiable net assets)

Higher value received

(3) (consideration below FV
business + synergies but
above FV acquired business)

Reflects an equal
exchange. Any synergies
included in goodwill.

Overpayment not shown
(included in goodwill and
may not be captured by

IAS 36 impairment test).

Reports a gain. No
goodwill is recognised.

Does not report a gain.
Measures goodwill as a
residual.

Does not report a gain.
Measures goodwill as a
residual (captures
acquiree’s goodwill*).

May not reflect an equal
exchange. If pricing
reflects synergies, they
are shown as distribution.

Reflects overpayment as
distribution (overstated if
pricing reflects synergies).

Reflects the highest
contribution of all
approaches. Reflects
acquiree’s goodwill*.

Reflects contribution.
Reflects acquiree’s
goodwill*.

Reflects distribution if
pricing reflects synergies.
Reflects acquiree’s
goodwill*.

*Goodwill that was previously generated by the acquired business.

Agenda ref 23

May not reflect an equal
exchange. If pricing
reflects synergies, they
are shown as distribution.

Reflects overpayment as
distribution (overstated if
pricing reflects synergies).

Reflects contribution. No
goodwill is recognised.

Does not reflect a
contribution. Goodwvill
measured as a residual.

Reflects distribution if
pricing reflects synergies.
Reflects acquiree’s
goodwill*.

Reflects an equal
exchange. Any synergies
included in goodwill.

Overpayment not shown
(included in goodwill and
may not be captured by
IAS 36 based test).

Reflects contribution. No
goodwill is recognised.

Does not reflect a
contribution. Goodwiill
measured as a residual.

Does not reflect a
contribution. Measures
goodwill as a residual
(captures acquiree’s
goodwill*).

B3 IFRS
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Staff observations

The acquisition method and the Revised Ceiling approach provide useful information for a transaction
where equal values are exchanged. Any combination synergies will be included within goodwill. The Full
Fair Value and Ceiling approaches would provide useful information about such transactions if the
pricing does not reflect synergies; if it does, any portion of the consideration attributable to synergies will
be shown as distribution instead of being included in goodwill.

The Full Fair Value and Ceiling approaches both reflect overpayments as distributions. The acquisition
method and the Revised Ceiling Approach will fail to reflect an overpayment on a timely basis and may
fail to reflect it at all depending on how goodwill is allocated to CGUs.

All approaches reflect a gain or a contribution where there is an obvious excess of the value received
over the value given up. The Full Fair Value approach is most likely to capture a contribution.

The Full Fair Value and Ceiling approaches do not provide the most useful information for transactions
when equal or near equal values are exchanged if pricing of the transaction reflects combination
synergies; any portion of the consideration attributable to synergies will be shown as distribution. The
acquisition method and the Revised Ceiling Approach would work for scenarios where pricing reflects
synergies; those synergies will be included within goodwill. However, the latter two approaches would
not reflect an overpayment as such.
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