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Memo to: Members of the IPSASB
From: Annette Davis

Subject: Entity Combinations

Objective of this Session
To approve IPSAS 32, “Entity Combinations: Acquisitions”

Agenda Material
3.1 Draft IPSAS 32, “Entity Combinations: Acquisitions” (markup)
3.2 Draft IPSAS 32, “Entity Combinations: Acquisitions” (clean)

Background

1. The Board, at its December 2009 meeting, considered a draft IPSAS 32, “Entity
Combinations from Exchange Transactions.” The Board agreed that the scope of
proposed IPSAS 32 should be further revised so as to make it clear which entity
combinations would be within its scope.

2. An extract of the draft minutes from the December 2009 meeting is in
Appendix A to this memo.

Key Issue: Scope

3. The Board agreed that the distinction between exchange and non-exchange entity
combinations was not sufficiently clear and would result in application problems.
The Board considered that the Standard should focus instead on entity
combinations where the owner of the acquiree can be identified. Appendix B to
this memo contains an extract of the objective and scope sections of the Standard
as well as a summary of the changes to the scope section for ease of reference.

4. Staff has considered how to clearly identify the former owner in an entity
combination transaction. Staff has modified this notion by limiting the scope of
the Standard to an entity combination where the acquirer obtains an ownership
interest in the acquiree. The advantage of this scope limitation is that it is a
matter of fact rather than judgment, as to whether or not an ownership interest has
been obtained. It should also be clear that the transaction or other event creating
the entity combination is not a reorganization.

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.0

April 2010 — Toronto, Canada Page 2 of 7

5. The title of the Standard has been amended to “Entity Combinations:
Acquisitions”. This change is to reflect that the scope of the standard is limited to
entity combinations where an entity acquires another entity by obtaining an
ownership interest in that entity.

6. The draft Standard is Agenda Paper 3.1 and is based upon the clean version of
ED 41 reviewed by the IPSASB in December 2009, with proposed changes
shown in mark-up.

8. There are two points which arose at the December 2009 meeting that have not
been addressed in the Standard due to the changes in the scope. These are:

J Bargain purchases — a bargain purchase is not synonymous with a distress
sale. The intent of a bargain purchase is different from a distress sale. A
distress sale where a government steps in is usually due to that
government’s responsibility to be the lender of last resort. A bargain
purchase occurs where some sort of price is ascertained, whereas where
there is no price, it is a non-exchange entity combination.

o It does not address situations where there is a wide share ownership and
this aspect should be included.

8. The removal of the exchange/non-exchange distinction in the scope of the
Standard means that an analysis of the distinction between a bargain purchase and
a distress sale need not be pursued for the purposes of finalizing this Standard.

0. The change in the scope of the Standard to focus on whether the acquirer has
obtained an ownership interest means that an entity does not need to consider the
previous ownership structure, e.g., where there is a wide share ownership.

Question:

Do the proposed changes to the scope section clarify that the proposed
Standard applies only to entity combinations where the owner of the
acquiree can be identified?

Consequential Amendments to IPSAS 31, “Intangible Assets”

10. IPSAS 31, “Intangible Assets” was issued in January 2010. It did not include
guidance related to intangible assets acquired in an entity combination.
Appendix B of the Standard proposes to include these paragraphs.
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Appendix A: Extract from draft December 2009 meeting minutes

1. ENTITY COMBINATIONS
Approve Final Standard (Agenda Item 5)

The IPSASB considered a draft IPSAS 32, “Entity Combinations from Exchange
Transactions.” Members were in agreement that the requirements of IFRS 3 were
appropriate for a limited number of entity combinations in the public sector but continued
to have concerns about how best to limit the scope of the proposed Standard. There were
concerns that an exchange/non-exchange approach might not be appropriate because of
arguments that some public sector entity combinations do result in an exchange of value.

Key Issue: Scope

The IPSASB discussed whether the scope section of proposed IPSAS 32 clearly
identified which entity combinations would be within its scope. Concerns were raised
regarding the following:

e The fact that the scope focuses and lists the types of entity combinations that are
excluded from the Standard, rather than explaining clearly what type of entity
combinations are included in the scope. The scope should be revised to make a
positive statement about the types of entity combination that are included in the
Standard.

e The need to highlight a characteristic for entity combinations that are excluded from
the scope of the Standard that an “owner” of the acquiree cannot be identified, rather
than focusing on the identity of the acquirer.

e Bargain purchases — a bargain purchase is not synonymous with a distress sale. The
intent of a bargain purchase is different from a distress sale. A distress sale where a
government steps in is usually due to that government’s responsibility to be the lender
of last resort. A bargain purchase occurs where some sort of price is ascertained,
whereas where there is no price, it is a non-exchange entity combination.

e Reference should be to “accounting for acquisitions” or something similar, rather than
distinguishing between exchange and non-exchange transactions.

e Editorial suggestions were given to improve the clarity of revised paragraph 5
regarding reorganizations.

The following comments were made regarding the revised paragraph 3:

e The notion of “willing” parties is not necessary in the explanation of what an “entity
combination from an exchange transaction” means.

e It does not address situations where there is a wide share ownership and this aspect
should be included.

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.0

April 2010 — Toronto, Canada Page 4 of 7

e The example of the acquisition of an airline should be changed to the acquisition of a
hospital, as this example is more common.

e Split this paragraph into two paragraphs to deal with the two aspects discussed, that
an entity combination within the scope of this standard arises from an arm’s length
transaction and that the transaction requires the owner or controlling entity of the
acquiree to be identified. If the owner or controlling entity cannot be identified then
the entity combination is outside the scope of the standard.

The IPSASB directed the staff to revise the wording of the scope section of draft
IPSAS 32 to include further explanation so as to make it clear which entity combinations
would be within its scope. IPSAS 32 will be considered for approval at the IPSASB
meeting in April 2010.
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Appendix B: Extract from Draft Standard IPSAS 32

Changes to the scope section of the Standard are summarized in the table below.

Paragraph Description of change

2 Deleted for the December 2009 meeting as not relevant to the
objective section of the Standard.

N

This paragraph has been amended to remove the scope limitation
relating to “entity combinations from exchange transactions”.
Instead it includes a scope limitation that for an entity combination to
be within the scope of the standard, the acquirer must obtain an
ownership interest in the acquiree.

[

This is a new paragraph inserted to include an explanation of what an
entity combination is.

|

This is a new paragraph inserted to include an explanation of an
ownership interest.

|

This paragraph has been amended to explicitly exclude from the
scope of the Standard, reorganizations involving public sector
entities.

1N

This is a new paragraph inserted to include an explanation of what a
reorganization involving public sector entities is.

(RN

This is a new paragraph inserted to explicitly include the acquisition
of a GBE where the acquirer of the GBE obtains an ownership
interest in the acquiree.

Objective

1. The objective of this Standard is to improve the relevance, reliability and
comparability of the information that a reporting entity provides in its financial
statements about an entity combination where the acquirer obtains an ownership
interest in the acquiree arisingfrom—an—exchangetransaetion—and its effects. To
accomplish that, this Standard establishes principles and requirements for how the
acquirer:

(a) Recognizes and measures in its financial statements the identifiable assets
acquired, the liabilities assumed and any non-controlling interest in the
acquiree;

(b) Recognizes and measures the goodwill acquired in an entity combination or a
gain from a bargain purchase; and

(¢) Determines what information to disclose to enable users of the financial
statements to evaluate the nature and financial effects of an entity
combination.
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Scope
| 23. An entity that prepares and presents financial statements under the accrual

3.

basis of accounting shall apply this Standard to a transaction or other event

that meets the definition of an entity combination—arising—from—an—exchange

transaetion and the acquirer obtains an ownership interest in the acquiree.

An entity combination is a transaction or other event in which an acquirer obtains

control of an operation or operations (acquiree) from the controlling entity (or
former owner or owners) of the operation or operations.

An ownership interest confers upon the acquirer an entitlement to receive resources,

6.

3.

such as dividends, at the discretion of the entity’s management and where an entity
1s wound up, an entitlement to a share of the amount remaining after all liabilities
have been extinguished, i.e., a right to the residual amount of net assets/equity of
the acquiree. For example, a government may acquire a hospital from a private
sector entity by a binding arrangement that specifies it is entitled to the residual
amount of net assets/equity of that entity. However, if no ownership interest is
obtained, the entity combination is outside the scope of this Standard.

This Standard does not apply to:
(a) Aa reorganization involving public sector entities where the acquirer does

not obtaln an ownershlp mterest in the acquwee enﬂ-ty—eembm&&eﬂ—&ﬁsmg

(b) The formation of a joint venture.

(c) The acquisition of an asset or a group of assets that does not constitute an
operation. In such cases the acquirer shall identify and recognize the
individual identifiable assets acquired (including those assets that meet
the definition of, and recognition criteria for, intangible assets in
IPSAS 31, “Intangible Assets”) and liabilities assumed. The cost of the
group shall be allocated to the individual identifiable assets and liabilities
on the basis of their relative fair values at the date of purchase. Such a
transaction or event does not give rise to goodwill. Paragraphs AG11-
AG16 provides guidance on identifying whether _a group of assets
constitutes an operation.

(d) A combination of entities or operations under common control
(paragraphs AG4-AG7 provide related application guidance).

A reorganization occurs where a public sector entity (or entities) is (are) combined

with another public sector entity (or entities). For example, legislation is enacted at
a provincial level that mandates two local government entities, Municipality A and
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City B, to transfer all operations, assets and liabilities into a newly created local
government entity, Municipality C. A reorganization may be described as a merger
or union of districts or regions, or an amalgamation.

The acquisition of a Government Business Enterprise (GBE) where the acquirer

obtains an ownership interest in that GBE is within the scope of this Standard. For
example, a local government entity acquires a transport undertaking, by way of an
ownership instrument, from another level of government.

This Standard applies to all public sector entities other than Government
Business Enterprises.

The “Preface to International Public Sector Accounting Standards” issued by the
IPSASB explains that Government Business Enterprises (GBEs) apply IFRSs
issued by the TASB._GBEs are defined in IPSAS 1, Presentation of Financial
Statements.”
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IPSAS32—ENTITY COMBINATIONSFROM-EXCHANGETRANSACHONS!
ACQUISITIONS

Acknowledgment

This International Public Sector Accounting Standard (IPSAS) is drawn primarily from
International Financial Reporting Standard (IFRS) 3 (2008), “Business Combinations” published
by the International Accounting Standards Board (IASB). Extracts from IFRS 3 are reproduced
in this publication of the International Public Sector Accounting Standards Board (IPSASB) of
the International Federation of Accountants (IFAC) with the permission of the International
Accounting Standards Committee Foundation (IASCF).

The approved text of the IFRSs is that published by the IASB in the English language, and
copies may be obtained directly from IASB Publications Department, 30 Cannon Street, London
EC4M 6XH, United Kingdom.

E-mail: publications@iasb.org
Internet: http://www.iasb.org
IFRSs, IASs, Exposure Drafts, and other publications of the IASB are copyright of the IASCF.

“IFRS,” “IAS,” “IASB,” “IASCF,” “International Accounting Standards,” and “International
Financial Reporting Standards” are trademarks of the IASCF and should not be used without the
approval of the IASCF.
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IPSAS32—ENTITY COMBINATIONSFROM-EXCHANGETRANSACHONS!

ACQUISITIONS
CONTENTS
[Please note that the paragraph references have not yet been updated]
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International Public Sector Accounting Standard 32, “Entity Combinations: Acquisitions” is set
out in paragraphs 1-7775. All the paragraphs have equal authority. IPSAS 32 should be read in
the context of its objective, the Basis for Conclusions, and the “Preface to International Public
Sector Accounting Standards.” IPSAS 3, “Accounting Policies, Changes in Accounting
Estimates and Errors” provides a basis for selecting and applying accounting policies in the
absence of explicit guidance.
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I ntroduction

IN1.

IN2.

IPSASXX—EDB—41H— 32 prescribes the accounting treatment for entity combinations
where the acquirer obtains an ownership interest in the acquircefrom—exchange
transaetions. It is adapted for public sector entities from IFRS 3, “Business
Combinations.”

Entity combinations where the acquirer does not obtain an ownership interest in the

acquireewhich-do-net-arisefrom-exchange-transaetions, for example, an amalgamation of

municipalities or a restructuring of activities, will be considered in the second component
of the IPSASB’s entity combinations project. The specific public sector issues which
arise from these types of entity combinations need to be examined in detail in order to
determine the appropriate accounting treatment.

Scope
IN34. IPSASXXAEDB41H- 32 is limited to entity combinations where the acquirer obtains an

ownership interest in the acquiree arising—from—exchangetransaetions—and where the
entltles are not under common control fllhrs—eyp%e#emkt—yueembmaﬁeﬂ—eeeufs—w%en—aﬂ

combinations arising from a reorganization involving public sector entities where the
acquirer does not obtain an ownership interest in the acquirecer—entities-or-operations—at
recional orlocal covernmentlevel are excluded from the scope of this Standard.
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IN412. Where a non-cash-generating operation is acquired and the total consideration transferred

exceeds the net identifiable assets acquired, the acquirer is required to recognize the loss
in surplus or deficit as at the acquisition date. fmpairment-efnon-eash-generatingassets
s—de A H—aceordar e e e L L

B ' ' S
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Objective
1.  The objective of this Standard is to improve the relevance, reliability and comparability of

the information that a reporting entity provides in its financial statements about an entity
combination where the acquirer obtains an ownership interest in the acquiree arisingfrom
an—exchange—transaetion—and its effects. To accomplish that, this Standard establishes
principles and requirements for how the acquirer:

(a) Recognizes and measures in its financial statements the identifiable assets acquired,
the liabilities assumed and any non-controlling interest in the acquiree;

(b) Recognizes and measures the goodwill acquired in an entity combination or a gain
from a bargain purchase; and

(c) Determines what information to disclose to enable users of the financial statements to
evaluate the nature and financial effects of an entity combination.

An entity that prepares and presents financial statements under the accrual basis of
accounting shall apply this Standard to a transaction or other event that meets the

definition of an entity combination aristhg—from—an—exchange-transactionand the

acquirer obtains an owner ship interest in the acquiree.

An entity combination is a transaction or other event in which an acquirer obtains control

of an operation or operations (acquiree) from the controlling entity (or former owner or
owners) of the operation or operations.

An ownership interest confers upon the acquirer an entitlement to receive resources, such

as dividends, at the discretion of the entity’s management and where an entity is wound up,
an entitlement to a share of the amount remaining after all liabilities have been
extinguished, i.e., a right to the residual amount of net assets/equity of the acquiree. For
example, a government may acquire a hospital from a private sector entity by a binding
arrangement that specifies it is entitled to the residual amount of net assets/equity of that
entity. However, if no ownership interest is obtained, the entity combination is outside the
scope of this Standard.

This Standard does not apply to:

(a) An reorganization involving public sector_entities where the acquirer_does not
obtain an ownership interest in the acquiree{paragraph-AG3 provides related
lieati ” Y

(b) Theformation of ajoint venture.
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o™

(c) The acquisition of an asset or a group of assets that does not constitute an
operation. In such cases the acquirer shall identify and recognize the individual
identifiable assets acquired (including those assets that meet the definition of,
and recognition criteria for, intangible assets in IPSAS 31, “Intangible Assets’)
and liabilities assumed. The cost of the group shall be allocated to the individual
identifiable assets and liabilities on the basis of their relative fair values at the
date of purchase. Such a transaction or event does not give rise to goodwill.
Paragraphs AG10-AG15 provides quidance on identifying whether a group of
assets constitutes an oper ation.

(d) A combination of entities or operations under common control (paragraphs
AG4-AG8 providerelated application guidance).

A reorganization occurs where a public sector entity (or entities) is (are) combined with
another public sector entity (or entities). For example, legislation is enacted at a provincial
level that mandates two local government entities, Municipality A and City B, to transfer
all operations, assets and liabilities into a newly created local government entity,
Municipality C. A reorganization may be described as a merger or union of districts or
regions, or an amalgamation.

The acquisition of a Government Business Enterprise (GBE) where the acquirer obtains an

ownership interest in that GBE is within the scope of this Standard. For example, a local
government entity acquires a trading entity from another level of government.

This Standard applies to all public sector entities other than Government Business

Enterprises{GBEs).

The “Preface to International Public Sector Accounting Standards” issued by the IPSASB
explains that Government Business Enterprises (GBEs) apply InternationalFinanetal

Reporting Standards (IFRSs). which are issucd by the International Accounting Standards
Beard(IASB)._GBEs are defined in IPSAS 1, “Presentation of Financial Statements.”
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Definitions

108. Thefollowing terms are used in this Standard with the meanings specified:

An acquiree is the operation or operations that the acquirer obtains control of in an

entity combination.

An acquirer isthe entity that obtains control of the acquir ee.

The acquisition dateisthe date on which the acquirer obtains control of the acquir ee.

Contingent consideration is usually, an obligation of the acquirer to transfer

additional assets or equity intereststo the former owners of an acquiree as part of the
exchange for_control of the acquiree if specified future events occur_or_conditions are
met. However, contingent consideration also may give the acquirer the right to the
return of previously transferred consideration if specified conditions are met.

An entity combination is a transaction or other event in which an acquirer obtains

control of one or mor e oper ations.

For the purposes of this Standard, equity interestsis used broadly to mean ownership

interests of investor-owned entities and owner, member or participant interests of
mutual entities and other owner interests.

Goodwill is an asset representing the future economic benefits or service potential
arising from other assets acquired in an entity combination that are not individually
identified and separ ately r ecognized.

An asset isidentifiableif it either:

(a) __Isseparable, i.e., capable of being separated or divided from the entity and sold,
transferred, licensed, rented or exchanged, either individually or together with a
related contract, identifiable asset or liability, regardless of whether the entity
intendsto do so; or

(b) Arises from binding arrangements (including rights from contracts or other
legal rights) regardless of whether those rights are transferable or separable
from the entity or from other rights and obligations.

A mutual entity is an entity, other than an investor-owned entity, that provides

dividends, lower costs or other economic benefits directly to its owners, members or
participants. For example, a mutual insurance company, a credit union and a co-
oper ative entity are all mutual entities.

A non-controlling interest is the equity or other owner interestsin a controlled entity

not attributable, directly or indirectly, to a controlling entity.

An operation is an integrated set of activities and assets that is capable of being

conducted and managed for the purpose of achieving an entity’s objectives, either by
providing economic benefits or service potential.

For the purposes of this Standard, ownersisused broadly to include holders of equity

10

inter ests of investor-owned entities, owners or members of, or participants in, mutual
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entities; and interests established by mechanisms other than equity interests, such asa
binding arrangement.

Termsdefined in other IPSASs are used in this Standard with the same meaning asin
those Standards, and are reproduced in the Glossary of Defined Terms published

separately.

I dentifying an Entity Combination

18.

An entity shall determine whether a transaction or other event is an entity
combination by applying the definition in this Standard, which requires that the
assets acquired and liabilities assumed constitute an operation. If the assets acquired
are not an operation, the reporting entity shall account for the transaction or other
event as an asset acquisition. Paragraphs AG8-AG15 provide guidance on identifying
an entity combination and the definition of an operation.

The Acquisition Method

129.

130.

An entity shall account for each entity combination arisiig—frem—an—exchange
transaetion-by applying the acquisition method.

Applying the acquisition method requires:
(a) Identifying the acquirer;
(b) Determining the acquisition date;

(¢) Recognizing and measuring the identifiable assets acquired, the liabilities assumed
and any non-controlling interest in the acquiree; and

(d) Recognizing and measuring goodwill or a gain from a bargain purchase.

I dentifying the Acquirer
14+. For each entity combination—arising—from—an—exchangetransaction, one of the |

152.

combining entities shall beidentified astheacquirer.

The guidance in IPSAS 6, “Consolidated and Separate Financial Statements” shall be used
to identify the acquirer—the entity that obtains control of the acquiree. If an entity
combination has occurred but applying the guidance in IPSAS 6 does not clearly indicate
which of the combining entities is the acquirer, the factors in paragraphs AG17-AG21 shall
be considered in making that determination.

Deter mining the Acquisition Date

163. The acquirer shall identify the acquisition date, which is the date on which it obtains |

174.

control of the acquiree.

The date on which the acquirer obtains control of the acquiree is generally the date on
which the acquirer legally transfers the consideration, acquires the assets and assumes the
liabilities of the acquiree—the closing date. However, the acquirer might obtain control on
a date that is either earlier or later than the closing date. For example, the acquisition date

11
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precedes the closing date if a written agreement provides that the acquirer obtains control
of the acquiree on a date before the closing date. Further, where assets and liabilities are
transferred to the acquirer before the acquirer obtains control of those assets, the
acquisition date is the date on which the acquirer obtains control, not the date of the
transfer. An acquirer shall consider all pertinent facts and circumstances in identifying the
acquisition date.

Recognizing and Measuring the Identifiable Assets Acquired, the Liabilities Assumed and
any Non-Controlling Interest in the Acquiree

Recognition Principle

| 185.

As of the acquisition date, the acquirer shall recognize, separately from goodwill, the
identifiable assets acquired, the liabilities assumed and any non-controlling interest in
the acquiree. Recognition of identifiable assets acquired and liabilities assumed is
subject to the conditions specified in paragraphs 1916 and 2017

Recognition Conditions

. To qualify for recognition as part of applying the acquisition method, the identifiable assets

acquired and liabilities assumed must meet the definitions of assets and liabilities in
IPSAS 1, “Presentation of Financial Statements™ at the acquisition date. For example, costs
the acquirer expects but is not obliged to incur in the future to effect its plan to exit an
activity of an acquiree or to terminate the employment of or relocate an acquiree’s
employees are not liabilities at the acquisition date. Therefore, the acquirer does not
recognize those costs as part of applying the acquisition method. Instead, the acquirer
recognizes those costs in its post-combination financial statements in accordance with other
IPSASs.

| 20+%.In addition, to qualify for recognition as part of applying the acquisition method, the

identifiable assets acquired and liabilities assumed must be part of what the acquirer and
the acquiree (or its former owners) exchanged in the entity combination transaction rather
than the result of separate transactions. The acquirer shall apply the guidance in paragraphs
60—6256—>58 to determine which assets acquired or liabilities assumed are part of the
exchange for the acquiree and which, if any, are the result of separate transactions to be
accounted for in accordance with their nature and the applicable IPSASs.

| 2148.The acquirer’s application of the recognition principle and conditions may result in

recognizing some assets and liabilities that the acquiree had not previously recognized as
assets and liabilities in its financial statements. For example, the acquirer recognizes the
acquired identifiable intangible assets, such as a brand name, a patent or lists of customers
or users of a service, that the acquiree did not recognize as assets in its financial statements
because it developed them internally and charged the related costs to expense.

2219 IPSAS 31, “Intangible Assets” excludes from its scope the-powers and —to—grant-rights

12

conferred by legislation, a constitution, or by equivalent meanser—the—pewer—to—tax.
Consistent with IPSAS 31, wWhere anthe acquirer acquires the-powers to—grant-and rights
or-the-pewerte-tax-in an entity combination-frem-an-exchange-transaction, this-pewer-does
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ol _these

powers are not recognized by the acquirer.

230. Paragraphs AG22-AG34 provide guidance on recognizing operating leases and intangible
assets. Paragraphs 32-3928—35 specify the types of identifiable assets and liabilities that
include items for which this Standard provides limited exceptions to the recognition
principle and conditions.

Classifying or Designating I dentifiable Assets Acquired and Liabilities Assumed in an
Entity Combination

24+. At the acquisition date, the acquirer shall classify or designate the identifiable assets
acquired and liabilities assumed as necessary to apply other IPSASs subsequently.
The acquirer shall make those classifications or designations on the basis of the terms
of the contract or other binding arrangement, economic conditions, its operating or
accounting policies and other pertinent conditions asthey exist at the acquisition date.

25. For the purposes of this Standard, a binding arrangement describes an arrangement that
confers similar rights and obligations on the parties to it as if it were in the form of a
contract.

262. In some situations, IPSASs provide for different accounting depending on how an entity
classifies or designates a particular asset or liability. Examples of classifications or
designations that the acquirer shall make on the basis of the pertinent conditions as they
exist at the acquisition date include but are not limited to:

(a) Classification of particular financial assets and liabilities as a financial asset or
liability at fair value through surplus or deficit, or as a financial asset available for
sale or held to maturity, in accordance with IPSASXX—ED-38)29, “Financial
Instruments: Recognition and Measurement”;

(b) Designation of a derivative instrument as a hedging instrument in accordance with

IPSASXXAED38) 29; and

(c) Assessment of whether an embedded derivative should be separated from the host
contract in accordance with IPSAS—XX—ED38—29 (which is a matter of
“classification” as this Standard uses that term).

273. This Standard provides two exceptions to the principle in paragraph 242+:

(a) Classification of a lease contract as either an operating lease or a finance lease in
accordance with IPSAS 13, “Leases”; and

(b) Classification of a contract as an insurance contract in accordance with the relevant
international or national accounting standard dealing with insurance contracts.

The acquirer shall classify those contracts on the basis of the contractual terms and other
factors at the inception of the contract (or, if the terms of the contract have been modified
in a manner that would change its classification, at the date of that modification, which
might be the acquisition date).

13
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Measurement Principle

| 284. Theacquirer shall measure the identifiable assets acquired and the liabilities assumed
at their acquisition-date fair values.

| 295. For each entity combination, the acquirer shall measure any non-controlling interest in the
acquiree either at fair value or at the non-controlling interest’s proportionate share of the
acquiree’s identifiable net assets.

| 3026.Paragraphs AG35-AG39 provide guidance on measuring the fair value of particular
identifiable assets and a non-controlling interest in an acquiree. Paragraphs 35-393+—37
specify the types of identifiable assets and liabilities that include items for which this
Standard provides limited exceptions to the measurement principle.

Exceptions to the Recognition or Measurement Principles

‘ 312%.This Standard provides limited exceptions to its recognition and measurement principles.

Paragraphs 32-4228—37 specify both the particular items for which exceptions are

provided and the nature of those exceptions. The acquirer shall account for those items by

| applying the requirements in paragraphs 32-4228—37 which will result in some items
being:

(a) Recognized either by applying recognition conditions in addition to those in
| paragraphs +619 and +720 or by applying the requirements of other IPSASs, with
results that differ from applying the recognition principle and conditions.

(b) Measured at an amount other than their acquisition-date fair values.

Exception to the Recognition Principle
Contingent Liabilities

| 3228.1IPSAS 19, “Provisions, Contingent Liabilities and Contingent Assets” defines a contingent
liability as:

(a) A possible obligation that arises from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future
events not wholly within the control of the entity; or

(b) A present obligation that arises from past events but is not recognized because:

(1) It is not probable that an outflow of resources embodying economic benefits or
service potential will be required to settle the obligation; or

(1)) The amount of the obligation cannot be measured with sufficient reliability.

| 3329.The requirements in IPSAS 19 do not apply in determining which contingent liabilities to
recognize as of the acquisition date. Instead, the acquirer shall recognize as of the
acquisition date a contingent liability assumed in an entity combination if it is a present
obligation that arises from past events and its fair value can be measured reliably.
Therefore, contrary to IPSAS 19, the acquirer recognizes a contingent liability assumed in
an entity combination at the acquisition date even if it is not probable that an outflow of

14
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340.

35+

362.

373.

384.

39s.

resources embodying economic benefits will be required to settle the obligation. Paragraph
6761 provides guidance on the subsequent accounting for contingent liabilities.

The scope of IPSAS 19 excludes provisions and contingent liabilities arising from social
benefits from non-exchange transactions. The requirements in paragraph 3328 therefore do
not apply in determining whether to recognize a contingent liability arising from social
benefits from non-exchange transactions.

Exceptionsto Both the Recognition and Measurement Principles

Income Taxes

Where the-aequiree—istiable for-ineometaxesapplicable, the acquirer shall recognize and

measure a deferred tax asset or liability arising from the assets acquired and liabilities
assumed in an entity combination in accordance with the relevant international or national
accounting standard dealing with income taxes.

Where the-aequiree—istiable for-ineometaxesapplicable, the acquirer shall account for the

potential tax effects of temporary differences and carryforwards of an acquiree that exist at
the acquisition date or arise as a result of the acquisition in accordance with the relevant
international or national accounting standard dealing with income taxes.

Employee Benefits

The acquirer shall recognize and measure a liability (or asset, if any) related to the
acquiree’s employee benefit arrangements in accordance with IPSAS 25, “Employee
Benefits.”

Indemnification Assets

The seller in an entity combination may contractually indemnify the acquirer for the
outcome of a contingency or uncertainty related to all or part of a specific asset or liability.
For example, the seller may indemnify the acquirer against losses above a specified amount
on a liability arising from a particular contingency; in other words, the seller will guarantee
that the acquirer’s liability will not exceed a specified amount. As a result, the acquirer
obtains an indemnification asset. The acquirer shall recognize an indemnification asset at
the same time that it recognizes the indemnified item measured on the same basis as the
indemnified item, subject to the need for a valuation allowance for uncollectible amounts.
Therefore, if the indemnification relates to an asset or a liability that is recognized at the
acquisition date and measured at its acquisition-date fair value, the acquirer shall recognize
the indemnification asset at the acquisition date measured at its acquisition-date fair value.
For an indemnification asset measured at fair value, the effects of uncertainty about future
cash flows because of collectibility considerations are included in the fair value measure
and a separate valuation allowance is not necessary (paragraph AG35 provides related
application guidance).

In some circumstances, the indemnification may relate to an asset or a liability that is an
exception to the recognition or measurement principles. For example, an indemnification
may relate to a contingent liability that is not recognized at the acquisition date because its

15

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.1
April 2010 — Toronto, Canada L\ 11y COMBINATIONS: ACQUISITIONS Page 16 of 95

fair value is not reliably measurable at that date. Alternatively, an indemnification may
relate to an asset or a liability, for example, one that results from an employee benefit, that
is measured on a basis other than acquisition-date fair value. In those circumstances, the
indemnification asset shall be recognized and measured using assumptions consistent with
those used to measure the indemnified item, subject to management’s assessment of the
collectibility of the indemnification asset and any limitations in the terms of the contract or
other binding arrangement on the indemnified amount. Paragraph 682 provides guidance
on the subsequent accounting for an indemnification asset.

Exceptionsto the M easurement Principle
Reacquired Rights

| 4036.The acquirer shall measure the value of a reacquired right recognized as an intangible asset

41.

on the basis of the remaining term of the related contract or other binding arrangement
regardless of whether market participants would consider potential renewals of the contract
or other binding arrangement in determining its fair value. Paragraphs AG29 and AG30
provide related application guidance.

Share-Based Payment Awards

The acquirer shall measure a liability or an equity instrument related to the replacement of

an acquiree’s share-based payment awards with share-based payment awards of the
acquirer in accordance with the relevant international or national accounting standard
dealing with share-based payment.

Assets Held for Sale

| 4237.The acquirer shall measure an acquired non-current asset (or disposal group) that is

classified as held for sale at the acquisition date in accordance with the relevant
international or national accounting standard dealing with non-current assets held for sale
and discontinued operations.

Recognizing and Measuring Goodwill or a Gain from a Bargain Purchase

| 4338.The acquirer shall recognize goodwill as of the acquisition date measured as the

16

excess of (a) over (b) below:
(a) Theaggregate of:

(i) Theconsideration transferred measured in accordance with this Standard,
which generally requires acquisition-date fair value (see paragraph 4943);

(i) The amount of any non-controlling interest in the acquiree measured in
accordance with this Standard; and

(iii) In an entity combination achieved in stages (see paragraphs 5347 and
5448), the acquisition-date fair value of the acquirer’s previously held
equity interest in the acquiree.
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(b) The net of the acquisition-date amounts of the identifiable assets acquired and
theliabilities assumed measured in accordance with this Standard.

44,

Where an acquirer acquires a non-cash-generating operation or operations and the

aggr egate of the amounts in paragraph 43(a) exceeds the amount in paragraph 43(b),
before recognizing this amount, the acquirer shall reassess whether it has correctly
identified all of the assets acquired and all of the liabilities assumed and shall
recognize any additional assets or liabilities that are identified in that review. If an
excess remains after applying these requirements, the acquirer shall recognize the loss
in surplusor deficit on the acquisition date.

4539.In an entity combination in which the acquirer and the acquiree (or its former owners)

exchange only equity interests, the acquisition-date fair value of the acquiree’s equity
interests may be more reliably measurable than the acquisition-date fair value of the
acquirer’s equity interests. If so, the acquirer shall determine the amount of goodwill by
using the acquisition-date fair value of the acquiree’s equity interests instead of the
acquisition-date fair value of the equity interests transferred. To determine the amount of
goodwill in an entity combination achieved by indirect acquisition, the acquirer shall use
the acquisition-date fair value of the acquirer’s interest in the acquiree determined using a
valuation technique in place of the acquisition-date fair value of the consideration
transferred (paragraph 4338(a)(i)). Paragraphs AG4040-AG435 provide related application
guidance.

Bargain Purchases

460.

47+

482

Occasionally, an acquirer will make a bargain purchase, which is an entity combination in
which the amount in paragraph 4338(b) exceeds the aggregate of the amounts specified in
paragraph 4338(a). If that excess remains after applying the requirements in
paragraph 4842, the acquirer shall recognize the resulting gain in surplus or deficit on the
acquisition date. The gain shall be attributed to the acquirer.

A bargain purchase might happen, for example, in an entity combination that is a forced
sale in which the seller is acting under compulsion. However, the recognition or
measurement exceptions for particular items discussed in paragraphs 34-4228—37 may
also result in recognizing a gain (or change the amount of a recognized gain) on a bargain
purchase.

Before recognizing a gain on a bargain purchase, the acquirer shall reassess whether it has
correctly identified all of the assets acquired and all of the liabilities assumed and shall
recognize any additional assets or liabilities that are identified in that review. The acquirer
shall then review the procedures used to measure the amounts this Standard requires to be
recognized at the acquisition date for all of the following:

(a) The identifiable assets acquired and liabilities assumed,

17
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(b) The non-controlling interest in the acquiree, if any;

(¢) For an entity combination achieved in stages, the acquirer’s previously held equity
interest in the acquiree; and

(d) The consideration transferred.

The objective of the review is to ensure that the measurements appropriately reflect
consideration of all available information as of the acquisition date.

Consideration Transferred

| 493. The consideration transferred in an entity combination shall be measured at fair value,

which shall be calculated as the sum of the acquisition-date fair values of the assets
transferred by the acquirer, the liabilities incurred by the acquirer to former owners of the
acquiree and the equity interests issued by the acquirer. (However, any portion of the
acquirer’s share-based payment awards exchanged for awards held by the acquiree’s
employees that is included in consideration transferred in the entity combination shall be
measured in accordance with paragraph 41 rather than at fair value.) Examples of potential
forms of consideration include cash, other assets, an operation or a controlled entity of the
acquirer, contingent consideration, ordinary or preference equity instruments, options,
warrants, member interests of mutual entities and other owner interests.

| 5044.The consideration transferred may include assets or liabilities of the acquirer that have

carrying amounts that differ from their fair values at the acquisition date (for example, non-
monetary assets or an operation of the acquirer). If so, the acquirer shall remeasure the
transferred assets or liabilities to their fair values as of the acquisition date and recognize
the resulting gains or losses, if any, in surplus or deficit. However, sometimes the
transferred assets or liabilities remain within the combined entity after the entity
combination (for example, because the assets or liabilities were transferred to the acquiree
rather than to its former owners), and the acquirer therefore retains control of them. In that
situation, the acquirer shall measure those assets and liabilities at their carrying amounts
immediately before the acquisition date and shall not recognize a gain or loss in surplus or
deficit on assets or liabilities it controls both before and after the entity combination.

Contingent Consideration

5145.The consideration the acquirer transfers in exchange for the acquiree includes any asset or

liability resulting from a contingent consideration arrangement (see paragraph 493). The
acquirer shall recognize the acquisition-date fair value of contingent consideration as part
of the consideration transferred in exchange for the acquiree.

| 5246.The acquirer shall classify an obligation to pay contingent consideration as a liability or as

18

net assets/equity on the basis of the definitions of an equity instrument and a financial
liability in paragraph 9 of IPSASXXAED-37 28, “Financial Instruments: Presentation,” or
other applicable IPSASs. The acquirer shall classify as an asset a right to the return of
previously transferred consideration if specified conditions are met. Paragraph 6963
provides guidance on the subsequent accounting for contingent consideration.
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Additional Guidancefor Applying the Acquisition Method to Particular Types of Entity
Combinations

An Entity Combination Achieved in Stages

5347.An acquirer sometimes obtains control of an acquiree in which it held an equity interest |
immediately before the acquisition date. For example, on December 31, 20X1, Entity A
holds a 35 per cent non-controlling equity interest in Entity B. On that date, Entity A
purchases an additional 40 per cent interest in Entity B, which gives it control of Entity B.
This Standard refers to such a transaction as an entity combination achieved in stages,
sometimes also referred to as a step acquisition.

5448.1In an entity combination achieved in stages, the acquirer shall remeasure its previously held |

equity interest in the acquiree at its acquisition-date fair value and recognize the resulting
gain or loss, if any, in surplus or deficit. In prior reporting periods, the acquirer may have
recognized changes in the value of its equity interest in the acquiree directly in net
assets/equity (for example, because the investment was classified as available for sale). If
so, the amount that was recognized directly in net assets/equity shall be recognized on the
same basis as would be required if the acquirer had disposed directly of the previously held
equity interest.

An Entity Combination Achieved by Indirect Acquisition

5549.An acquirer sometimes obtains control of an acquiree by indirect acquisition. The |
acquisition method of accounting for an entity combination applies to those combinations.
Such circumstances include the acquiree repurchasing a sufficient number of its own shares
for an existing investor (the acquirer) to obtain control.

M easurement Period

560. If the initial accounting for an entity combination is incomplete by the end of the |
reporting period in which the combination occurs, the acquirer shall report in its
financial statements provisional amounts for the items for which the accounting is
incomplete. During the measurement period, the acquirer shall retrospectively adjust
the provisional amounts recognized at the acquisition date to reflect new information
obtained about facts and circumstances that existed as of the acquisition date and, if
known, would have affected the measurement of the amounts recognized as of that
date. During the measurement period, the acquirer shall also recognize additional
assets or liabilities if new information is obtained about facts and circumstances that
existed as of the acquisition date and, if known, would haveresulted in the recognition
of those assets and liabilities as of that date. The measurement period ends as soon as
the acquirer receives the information it was seeking about facts and circumstances
that existed as of the acquisition date or learns that more information is not
obtainable. However, the measurement period shall not exceed one year from the
acquisition date.

57+. The measurement period is the period after the acquisition date during which the acquirer |
may adjust the provisional amounts recognized for an entity combination. The
measurement period provides the acquirer with a reasonable time to obtain the information

19
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| 582.

| 593.

necessary to identify and measure the following as of the acquisition date in accordance
with the requirements of this Standard:

(a) The identifiable assets acquired, liabilities assumed and any non-controlling interest
in the acquiree;

(b) The consideration transferred for the acquiree (or the other amount used in measuring
goodwill);

(c) In an entity combination achieved in stages, the equity interest in the acquiree
previously held by the acquirer; and

(d) The resulting goodwill or gain on a bargain purchase.

The acquirer shall consider all pertinent factors in determining whether information
obtained after the acquisition date should result in an adjustment to the provisional amounts
recognized or whether that information results from events that occurred after the
acquisition date. Pertinent factors include the date when additional information is obtained
and whether the acquirer can identify a reason for a change to provisional amounts.
Information that is obtained shortly after the acquisition date is more likely to reflect
circumstances that existed at the acquisition date than is information obtained several
months later. For example, unless an intervening event that changed its fair value can be
identified, the sale of an asset to a third party shortly after the acquisition date for an
amount that differs significantly from its provisional fair value determined at that date is
likely to indicate an error in the provisional amount.

The acquirer recognizes an increase (decrease) in the provisional amount recognized for an
identifiable asset (liability) by means of a decrease (increase) in goodwill. However, new
information obtained during the measurement period may sometimes result in an
adjustment to the provisional amount of more than one asset or liability. For example, the
acquirer might have assumed a liability to pay damages related to an accident in one of the
acquiree’s facilities, part or all of which are covered by the acquiree’s liability insurance
policy. If the acquirer obtains new information during the measurement period about the
acquisition-date fair value of that liability, the adjustment to goodwill resulting from a
change to the provisional amount recognized for the liability would be offset (in whole or
in part) by a corresponding adjustment to goodwill resulting from a change to the
provisional amount recognized for the claim receivable from the insurer.

| 6054.During the measurement period, the acquirer shall recognize adjustments to the provisional

amounts as if the accounting for the entity combination had been completed at the
acquisition date. Thus, the acquirer shall revise comparative information for prior periods
presented in financial statements as needed, including making any change in depreciation,
amortization or other revenue effects recognized in completing the initial accounting.

| 6155. After the measurement period ends, the acquirer shall revise the accounting for an entity

20

combination only to correct an error in accordance with IPSAS 3, “Accounting Policies,
Changes in Accounting Estimates and Errors.”
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Determining What is Part of the Entity Combination Transaction

6256.The acquirer and the acquiree may have a pre-existing relationship or other
arrangement before negotiations for the entity combination began, or they may enter
into an arrangement during the negotiations that is separate from the entity
combination. In either situation, the acquirer shall identify any amounts that are not
part of what the acquirer and the acquiree (or its former owners) exchanged in the
entity combination, i.e.,, amounts that are not part of the exchange for the acquiree.
The acquirer shall recognize as part of applying the acquisition method only the
consideration transferred for the acquiree and the assets acquired and liabilities
assumed in the exchange for the acquiree. Separate transactions shall be accounted
for in accordance with therelevant | PSASs.

6357.A transaction entered into by or on behalf of the acquirer or primarily for the benefit of the
acquirer or the combined entity, rather than primarily for the benefit of the acquiree (or its
former owners) before the combination, is likely to be a separate transaction. The following
are examples of separate transactions that are not to be included in applying the acquisition
method:

(a) A transaction that in effect settles pre-existing relationships between the acquirer and
acquiree;

(b) A transaction that remunerates employees or former owners of the acquiree for future
services; and

(c) A transaction that reimburses the acquiree or its former owners for paying the
acquirer’s acquisition-related costs.

Paragraphs AG446—AGS56+ provide related application guidance.

Acquisition-Related Costs

6458. Acquisition-related costs are costs the acquirer incurs to effect an entity combination.
Those costs include finder’s fees; advisory, legal, accounting, valuation and other
professional or consulting fees; general administrative costs, including the costs of
maintaining an internal acquisitions department; and costs of registering and issuing debt
and equity securities. The acquirer shall account for acquisition-related costs as expenses in
the periods in which the costs are incurred and the services are received, with one
exception. The costs to issue debt or equity securities shall be recognized in accordance

with IPSAS—XXAED-37) 28 and IPSAS-XXAED-38) 29.

Subsequent M easurement and Accounting

6559.1n general, an acquirer shall subsequently measure and account for assets acquired,
liabilities assumed or incurred and equity instrumentsissued in an entity combination
in accordance with other applicable IPSASs for those items, depending on their
nature. However, this Standard provides guidance on subsequently measuring and
accounting for the following assets acquired, liabilities assumed or incurred and
equity instrumentsissued in an entity combination:
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(a) Reacquired rights;

(b) Contingent liabilitiesrecognized as of the acquisition date;
(¢) Indemnification assets, and

(d) Contingent consideration.

Paragraph AG572 providesrelated application guidance.

Reacquired Rights

6668. A reacquired right recognized as an intangible asset shall be amortised over the remaining

period of the contract or other binding arrangement in which the right was granted. An
acquirer that subsequently sells a reacquired right to a third party shall include the carrying
amount of the intangible asset in determining the gain or loss on the sale.

Contingent Liabilities

67+. After initial recognition and until the liability is settled, cancelled or expires, the acquirer

shall measure a contingent liability recognized in an entity combination at the higher of:
(a) The amount that would be recognized in accordance with IPSAS 19; and

(b) The amount initially recognized less, if appropriate, cumulative amortization
recognized in accordance with IPSAS 9, “Revenue from Exchange Transactions.”

This requirement does not apply to contracts accounted for in accordance with IPSAS22G

ED38)29.

I ndemnification Assets

682. At the end of each subsequent reporting period, the acquirer shall measure an

indemnification asset that was recognized at the acquisition date on the same basis as the
indemnified liability or asset, subject to any limitations in the terms of the contract or other
binding arrangement on its amount and, for an indemnification asset that is not
subsequently measured at its fair value, management’s assessment of the collectibility of
the indemnification asset. The acquirer shall derecognize the indemnification asset only
when it collects the asset, sells it or otherwise loses the right to it.

Contingent Consideration

693. Some changes in the fair value of contingent consideration that the acquirer recognizes

22

after the acquisition date may be the result of additional information that the acquirer
obtained after that date about facts and circumstances that existed at the acquisition date.
Such changes are measurement period adjustments in accordance with paragraphs 56—6059
—54. However, changes resulting from events after the acquisition date, such as meeting an
earnings target, reaching a specified share price or reaching a milestone on a research and
development project, are not measurement period adjustments. The acquirer shall account
for changes in the fair value of contingent consideration that are not measurement period
adjustments as follows:
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(a) Contingent consideration classified as net assets/equity shall not be remeasured and
its subsequent settlement shall be accounted for within net assets/equity.

(b) Contingent consideration classified as an asset or a liability that:

(1) Is a financial instrument and is within the scope of IPSASXXAED-38) 29 shall
be measured at fair value, with any resulting gain or loss recognized either in
surplus or deficit or directly in net assets/equity in accordance with that
Standard.

(i) Is not within the scope of IPSAS—XX—~HED-38) 29 shall be accounted for in
accordance with IPSAS 19 or other IPSASs as appropriate.

Disclosures

7064.The acquirer shall disclose information that enables users of its financial statements
to evaluate the nature and financial effect of an entity combination that occurseither:

(a) Duringthecurrent reporting period; or

(b) After the end of the reporting period but before the financial statements are
authorized for issue.

7165.To meet the objective in paragraph 7064, the acquirer shall disclose the information
specified in paragraphs AG583—AG6055.

7266.The acquirer shall disclose information that enables users of its financial statements
to evaluate the financial effects of adjustments recognized in the current reporting
period that relate to entity combinations that occurred in the period or previous
reporting periods.

7367.To meet the objective in paragraph 7266, the acquirer shall disclose the information
specified in paragraph AG6156.

7468.1f the specific disclosures required by this and other IPSASs do not meet the objectives set
out in paragraphs 7064 and 7266, the acquirer shall disclose whatever additional
information is necessary to meet those objectives.

Effective Date and Transition

Effective Date

entity shall apply this Standard for _annual financial statements covering periods
beginning on or after Menth—DayApril 1, ¥Year201l. Earlier application is
permittedencouraged. If an entity appliesthis Standard for_a period beginning before
Menth—DayApril 1, ¥Year2011, it shall disclose that fact—and—apphytHRPSAS6E(as
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76. When an entity adopts the accrual basis of accounting as defined by IPSASs for financial
reporting purposes subsequent to this effective date, this Standard applies to the entity’s
annual financial statements covering periods beginning on or after the date of adoption.

Transition

| 776. Assets and liabilities that arose from entity combinations whose acquisition dates

preceded the application of this Standard shall not be adjusted upon application of
this Standard.
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Appendix A
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Appendix AAppendixB

Application guidance
This appendix is an integral part of the-IPSAS 32.
Scope (application of paragraphs 2—73)

AG]1. This Standard applies to a transaction or other event that meets the definition of an entity
combination_and the acquirer obtains an ownership interest in the acquiree-arisingfrom
an-exchange-transaetion. This type of entity combination will generally occur where the
owner wishes to sell or otherwise dispose of its ownership interest in an entity. For
example, a Federal government acquires an operation which is capable of being
conducted and managed for the purpose of providing a return. The Federal government
acquires an 82% shareholding (i.e., an ownership interest) directly in exchange for
consideration transferred of CU892 million, as set out below.

Federal government > Previous owners
Paid CU892 Million

82%

\ 4

Commercial business |ga--acccacccaacaaaoaaoo '

AG2. Another example of an entity combination_that is within the scope of this Standard
aristrg—from—an—exchangetransaetion—is as follows: Province A acquires a charitable
hospital which is owned and run by the Order of Grey Nuns, for providing hospital
services to the disadvantaged in the community. Province A acquires all of the hospital’s
activities, assets and liabilities, which constitute an operation, directly in exchange for
consideration transferred of CU100 million, which is approximately equal to the fair
value of the net assets transferred in exchange. This acquisition is completed by the
transfer of the ownership instrument from the Grey Nuns (the former owners) to
Province A, as set out below.

The Order of Grey Nuns|
(previous owners)

A 4

Province A

Paid CU100 Million

100%

)
'
)
A 4 '
'
]

Charitable Hospital [€=============<=-=-c=--=--!

Reor ganizations involving public sector entities wher e the acquirer does not obtain an

ownership interest in the acquir ee Entity-combinationsarisirgfrom-a-nen-exchange
transaction-(application of paragraph 53(a))

AG3. This Standard does not apply to reorganizations involving public sector entities where the
acquirer does not obtain an ownership interest in the acquireean—entity—eombination

ar—}smg—ﬁaem—a Where the acquirer does not obtain an ownershm interest. ﬂeﬂ—%ehaﬁge
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tved—An example of
combination—from—a—non-exchange—transaetion—a_reorganization is where a FEederal
Provincial government creates legislation which mandates that a small local government
entity, Council B must transfer all its activities, assets and liabilities;—witheut
constderation— to an existing local government entity, Council A;. Council A does not
receive an ownership interest in Council B, as set out below.

Council A Council B
(large) (small)
Transfer of
v activiti_tes,_e_1§sets and
liabilities
Council A P
(enlarged) N

Entity combinations of entities under common contr ol-arisiag-frem-exchange transactions
(application of paragraph 53(d))

AG4.

AGS.

AG6.

AGT.

28

This Standard does not apply to a combination of entities or operations under common
control-arisingfroman-exchange-transaetion. An entity combination involving entities or
operations under common control is an entity combination in which all of the combining
entities or operations are ultimately controlled by the same party or parties both before
and after the entity combination, and that control is not transitory.

A group of individuals shall be regarded as controlling an entity when, as a result of
contractual or other binding arrangements, they collectively have the power to govern its
financial and operating policies so as to obtain benefits from its activities. Therefore, an
entity combination is outside the scope of this Standard when the same group of
individuals has, as a result of contractual or other binding arrangements, ultimate
collective power to govern the financial and operating policies of each of the combining
entities so as to obtain benefits from their activities, and that ultimate collective power is
not transitory.

An entity may be controlled by an individual or by a group of individuals acting together
under a contractual or other binding arrangement, and that individual or group of
individuals may not be subject to the financial reporting requirements of IPSASs.
Therefore, it is not necessary for combining entities to be included as part of the same
consolidated financial statements for an entity combination to be regarded as one
involving entities under common control.

The extent of non-controlling interests in each of the combining entities before and after
an entity combination is not relevant to determining whether the combination involves
entities under common control. Similarly, the fact that one of the combining entities is a
controlled entity that has been excluded from the consolidated financial statements is not
relevant to determining whether a combination involves entities under common control.
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I dentifying an entity combination (application of paragraph 118)

AGS. This Standard defines an entity combination as a transaction or other event in which an
acquirer obtains control of one or more operations. An acquirer might obtain control of
an acquiree in a variety of ways, for example:

(a)

(b)
(©)
(d)
(e)

By transferring cash, cash equivalents or other assets (including net assets that
constitute an operation);

By incurring liabilities;
By issuing equity interests;
By providing more than one type of consideration; or

By indirect acquisition (see paragraph 5549).

AG9. An entity combination may be structured in a variety of ways for legal, taxation, statutory
or other reasons, which include but are not limited to:

(2)

(b)

(c)

(d)

One or more operations become controlled entities of an acquirer or the net assets
of one or more operations are legally merged into the acquirer;

One combining entity transfers its net assets, or its owners transfer their equity
interests, to another combining entity or its owners;

All of the combining entities transfer their net assets, or the owners of those entities
transfer their equity interests, to a newly formed entity (sometimes referred to as a
roll-up or put-together transaction); or

A group of former owners of one of the combining entities obtains control of the
combined entity.

Definition of an operation (application of paragraphs 5(c) and 118)

AGI10. An operation consists of inputs and processes applied to those inputs that have the ability
to create outputs. Although operations usually have outputs, outputs are not required for
an integrated set to qualify as an operation. The three elements of an operation are
defined as follows:

(2)

(b)

Input: Any economic resource that creates, or has the ability to create, outputs when
one or more processes are applied to it. Examples include non-current assets
(including intangible assets or rights to use non-current assets), intellectual
property, the ability to obtain access to necessary materials or rights and employees.

Process: Any system, standard, protocol, convention or rule that when applied to an
input or inputs, creates or has the ability to create outputs. Examples include
strategic management processes, operational processes and resource management
processes. These processes typically are documented, but an organized workforce
having the necessary skills and experience following rules and conventions may
provide the necessary processes that are capable of being applied to inputs to create
outputs. (Accounting, billing, payroll and other administrative systems typically are
not processes used to create outputs.)
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AGI1I.

AGI2.

AGI3.

AG14.

AGIS.

(c) Output: The result of inputs and processes applied to those inputs that provide or
have the ability to provide economic benefits or service potential, such as providing
a commercial return, delivery of goods or services, reducing costs or increasing
efficiencies.

To be capable of being conducted and managed for the purposes defined, an integrated
set of activities and assets requires two essential elements—inputs and processes applied
to those inputs, which together are or will be used to create outputs. However, an
operation need not include all of the inputs or processes that the seller used in operating
that operation if market or other participants are capable of acquiring the operation and
continuing to produce outputs, for example, by integrating the operation with their own
inputs and processes.

The nature of the elements of an operation varies by industry and by the structure of an
entity’s activities, including the entity’s stage of development. Established operations
often have many different types of inputs, processes and outputs, whereas new operations
often have few inputs and processes and sometimes only a single output (product or
service). Nearly all operations also have liabilities, but an operation need not have
liabilities.

An integrated set of activities and assets in the development stage might not have outputs.
If not, the acquirer should consider other factors to determine whether the set is an
operation. Those factors include, but are not limited to, whether the set:

(a) Has begun planned principal activities;

(b) Has employees, intellectual property and other inputs and processes that could be
applied to those inputs;

(c) Is pursuing a plan to produce outputs; and

(d) Will be able to obtain access to customers that will purchase the outputs or users
that will use the outputs, whom may or may not be required to purchase the outputs.

Not all of those factors need to be present for a particular integrated set of activities and
assets in the development stage to qualify as an operation.

Determining whether a particular set of assets and activities is an operation should be
based on whether the integrated set is capable of being conducted and managed as an
operation by a market or other participant. Thus, in evaluating whether a particular set is
an operation, it is not relevant whether a seller operated the set as an operation or whether
the acquirer intends to operate the set as an operation.

In the absence of evidence to the contrary, a particular set of cash-generating assets and
activities in which goodwill is present shall be presumed to be an operation. However, an
a cash-generating operation need not have goodwill.

I dentifying the acquirer (application of paragraphs 1411 and 1512)

AGle.

30

The guidance in IPSAS 6, “Consolidated and Separate Financial Statements” shall be
used to identify the acquirer—the entity that obtains control of the acquiree. If an entity
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AGI7.

AGIS.

AGI9.

AG20.

AG21.

combination has occurred but applying the guidance in IPSAS 6 does not clearly indicate
which of the combining entities is the acquirer, the factors in paragraphs AG17-AG21
shall be considered in making that determination.

In an entity combination effected primarily by transferring cash or other assets or by
incurring liabilities, the acquirer is usually the entity that transfers the cash or other assets
or incurs the liabilities.

In an entity combination effected primarily by exchanging equity interests, the acquirer is
usually the entity that issues its equity interests. Other pertinent facts and circumstances
shall also be considered in identifying the acquirer in an entity combination effected by
exchanging equity interests, including:

(a) The relative voting rights in the combined entity after the entity combination—The
acquirer is usually the combining entity whose owners as a group retain or receive
the largest portion of the voting rights in the combined entity. In determining which
group of owners retains or receives the largest portion of the voting rights, an entity
shall consider the existence of any unusual or special voting arrangements and
options, warrants or convertible securities.

(b) The existence of a large minority voting interest in the combined entity if no other
owner or organized group of owners has a significant voting interest—The acquirer
is usually the combining entity whose single owner or organized group of owners
holds the largest minority voting interest in the combined entity.

(¢) The composition of the governing body of the combined entity—The acquirer is
usually the combining entity whose owners have the ability to elect or appoint or to
remove a majority of the members of the governing body of the combined entity.

(d) The composition of the senior management of the combined entity—The acquirer is
usually the combining entity whose (former) management dominates the
management of the combined entity.

(e) The terms of the exchange of equity interests—The acquirer is usually the
combining entity that pays a premium over the pre-combination fair value of the
equity interests of the other combining entity or entities.

The acquirer is usually the combining entity whose relative size (measured in, for
example, assets, revenues or surplus) is significantly greater than that of the other
combining entity or entities.

In an entity combination involving more than two entities, determining the acquirer shall
include a consideration of, among other things, which of the combining entities initiated
the combination, as well as the relative size of the combining entities.

A new entity formed to effect an entity combination is not necessarily the acquirer. If a
new entity is formed to issue equity interests to effect an entity combination, one of the
combining entities that existed before the entity combination shall be identified as the
acquirer by applying the guidance in paragraphs AG16—AG20. In contrast, a new entity
that transfers cash or other assets or incurs liabilities as consideration may be the
acquirer.
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Recognizing particular assets acquired and liabilities assumed (application of paragraphs
18-2115—18)

Operating leases

AG?22. The acquirer shall recognize no assets or liabilities related to an operating lease in which
the acquiree is the lessee except as required by paragraphs AG23 and AG24.

AG23. The acquirer shall determine whether the terms of each operating lease in which the
acquiree is the lessee are favorable or unfavorable. The acquirer shall recognize an
intangible asset if the terms of an operating lease are favorable relative to market terms
and a liability if the terms are unfavorable relative to market terms. Paragraph AG36
provides guidance on measuring the acquisition-date fair value of assets subject to
operating leases in which the acquiree is the lessor.

AG24. An identifiable intangible asset may be associated with an operating lease, which may be
evidenced by market participants’ willingness to pay a price for the lease even if it is at
market terms. For example, a lease of gates at an airport or of retail space in a prime
shopping area might provide entry into a market or other future economic benefits that
qualify as identifiable intangible assets, for example, as a customer relationship. In that
situation, the acquirer shall recognize the associated identifiable intangible asset(s) in
accordance with paragraph AG25.

Intangible assets

AQG25. The acquirer shall recognize, separately from goodwill, the identifiable intangible assets
acquired in an entity combination. An intangible asset is identifiable if it meets either the

separability criterion or the binding arrangement eentractaal-legal-binding-criterion.

AG26. An intangible asset that meets the binding arrangement eentractual-legal-binding
criterion is identifiable even if the asset is not transferable or separable from the acquiree
or from other rights and obligations. For example:

(a) An acquiree leases a manufacturing facility under an operating lease that has terms
that are favorable relative to market terms. The lease terms explicitly prohibit
transfer of the lease (through either sale or sublease). The amount by which the
lease terms are favorable compared with the terms of current market transactions
for the same or similar items is an intangible asset that meets the binding
arrangement eentractual-legal-binding—criterion for recognition separately from
goodwill, even though the acquirer cannot sell or otherwise transfer the lease
contract.

(b) An acquiree owns and operates a nuclear power plant. The licence to operate that
power plant is an intangible asset that meets the binding arrangement eentractual-
legal-binding—criterion for recognition separately from goodwill, even if the
acquirer cannot sell or transfer it separately from the acquired power plant. An
acquirer may recognize the fair value of the operating licence and the fair value of
the power plant as a single asset for financial reporting purposes if the useful lives
of those assets are similar.
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AG27.

AG28.

(c) An acquiree owns a technology patent. It has licensed that patent to others for their
exclusive use outside the domestic market, receiving a specified percentage of
future foreign revenue in exchange. Both the technology patent and the related
license agreement meet the binding arrangement eentractaaldegal-binding-criterion
for recognition separately from goodwill even if selling or exchanging the patent
and the related license agreement separately from one another would not be
practical.

The separability criterion means that an acquired intangible asset is capable of being
separated or divided from the acquiree and sold, transferred, licensed, rented or
exchanged, either individually or together with a related contract or other binding
arrangement, identifiable asset or liability. An intangible asset that the acquirer would be
able to sell, license or otherwise exchange for something else of value meets the
separability criterion even if the acquirer does not intend to sell, license or otherwise
exchange it. An acquired intangible asset meets the separability criterion if there is
evidence of exchange transactions for that type of asset or an asset of a similar type, even
if those transactions are infrequent and regardless of whether the acquirer is involved in
them. For example, customer, user and subscriber lists are frequently licensed and thus
meet the separability criterion. Even if an acquiree believes its customer lists have
characteristics different from other customer lists, the fact that customer lists are
frequently licensed generally means that the acquired customer list meets the separability
criterion. However, a customer list acquired in an entity combination would not meet the
separability criterion if the terms of confidentiality or other agreements prohibit an entity
from selling, leasing or otherwise exchanging information about its customers.

An intangible asset that is not individually separable from the acquiree or combined
entity meets the separability criterion if it is separable in combination with a related
contract or other binding arrangement, identifiable asset or liability. For example:

(a) Market participants exchange deposit liabilities and related depositor relationship
intangible assets in observable exchange transactions. Therefore, the acquirer
should recognize the depositor relationship intangible asset separately from
goodwill.

(b) An acquiree owns a registered trademark and documented but unpatented technical
expertise used to manufacture the trademarked product. To transfer ownership of a
trademark, the owner is also required to transfer everything else necessary for the
new owner to produce a product or service indistinguishable from that produced by
the former owner. Because the unpatented technical expertise must be separated
from the acquiree or combined entity and sold if the related trademark is sold, it
meets the separability criterion.

Reacquired rights

AG29.

As part of an entity combination, an acquirer may reacquire a right that it had previously
granted to the acquiree to use one or more of the acquirer’s recognized or unrecognized
assets. Examples of such rights include a right to use the acquirer’s trade name under an
franchise—agreement or a right to use the acquirer’s technology under a technology
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AG30.

licensing agreement. A reacquired right is an identifiable intangible asset that the acquirer
recognizes separately from goodwill. Paragraph 4036 provides guidance on measuring a
reacquired right and paragraph 6666 provides guidance on the subsequent accounting for
a reacquired right.

If the terms of the contract or other binding arrangement giving rise to a reacquired right
are favorable or unfavorable relative to the terms of current market transactions for the
same or similar items, the acquirer shall recognize a settlement gain or loss. Paragraph
AG458 provides guidance for measuring that settlement gain or loss.

Assembled workforce and other items that are not identifiable

AG31.

AG32.

AG33.

AG34.

34

The acquirer subsumes into goodwill the value of an acquired intangible asset that is not
identifiable as of the acquisition date. For example, an acquirer may attribute value to the
existence of an assembled workforce, which is an existing collection of employees that
permits the acquirer to continue to operate an acquired operation from the acquisition
date. An assembled workforce does not represent the intellectual capital of the skilled
workforce—the (often specialized) knowledge and experience that employees of an
acquiree bring to their jobs. Because the assembled workforce is not an identifiable asset
to be recognized separately from goodwill, any value attributed to it is subsumed into
goodwill.

The acquirer also subsumes into goodwill any value attributed to items that do not qualify
as assets at the acquisition date. For example, the acquirer might attribute value to
potential contracts the acquiree is negotiating with prospective new customers at the
acquisition date. Because those potential contracts or other binding arrangements are not
themselves assets at the acquisition date, the acquirer does not recognize them separately
from goodwill. The acquirer will determine whether any goodwill recognized for the
acquisition of a cash-generating operation or operations is impaired in accordance with
PSAS 21 “Impairment-of Non-Cash-Generating-Assets”and-IPSAS 26, “Impairment of
Cash-Generating Assets, ’—as—appropriate. In accordance with paragraph 44, where an
acquirer acquires a non-cash-generating operation or operations and the consideration
transferred exceeds the acquisition-date net assets acquired, the acquirer shall recognize
the loss in surplus or deficit on the acquisition date. The acquirer should not subsequently
reclassify the value of those contracts or other binding arrangements from goodwill for
events that occur after the acquisition date. However, the acquirer should assess the facts
and circumstances surrounding events occurring shortly after the acquisition to determine
whether a separately recognizable intangible asset existed at the acquisition date.

After initial recognition, an acquirer accounts for intangible assets acquired in an entity
combination in accordance with the provisions of IPSASXX—ED46) 31, “Intangible

Assets.” Hewever,—as—éeseﬁbed—m—pamgﬁaph—&é—ef—PPSAS—)%éEDWe

The identifiability criteria determine whether an intangible asset is recognized separately
from goodwill. However, the criteria neither provide guidance for measuring the fair
value of an intangible asset nor restrict the assumptions used in estimating the fair value
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of an intangible asset. For example, the acquirer would take into account assumptions
that market or other participants would consider, such as expectations of future contract
or other binding arrangement renewals, in measuring fair value. It is not necessary for the
renewals themselves to meet the identifiability criteria. (However, see paragraph 4036,
which establishes an exception to the fair value measurement principle for reacquired

rights recognized in an entity combination.) Paragraphs45-and-46-efHPSAS XXA(ED-40)

Measuring thefair value of particular identifiable assets and a non-controlling interest in
an acquiree (application of paragraphs 2824 and 2925)

Assets with uncertain cash flows (valuation allowances)

AG35. The acquirer shall not recognize a separate valuation allowance as of the acquisition date
for assets acquired in an entity combination that are measured at their acquisition-date
fair values because the effects of uncertainty about future cash flows are included in the
fair value measure. For example, because this Standard requires the acquirer to measure
acquired receivables, including loans, at their acquisition-date fair values, the acquirer
does not recognize a separate valuation allowance for the contractual or other binding
arrangement cash flows that are deemed to be uncollectible at that date.

Assets subject to operating leases in which the acquiree is the lessor

AG36. In measuring the acquisition-date fair value of an asset such as a building or a patent that
is subject to an operating lease in which the acquiree is the lessor, the acquirer shall take
into account the terms of the lease. In other words, the acquirer does not recognize a
separate asset or liability if the terms of an operating lease are either favorable or
unfavorable when compared with market terms as paragraph AG23 requires for leases in
which the acquiree is the lessee.

Assets that the acquirer intends not to use or to use in a way that is different from the way other
market participants would use them

AG37. For competitive or other reasons, the acquirer may intend not to use an acquired asset, for
example, a research and development intangible asset, or it may intend to use the asset in
a way that is different from the way in which other market participants would use it.
Nevertheless, the acquirer shall measure the asset at fair value determined in accordance
with its use by other market participants.

Non-controlling interest in an acquiree

AG38. This Standard allows the acquirer to measure a non-controlling interest in the acquiree at
its fair value at the acquisition date. Sometimes an acquirer will be able to measure the
acquisition-date fair value of a non-controlling interest on the basis of active market
prices for the equity shares not held by the acquirer. In other situations, however, an
active market price for the equity shares will not be available. In those situations, the
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AG39.

acquirer would measure the fair value of the non-controlling interest using other
valuation techniques.

The fair values of the acquirer’s interest in the acquiree and the non-controlling interest
on a per-share basis might differ. The main difference is likely to be the inclusion of a
control premium in the per-share fair value of the acquirer’s interest in the acquiree or,
conversely, the inclusion of a discount for lack of control (also referred to as a minority
discount) in the per-share fair value of the non-controlling interest.

Measuring goodwill or a gain from a bargain purchase

Measuring the acquisition-date fair value of the acquirer’s interest in the acquiree using
valuation techniques (application of paragraph 4539)

AG402. In an entity combination achieved by indirect acquisition, the acquirer must

substitute the acquisition-date fair value of its interest in the acquiree for the acquisition-
date fair value of the consideration transferred to measure goodwill or a gain on a bargain
purchase (see paragraphs 43—4638—49). The acquirer should measure the acquisition-
date fair value of its interest in the acquiree using one or more valuation techniques that
are appropriate in the circumstances and for which sufficient data are available. If more
than one valuation technique is used, the acquirer should evaluate the results of the
techniques, considering the relevance and reliability of the inputs used and the extent of
the available data.

Special considerations in applying the acquisition method to combinations of mutual entities
(application of paragraph 4539)

AG413. When two mutual entities combine, the fair value of the equity or member

36

interests in the acquiree (or the fair value of the acquiree) may be more reliably
measurable than the fair value of the member interests transferred by the acquirer. In that
situation, paragraph 4539 requires the acquirer to determine the amount of goodwill by
using the acquisition-date fair value of the acquiree’s equity interests instead of the
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acquisition-date fair value of the acquirer’s equity interests transferred as consideration.
In addition, the acquirer in a combination of mutual entities shall recognize the acquiree’s
net assets as a direct addition to capital or net assets/equity in its statement of financial
position, not as an addition to accumulated surplus or deficit, which is consistent with the
way in which other types of entities apply the acquisition method.

AG424. Although they are similar in many ways to other operations, mutual entities have
distinct characteristics that arise primarily because their members are both customers and
owners. Members of mutual entities generally expect to receive benefits for their
membership, often in the form of reduced fees charged for goods and services or
patronage dividends. The portion of patronage dividends allocated to each member is
often based on the amount of business the member did with the mutual entity during the
year.

AG435. A fair value measurement of a mutual entity should include the assumptions that
market participants would make about future member benefits as well as any other
relevant assumptions market participants would make about the mutual entity. For
example, an estimated cash flow model may be used to determine the fair value of a
mutual entity. The cash flows used as inputs to the model should be based on the
expected cash flows of the mutual entity, which are likely to reflect reductions for
member benefits, such as reduced fees charged for goods and services.

Deter mining what ispart of the entity combination transaction (application of
paragraphs 6256 and 635%)

AG446. The acquirer should consider the following factors, which are neither mutually
exclusive nor individually conclusive, to determine whether a transaction is part of the
exchange for the acquiree or whether the transaction is separate from the entity
combination:

(a) Thereasons for the transaction—Understanding the reasons why the parties to
the combination (the acquirer and the acquiree and their owners, directors,
governing body and managers—and their agents) entered into a particular
transaction or arrangement may provide insight into whether it is part of the
consideration transferred and the assets acquired or liabilities assumed. For
example, if a transaction is arranged primarily for the benefit of the acquirer or the
combined entity rather than primarily for the benefit of the acquiree or its former
owners before the combination, that portion of the transaction price paid (and any
related assets or liabilities) is less likely to be part of the exchange for the acquiree.
Accordingly, the acquirer would account for that portion separately from the entity
combination.

(b) Who initiated the transaction—Understanding who initiated the transaction may
also provide insight into whether it is part of the exchange for the acquiree. For
example, a transaction or other event that is initiated by the acquirer may be entered
into for the purpose of providing future economic benefits or service potential to the
acquirer or combined entity with little or no benefit received by the acquiree or its
former owners before the combination. On the other hand, a transaction or
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arrangement initiated by the acquiree or its former owners is less likely to be for the
benefit of the acquirer or the combined entity and more likely to be part of the
entity combination transaction.

(¢) Thetiming of the transaction—The timing of the transaction may also provide
insight into whether it is part of the exchange for the acquiree. For example, a
transaction between the acquirer and the acquiree that takes place during the
negotiations of the terms of an entity combination may have been entered into in
contemplation of the entity combination to provide future economic benefits or
service potential to the acquirer or the combined entity. If so, the acquiree or its
former owners before the entity combination are likely to receive little or no benefit
from the transaction except for benefits they receive as part of the combined entity.

Effective settlement of a pre-existing relationship between the acquirer and acquiree in an entity
combination (application of paragraph 635%(a))

AG457. The acquirer and acquiree may have a relationship that existed before they
contemplated the entity combination, referred to here as a ‘pre-existing relationship’. A
pre-existing relationship between the acquirer and acquiree may be contractual (for
example, vendor and customer or licensor and licensee) or non-contractual (for example,
plaintiff and defendant).

| AG468. If the entity combination in effect settles a pre-existing relationship, the acquirer
recognizes a gain or loss, measured as follows:

(a) For a pre-existing non-contractual relationship (such as a lawsuit), fair value.
(b) For a pre-existing contractual relationship, the lesser of (i) and (ii):

(i) The amount by which the contract is favorable or unfavorable from the
perspective of the acquirer when compared with terms for current market
transactions for the same or similar items. (An unfavorable contract is a
contract that is unfavorable in terms of current market terms. It is not
necessarily an onerous contract in which the unavoidable costs of meeting the
obligations under the contract exceed the economic benefits or service
potential expected to be received under it.)

(1)) The amount of any stated settlement provisions in the contract available to the
counterparty to whom the contract is unfavorable.

If (i1) is less than (i), the difference is included as part of the entity combination
accounting.

The amount of gain or loss recognized may depend in part on whether the acquirer had
previously recognized a related asset or liability, and the reported gain or loss therefore
may differ from the amount calculated by applying the above requirements.

| AG749. A pre-existing relationship may be a contract or other binding arrangement that
the acquirer recognizes as a reacquired right. If the contract includes terms that are
favorable or unfavorable when compared with pricing for current market transactions for
the same or similar items, the acquirer recognizes, separately from the entity
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combination, a gain or loss for the effective settlement of the contract or other binding
arrangement, measured in accordance with paragraph AG468.

Arrangements for contingent payments to employees or former owners (application of paragraph
6357#(b))

AG4830. Whether arrangements for contingent payments to employees or former owners
are contingent consideration in the entity combination or are separate transactions
depends on the nature of the arrangements. Understanding the reasons why the
acquisition agreement includes a provision for contingent payments, who initiated the
arrangement and when the parties entered into the arrangement may be helpful in
assessing the nature of the arrangement.

AG495+. If it is not clear whether an arrangement for payments to employees or former
owners is part of the exchange for the acquiree or is a transaction separate from the entity
combination, the acquirer should consider the following indicators:

(a) Continuing employment—The terms of continuing employment by the former
owners who become key employees may be an indicator of the substance of a
contingent consideration arrangement. The relevant terms of continuing
employment may be included in an employment agreement, acquisition agreement
or some other document. A contingent consideration arrangement in which the
payments are automatically forfeited if employment terminates is remuneration for
post-combination services. Arrangements in which the contingent payments are not
affected by employment termination may indicate that the contingent payments are
additional consideration rather than remuneration.

(b) Duration of continuing employment—If the period of required employment
coincides with or is longer than the contingent payment period, that fact may
indicate that the contingent payments are, in substance, remuneration.

(¢) Level of remuneration—Situations in which employee remuneration other than the
contingent payments is at a reasonable level in comparison with that of other key
employees in the combined entity may indicate that the contingent payments are
additional consideration rather than remuneration.

(d) Incremental payments to employees—If former owners who do not become
employees receive lower contingent payments on a per-share basis than the former
owners who become employees of the combined entity, that fact may indicate that
the incremental amount of contingent payments to the former owners who become
employees is remuneration.

(¢) Number of shares owned or other types-ef-owner interests—The relative number of
shares owned or other types—ef-owner interests held by the former owners who
remain as key employees may be an indicator of the substance of the contingent
consideration arrangement. For example, if the former owners who owned
substantially all of the shares or other types of owner interest in the acquiree
continue as key employees, that fact may indicate that the arrangement is, in
substance, an prefit-sharing-earnings arrangement intended to provide remuneration
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®

(2

(h)

for post-combination services. Alternatively, if former owners who continue as key
employees owned only a small number of shares of the acquiree or other types—of
owner interests and all former owners receive the same amount of contingent
consideration on a per-share or other pro-rata basis, that fact may indicate that the
contingent payments are additional consideration. The pre-acquisition ownership
interests held by parties related to former owners who continue as key employees,
such as family members, should also be considered.

Linkage to the valuation—If the initial consideration transferred at the acquisition
date is based on the low end of a range established in the valuation of the acquiree
and the contingent formula relates to that valuation approach, that fact may suggest
that the contingent payments are additional consideration. Alternatively, if the
contingent payment formula is consistent with prior prefit-sharing—earnings
arrangements, that fact may suggest that the substance of the arrangement is to
provide remuneration.

Formula for determining consideration—The formula used to determine the
contingent payment may be helpful in assessing the substance of the arrangement.
For example, if a contingent payment is determined on the basis of a multiple of the
entity’s surplus, that might suggest that the obligation is contingent consideration in
the entity combination and that the formula is intended to establish or verify the fair
value of the acquiree. In contrast, a contingent payment that is a specified
percentage of earnings might suggest that the obligation to employees is an prefit-
sharirg-earnings arrangement to remunerate employees for services rendered.

Other agreements and issues—The terms of other arrangements with former owners
(such as agreements not to compete, executory contracts, consulting contracts and
property lease agreements) and the income tax treatment of contingent payments
may indicate that contingent payments are attributable to something other than
consideration for the acquiree. For example, in connection with the acquisition, the
acquirer might enter into a property lease arrangement with a significant former
owner. If the lease payments specified in the lease contract are significantly below
market, some or all of the contingent payments to the lessor (the former owner)
required by a separate arrangement for contingent payments might be, in substance,
payments for the use of the leased property that the acquirer should recognize
separately in its post-combination financial statements. In contrast, if the lease
contract specifies lease payments that are consistent with market terms for the
leased property, the arrangement for contingent payments to the former owner may
be contingent consideration in the entity combination.

Acquirer share-based payment awards exchanged for awards held by the acquiree’s employees

(application of paragraph 67(bh))

AG50. An acquirer may exchange its share-based payment awards (replacement awards) for
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awards held by employees of the acquiree. Exchanges of share options or other share-

based payment awards in conjunction with an entity combination are accounted for as

modifications of share-based payment awards in accordance with the relevant
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AGS1.

international or national accounting standard dealing with share-based payment. If the
acquirer is obliged to replace the acquiree awards, either all or a portion of the market-
based measure of the acquirer’s replacement awards shall be included in measuring the
consideration transferred in the entity combination. The acquirer is obliged to replace the
acquiree awards if the acquiree or its employees have the ability to enforce replacement.
For example, for the purposes of applying this requirement, the acquirer is obliged to
replace the acquiree’s awards if replacement is required by:

(a) the terms of the acquisition agreement;

(b) the terms of the acquiree’s awards: or

(c) applicable laws or regulations.

In some situations, acquiree awards may expire as a consequence of an entity
combination. If the acquirer replaces those awards even though it is not obliged to do so,
all of the market-based measure of the replacement awards shall be recognised as
remuneration cost in the post-combination financial statements. That is to say, none of
the market-based measure of those awards shall be included in measuring the
consideration transferred in the entity combination.

To determine the portion of a replacement award that is part of the consideration

AGS2.

transferred for the acquiree and the portion that is remuneration for post-combination
service, the acquirer shall measure both the replacement awards granted by the acquirer
and the acquiree awards as of the acquisition date in accordance with the relevant
international or national accounting standard dealing with share-based payment. The
portion of the market-based measure of the replacement award that is part of the
consideration transferred in exchange for the acquiree equals the portion of the acquiree
award that is attributable to pre-combination service.

The portion of the replacement award attributable to pre-combination service is the

AGS3.

market-based measure of the acquiree award multiplied by the ratio of the portion of the
vesting period completed to the greater of the total vesting period or the original vesting
period of the acquiree award. The vesting period is the period during which all the
specified vesting conditions are to be satisfied. Vesting conditions are defined in the
relevant international or national accounting standard dealing with share-based payment.

The portion of a non-vested replacement award attributable to post-combination service,

AG54.

and therefore recognised as remuneration cost in the post-combination financial
statements, equals the total market-based measure of the replacement award less the
amount attributed to pre-combination service. Therefore, the acquirer attributes any
excess of the market-based measure of the replacement award over the market-based
measure of the acquiree award to post-combination service and recognises that excess as
remuneration cost in the post-combination financial statements. The acquirer shall
attribute a portion of a replacement award to post-combination service if it requires post-
combination service, regardless of whether employees had rendered all of the service
required for their acquiree awards to vest before the acquisition date.

The portion of a non-vested replacement award attributable to pre-combination service,

as well as the portion attributable to post-combination service, shall reflect the best
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AGSS.

available estimate of the number of replacement awards expected to vest. For example, if
the market-based measure of the portion of a replacement award attributed to pre-
combination service is CU100 and the acquirer expects that only 95 per cent of the award
will vest, the amount included in consideration transferred in the entity combination is
CU95. Changes in the estimated number of replacement awards expected to vest are
reflected in remuneration cost for the periods in which the changes or forfeitures
occur—not as adjustments to the consideration transferred in the entity combination.
Similarly, the effects of other events, such as modifications or the ultimate outcome of
awards with performance conditions, that occur after the acquisition date are accounted
for in accordance with the relevant international or national accounting standard dealing
with share-based payment in determining remuneration cost for the period in which an
event occurs.

The same requirements for determining the portions of a replacement award attributable

AGS56.

to pre-combination and post-combination service apply regardless of whether a
replacement award is classified as a liability or as an equity instrument in accordance
with the provisions of the relevant international or national accounting standard dealing
with share-based payment. All changes in the market-based measure of awards classified
as liabilities after the acquisition date and the related income tax effects, if applicable, are
recognised in the acquirer’s post-combination financial statements in the period(s) in
which the changes occur.

Where applicable, the income tax effects of replacement awards of share-based payments

shall be recognised in accordance with the provisions of the relevant international or
national accounting standard dealing with income taxes.

Other IPSASsthat provide guidance on subsequent measurement and accounting
(application of paragraph 6559)

AG572. Examples of other IPSASs that provide guidance on subsequently measuring and
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accounting for assets acquired and liabilities assumed or incurred in an entity
combination include:

(a) IPSAS—XXHED40)31 prescribes the accounting for identifiable intangible assets
acquired in an entity combination_where the acquirer obtains an ownership interest

in the acquirece—from—an—exchangetransaetion. Where an acquirer acquires a cash-

generating operation or operations, tFhe acquirer measures goodwill at the amount
recognized at the acquisition date less any accumulated impairment losses.

(13 2

D A mmn rrmment af Nan 2 ane no A o o o
J J 9 wie W U Cl -

forimpairmentlossesfor non-cash-generating-assets-and-IPSAS 26, “Impairment of
Cash-Generating Assets” prescribes the accounting for cash-generating unit and
cash-generating asset impairment losses._ Where an acquirer acquires a non-cash-
generating operation or operations and the consideration transferred exceeds the
acquisition-date net assets acquired, the acquirer shall recognize the loss in surplus
or deficit on the acquisition date, in accordance with paragraph 44.
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(b) IPSAS 6-(as—amendedin200) provides guidance on accounting for changes in a
controlling entity’s ownership interest in a controlled entity after control is

obtained.
Disclosures (application of paragraphs 7064 and 7266)

AG583. To meet the objective in paragraph 7064, the acquirer shall disclose the following
information for each entity combination that occurs during the reporting period:

(a) The name and a description of the acquiree.
(b) The acquisition date.
(c) The percentage of voting equity interests acquired.

(d) The primary reasons for the entity combination and a description of how the
acquirer obtained control of the acquiree.

(e) A qualitative description of the factors that make up the goodwill recognized, such
as expected synergies from combining operations of the acquiree and the acquirer,
intangible assets that do not qualify for separate recognition or other factors.

(f) The acquisition-date fair value of the total consideration transferred and the
acquisition-date fair value of each major class of consideration, such as:

(i) Cash;

(i1) Other tangible or intangible assets, including an operation or controlled entity
of the acquirer;

(ii1) Liabilities incurred, for example, a liability for contingent consideration; and

(iv) Equity interests of the acquirer, including the number of instruments or
interests issued or issuable and the method of determining the fair value of
those instruments or interests.

(2

immediately—expensed-The amount recognized in surplus or deficit on the
acquisition date in an entity combination where the acquirer acquires a non-cash-
generating operation or operations and incurs a loss.

(h) For contingent consideration arrangements and indemnification assets:
(1) The amount recognized as of the acquisition date;

(1)) A description of the arrangement and the basis for determining the amount of
the payment; and

(ii1)) An estimate of the range of outcomes (undiscounted) or, if a range cannot be
estimated, that fact and the reasons why a range cannot be estimated. If the
maximum amount of the payment is unlimited, the acquirer shall disclose that
fact.

(1) For acquired receivables:
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W)

(k)

)

(m)

(n)

(o)

(1)  The fair value of the receivables;

(1)) The gross eentractual-and non-contractual-amounts receivable_from binding
arrangements split between contractual and non-contractual amounts; and

(ii1) The best estimate at the acquisition date of the contractual and non-
contractual cash flows not expected to be collected.

The disclosures shall be provided by major class of receivable, such as loans, direct
finance leases and any other class of receivables.

The amounts recognized as of the acquisition date for each major class of assets
acquired and liabilities assumed.

For each contingent liability recognized in accordance with paragraph 3329, the
information required in paragraph 98 of IPSAS 19, “Provisions, Contingent
Liabilities and Contingent Assets.” If a contingent liability is not recognized
because its fair value cannot be measured reliably, the acquirer shall disclose:

(1)  The information required by paragraph 100 of IPSAS 19; and
(11)) The reasons why the liability cannot be measured reliably.

The total amount of goodwill that is expected to be deductible for tax purposes
(where applicable).

For transactions that are recognized separately from the acquisition of assets and
assumption of liabilities in the entity combination in accordance with paragraph_62
56:

(1) A description of each transaction;
(1) How the acquirer accounted for each transaction;

(ii1)) The amounts recognized for each transaction and the line item in the financial
statements in which each amount is recognized; and

(iv) If the transaction is the effective settlement of a pre-existing relationship, the
method used to determine the settlement amount.

The disclosure of separately recognized transactions required by (m) shall include
the amount of acquisition-related costs and, separately, the amount of those costs
recognized as an expense and the line item or items in the statement of financial
performance in which those expenses are recognized. The amount of any issue costs
not recognized as an expense and how they were recognized shall also be disclosed.

In a bargain purchase (see paragraphs 46-4840—42):

(1) The amount of any gain recognized in accordance with paragraph 4640 and
the line item in the statement of financial performance in which the gain is
recognized; and

(1) A description of the reasons why the transaction resulted in a gain.
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(p) For each entity combination in which the acquirer holds less than 100 per cent of
the equity interests in the acquiree at the acquisition date:

(1) The amount of the non-controlling interest in the acquiree recognized at the
acquisition date and the measurement basis for that amount; and

(i1) For each non-controlling interest in an acquiree measured at fair value, the
valuation techniques and key model inputs used for determining that value.

(q) In an entity combination achieved in stages:

(i) The acquisition-date fair value of the equity interest in the acquiree held by
the acquirer immediately before the acquisition date; and

(1i1)) The amount of any gain or loss recognized as a result of remeasuring to fair
value the equity interest in the acquiree held by the acquirer before the entity
combination (see paragraph 5448) and the line item in the statement of |
financial performance in which that gain or loss is recognized.

(r) The following information:

(1) The amounts of revenue and surplus or deficit of the acquiree since the
acquisition date included in the consolidated statement of financial
performance for the reporting period; and

(i1)) The revenue and surplus or deficit of the combined entity for the current
reporting period as though the acquisition date for all entity combinations that
occurred during the year had been as of the beginning of the annual reporting
period.

If disclosure of any of the information required by this subparagraph is
impracticable, the acquirer shall disclose that fact and explain why the disclosure is
impracticable. This Standard uses the term ‘impracticable’ with the same meaning
as in IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and
Errors.”

AG5954. For individually immaterial entity combinations occurring during the reporting |
period that are material collectively, the acquirer shall disclose in aggregate the
information required by paragraph AG583(e)—(r).

AG6055. If the acquisition date of an entity combination is after the end of the reporting
period but before the financial statements are authorized for issue, the acquirer shall
disclose the information required by paragraph AGS583 unless the initial accounting for |
the entity combination is incomplete at the time the financial statements are authorized
for issue. In that situation, the acquirer shall describe which disclosures could not be
made and the reasons why they cannot be made.

AGO6156. To meet the objective in paragraph 7266, the acquirer shall disclose the following |
information for each material entity combination or in the aggregate for individually
immaterial entity combinations that are material collectively:
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(2)

(b)

(c)

(d)

If the initial accounting for an entity combination is incomplete (see paragraph 56
50) for particular assets, liabilities, non-controlling interests or items of
consideration and the amounts recognized in the financial statements for the entity
combination thus have been determined only provisionally:

(i) The reasons why the initial accounting for the entity combination is
incomplete;

(1i1)) The assets, liabilities, equity interests or items of consideration for which the
initial accounting is incomplete; and

(ii1)) The nature and amount of any measurement period adjustments recognized
during the reporting period in accordance with paragraph 6054.

For each reporting period after the acquisition date until the entity collects, sells or
otherwise loses the right to a contingent consideration asset, or until the entity
settles a contingent consideration liability or the liability is cancelled or expires:

(i) Any changes in the recognized amounts, including any differences arising
upon settlement;

(1)) Any changes in the range of outcomes (undiscounted) and the reasons for
those changes; and

(ii1)) The valuation techniques and key model inputs used to measure contingent
consideration.

For contingent liabilities recognized in an entity combination, the acquirer shall
disclose the information required by paragraphs 97 and 98 of IPSAS 19 for each
class of provision.

A reconciliation of the carrying amount of goodwill (arising on the acquisition of
cash-generating entities—er—operations) at the beginning and end of the reporting
period showing separately:

(i) The gross amount and accumulated impairment losses at the beginning of the
reporting period.

(1)) Additional goodwill recognized during the reporting period, except goodwill
included in a disposal group that, on acquisition, meets the criteria to be
classified as held for sale in accordance with the relevant international or
national standard dealing with non-current assets held for sale and
discontinued operations.

(ii1)) Goodwill included in a disposal group classified as held for sale in accordance
with the relevant international or national standard dealing with non-current
assets held for sale and discontinued operations and goodwill derecognized
during the reporting period without having previously been included in a
disposal group classified as held for sale.

(iv) Impairment losses recognized during the reporting period in accordance with
IPSAS 26. (IPSAS 26 requires disclosure of information about the
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(e)

recoverable amount and impairment of goodwill in addition to this
requirement. )

(v) Net exchange rate differences arising during the reporting period in
accordance with IPSAS 4, “The Effects of Changes in Foreign Exchange
Rates.”

(vi) Any other changes in the carrying amount during the reporting period.

(vil) The gross amount and accumulated impairment losses at the end of the
reporting period.

The amount and an explanation of any gain or loss recognized in the current
reporting period that both:

(i) Relates to the identifiable assets acquired or liabilities assumed in an entity
combination that was effected in the current or previous reporting period; and

(i1)) Is of such a size, nature or incidence that disclosure is relevant to
understanding the combined entity’s financial statements.
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Appendix B

Amendmentsto other | PSASs

References to “minority interests” are amended to “non-controlling interests’ in the
following IPSASs:

(a) IPSAS 1, “Presentation of Financial Statements’ paragraphs IN7, IN20, IN21,
88(n), 95(d), 97, 103, 118(c) and 135.

(b) IPSAS 2, “ Cash Flow Statements’ paragraph 30(b).

(c) IPSAS 4, “ The Effects of Changesin Foreign Exchange Rates’ paragraph 47.

(d) IPSAS 6, “ Consolidated and Separate Financial Statements’ paragraphs IN8, IN14,
7,44, 54, 55, 56, 57 and | G6.

IPSAS 6, “ Consolidated and Separate Financial Statements’

Paragraph 2 isamended asfollows:

| 2. This Standard does not deal with methods of accounting for entity combinations and their
effects on consolidation, including goodwill arising on an entity combination (guidance
on accounting for entlty comb1nat10ns can be found in IPSAS 32, “Entity Combmatlons

Acgu1s1t10n h
I I ' ) 2

Paragraph 24 isamended asfollows:

24. When a controlled entity previously excluded from consolidation in accordance with
paragraph 21 is not disposed of within twelve months, it shall be consolidated as from the
acqulsltlon date (guldance on the acqulsltlon date can be found in IPSAS 32the—re}e¥&ﬂt

Financial statements for the perlods since acquisition are restated

Paragraph 43 isamended asfollows:

| 43. In preparing consolidated financial statements, an entity combines the financial
statements of the controlling entity and its controlled entities line by line by adding
together like items of assets, liabilities, net assets/equity, revenue and expenses. In order
that the consolidated financial statements present financial information about the
economic entity as that of a single entity, the following steps are then taken:

(a) The carrying amount of the controlling entity’s investment in each controlled entity
and the controlling entity’s portion of net assets/equity of each controlled entity are

climinated (IPSAS 32-therelevantinternational-oer—national accounting standard
dealing—with—business—eombinations provides guidance on the treatment of any

resultant goodwill);

(b) Non-controllingMinerity interests in the surplus or deficit of consolidated
controlled entities for the reporting period are identified; and
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(c) Non-controllingMinerity interests in the net assets/equity of consolidated controlled
entities are identified separately from the controlling entity’s net assets/equity in
them. Minority interests in the net assets/equity consist of:

(i) The amount of those non-controlling minerity interests at the date of the
original combination (IPSAS 32the—relevant—international—or—national

accounting standard-dealing-with-business-combinations provides guidance on

calculating this amount); and

(i) The non-controlling interest’s minerity s-share of changes in net assets/equity
since the date of combination.

Paragraph 51 isamended asfollows:

51.

The revenue and expenses of a controlled entity are included in the consolidated financial
statements from the acqu151t10n date as deﬁned in IPSAS 32 “Entity Comblnatlons

revenue and expenses of a controlled entity are 1ncluded in the consolidated ﬁnanmal
statements until the date on which the controlling entity ceases to control the controlled
entity. The difference between the proceeds from the disposal of the controlled entity and
its carrying amount as of the date of disposal, including the cumulative amount of any
exchange differences that relate to the controlled entity recognized in net assets/equity in
accordance with IPSAS 4, “The Effects of Changes in Foreign Exchange Rates,” is
recognized in the consolidated statement of financial performance as the gain or loss on
the disposal of the controlled entity.

IPSAS 7, “Investmentsin Associates’

Paragraph 29 isamended asfollows:

29.

An investment in an associate is accounted for using the equity method from the date on
which it becomes an associate. Guidance on accounting for any difference (whether
positive or negative) between the cost of acquisition and the investor’s share of the fair
values of the net identifiable assets of the associate is treated as goodwill (guidance can
be found in the relevant international or national accounting standard dealing with
business combinations). On acquisition of the investment any difference between the cost
of the investment and the investor’s share of the net fair value of the associate’s
identifiable assets and liabilities is accounted for as follows:

(a) Goodwill relating to an a cash-generating associate is included in the carrying
amount of the investment. Amortization of that goodwill is not permitted. Goodwill
relating to a non-cash-generating associate is recognized as a loss in surplus or
deficit on the acquisition date.

(b) Any excess of the investor’s share of the net fair value of the associate’s identifiable
assets and liabilities over the cost of the investment is included as revenue in the
determination of the investor’s share of the associate’s surplus or deficit in the
period in which the investment is acquired.
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Appropriate adjustments to the investor’s share of the associate’s surpluses or deficits
after acquisition are also made to account, for example, for depreciation of the
depreciable assets based on their fair values at the acquisition date—ef—aequisttion.
Similarly, appropriate adjustments to the investor’s share of the associate’s surpluses or
deficits after acquisition are made for impairment losses recognized by the associate,
such as for goodwill or property, plant and equipment.

Paragraph 39 isamended asfollows:

39.

Va}&eﬂ—&se—ei;the—e&sl&—genef&tmg—ﬂwesmwﬂ%Based—eﬂ—h%Séé—For cash -generating

associates, goodwill that forms part of the carrying amount of an investment in an
associate is not separately recognized, it is not tested for impairment separately by
applying the requirements for impairment testing goodwill in IPSAS 26, “Impairment of
Cash-Generating Assets.” Instead, the entire carrying amount of the investment is tested
for impairment in accordance with IPSAS 26 as a single asset, by comparing its
recoverable amount (higher of value in use and fair value less costs to sell) with its
carrying amount, whenever application of the requirements in IPSAS 29, “Financial
Instruments: Recognition and Measurement” indicates that the investment may be
impaired. An impairment loss recognized in those circumstances is not allocated to any
asset, including goodwill, that forms part of the carrying amount of the investment in the
associate. Accordingly, any reversal of that impairment loss is recognized in accordance
with IPSAS 26 to the extent that the recoverable amount of the investment subsequently
increases. In determining the value in use of the investment, an entity estimates:

(a) Its share of the present value of the estimated future cash flows expected to the-be
generated by the associateinvestee, including the cash flows from the operations of
the associate #vestee-and the proceeds on the ultimate disposal of the investment;
or

(b) The present value of the estimated future cash flows expected to arise from
dividends or similar distributions to be received from the investment and from its
ultimate disposal.

Under approprlate assumptlons both methods give the same result Aﬂy—feswmg

A new paragraph isinserted after paragraph 47 asfollows:

47A.

| PSAS 32, “ Entity Combinations; Acquisitions’ amended paragraphs 29 and 39. An
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entity shall apply the amendments for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a period
beginning before April 1, 2011, the amendments shall also be applied for that earlier

period.
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IPSASS, “Interestsin Joint Ventures’
Paragraph 49 isamended asfollows:

49.

When, in accordance with paragraphs 3(a) and 47, an interest in a jointly controlled entity
previously accounted for as a held for trading financial instrument is not disposed of
within twelve months, it shall be accounted for using proportionate consolidation or the
equity method as from the date of acquisition. (Guidance on the meaning of the date of

acquisition can be found in IPSAS 32therelevantinternational-or national-accounting
standard-dealing-with-business—combinations.) Financial statements for the periods since

acquisition shall be restated.

IPSAS 10 “ Financial Reporting in Hyperinflationary Economies’

Paragraph 22 isamended asfollows:

22.

To determine whether the restated amount of a non-monetary item has become impaired
and should be reduced an entity apples relevant impairment tests in IPSAS 21,
“Impairment of Non- Cash Generatlng Assets;” and IPSAS 26 “Imparrment of Cash—
Generating Assets” 3 : o 3
impairment-of goodwill. Hence in such cases, restated amounts of property, plant and
equipment, goodwill, patents and trademarks are reduced to recoverable amount or
recoverable service amount, restated amounts of inventories are reduced to net realizable
value or current replacement cost, and restated amounts of current investments are
reduced to market value. An investee that is accounted for under the equity method may
report in the currency of a hyperinflationary economy. The statement of financial position
and statement of financial performance of such an investee are restated in accordance
with this Standard in order to calculate the investor’s share of its net assets/equity and
results of operations. Where the restated financial statements of the investee are
expressed in a foreign currency they are translated at closing rates.

IPSAS 17 * Property, Plant and Equipment”

Par agraph 60 is amended as follows:

60.

An entity allocates the amount initially recognized in respect of an item of property, plant
and equipment to its significant parts and depreciates separately each such part. For
example, in most cases, it would be required to depreciate separately the pavements,
formation, curbs and channels, footpaths, bridges and lighting within a road system.
Similarly, it may be appropriate to depreciate separately the airframe and engines of an
aircraft, whether owned or subject to a finance lease. Similarly, if an entity acquires
property, plant and equipment subject to an operating lease in which it is the lessor, it
may be appropriate to depreciate separately amounts reflected in the cost of that item that
are attributable to favorable or unfavorable lease terms relative to market terms.

A new paragraph isinserted after paragraph 107 asfollows:

107A.

| PSAS 32, “Entity Combinations: Acquisitions’ amended paragraph 60. An entity

shall apply that amendment for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a period
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beginning before April 1, 2011, the amendment shall also be applied for that earlier
period.

IPSAS 18, “ Segment Reporting”
Paragraph 33 isamended asfollows:

Segment Assets, Liabilities, Revenue and Expense

33.

Examples of segment assets include current assets that are used in the operating activities
of the segment; property, plant and equipment; assets that are the subject of finance
leases; and intangible assets. If a particular item of depreciation or amortization is
included in segment expense, the related asset is also included in segment assets.
Segment assets do not include assets used for general entity or head office purposes, for
example:

(@) The office of the central administration and policy development unit of a
department of education is not included in segments reflecting the delivery of
primary, secondary and tertiary educational services; or

(b) The parliamentary or other general assembly building is not included in segments
reflecting major functional activities such as education, health and defense when
reporting at the whole-of-government level.

Segment assets include operating assets shared by two or more segments if a reasonable
basis for allocation exists. Segment assets include goodwill that is directly attributable to
a segment or can be allocated to a segment on a reasonable basis, and segment expense
includes any impairment losses recognized for goodwill.

Paragraph 34 isamended asfollows:

34

The consolidated financial statements of a government or other entity may encompass
entities acquired in an entity acquisition which gives rise to purchased goodwill
(guidance on accounting for the acquisition of an entity where the acquirer obtains an
ownership interest in the acquiree is included in IPSAS 32, “Entity Combinations:
Acquisitions”HRS—3.—~Business—Combinatiens”). In these cases, segment assets will
include goodwill that is directly attributable to a segment or that can be allocated to a
segment on a reasonable basis, and segment expense includes related amortization of
goodwill.

Paragraph 37 isamended asfollows:

37.

52

- Measurements of segment assets and liabilities
include any-adjustments to the prior carrying amounts of the identifiable segment assets
and segment liabilities of an entity acquired in an entity combination where the acquirer
obtains an ownership interest in the acquireeaceountedfor-as—apurehase, even if those
adjustments are made only for the purpose of preparing consolidated financial statements
and are not recognized reeerded—in either the controlling entity’s separate or the
controlled entity’s individual financial statements. Similarly, if property, plant, and
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equipment has been revalued after subsequent—te—acquisition in accordance with the
revaluation model in IPSAS 17, “Property, Plant and Equipment,” measurements of
segment assets reflect those revaluations.

A new paragraph isinserted after paragraph 76 asfollows:

76A. 1PSAS 32, “Entity Combinations:. Acquisitions’” amended paragraphs 33, 34 and 37.
An_entity shall apply the amendments for _annual financial statements covering
periods beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a
period beginning before April 1, 2011, the amendments shall also be applied for that
earlier period.

IPSAS 23, “Revenue from Non-Exchange Transactions (Taxes and Transfers)”
Paragraph 5 isamended asfollows:

5. Governments may reorganize the public sector, merging some public sector entities and
dividing other entities into two or more separate entities. An entity combination occurs
when two or more reporting entities are brought together to form one reporting entity.
These restructurings do not ordinarily involve one entity purchasing another entity, but
may result in a new or existing entity acquiring all the assets and liabilities of another
entity. The International Public Sector Accounting Standards Board (IPSASB) has not
addressed this type of ent1ty combinations and has excluded them from the scope of thlS
Standard v W

Paragraph BC8 of the Basisfor Conclusionsisamended asfollows:

BCS8. This Standard does not specify whether entity combinations resulting from non-exchange
transactions will give rise to revenue. This is because the IPSASB has not considered the
financial reporting of entity combinations which are not in the scope of IPSAS 32,

“Ent1tv Combmatlons Acquls1t10ns” —E—the—pabh&seeter—mel&dmg—ﬂ&e—aephe&b&ty—ef

IPSAS 25, “ Employee Benefits”
Paragraph 128 isamended as follows:

Entity Combinations
128.

aeeem%mg—staﬂe}afd—dea}mg—wﬁh—e%eembm&&eﬂs—ln an entity combmatlon where the

acquirer obtains an ownership interest in the acquiree, an entity recognizes assets and
liabilities arising from post-employment benefits at the present value of the obligation
less the fair value of any plan assets (see IPSAS 32, “Entity Combinations:
Acquisitions™). The present value of the obligation includes all of the following, even if
the acquiree had not recognized them at the acquisition date:
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(a) Actuarial gains and losses that arose before the acquisition date (whether or not
they fell inside the 10% ‘corridor’); and

(b) Past service cost that arose from benefit changes, or the introduction of a plan
before the acquisition date.

A new paragraph isinserted after paragraph 177 asfollows:

177A. 1PSAS 32, “Entity Combinations. Acquisitions’ amended paragraph 128. An entity
shall apply that amendment for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a period
beginning before April 1, 2011, the amendment shall also be applied for that earlier

period.
IPSAS 26, “ I mpair ment of Cash-Generating Assets’
Paragraph 2(i) isdeleted
2.

. Soodwill
Paragraph 6 deleted.

Paragraph 23 isamended asfollows:
23. Irrespective of whether thereisany indication of impairment, an entity shall also:

(a) Test an intangible asset with an indefinite useful life or an intangible asset not
yet available for use for impairment annually by comparing its carrying
amount with its recoverable amount. This impairment test may be performed
at any time during the reporting period, provided it is performed at the same
time every year. Different intangible assets may be tested for impairment at
different times. However, if such an intangible asset was initially recognized
during the current reporting period, that intangible asset shall be tested for
impairment beforethe end of the current reporting period.

(b) Test goodwill acquired in an entity combination for impairment annually in
accor dance with paragraphs 90A—900.

Paragraph 76 isamended asfollows:

76. Par agraphs 77-97 set out therequirementsfor identifying the cash-generating unit
to which the asset belongs and deter mining the carrying amount of, and recognizing
impair ment losses for, cash-gener ating units and goodwill.

New headings and paragraphsareinserted after paragraph 90, asfollows:
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Goodwill
Allocating goodwill to cash-generating units

90A.

For the purpose of impairment testing, goodwill acquired in an entity combination

90B.

shall, from the acquisition date, be allocated to each of the acquirer’s
cash-generating units, or_groups of cash-generating units, that is expected to benefit
from the synergies of the combination, irrespective of whether other assets or
liabilities of the acquiree are assigned to those units or_groups of units. Each unit or
group of unitsto which the goodwill is so allocated shall:

(a) Represent the lowest level within the entity at which the goodwill is monitored
for internal management pur poses; and

(b) Not be larger than a service or geographical segment determined in
accordance with | PSAS 18, “ Segment Reporting.”

Goodwill recognized in an entity combination is an asset representing the future

90C.

economic benefits arising from other assets acquired in an entity combination that are not
individually identified and separately recognized. Goodwill does not generate cash flows
independently of other assets or groups of assets, and often contributes to the cash flows
of multiple cash-generating units. Goodwill sometimes cannot be allocated on a
non-arbitrary basis to individual cash-generating units, but only to groups of
cash-generating units. As a result, the lowest level within the entity at which the goodwill
is_monitored for internal management purposes sometimes comprises a number of
cash-generating units to which the goodwill relates, but to which it cannot be allocated.
References in paragraphs 90D-900 to a cash-generating unit to which goodwill is
allocated should be read as references also to a group of cash-generating units to which
goodwill is allocated.

Applying the requirements in paragraph 90A results in goodwill being tested for

90D.

impairment at a level that reflects the way an entity manages its operations and with
which the goodwill would naturally be associated. Therefore, the development of
additional reporting systems is typically not necessary.

A cash-generating unit to which goodwill is allocated for the purpose of impairment

90E.

testing may not coincide with the level at which goodwill is allocated in accordance with
IPSAS 4, “The Effects of Changes in Foreign Exchange Rates” for the purpose of
measuring foreign currency gains and losses. For example, if an entity is required by
IPSAS 4 to allocate goodwill to relatively low levels for the purpose of measuring foreign
currency gains and losses, it is not required to test the goodwill for impairment at that
same level unless it also monitors the goodwill at that level for internal management

purposes.
If the initial allocation of goodwill acquired in an entity combination cannot be

completed before the end of the annual period in which the entity combination is
effected, that initial allocation shall be completed before the end of the first annual
period beginning after the acquisition date.
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90F.

In accordance with IPSAS 32. “Entity Combinations: Acquisitions”, if the initial

accounting for an entity combination can be determined only provisionally by the end of
the period in which the combination is effected, the acquirer:

(a)  Accounts for the combination using those provisional values: and

(b) Recognizes any adjustments to those provisional values as a result of completing
the initial accounting within the measurement period, which will not exceed twelve
months from the acquisition date.

In such circumstances, it might also not be possible to complete the initial allocation of
the goodwill recognized in the combination before the end of the annual period in which
the combination is effected. When this is the case, the entity discloses the information
required by paragraph 122A.

90G. |If goodwill has been allocated to a cash-gener ating unit and the entity disposes of an
operation within that unit, the goodwill associated with the operation disposed of
shall be:
(a) Included in the carrying amount of the operation when determining the gain
or loss on disposal; and
(b) Measured on the basis of the relative values of the operation disposed of and
the portion of the cash-generating unit retained, unless the entity can
demonstrate that some other method better reflects the goodwill associated
with the operation disposed of.
90H. If an entity reorganizes its reporting structure in a way that changes the

composition _of one or _more cash-generating units to which goodwill has been
allocated, the goodwill shall be reallocated to the units affected. This reallocation
shall be performed using a relative value approach similar to that used when an
entity disposes of an operation within a cash-generating unit, unless the entity can
demonstrate that some other method better reflects the goodwill associated with the
reor ganized units.

T esting cash-gener ating units with goodwill for impair ment

90L

When, asdescribed in paragraph 90B, goodwill relates to a cash-gener ating unit but

90J.

has not been allocated to that unit, the unit shall betested for impair ment, whenever
there is an indication that the unit may be impaired, by comparing the unit’'s
carrying _amount, excluding any goodwill, with its recoverable amount. Any
impair ment loss shall be recognized in accordance with paragraph 91.

If a cash-generating unit described in paragraph 901 includes in its carrying amount an

90K.

intangible asset that has an indefinite useful life or is not vyet available for use and that
asset can be tested for impairment only as part of the cash-generating unit, paragraph 23
requires the unit also to be tested for impairment annually.

A cash-generating unit to which goodwill has been allocated shall be tested for

56

impairment annually, and whenever there is an indication that the unit may be
impaired, by comparing the carrying amount of the unit, including the goodwill,
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with the recoverable amount of the unit. If the recoverable amount of the unit
exceeds the carrying amount of the unit, the unit and the goodwill allocated to that
unit shall be regarded as not impaired. If the carrying amount of the unit exceeds
the recoverable amount of the unit, the entity shall recognize the impairment lossin
accordance with paragraph 91.

Timing of impair ment tests

90L.

The annual impairment test for a cash-generating unit to which goodwill has been

90M.

allocated may be performed at any time during an annual period, provided the test
is performed at the same time every year. Different cash-generating units may be
tested for impairment at different times. However, if some or all of the goodwill
allocated to a cash-generating unit was acquired in an entity combination during the
current annual period, that unit shall be tested for impair ment before the end of the
current annual period.

If the assets constituting the cash-generating unit to which goodwill has been

90N.

allocated are tested for impairment at the same time as the unit _containing the
goodwill, they shall betested for impair ment befor e the unit containing the goodwill.
Similarly, if the cash-generating units constituting a group of cash-generating units
to which goodwill has been allocated are tested for impairment at the same time as
the group of units containing the goodwill, the individual units shall be tested for
impair ment before the group of units containing the goodwill.

At the time of impairment testing a cash-generating unit to which goodwill has been

900.

allocated, there may be an indication of an impairment of an asset within the unit
containing the goodwill. In such circumstances, the entity tests the asset for impairment
first, and recognizes any impairment loss for that asset before testing for impairment the
cash-generating unit containing the goodwill. Similarly, there may be an indication of an
impairment of a cash-generating unit within a group of units containing the goodwill. In
such circumstances, the entity tests the cash-generating unit for impairment first, and
recognizes any impairment loss for that unit, before testing for impairment the group of
units to which the goodwill is allocated.

The most recent detailed calculation made in a preceding period of the recoverable

amount of a cash-gener ating unit to which goodwill has been allocated may be used
in the impair ment test of that unit in the current period provided all of the following
criteria are met:

(a) The assets and liabilities making up the unit have not changed significantly
since the most recent recover able amount calculation;

(b) The most recent recoverable amount calculation resulted in an amount that
exceeded the car rying amount of the unit by a substantial margin; and

(¢) Based on an analysis of eventsthat have occurred and circumstances that have
changed since the most recent recoverable amount calculation, the likelihood
that a current recoverable amount determination would be less than the
current carrying amount of the unit isremote.

57

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.1

April 2010 — Toronto, Canada  \1iry COMBINATIONS: ACQUISITIONS Page 58 of 95

Paragraph 91 isamended asfollows:

91.  An impairment loss shall be recognized for a cash-generating unit (the smallest
group of cash-generating units to which goodwill has been allocated) if, and only if,
the recoverable amount of the unit (group of units) islessthan the carrying amount
of the unit_(group of units). The impairment loss shall be allocated to reduce the
carrying amount of the cash-generating assets of the unit (group of units)

(a) First, to reduce the carrying amount of any goodwill allocated to the cash-
generating unit (group of units); and

(b) _Then, to the other assets of the unit (group of units) en-a-pro rata on the basis;
based-en-of the carrying amount of each asset in the unit_(group of units).

These reductions in carrying amounts shall be treated as impairment losses on
individual assets and recognized in accordance with paragraph 73.

A new heading and paragraphsareinserted after paragraph 111, asfollows:

Reversing an impair ment loss for goodwill

111A. An impairment loss recognized for goodwill shall not be reversed in a subsequent
period.

111B. IPSAS 31, “Intangible Assets” prohibits the recognition of internally generated goodwill.
Any increase in the recoverable amount of goodwill in the periods following the
recognition of an impairment loss for that goodwill is likely to be an increase in internally
generated goodwill, rather than a reversal of the impairment loss recognized for the
acquired goodwill.

A new paragraph isinserted after paragraph 122, asfollows:

Disclosure

122A. 1f, in accordance with paragraph 90E, any portion of the goodwill acquired in an
entity combination during the period has not been allocated to a cash-generating
unit_(group of units) at the end of the reporting period, the amount of the
unallocated goodwill shall be disclosed together with the reasons why that amount
remains unallocated.

Paragraph 123 and the heading above it are amended as follows:

Disclosure of Estimates used to Measure Recoverable Amounts of Cash-Generating Units
Containing Goodwill or_Intangible Assets with Indefinite Useful Lives

123.  An entity shall disclose the information required by (a)—(ef) for each cash generating
unit for which the carrying amount of goodwill or_intangible assets with indefinite
useful lives allocated to that unit (group of units) is significant in comparison with
the entity’s total carrying amount of goodwill or_intangible assets with indefinite
useful lives:

(a) Thecarrying amount of goodwill allocated to the unit (group of units);
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(ab) The carrying amount of intangible assets with indefinite useful lives allocated
to the unit_(group of units);

(bo)

(ed)

(de)

(ef)

The basis on which the unit’s (group of units') recoverable amount has been
determined (i.e., valuein useor fair value less coststo sell);

If the unit’s (group of units') recover able amount is based on valuein use:

(1)

(i)

(iii)

(iv)

(V)

A description of each key assumption on which management has based its
cash flow projections for the period covered by the most recent
budgets/forecasts. Key assumptions are those to which the unit’s (group
of units’) recoverable amount is most sensitive;

A description of management’s approach to determining the value(s)
assigned to each key assumption, whether those value(s) reflect past
experience or, if appropriate, are consistent with external sources of
information, and, if not, how and why they differ from past experience or
external sour ces of infor mation;

The period over which management has projected cash flows based on
financial budgets/forecasts approved by management and, when a period
greater than fiveyearsisused for a cash-generating unit_(group of units),
an explanation of why that longer period isjustified;

The growth rate used to extrapolate cash flow projections beyond the
period covered by the most recent budgets/forecasts, and the justification
for using any growth rate that exceeds the long-term average growth rate
for the products, industries, or country or countries in which the entity
operates, or for the market to which the unit (group of units) is
dedicated; and

The discount rate(s) applied to the cash flow projections.

If the unit’s recoverable amount is based on fair value less costs to sell, the
methodology used to determine fair value less costs to sell. If fair value less
costs to sell is not determined using an observable market price for the unit
(aroup of units), the following infor mation shall also be disclosed:

(1)

(i)

A description of each key assumption on which management has based its
determination of fair value less costs to sell. Key assumptions are those to
which the unit’s (group of units') recoverable amount is most sensitive;
and

A description of management’s approach to determining the value(s)
assigned to each key assumption, whether those value(s) reflect past
experience or, if appropriate, are consistent with external sources of
information, and, if not, how and why they differ from past experience or
external sour ces of infor mation.

If areasonably possible changein a key assumption on which management has
based its determination of the unit’s (group of units’) recoverable amount
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would cause the unit’s (group of units) carrying amount to exceed its
recover able amount:

(i) The amount by which the unit’s (group of units’) recoverable amount
would exceed its carrying amount;

(1) Thevalueassigned to the key assumption; and

(iii) The amount by which the value assigned to the key assumption must
change, after incorporating any consequential effects of that change on
the other variables used to measure recoverable amount, in order for the
unit’s (group of units’) recoverable amount to be equal to its carrying
amount.

Paragraphs 124 and 125 are amended asfollows:

124.

60

If some or all of the carrying amount of goodwill or intangible assets with indefinite
useful livesis allocated across multiple cash-generating units (groups of units), and
the amount so allocated to each unit_(group of units) is not significant in comparison
with the entity’s total carrying amount of_goodwill or intangible assets with
indefinite useful lives, that fact shall be disclosed, together with the aggregate
carrying amount of_goodwill or intangible assets with indefinite useful lives
allocated to those units (groups of units). In addition, if the recoverable amounts of
any of those units (groups of units) are based on the same key assumption(s) and the
aggregate carrying amount of_goodwill or intangible assets with indefinite useful
lives allocated to them is significant in comparison with the entity’s total carrying
amount of_goodwill or intangible assets with indefinite useful lives, an entity shall
disclosethat fact, together with:

(a) The aggregate carrying amount of goodwill allocated to those units (groups of
units);

(ab) The aggregate carrying amount of intangible assets with indefinite useful lives
allocated to those units (groups of units);

(bc) A description of the key assumption(s);

(ed) A description of management’s approach to determining the value(s) assigned
to the key assumption(s), whether those value(s) reflect past experience or, if
appropriate, are consistent with external sources of information, and, if not,
how and why they differ from past experience or external sources of
information;

(de) If a reasonably possible change in the key assumption(s) would cause the
aggregate of the units_(groups of units’) carrying amounts to exceed the
aggregate of their recoverable amounts:

(i) The amount by which the aggregate of the units_(groups of units’)
recoverable amounts would exceed the aggregate of their carrying
amounts;

(i) Thevalue(s) assigned to the key assumption(s); and
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(iii) Theamount by which the value(s) assigned to the key assumption(s) must
change, after incorporating any consequential effects of the change on the
other variables used to measure recoverable amount, in order for the
aggregate of the units' _(groups of units') recoverable amountsto be equal
to the aggregate of their carrying amounts.

125. The most recent detailed calculation made in a preceding period of the recoverable
amount of a cash-generating unit_(group of units) may, in accordance with paragraph 37
or 900, be carried forward and used in the impairment test for that unit (group of units) in
the current period provided specified criteria are met. When this is the case, the
information for that unit_(group of units) that is incorporated into the disclosures required
by paragraphs 123 and 124 relate to the carried forward calculation of recoverable
amount.”

A new paragraph isinserted after paragraph 125, asfollows:

125A. Example 10 in the Implementation Guidance illustrates the disclosures required by
paragraphs 123 and 124.

A new paragraph isinserted after paragraph 127, asfollows:

Effective Date

127A. 1PSAS 32, “ Entity Combinations: Acquisitions’ inserts paragraphs 90A—900, 111A,
111B, 122A, 125A, Appendix C and examples 7 and 8 in the Implementation
Guidance. 1IPSAS 32 also_amends paragraphs 23, 76, 91, 123, 124 and 125 and
deletes paragraphs 2(i) and 6. An_entity shall apply the amendments for _annual
financial _statements covering periods beginning on or after April 1, 2011. If an
entity applies IPSAS32 for a period beginning before April 1, 2011, the
amendments shall also be applied for that earlier period.

A new appendix to IPSAS 26 is added after Appendix B, asfollows:
Appendix C

This appendix is an integral part of IPSAS 26.

| mpair ment testing cash-gener ating units with goodwill and non-controlling inter ests

Cl. In accordance with IPSAS 32. the acquirer measures and recognizes goodwill as of the
acquisition date as the excess of (a) over (b) below:

(a) The aggregate of:

(1) The consideration transferred measured in accordance with IPSAS 32. which
generally requires acquisition-date fair value:

(i1) The amount of any non-controlling interest in the acquiree measured in
accordance with IPSAS 32: and

(ii1) In an entity combination achieved in stages, the acquisition-date fair value of
the acquirer’s previously held equity interest in the acquiree.
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(b) The net of the acquisition-date amounts of the identifiable assets acquired and
liabilities assumed measured in accordance with IPSAS 32.

Allocation of goodwill

C2.  Paragraph 90A of this Standard requires goodwill acquired in an entity combination to be
allocated to each of the acquirer’s cash-generating units, or groups of cash generating
units, expected to benefit from the synergies of the combination, irrespective of whether
other assets or liabilities of the acquiree are assigned to those units, or groups of units. It
1s_possible that some of the synergies resulting from an entity combination will be
allocated to a cash-generating unit in which the non-controlling interest does not have an
interest.

Testing for impair ment

C3. Testing for impairment involves comparing the recoverable amount of a cash-generating
unit with the carrying amount of the cash-generating unit.

C4. If an entity measures non-controlling interests as its proportionate interest in the net
identifiable assets of a controlled entity at the acquisition date, rather than at fair value,
goodwill attributable to non-controlling interests is included in the recoverable amount of
the related cash-generating unit but is not recognized in the controlling entity’s
consolidated financial statements. As a consequence, an entity shall gross up the carrying
amount of goodwill allocated to the unit to include the goodwill attributable to the non-
controlling interest. This adjusted carrying amount is then compared with the recoverable
amount of the unit to determine whether the cash-generating unit is impaired.

Allocating an impair ment loss

C5. Paragraph 91 requires any identified impairment loss to be allocated first to reduce the
carrving amount of goodwill allocated to the unit and then to the other assets of the unit
pro rata on the basis of the carrying amount of each asset in the unit.

C6. If a controlled entity, or part of a controlled entitiy, with a non-controlling interest is
itself a cash-generating unit, the impairment loss is allocated between the controlling
entity and the non-controlling interest on the same basis as that on which surplus or
deficit is allocated.

C7. If a controlled entity, or part of a controlled entity, with a non-controlling interest is part
of a larger cash-generating unit, goodwill impairment losses are allocated to the parts of
the cash-generating unit that have a non-controlling interest and the parts that do not. The
impairment losses should be allocated to the parts of the cash-generating unit on the basis
of:

(a) To the extent that the impairment relates to goodwill in the cash-generating unit, the
relative carrying values of the goodwill of the parts before the impairment; and

(b) To the extent that the impairment relates to identifiable assets in the cash-generating
unit, the relative carrying values of the net identifiable assets of the parts before the
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impairment. Any such impairment is allocated to the assets of the parts of each unit
pro rata on the basis of the carrying amount of each asset in the part.

In those parts that have a non-controlling interest, the impairment loss is allocated
between the controlling entity and the non-controlling interest on the same basis as that
on which surplus or deficit is allocated.

C8. If an impairment loss attributable to a non-controlling interest relates to goodwill that is
not recognized in the controlling entity’s consolidated financial statements (see paragraph
C4), that impairment is not recognized as a goodwill impairment loss. In such cases, only
the impairment loss relating to the goodwill that is allocated to the controlling entity is
recognized as a goodwill impairment loss.

C9 Illustrative Example 9 illustrates the impairment testing of a non-wholly-owned cash-
generating unit with goodwill.

Paragraph BC7 and therelated heading is deleted.

Four new examples are added to the implementation guidance after paragraph 1G29 as
follows:

| mplementation Guidance

This guidance accompanies, but is not part of, IPSAS 26. All the examples assume that the
entities concerned have no transactions other than those described.

Example 7 — Allocating goodwill when an entity disposes of an oper ation within that unit

Background

1G30. An entity sells for CU100 an operation that was part of a cash-generating unit to which
goodwill has been allocated. The goodwill allocated to the unit cannot be identified or
associated with an asset group at a level lower than that unit, except arbitrarily. The
recoverable amount of the portion of the cash-generating unit retained is CU300.
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Allocation of goodwill

IG31. Because the goodwill allocated to the cash-generating unit cannot be non-arbitrarily
identified or associated with an asset group at a level lower than that unit, the goodwill
associated with the operation disposed of is measured on the basis of the relative values
of the operation disposed of and the portion of the unit retained. Therefore, 25 per cent of
the goodwill allocated to the cash-generating unit is included in the carrying amount of
the operation that is sold.

Example 8 — Allocating goodwill when an entity r eor ganizes a cash-gener ating unit

Background

1G32. Goodwill had previously been allocated to cash-generating unit A. The goodwill
allocated to A cannot be identified or associated with an asset group at a level lower than
A, except arbitrarily. A is to be divided and integrated into three other cash-generating
units, B, C and D.

Allocation of goodwill

1G33. Because the goodwill allocated to A cannot be non-arbitrarily identified or associated
with an asset group at a level lower than A, it is reallocated to units B, C and D on the
basis of the relative values of the three portions of A before those portions are integrated
with B, C and D.

Example 9 Impairment testing cash-generating units with goodwill and non-controlling
interests

Example 9A Non-controlling interests measured initially as a proportionate share of the net
identifiable assets

In this example, tax effects are ignored.

Background

1G34. Controlling entity acquires an 80 per cent ownership interest in controlled entity for
CU2.100 on January 1, 20X3. At that date, controlled entity’s net identifiable assets have
a fair value of CU1,500. Controlling entity chooses to measure the non-controlling
interests as the proportionate interest of controlled entity’s net identifiable assets of
CU300 (20% of CU1,500). Goodwill of CU900 is the difference between the aggregate
of the consideration transferred and the amount of the non-controlling interests (CU2,100
+ CU300) and the net identifiable assets (CU1,500).

1G35. The assets of controlled entity together are the smallest group of assets that generate cash
inflows that are largely independent of the cash inflows from other assets or groups of
assets. Therefore controlled entity is a cash-generating unit. Because other cash-
generating units of controlling entity are expected to benefit from the synergies of the
combination, the goodwill of CUS500 related to those synergies has been allocated to
other cash-generating units within controlling entity. Because the cash-generating unit
comprising controlled entity includes goodwill within its carrying amount, it must be
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tested for impairment annually, or more frequently if there is an indication that it may be
impaired (see paragraph 90K of IPSAS 26).

1G36. At the end of 20X3. controlling entity determines that the recoverable amount of cash-
generating unit controlled entity 1s CU1.000. The carrying amount of the net assets of
controlled entity, excluding goodwill, is CU1.350.
Testing Controlled entity (cash-generating unit) for impair ment

1G37. Goodwill attributable to non-controlling interests is included in controlled entity’s

IG38.

recoverable amount of CU1,000 but has not been recognized in controlling entity’s
consolidated financial statements. Therefore, in accordance with paragraph D4 of
Appendix D of IPSAS 26, the carrying amount of controlled entity is grossed up to
include goodwill attributable to the non-controlling interests, before being compared with
the recoverable amount of CU1,000. Goodwill attributable to controlling entity’s 80 per
cent interest in controlled entity at the acquisition date is CU400 after allocating CU500
to other cash-generating units within controlling entity. Therefore, goodwill attributable
to the 20 per cent non-controlling interests in controlled entity at the acquisition date is
CUu100.

Schedule 1. Testing controlled entity for impairment at the end of 20X3

End of 20X3 Goodwill of Net identifiable Total

Controlled entity assets

Ccu Ccu Cu
Carrying amount 400 1,350 1,750
Unrecognized non-controlling interests 100 — 100
Adjusted carrying amount 500 1,350 1,850
Recoverable amount 1,000
Impairment loss 850

Allocating the impair ment loss

In accordance with paragraph 91 of IPSAS 26, the impairment loss of CU850 is allocated

1G39.

to the assets in the unit by first reducing the carrying amount of goodwill.

Therefore, CU500 of the CU850 impairment loss for the unit is allocated to the goodwill.

1G40.

In accordance with paragraph D6 of Appendix D of IPSAS 26, if the partially-owned
controlled entity is itself a cash-generating unit, the goodwill impairment loss is allocated
to the controlling and non-controlling interests on the same basis as that on which surplus
or deficit is allocated. In this example, surplus or deficit is allocated on the basis of
relative ownership interests. Because the goodwill is recognized only to the extent of
controlling entity’s 80 per cent ownership interest in controlled entity, Controlling entity
recognizes only 80 per cent of that goodwill impairment loss (ie CU400).

The remaining impairment loss of CU350 is recognized by reducing the carrying amounts

of controlled entity’s identifiable assets (see Schedule 2).
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Schedule 2. Allocation of the impairment loss for controlled entity at the end of 20X3

End of 20X3 Goodwill Net identifiable Total
assets
CU CU (610]
Carrying amount 400 1,350 1,750
Impairment loss 400 350 750
Carrying amount after impairment loss  — 1,000 1,000

Example 9B Non-controlling interests measured initially at fair value and the related controlled

entity is a stand-alone cash-generating unit

In this example, tax effects are ignored.

1G41.

Backaround

Controlling entity acquires an 80 per cent ownership interest in controlled entity for

1G42.

CU2.100 on January 1, 20X3. At that date, controlled entity’s net identifiable assets have
a fair value of CU1,500. Controlling entity chooses to measure the non-controlling
interests at fair value, which is CU350. Goodwill of CU950 is the difference between the
aggregate of the consideration transferred and the amount of the non-controlling interests
(CU2.100 + CU350) and the net identifiable assets (CU1,500).

The assets of controlled entity together are the smallest group of assets that generate cash

1G43.

inflows that are largely independent of the cash inflows from other assets or groups of
assets. Therefore, controlled entity is a cash-generating unit. Because other cash-
generating units of controlling entity are expected to benefit from the synergies of the
combination, the goodwill of CUS500 related to those synergies has been allocated to
other cash-generating units within controlling entity. Because controlled entity includes
goodwill within its carrying amount, it must be tested for impairment annually, or more
frequently if there is an indication that it might be impaired (see paragraph 90K of

IPSAS 26).

Testing Controlled entity for impair ment

At the end of 20X3. controlling entity determines that the recoverable amount of cash-
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generating unit controlled entity is CU1.650. The carrying amount of the net assets of
controlled entity, excluding goodwill, is CU1.350.

Schedule 1. Testing controlled entity for impairment at the end of 20X3

End of 20X3 Goodwill Net identifiable assets Total

(610] (610] (610]

Carrying amount 450 1,350 1,800

Recoverable amount 1,650

Impairment loss 150
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Allocating the impair ment loss

1G44. In accordance with paragraph 91 of IPSAS 26, the impairment loss of CU150 is allocated
to the assets in the unit by first reducing the carrying amount of goodwill.
1G45. Therefore, the full amount of impairment loss of CU150 for the unit is allocated to the

goodwill. In accordance with paragraph D6 of Appendix D of IPSAS 26, if the partially-
owned controlled entity is itself a cash-generating unit, the goodwill impairment loss is
allocated to the controlling and non-controlling interests on the same basis as that on
which surplus or deficit is allocated.

Example 9C Non-controlling interests measured initially at fair value and the related

controlled entity ispart of alarger cash-generating unit

1G46.

In this example, tax effects are ignored.

Background
Suppose that, for the entity combination described in paragraph 1G41 of Example 9B, the

1G47.

assets of controlled entity will generate cash inflows together with other assets or groups
of assets of controlling entity. Therefore, rather than controlled entity being the cash-
generating unit for the purposes of impairment testing, controlled entity becomes part of a
larger cash-generating unit, Z. Other cash-generating units of controlling entity are also
expected to benefit from the synergies of the combination. Therefore, goodwill related to
those synergies, in the amount of CUS500, has been allocated to those other cash-
generating units. Z’s goodwill related to previous entity combinations is CUS0O.

Because Z includes goodwill within its carrying amount, both from controlled entity and

1G48.

from previous entity combinations, it must be tested for impairment annually, or more
frequently if there is an indication that it might be impaired (see paragraph 90K of

IPSAS 26).

Testing controlled entity for impair ment

At the end of 20X3, controlling entity determines that the recoverable amount of cash-

generating unit Z is CU3.300. The carrying amount of the net assets of Z. excluding
goodwill, is CU2.250.

Schedule 3. Testing Z for impairment at the end of 20X3

End of 20X3 Goodwill Net identifiable assets Total
CU CU CU
Carrying amount 1,250 2,250 3,500
Recoverable amount 3,300
Impairment loss 200
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Allocating the impair ment loss

1G49. In accordance with paragraph 91 of IPSAS 26, the impairment loss of CU200 is allocated
to the assets in the unit by first reducing the carrying amount of goodwill. Therefore, the
full amount of impairment loss of CU200 for cash-generating unit Z is allocated to the
goodwill. In accordance with paragraph D7 of Appendix D of IPSAS 26, if the partially-
owned controlled entity forms part of a larger cash-generating unit, the goodwill
impairment loss would be allocated first to the parts of the cash-generating unit, Z, and
then to the controlling and non-controlling interests of the partially owned controlled

entity.

1G50. Controlling entity allocates the impairment loss to the parts of the cash-generating unit on
the basis of the relative carrying values of the goodwill of the parts before the
impairment. In this example controlled entity is allocated 36 per cent of the impairment
(450/1,250). The impairment loss is then allocated to the controlling and non-controlling
interests on the same basis as that on which surplus or deficit is allocated.

Example 10 Disclosur es about cash-gener ating units with goodwill or intangible assets with
indefinite useful lives

The purpose of this example is to illustrate the disclosures required by paragraphs 123 and 124
of IPSAS 26.

Background

IG51. Entity M is a pastoral farming and farm management services entity that uses service
segments for reporting segment information. M’s three reportable segments are Farming
owned land (FOL), Farming leased land (FLL) and Farm management services (FMS).
Goodwill has been allocated for impairment testing purposes to three individual cash-
generating units—two in FOL (units A and B) and one in FMS (unit C)—and one in FLL
(unit D). Units A, B, C and D each represent the lowest level within M at which the
goodwill is monitored for internal management purposes.

1G52. M acquired unit C in December 20X2. Unlike M’s other operations, C operates in an
industry with high margins and high growth rates, and with the benefit of a 10-year patent
on its primary service. The patent was granted to C just before M’s acquisition of C. As
part of accounting for the acquisition of C, M recognized, in addition to the patent,
goodwill of CU3,000 and a brand name of CU1,000. M’s management has determined
that the brand name has an indefinite useful life. M has no other intangible assets with
indefinite useful lives.

1G53. The carrying amounts of goodwill and intangible assets with indefinite useful lives
allocated to units A, B, C and D are as follows:
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Intangible assets with

Goodwill indefinite useful lives
CU CU
A 350
B 450
C 3,000 1,000
D 1,200
Total 5.000 1,000
1G54. During the year ending December 31, 20X3. M determines that there is no impairment of
any of its cash-generating units or group of cash-generating units containing goodwill or
intangible assets with indefinite useful lives. The recoverable amounts (i.e. higher of
value in use and fair value less costs to sell) of those units and group of units are
determined on the basis of value in use calculations. M has determined that the
recoverable amount calculations are most sensitive to changes in the following
assumptions:
Units A and B Unit C Unit D
Gross margin during the budget 5-year government bond rate Gross margin during the budget
period (budget period is 4 years) | during the budget period period (budget period is 5 years)
(budget period is 5 years)
Euro/US dollar exchange rate Euro/US dollar exchange rate Euro/US dollar exchange rate
during the budget period during the budget period during the budget period
Market share during the budget Market share during the budget Market share during the budget
period period period
Growth rate used to extrapolate Growth rate used to extrapolate Growth rate used to extrapolate
cash flows beyond the budget cash flows beyond the budget cash flows beyond the budget
period period period
1G55. Gross margins during the budget period for A, B and D are estimated by M based on
average gross margins achieved in the period immediately before the start of the budget
period, increased by 5 per cent per year for anticipated efficiency improvements. A and B
produce complementary products and are operated by M to achieve the same gross
margins.
1G56. Market shares during the budget period are estimated by M based on average market

shares achieved in the period immediately before the start of the budget period, adjusted
each vear for any anticipated growth or decline in market shares. M anticipates that:

(a)

market shares for A and B will differ, but will each grow during the budget period
by 3 per cent per vear as a result of ongoing improvements in product quality.
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IG57.

(b) C’s market share will grow during the budget period by 6 per cent per vear as a
result of increased advertising expenditure and the benefits from the protection of
the 10-year patent on its primary service.

(c) D’s market share will remain unchanged during the budget period as a result of the
combination of ongoing improvements in product quality and an anticipated
Increase in competition.

The 5-yvear government bond rate during the budget period is estimated by M to be

IGS8.

consistent with the vield on such bonds at the beginning of the budget period. The
Euro/US dollar exchange rate is estimated by M to be consistent with the average market
forward exchange rate over the budget period.

M uses steady growth rates to extrapolate beyond the budget period cash flows for A, B,

IG59.

C and D. The growth rates for A, B and D are estimated by M to be consistent with
publicly available information about the long-term average growth rates for the markets
in which A, B and D operate. However, the growth rate for C exceeds the long-term
average growth rate for the market in which C operates. M’s management is of the
opinion that this is reasonable in the light of the protection of the 10-year patent on C’s
primary service.

M includes the following disclosure in the notes to its financial statements for the year

70

ending December 31, 20X3.
Impairment Tests for Goodwill and Intangible Assets with Indefinite Lives

Goodwill has been allocated for impairment testing purposes to three individual cash-
generating units—two in Farming owned land (units A and B) and one in Farm
management services (unit C)—and one in Farming leased land (unit D). The carrying
amount of goodwill allocated to unit C and unit D is significant in comparison with the
total carrying amount of goodwill, but the carrying amount of goodwill allocated to each
of units A and B is not. Nevertheless, the recoverable amounts of units A and B are based
on some of the same key assumptions, and the aggregate carrying amount of goodwill
allocated to those units is significant.

Unit D

The recoverable amount of unit D has been determined based on a value in use
calculation. That calculation uses cash flow projections based on financial budgets
approved by management covering a five-year period, and a discount rate of 8.4 per cent.
Cash flows beyond that five-year period have been extrapolated using a steady 6.3 per
cent growth rate. This growth rate does not exceed the long-term average growth rate for
the market in which D operates. Management believes that any reasonably possible
change in the key assumptions on which D’s recoverable amount is based would not
cause D’s carrying amount to exceed its recoverable amount.

Unit C

The recoverable amount of unit C has also been determined based on a value in use
calculation. That calculation uses cash flow projections based on financial budgets
approved by management covering a five-year period, and a discount rate of 9.2 per cent.
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C’s cash flows beyond the five-year period are extrapolated using a steady 12 per cent
growth rate. This growth rate exceeds by 4 percentage points the long-term average
growth rate for the market in which C operates. However, C benefits from the protection
of a 10-year patent on its primary service, granted in December 20X2. Management
believes that a 12 per cent growth rate is reasonable in the light of that patent.
Management also believes that any reasonably possible change in the key assumptions on
which C’s recoverable amount is based would not cause C’s carrying amount to exceed
its recoverable amount.

Units A and B

The recoverable amounts of units A and B have been determined on the basis of value in
use calculations. Those units produce complementary products, and their recoverable
amounts are based on some of the same key assumptions. Both value in use calculations
use cash flow projections based on financial budgets approved by management covering
a four-year period, and a discount rate of 7.9 per cent. Both sets of cash flows beyond the
four-year period are extrapolated using a steady 5 per cent growth rate. This growth rate
does not exceed the long-term average growth rate for the market in which A and B
operate. Cash flow projections during the budget period for both A and B are also based
on the same expected gross margins during the budget period and the same raw materials
price inflation during the budget period. Management believes that any reasonably
possible change in any of these key assumptions would not cause the aggregate carrying
amount of A and B to exceed the aggregate recoverable amount of those units.

Unit D Unit C Units A and B
in aggregate
Carrying amount CU1.200 CU3.000 Cus800
of goodwill
Carrying amount - CU1.,000 -

of brand name
with indefinite
useful life

Key assumptions used in value in use calculations’

Key assumption

Budgeted gross margins

5-year government bond

Budgeted gross margins

Basis for

determinin
value(s) assigned

to key assumption

Average gross mar,qins

rate

Yield on 5-year

achieved in period

immediately before the
budget period, increased

government bonds at the

Average gross margins
achieved in period

beginning of the budget
period.

for expected efficiency

improvements.

Values assigned to key

Value assigned to key

immediately before the
budget period, increased
for expected efficiency

1mprovements.

Values assigned to key

assumption reflect past

assumption is consistent

assumption reflect past

experience, except for

efficiency improvements.

with external sources of

experience, except for

information

Management believes

efficiency improvements.
Management believes
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improvements of 5% per
year are reasonably
achievable.

improvements of 5% per
year are reasonably
achievable.

Key assumption

Basis for

determining
value(s) assigned

Euro/US dollar exchange
rate during the budget

period

Average market forward

Euro/US dollar exchange

Euro/US dollar exchange

rate during the budget

rate during the budget

period

Average market forward

period

Average market forward

exchange rate over the
budget period.

to key assumption

Value assigned to key
assumption is consistent

exchange rate over the

exchange rate over the

budget period.

Value assigned to key

budget period.

Value assigned to key

assumption is consistent

assumption is consistent

with external sources of

with external sources of

with external sources of

information.

information.

information.

Key assumption

Basis for

determining
value(s) assigned

Budgeted market share

Average market share in
period immediately
before the budget period.

Budgeted market share

Average market share in
period immediately

before the budget period,

to key assumption

(a) The key assumptions shown in this table for units A and B are only those that are used in the

Value assigned to key
assumption reflects past

increased each year for
anticipated growth in
market share.

Management believes
market share growth of

experience. No change in
market share expected as
a result of ongoing

roduct qualit
improvements coupled

6% per year is reasonably
achievable due to
increased advertising
expenditure, the benefits
from the protection of the

with anticipated increase

10-year patent on C’s

in competition.

primary service, and the
expected synergies to be
achieved from operating
C as part of M’s Farming
management services
segment.

recoverable amount calculations for both units.

Comparison with IAS 36
Bullet point 3isdeleted.
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IPSAS 31, “Intangible Assets’
Paragraph 3 isamended asfollows:
3. This Standard shall be applied in accounting for intangible assets, except:

(e) Intangible assets acquired in an entity combination where the acquirer obtains
an ownership interest in the acquiree (see | PSAS 32, “Entity Combinations:

Acqwsmon§ )a—bus—n&es—eemmmen—ésee—the—Felevan{—mfeemaHenal—ep

(f) Goodwill acquired in an entity combination where the acquirer obtains an

ownershlp mtereﬂ in the acquwee (SeeIPSAS 32)a—busu—n%—eembmaﬂen—ésee

Paragraph 18 isamended asfollows:

18.  Not all the items described in paragraph 17 meet the definition of an intangible asset, i.e.,
identifiability, control over a resource and existence of future economic benefits or
service potential. If an item within the scope of this Standard does not meet the definition
of an intangible asset, expenditure to acquire it or generate it internally is recognized as
an expense when it is incurred. However, if the item is acquired in an entity combination
within the scope of IPSAS 32, it forms part of the goodwill recognized at the acquisition
date (see paragraph XX).

Paragraph 18A isinserted asfollows:

18A. The definition of an intangible asset requires an intangible asset to be identifiable to
distinguish it from goodwill. Goodwill recognized in an entity combination within the
scope of IPSAS 32 is an asset representing the future economic benefits or service
potential arising from other assets acquired in an entity combination that are not
individually identified and separately recognized. The future economic benefits or service
potential may result from synergy between the identifiable assets acquired or from assets
that, individually, do not qualify for recognition in the financial statements.

Paragraph 24 isamended asfollows:

24. An entity may have a portfolio of users of its services or its success rate in reaching
intended users of its services and expect that, because of its efforts in building
relationships with users of its services, those users will continue to use its services.
However, in the absence of legal rights to protect, or other ways to control the
relationships with users of a service or the loyalty of those users, the entity usually has
insufficient control over the expected economic benefits or service potential from
relationships with users of a service and loyalty for such items (e.g., portfolio of users of
a service, market shares or success rates of a service, relationships with, and loyalty of,
users of a service) to meet the definition of intangible assets. In the absence of legal
rights to protect such relationships, exchange transactions for the same or similar non-
contractual customer relationships_(other than as part of an entity combination within the
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scope of IPSAS 32) provide evidence that the entity is nonetheless able to control the
expected future economic benefits or service potential flowing from the relationships
with the users of a service. Because such exchange transactions also provide evidence
that the relationships with users of a service are separable, those relationships meet the
definition of an intangible asset.

A heading and paragraphs 39A-39H areinserted asfollows:

Acquisition as part of an entity combination wherethe acquirer obtains an ownership

interest in the acquiree

39A.

In accordance with IPSAS 32. “Entity Combinations: Acquisitions”, if an intangible asset

39B.

is acquired in an entity combination where the acquirer obtains an ownership interest in
the acquiree, the cost of that intangible asset is its fair value at the acquisition date. The
fair value of an intangible asset will reflect expectations about the probability that the
expected future economic benefits or service potential embodied in the asset will flow to
the entity. In other words, the effect of probability is reflected in the fair value
measurement of the intangible asset. Therefore, the probability recognition criterion in
paragraph 28(a) is always considered to be satisfied for intangible assets acquired in
entity combinations within the scope of IPSAS 32.

In accordance with this Standard and IPSAS 32, an acquirer recognizes at the acquisition

date, separately from goodwill, an intangible asset of the acquiree, irrespective of
whether the asset had been recognized by the acquiree before the entity combination
where the acquirer obtains an ownership interest in the acquiree. This means that the
acquirer recognizes as an asset separately from goodwill an in-process research and
development project of the acquiree if the project meets the definition of an intangible
asset. An acquiree’s in-process research and development project meets the definition of
an intangible asset when it:

(a) Meets the definition of an asset:; and

(b) Isidentifiable. i.e.. is separable or arises from contractual or other legal rights.

Measuring the Fair Value of an Intangible Asset Acquired in an entity combination within the

scope of IPSAS 32

39C.

If an intangible asset acquired in an entity combination within the scope of IPSAS 32 is

39D.

separable or arises from contractual or other legal rights, sufficient information exists to
measure reliably the fair value of the asset. When, for the estimates used to measure an
intangible asset’s fair value, there is a range of possible outcomes with different
probabilities, that uncertainty enters into the measurement of the asset’s fair value.

An intangible asset acquired in an entity combination within the scope of IPSAS 32

74

might be separable, but only together with a related tangible or intangible asset. For
example, a magazine’s publishing title might not be able to be sold separately from a
related subscriber database, or a trademark for natural spring water might relate to a
particular spring and could not be sold separately from the spring. In such cases, the
acquirer recognizes the group of assets as a single asset separately from goodwill if the
individual fair values of the assets in the group are not reliably measurable.
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39E.

Similarly, the terms “brand” and “brand name” are often used as synonyms for

39F.

trademarks and other marks. However, the former are general marketing terms that are
typically used to refer to a group of complementary assets such as a trademark (or service
mark) and its related trade name, formulas, recipes and technological expertise. The
acquirer recognizes as a single asset a group of complementary intangible assets
comprising a brand if the individual fair values of the complementary assets are not
reliably measurable. If the individual fair values of the complementary assets are reliably
measurable, an acquirer may recognize them as a single asset provided the individual
assets have similar useful lives.

Quoted market prices in an active market provide the most reliable estimate of the fair

39G.

value of an intangible asset (see also paragraph 77). The appropriate market price is
usually the current bid price. If current bid prices are unavailable, the price of the most
recent similar transaction may provide a basis from which to estimate fair value, provided
that there has not been a significant change in economic circumstances between the
transaction date and the date at which the asset’s fair value is estimated.

If no active market exists for an intangible asset, its fair value is the amount that the

39H.

entity would have paid for the asset, at the acquisition date, in an arm’s length transaction
between knowledgeable and willing parties, on the basis of the best information
available. In determining this amount, an entity considers the outcome of recent
transactions for similar assets.

Entities that are regularly involved in the purchase and sale of unique intangible assets

may have developed techniques for estimating their fair values indirectly. These
techniques may be used for initial measurement of an intangible asset acquired in an
entity combination within the scope of IPSAS 32 if their objective is to estimate fair
value and if they reflect current transactions and practices in the industry to which the
asset belongs. These techniques include, when appropriate:

(a) _ Applying multiples reflecting current market transactions to indicators that drive the
profitability of the asset (such as revenue, market shares and operating profit) or to
the royalty stream that could be obtained from licensing the intangible asset to
another party in an arm’s length transaction (as in the “relief from royalty”

approach); or

(b) Discounting estimated future net cash flows from the asset.

Par agraph 40 isamended asfollows:

40.

Research or development expenditure that:

(a) Relates to an in-process research or development project acquired separately or in
an entity combination within the scope of IPSAS 32 and recognized as an intangible
asset; ...

Paragraph 41 isamended asfollows:

41.

Applying the requirements in paragraphs 52—-60 means that subsequent expenditure on an
in-process research or development project acquired separately or in an entity
combination within the scope of IPSAS 32 and recognized as an intangible asset is:

75

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.1

April 2010 — Toronto, Canada  \1iry COMBINATIONS: ACQUISITIONS Page 76 of 95

Par agraph 66 isamended as follows:

66. Expenditure on an intangible item shall be recognized as an expense when it is
incurred unless;

(@) _lit forms part of the cost of an intangible asset that meets the recognition
criteria (see paragraphs 26-65)-; or

(b) The item is acquired in an entity combination within the scope of |PSAS 32
and cannot be recognized as an intangible asset. If thisisthe case, it forms part
of the amount recognized as goodwill at the acquisition date (see | PSAS 32).

Paragraph 67 isamended asfollows:

67. In some cases, expenditure is incurred to provide future economic benefits or service
potential to an entity, but no intangible asset or other asset is acquired or created that can
be recognized. In the case of the supply of goods, the entity recognizes such expenditure
as an expense when it has a right to access those goods. In the case of the supply of
services, the entity recognizes the expenditure as an expense when it receives the
services. For example, expenditure on research is recognized as an expense when it is
incurred (see paragraph 52), except when it forms part of an entity combination within
the scope of IPSAS 32. Other examples of expenditure that is recognized as an expense
when it is incurred include: ...

Par agraph 93 isamended asfollows:

93.  The useful life of an intangible asset that arises from binding arrangements
(including rights from contracts or other legal rights) shall not exceed the period of
the binding arrangement (including rights from contracts or other legal rights), but
may be shorter depending on the period over which the entity expects to use the
asset. If the binding arrangements (including rights from contracts or other legal
rights) are conveyed for a limited term that can be renewed, the useful life of the
intangible asset shall include the renewal period(s) only if there is evidence to
support renewal by the entity without significant cost. The useful life of areacquired
right recognized as an intangible asset in an entity combination within the scope of
|PSAS 32 isthe remaining contractual period of the contract in which the right was
granted and shall not include renewal periods.

Paragraph 114A isinserted asfollows:

114A. In the case of a reacquired right in an entity combination within the scope of IPSAS 32. if
the right is subsequently reissued (sold) to a third party, the related carrying amount, if
any, shall be used in determining the gain or loss on reissue.

Paragraph 117 isamended asfollows:

117. An entity shall disclose the following for each class of intangible assets,
distinguishing between internally generated intangible assets and other intangible
assets:
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(e) A reconciliation of the carrying amount at the beginning and end of the period
showing:

(i) Additions, indicating separately those from internal development and
those acquired separately, and those acquired through entity
combinationswithin the scope of IPSAS 32;...
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Basisfor Conclusions

This Basis for Conclusions accompanies, but is not part of the-propesed-tnternationalPublic
Sector-Accounting-Standard|PSAS 32.

Background

BCl.

BC2.

BC3.

The International Public Sector Accounting Standards Board (IPSASB)’s International
Financial Reporting Standards (IFRSs) Convergence Program is an important element in
IPSASB’s work program. The IPSASB’s policy is to converge accrual basis International
Public Sector Accounting Standards (IPSASs) with IFRSs issued by the International
Accounting Standards Board (IASB) where appropriate for public sector entities.

Accrual basis IPSASs that are converged with IFRSs maintain the requirements, structure
and text of the IFRSs, unless there is a public sector specific reason for a departure.
Departure from the equivalent IFRS occurs when requirements or terminology in the
IFRS are not appropriate for the public sector, or when inclusion of additional
commentary or examples is necessary to illustrate certain requirements in the public
sector context. Differences between IPSASs and their equivalent IFRSs are identified in
the “Comparison with IFRS” included in each IPSAS. The Comparison with IFRS 3
references the December 31, 2008 version of IFRS 3.

The phrase “entity combination” has been used instead of “business combination” to
reflect that public sector entities undertake both cash-generating activities and non-cash-
generating activities.

Relevance to public sector entities

BCA4.

The Board considered whether or not an entity combination where the acquirer obtains an

Scope
BC54.

78

ownership interest in the acquiree is a relevant topic for public sector entities. The Board
acknowledged that the majority of entity combinations occurring in the public sector arise
from non-exchange transactions and therefore are excluded from the scope of this
Standard. However, entity combinations where the acquirer obtains an ownership
interest in the acquiree do occur in some jurisdictions and therefore, it is important to
have guidance on this topic. The Board is aware of the prevalence and importance of
public sector specific entity combinations such as reorganizations and has a separate
project to address that type of entity combination.

IFRS 3 addresses business combinations. These combinations are exchange transactions
because one entity receives an operation or operations, and directly gives approximately
equal value to another entity in exchange for an ownership interest. That ish—entity
combinationsin-the-privateseetor, former owners of the entity are compensated with cash
or other financial instruments at an amount approximately equal to the value of the assets
acquired less the liabilities assumed. The consideration transferred is assumed to be the
result of an arm’s length transaction between willing and independent parties. The Board
noted that the Standard is based upon IFRS 3. and so, by its very nature, applies to
exchange transactions where the acquirer receives an ownership interest. The Board
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decided t

hat the Standard should be explicit on this point. However,—entity-combinations

BC6. Further, to ensure that the scope of the Standard is clear, the Board decided to include a
specific exclusion for reorganizations involving public sector entities where the acquirer
does not obtain an ownership interest in the acquiree. The scope exclusion does not need
to include central government reorganizations because paragraph 2(d) of the Standard

excludes from its scope combinations of entities or operations under common control.

Replacement of “business’ with “operation”

BC75. In IFRS 3, an acquirer acquires a business. In this Standard, the term “business” has been |
replaced with “operation” to encompass integrated sets of activities which have either a
primary objective for the purpose of providing economic benefits, such as providing a
commercial return, or for the purpose of providing service potential, such as the provision
of goods and services.

Exception to therecognition principle
The power to grant rights and the power to tax

BC8. The acquirer’s application of the recognition principle and conditions may result in
recognizing some assets and liabilities that the acquiree had not previously recognized in
its financial statements. The scope of IPSAS 31, “Intangible Assets” excludes powers
and rights conferred by legislation, a constitution or by equivalent means. The Board has
not formed a view on this topic and therefore, these powers and rights are excluded from the
scope of this Standard. The Board is currently developing a Conceptual Framework and will
reconsider, if necessary, the applicability of this Standard to powers and rights conferred by
legislation, a constitution, or by equivalent means.

Contingent liabilities

BC98. IFRS 3 requires recognition of any contingent liabilities of the acquiree where it is a |

present obligation that arises from past events and its fair value can be measured reliably.
The scope of IPSAS 19, “Provisions, Contingent Liabilities and Contingent Assets”
excludes provisions and contingent liabilities arising from social benefits from non-
exchange transactions_because the Board has not determined the appropriate accounting
for social benefit obligations. Eerthesake-of-elarityy—tThe Board considered that it was
important to include the same scope exemption in H2SASH9-in-this Standard;—as—weH.
This issue will be reconsidered in the project on social benefit obligations.
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Exceptionsto the measurement principle

Acquisition of a non-cash-gener ating oper ation

BC10. As noted in BC3 above, the change in terminology from ‘“business combination” to
“entity combination” is to reflect that an acquirer could acquire cash-generating or non-
cash-generating operations. IFRS 3 does not include guidance on the acquisition of non-
cash-generating operations. The Board noted that IPSAS 21, “Impairment of Non-Cash-
Generating Assets” deals with testing of impairment of non-cash-generating assets.
IPSAS 21 does not consider that unallocated service potential, including goodwill, will
arise at a non-cash-generating unit level. The IPSASB agreed that IPSAS 32 should
include guidance on the treatment of unallocated service potential at a non-cash-
generating unit level and requires the acquirer to recognize the loss in surplus or deficit at
the acquisition date.

An entity combination achieved by indirect acquisition

BCI11. IFRS 3 includes guidance on entity combinations which are achieved without the transfer
of consideration. This term has been amended to reflect that consideration would be
transferred, but it would be indirect because non-exchange entity combinations are
prevalent in the public sector and there needs to be a distinction between these different
types of entity combinations. Further, two of the circumstances where an entity
combination can be achieved without the transfer of consideration have not been included
in this section of IPSAS 32 as the Board considers that the lapse of minority veto rights
and the combination of entities by contract alone do not occur in the public sector.

Reverse acquisitions

| BC128. IFRS 3 includes, in its Application Guidance, a section on accounting for a
reverse acquisition. The Board considered that the usual drivers for a reverse acquisition,

such as a back door listing, do not exist for public sector entities and therefore has not
| included this section in IPSAS-XXAED-41) 32.
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ILLUSTRATIVE EXAMPLES
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[Hustrative examples[Please note that the cross-referencesto the Standard
and Application Guidance have not yet been updated]

These examples accompany, but are not part of, IPSASXX{(EB-41) 32.
| dentifiable intangible assets

Illustrating the consequences of applying paragraphs 16-2115—20 and AG2625-AG3534 of
IPSASXX{(ED-41) 32.

IET.

IE2.

The following are examples of identifiable intangible assets acquired in an entity
combination from an exchange transaction. Some of the examples may have
characteristics of assets other than intangible assets. The acquirer should account for
those assets in accordance with their substance. The examples are not intended to be all-
inclusive.

Intangible assets identified as having a contractual basis are those that arise from
contractual or other legal rights. Those designated as having a non-contractual basis do
not arise from contractual or other legal rights but are separable. Intangible assets
identified as having a non-contractual basis may arise from a binding arrangement.
Intangible assets identified as having a contractual basis might also be separable but
separability is not a necessary condition for an asset to meet the eentractaalbinding

arrangement tegal-binding-criterion.

Marketing-related intangible assets

IE3.

IE4.

IES.

82

Marketing-related intangible assets are used primarily in the marketing or promotion of
products or services. Examples of marketing-related intangible assets are:

Class Basis
Trademarks, trade names, service marks, collective marks and certification marks Contractual
Trade dress (unique color, shape or package design) Contractual
Newspaper mastheads Contractual
Internet domain names Contractual
Non-competition agreements Contractual

Trademarks, trade names, service marks, collective marks and certification marks

Trademarks are words, names, symbols or other devices used in trade to indicate the
source of a product and to distinguish it from the products of others. A service mark
identifies and distinguishes the source of a service rather than a product. Collective marks
identify the goods or services of members of a group. Certification marks certify the
geographical origin or other characteristics of a good or service.

Trademarks, trade names, service marks, collective marks and certification marks may be
protected legally through registration with governmental agencies, continuous use in
commerce or by other means. If it is protected legally through registration or other
means, a trademark or other mark acquired in an entity combination from an exchange
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IE6.

IE7.

transaction is an intangible asset that meets the eentraetaalbinding arrangement Jegal-
binding-criterion. Otherwise, a trademark or other mark acquired in an entity combination
can be recognized separately from goodwill if the separability criterion is met, which
normally it would be.

The terms “brand” and “brand name,” often used as synonyms for trademarks and other
marks, are general marketing terms that typically refer to a group of complementary
assets such as a trademark (or service mark) and its related trade name, formulas, recipes
and technological expertise. [IPSASXX~AED-41) 32 does not preclude an entity from
recognizing, as a single asset separately from goodwill, a group of complementary
intangible assets commonly referred to as a brand if the assets that make up that group
have similar useful lives.

I nternet domain names

An Internet domain name is a unique alphanumeric name that is used to identify a
particular numeric Internet address. Registration of a domain name creates an association
between that name and a designated computer on the Internet for the period of the
registration. Those registrations are renewable. A registered domain name acquired in an
entity combination from an exchange transaction meets the eentractualbinding

arrangement tegal-binding-criterion.

Customer- or user-related intangible assets

IES.

IE9.

Examples of customer-related intangible assets are:

Class Basis
Customer lists Non-contractual
Lists of users of a service Non-contractual
Order or production backlog Contractual
Customer contracts and related customer relationships Contractual
Non-contractual user relationships Non-contractual
Non-contractual customer relationships Non-contractual

Customer listsand user lists

A customer list or a list of users of services consists of information about customers or
users, such as their names and contact information. A customer or user list also may be in
the form of a database that includes other information about the customers, such as their
order histories and demographic information. A customer or user list does not usually
arise from contractual or other legal rights_but may arise from a binding arrangement.
However, customer lists are often leased or exchanged and, in rare circumstances, a user
list may be exchanged. Therefore, a customer or user list acquired in an entity
combination from an exchange transaction normally meets the separability criterion.
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IE10.

IE1I.

IE12.

IE13.

IE14.

IE1S.

84

Order or production backlog

An order or production backlog arises from contracts such as purchase or sales orders. An
order or production backlog acquired in an entity combination from an exchange
transaction meets the eentractaalbinding arrangement Jegal-binding-criterion even if the
purchase or sales orders can be cancelled.

Customer contractsand therelated customer relationships

If an entity establishes relationships with its customers through contracts, those customer
relationships arise from contractual rights. Therefore, customer contracts and the related
customer relationships acquired in an entity combination from an exchange transaction
meet the eentractualbinding arrangement -legal-binding-criterion, even if confidentiality
or other contractual terms prohibit the sale or transfer of a contract separately from the
acquiree.

A customer contract and the related customer relationship may represent two distinct
intangible assets. Both the useful lives and the pattern in which the economic benefits of
the two assets are consumed may differ.

A customer relationship exists between an entity and its customer if (a) the entity has
information about the customer and has regular contact with the customer and (b) the
customer has the ability to make direct contact with the entity. Customer relationships
meet the eentraetaalbinding arrangement -egal-binding—criterion if an entity has a
practice of establishing contracts with its customers, regardless of whether a contract
exists at the acquisition date. Customer relationships may also arise through means other
than contracts, such as through regular contact by sales or service representatives.

As noted in paragraph IE10, an order or a production backlog arises from contracts such
as purchase or sales orders and is therefore considered a contractual right. Consequently,
if an entity has relationships with its customers through these types of contracts, the
customer relationships also arise from contractual rights and therefore meet the
eontractualbinding arrangement tegal-bindinegcriterion.

Examples

The following examples illustrate the recognition of customer contract and customer
relationship intangible assets acquired in an entity combination from an exchange
transaction.

(a) Acquirer Company—Entity (AE€) acquires Target Cempany—Entity (TE€) in an
entity combination from an exchange transaction on December 31, 20X5. TEE has
a five-year agreement to supply goods to Customer. Both TEC and AEE believe
that Customer will renew the agreement at the end of the current contract. The
agreement is not separable.

The agreement, whether cancellable or not, meets the eentraectaalbinding
arrangement -egal-binding—criterion. Additionally, because TEE establishes its
relationship with Customer through a contract, not only the agreement itself but
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(b)

(©)

(d)

also TE€’s customer relationship with Customer meet the eentraetaalbinding
arrangement Jegal-binding-criterion.

AEE acquires TEE in an entity combination from an exchange transaction on
December 31, 20X5. TEE manufactures goods in two distinct lines of business:
sporting goods and electronics. Customer purchases both sporting goods and
electronics from TEEC. TEC€ has a contract with Customer to be its exclusive
provider of sporting goods but has no contract for the supply of electronics to
Customer. Both TEEC and AEE believe that only one overall customer relationship
exists between TEEC and Customer.

The contract to be Customer’s exclusive supplier of sporting goods, whether
cancellable or not, meets the eentraetualbinding arrangement -legal-binding
criterion. Additionally, because TEE establishes its relationship with Customer
through a contract, the customer relationship with Customer meets the
contractaalbinding arrangement Jegal-binding-criterion. Because TEE has only one
customer relationship with Customer, the fair value of that relationship incorporates
assumptions about TEE€’s relationship with Customer related to both sporting goods
and electronics. However, if AEE determines that the customer relationships with
Customer for sporting goods and for electronics are separate from each other, AEE
would assess whether the customer relationship for electronics meets the
separability criterion for identification as an intangible asset.

AEE acquires TEE in an entity combination from an exchange transaction on
December 31, 20X5. TEE does business with its customers solely through purchase
and sales orders. At December 31, 20X5, TEE has a backlog of customer purchase
orders from 60 per cent of its customers, all of whom are recurring customers. The
other 40 per cent of TEE€’s customers are also recurring customers. However, as of
December 31, 20X5, TEE has no open purchase orders or other contracts with those
customers.

Regardless of whether they are cancellable or not, the purchase orders from 60 per
cent of TE€’s customers meet the eentractualbinding arrangement -legal-binding
criterion. Additionally, because TEE has established its relationship with 60 per
cent of its customers through contracts, not only the purchase orders but also TEE’s
customer relationships meet the eentraetualbinding arrangement -legal-binding
criterion. Because TEE has a practice of establishing contracts with the remaining
40 per cent of its customers, its relationship with those customers also arises
through contractual rights and therefore meets the eentraetaalbinding arrangement -
legal-binding—criterion even though TEE does not have contracts with those
customers at December 31, 20X5.

AE€ acquires TEEC, an insurer, in an entity combination from an exchange
transaction on December 31, 20X5. TEE€ has a portfolio of one-year motor
insurance contracts that are cancellable by policyholders.

Because TEE establishes its relationships with policyholders through insurance
contracts, the customer relationship with policyholders meets the eentractaaldegal-
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IE16.

binding-binding arrangement criterion. IPSAS 26, “Impairment of Cash-Generating
Assets” and IPSASXX—~HEDB40) 31, “Intangible Assets” apply to the customer
relationship intangible asset.

Non-contractual customer relationships

A customer relationship acquired in an entity combination from an exchange transaction
that does not arise from a contract may nevertheless be identifiable because the
relationship is separable. Exchange transactions for the same asset or a similar asset that
indicate that other entities have sold or otherwise transferred a particular type of non-
contractual customer relationship would provide evidence that the relationship is
separable.

Artistic-related intangible assets

IE17.

IE18.

Examples of artistic-related intangible assets are:

Class Basis
Plays, operas and ballets Contractual
Books, magazines, newspapers and other literary works Contractual
Musical works such as compositions, song lyrics and advertising jingles Contractual
Pictures and photographs Contractual
Video and audiovisual material, including motion pictures or films, music videos Contractual

and television programs

Artistic-related assets acquired in an entity combination from an exchange transaction are
identifiable if they arise from contractual or legal rights such as those provided by
copyright. The holder can transfer a copyright, either in whole through an assignment or
in part through a licensing agreement. An acquirer is not precluded from recognizing a
copyright intangible asset and any related assignments or licence agreements as a single
asset, provided they have similar useful lives.

Contract-based intangible assets

IE19.

86

Contract-based intangible assets represent the value of rights that arise from contractual
arrangements. Customer contracts are one type of contract-based intangible asset. If the
terms of a contract give rise to a liability (for example, if the terms of an operating lease
or customer contract are unfavorable relative to market terms), the acquirer recognizes it
as a liability assumed in the entity combination from an exchange transaction. Examples
of contract-based intangible assets are:
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Class Basis
Licensing, royalty and standstill agreements Contractual
Advertising, construction, management, service or supply contracts Contractual
Lease agreements (whether the acquiree is the lessee or the lessor) Contractual
Construction permits Contractual
Franchise agreements Contractual
Operating and broadcast rights Contractual
Servicing contracts Contractual
Employment contracts Contractual
Use rights, such as drilling, water, air, timber cutting and route authorities Contractual

IE20.

IE21.

IE22.

[E23.

Servicing contracts

Contracts to service financial assets are one type of contract-based intangible asset.
Although servicing is inherent in all financial assets, it becomes a distinct asset (or
liability) by one of the following:

(@) When contractually separated from the underlying financial asset by sale or
securitisation of the assets with servicing retained,

(b) Through the separate purchase and assumption of the servicing.

If mortgage loans, credit card receivables or other financial assets are acquired in an
entity combination from an exchange transaction with servicing retained, the inherent
servicing rights are not a separate intangible asset because the fair value of those
servicing rights is included in the measurement of the fair value of the acquired financial
asset.

Employment contracts

Employment contracts that are beneficial contracts from the perspective of the employer
because the pricing of those contracts is favorable relative to market terms are one type of
contract-based intangible asset.

Userights

Use rights include rights for drilling, water, air, timber cutting and route authorities.
Some use rights are contract-based intangible assets to be accounted for separately from
goodwill. Other use rights may have characteristics of tangible assets rather than of
intangible assets. An acquirer should account for use rights on the basis of their nature.

Technology-based intangible assets

1E24.

Examples of technology-based intangible assets are:
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Class Basis
Patented technology Contractual
Computer software and mask works Contractual
Unpatented technology Non-contractual
Databases, including title plants Non-contractual
Trade secrets, such as secret formulas, processes and recipes Contractual

IE25.

IE26.

IE27.

IE28.

IE29.

88

Computer software and mask works

Computer software and program formats acquired in an entity combination from an
exchange transaction that are protected legally, such as by patent or copyright, meet the

contractual-legal-binding-binding arrangement criterion for identification as intangible
assets.

Mask works are software permanently stored on a read-only memory chip as a series of
stencils or integrated circuitry. Mask works may have legal protection. Mask works with
legal protection that are acquired in an entity combination from an exchange transaction
meet the eentractualdegal-bindinebinding arrangement criterion for identification as
intangible assets.

Databases, including title plants

Databases are collections of information, often stored in electronic form (such as on
computer disks or files). A database that includes original works of authorship may be
entitled to copyright protection. A database acquired in an entity combination from an
exchange transaction and protected by copyright meets the eentractuallegal-binding
binding arrangement criterion. However, a database typically includes information
created as a consequence of an entity’s normal operations, such as customer or user lists,
or specialized information, such as scientific data or credit information. Databases that
are not protected by copyright can be, and often are, exchanged, licensed or leased to
others in their entirety or in part. Therefore, even if the future economic benefits from a
database do not arise from legal rights, a database acquired in an entity combination from
an exchange transaction meets the separability criterion.

Title plants constitute a historical record of all matters affecting title to parcels of land in
a particular geographical area. Title plant assets are bought and sold, either in whole or in
part, in exchange transactions or are licensed. Therefore, title plant assets acquired in an
entity combination from an exchange transaction meet the separability criterion.

Trade secrets, such as secr et formulas, processes and recipes

A trade secret is ‘information, including a formula, pattern, recipe, compilation, program,
device, method, technique, or process that (a) derives independent economic value, actual
or potential, from not being generally known and (b) is the subject of efforts that are
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reasonable under the circumstances to maintain its secrecy.’* If the future economic
benefits or service potential from a trade secret acquired in an entity combination from an
exchange transaction are legally protected, that asset meets the binding arrangement
contractual-legal-binding—criterion. Otherwise, trade secrets acquired in an entity
combination from an exchange transaction are identifiable only if the separability
criterion is met, which is likely to be the case.

Gain on a bargain purchase

Illustrating the consequences of recognizing and measuring a gain from a bargain purchase by
applying paragraphs 41-4638—42 of IPSAS-XX{(ED-41) 32.

IE30. The following example illustrates the accounting for an entity combination from an
exchange transaction in which a gain on a bargain purchase is recognized.

IE31. On January 1, 20X5 AE€ acquires 80 per cent of the equity interests of TEE, a private
entity, in exchange for cash of CU150. Because the former owners of TEE needed to
dispose of their investments in TEE by a specified date, they did not have sufficient time
to market TC to multiple potential buyers. The management of AEE initially measures
the separately recognizable identifiable assets acquired and the liabilities assumed as of
the acquisition date in accordance with the requirements of IPSASXXAEDB-41H) 32. The
identifiable assets are measured at CU250 and the liabilities assumed are measured at
CUS50. AE€ engages an independent consultant, who determines that the fair value of the
20 per cent non-controlling interest in TEE is CU42.

IE32. The amount of TEC’s identifiable net assets (CU200, calculated as CU250 — CUS50)
exceeds the fair value of the consideration transferred plus the fair value of the non-
controlling interest in TEE. Therefore, AEC reviews the procedures it used to identify
and measure the assets acquired and liabilities assumed and to measure the fair value of
both the non-controlling interest in TEE and the consideration transferred. After that
review, AEE decides that the procedures and resulting measures were appropriate. AEC
measures the gain on its purchase of the 80 per cent interest as follows:

Cu
Amount of the identifiable net assets acquired (CU250 — CU50) 200
Less: Fair value of the consideration transferred for AE€’s 80 per cent interest in 150
TEE; plus
Fair value of non-controlling interest in TEE 42
192
Gain on bargain purchase of 80 per cent interest 8

Melvin Simensky and Lanning Bryer, The New Role of Intellectual Property in Commercial Transactions (New
York: John Wiley & Sons, 1998), page 293.
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IE33.

IE34.

AEE would record its acquisition of TEE in its consolidated financial statements as
follows:

Dr Identifiable assets acquired CU250
Cr Cash CU150
Cr Liabilities assumed CU50
Cr Gain on the bargain purchase CU8
Cr Equity—non-controlling interest in TEE CuU42

If the acquirer chose to measure the non-controlling interest in TEE on the basis of its
proportionate interest in the identifiable net assets of the acquiree, the recognized amount
of the non-controlling interest would be CU40 (CU200 x 0.20). The gain on the bargain
purchase then would be CU10 (CU200 — (CU150 + CU40)).

M easurement period
| Illustrating the consequences of applying paragraphs 54-5956—55 of IPSAS-XX(EDB-41) 32.

IE35.

| 1E36.

| 1E37.

90

If the initial accounting for an entity combination from an exchange transaction is not
complete at the end of the financial reporting period in which the combination occurs,
paragraph 5456 of IPSAS>XX—ED—41) 32 requires the acquirer to recognize in its
financial statements provisional amounts for the items for which the accounting is
incomplete. During the measurement period, the acquirer recognizes adjustments to the
provisional amounts needed to reflect new information obtained about facts and
circumstances that existed as of the acquisition date and, if known, would have affected
the measurement of the amounts recognized as of that date. Paragraph 5854 of
IPSASXX—ED41H) 32 requires the acquirer to recognize such adjustments as if the
accounting for the entity combination from an exchange transaction had been completed
at the acquisition date. Measurement period adjustments are not included in surplus or
deficit.

Suppose that AEE acquires TEE on September 30, 20X7. AEE seeks an independent
valuation for an item of property, plant and equipment acquired in the combination, and
the valuation was not complete by the time AEEC authorized for issue its financial
statements for the year ended December 31, 20X7. In its 20X7 annual financial
statements, AEE recognized a provisional fair value for the asset of CU30,000. At the
acquisition date, the item of property, plant and equipment had a remaining useful life of
five years. Five months after the acquisition date, AEE received the independent
valuation, which estimated the asset’s acquisition-date fair value as CU40,000.

In its financial statements for the year ended December 31, 20X8, AEE retrospectively
adjusts the 20X7 prior year information as follows:

(a) The carrying amount of property, plant and equipment as of December 31, 20X7 is
increased by CU9,500. That adjustment is measured as the fair value adjustment at
the acquisition date of CU10,000 less the additional depreciation that would have
been recognized if the asset’s fair value at the acquisition date had been recognized
from that date (CU500 for three months’ depreciation).
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IE38.

(b) The carrying amount of goodwill as of December 31, 20X7 is decreased by
CU10,000.

(c) Depreciation expense for 20X7 is increased by CUS500.
In accordance with paragraph AG6256 of IPSASXXED-41H 32, AEE€ discloses:

(a) In its 20X7 financial statements, that the initial accounting for the entity
combination from an exchange transaction has not been completed because the
valuation of property, plant and equipment has not yet been received.

(b) Inits 20X8 financial statements, the amounts and explanations of the adjustments to
the provisional values recognized during the current reporting period. Therefore,
AEE discloses that the 20X7 comparative information is adjusted retrospectively to
increase the fair value of the item of property, plant and equipment at the
acquisition date by CU9,500, offset by a decrease to goodwill of CU10,000 and an
increase in depreciation expense of CUS500.

Deter mining what ispart of the entity combination from an exchange transaction

Settlement of a pre-existing relationship

Illustrating the consequences of applying paragraphs 6056, 6157 and AG4546—-AG4849 of
IPSASXXAED-41) 32.

IE39.

IE40.

IE41.

[E42.

AEE purchases electronic components from TEE under a five-year supply contract at
fixed rates. Currently, the fixed rates are higher than the rates at which AEE€ could
purchase similar electronic components from another supplier. The supply contract
allows AE€ to terminate the contract before the end of the initial five-year term but only
by paying a CU6 million penalty. With three years remaining under the supply contract,
AEE pays CU50 million to acquire TEE, which is the fair value of TEE based on what
other market participants would be willing to pay.

Included in the total fair value of TEEC is CU8 million related to the fair value of the
supply contract with AEE€. The CUS8 million represents a CU3 million component that is
‘at market’ because the pricing is comparable to pricing for current market transactions
for the same or similar items (selling effort, customer relationships and so on) and a CU5
million component for pricing that is unfavorable to AEE because it exceeds the price of
current market transactions for similar items. TE€C has no other identifiable assets or
liabilities related to the supply contract, and AEE has not recognized any assets or
liabilities related to the supply contract before the entity combination from an exchange
transaction.

In this example, AEE calculates a loss of CU5 million (the lesser of the CU6 million
stated settlement amount and the amount by which the contract is unfavorable to the
acquirer) separately from the entity combination from an exchange transaction. The CU3
million ‘at-market’ component of the contract is part of goodwill.

Whether AEE had recognized previously an amount in its financial statements related to
a pre-existing relationship will affect the amount recognized as a gain or loss for the
effective settlement of the relationship. Suppose that IPSASs had required AEE to

91
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recognize a CU6 million liability for the supply contract before the entity combination
from an exchange transaction. In that situation, AEE recognizes a CU1 million settlement
gain on the contract in surplus or deficit at the acquisition date (the CUS million
measured loss on the contract less the CU6 million loss previously recognized). In other
words, AEE has in effect settled a recognized liability of CU6 million for CUS million,
resulting in a gain of CU1 million.

Contingent payments to employees

Illustrating the consequences of applying paragraphs 6056, 6157, AG4546, AG4950 and
AG505% of IPSASXXA(ED-41) 32.

IE43. TEE€ appointed a candidate as its new CEO under a ten-year contract. The contract

required TEE to pay the candidate CUS million if TEE is acquired before the contract
expires. AEE€ acquires TEE eight years later. The CEO was still employed at the
acquisition date and will receive the additional payment under the existing contract.

In this example, TEE entered into the employment agreement before the negotiations of
the combination began, and the purpose of the agreement was to obtain the services of
CEOQO. Thus, there is no evidence that the agreement was arranged primarily to provide
benefits to AEE or the combined entity. Therefore, the liability to pay CUS5 million is
included in the application of the acquisition method.

In other circumstances, TEE might enter into a similar agreement with CEO at the
suggestion of AEE during the negotiations for the entity combination from an exchange
transaction. If so, the primary purpose of the agreement might be to provide severance
pay to CEO, and the agreement may primarily benefit AEE or the combined entity rather
than TEE or its former owners. In that situation, AEE accounts for the liability to pay
CEO in its post-combination financial statements separately from application of the
acquisition method.

Disclosurerequirements

Illustrating the consequences of applying the disclosure requirements in paragraphs 68—7264—
68 and AG5953-AG6256 of IPSAS-XX(ED-41) 32.

IE46. The following example illustrates some of the disclosure requirements of IPSASXXAED

92

41 32; it is not based on an actual transaction. The example assumes that TEE is an
unlisted entity. The illustration presents the disclosures in a tabular format that refers to
the specific disclosure requirements illustrated. An actual footnote might present many of
the disclosures illustrated in a simple narrative format.
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Footnote X: Acquisitions

Paragraph
reference

AG593.(a—d)

AG593.(e)

AG593.(1)

At June 30, 20X2

AG593.()(i)
AG593.(f)(iv)

AG593.(f)(iii);
AG593.(h)(i)

AG593.(f)
AG593.(q)(1)

AG593.(n)

AG593.(j)

AG593.(p)(1)

On June 30, 20X0 AEE acquired 15 per cent of the outstanding ordinary shares of TEE. On
June 30, 20X2 AEE acquired 60 per cent of the outstanding ordinary shares of TEE and
obtained control of TEE. TEE is a provider of data networking products and services in
Canada and Mexico. As a result of the acquisition, AEE is expected to be the leading
provider of data networking products and services in those markets. It also expects to reduce
costs through economies of scale.

The goodwill of CU2,500 arising from the acquisition consists largely of the synergies and
economies of scale expected from combining the operations of AEE and TEE.

None of the goodwill recognized is expected to be deductible for income tax purposes. The
following table summarizes the consideration paid for TEE and the amounts of the assets
acquired and liabilities assumed recognized at the acquisition date, as well as the fair value at
the acquisition date of the non-controlling interest in TEE.

Consideration CuU
Cash 5,000
Equity instruments (100,000 ordinary shares of AEE) 4,000
1,000
Contingent consideration arrangement
Total consideration transferred 10,000
Fair value of AEE’s equity interest in TEC held before the entity 2,000
combination
12,000
Acquisition-related costs (included in selling, general and administrative 1,250

expenses in AE€’s statement of financial performance for the year ended
December 31, 20X2)

Recognized amounts of identifiable assets acquired and liabilities assumed

Financial assets 3,500
Inventory 1,000
Property, plant and equipment 10,000
Identifiable intangible assets 3,300
Financial liabilities -4,000
Contingent liability -1,000
Total identifiable net assets 12,800
Non-controlling interest in TC -3,300
Goodwill 2,500

12,000

93
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AG593.(f)(iv)

AG593.(f)(iii)
AG593.(h)
AG6256.(b)

AG593.(i)
AG6256.(a)
AG593.(k)

AG6256.(c)
IPSAS 19.97, 98

AG593.(p)

AG593.(q)(ii)

AG593.(r)(i)

AG593.(r)(ii)

94

The fair value of the 100,000 ordinary shares issued as part of the consideration paid for TEC
(CU4,000) was determined on the basis of the closing market price of AE€’s ordinary shares
on the acquisition date.

The contingent consideration arrangement requires AE€ to pay the former owners of TC 5
per cent of the revenues of XC, an unconsolidated equity investment owned by TEE, in
excess of CU7,500 for 20X3, up to a maximum amount of CU2,500 (undiscounted).

The potential undiscounted amount of all future payments that AEE€ could be required to
make under the contingent consideration arrangement is between CUO and CU2,500.

The fair value of the contingent consideration arrangement of CU1,000 was estimated by
applying the income approach. The fair value estimates are based on an assumed discount
rate range of 20-25 per cent and assumed probability-adjusted revenues in XC of CU10,000—
20,000.

As of December 31, 20X2, neither the amount recognized for the contingent consideration
arrangement, nor the range of outcomes or the assumptions used to develop the estimates had
changed.

The fair value of the financial assets acquired includes receivables under finance leases of
data networking equipment with a fair value of CU2,375. The gross amount due under the
contracts is CU3,100, of which CU450 is expected to be uncollectible.

The fair value of the acquired identifiable intangible assets of CU3,300 is provisional
pending receipt of the final valuations for those assets.

A contingent liability of CU1,000 has been recognized for expected warranty claims on
products sold by TC during the last three years. We expect that the majority of this
expenditure will be incurred in 20X3 and that all will be incurred by the end of 20X4. The
potential undiscounted amount of all future payments that AC could be required to make
under the warranty arrangements is estimated to be between CU500 and CU1,500. As of
December 31, 20X2, there has been no change since June 30, 20X2 in the amount recognized
for the liability or any change in the range of outcomes or assumptions used to develop the
estimates.

The fair value of the non-controlling interest in TEE, an unlisted company, was estimated by
applying a market approach and an income approach. The fair value estimates are based on:
(a)  anassumed discount rate range of 20-25 per cent;

(b)  an assumed terminal value based on a range of terminal EBITDA multiples between 3
and 5 times (or, if appropriate, based on long term sustainable growth rates ranging
from 3 to 6 per cent);

(c)  assumed financial multiples of companies deemed to be similar to TEE; and

(d) assumed adjustments because of the lack of control or lack of marketability that
market participants would consider when estimating the fair value of the non-
controlling interest in TEE.

AC recognized a gain of CU500 as a result of measuring at fair value its 15 per cent equity
interest in TC held before the entity combination. The gain is included in other income in
AEE€’s statement of financial performance for the year ending December 31, 20X2.

The revenue included in the consolidated statement of financial performance since June 30,
20X2 contributed by TEE was CU4,090. TC also contributed surplus of CU1,710 over the
same period.

Had TEE been consolidated from January 1, 20X2 the consolidated statement of financial
performance would have included revenue of CU27,670 and surplus of CU12,870.
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Comparison with IFRS 3

IPSASXX—ED4H 32, “Entity Combinations: Acquisitions—fremExchangeTransactions,” is
drawn primarily from IFRS 3, “Business Combinations” (revised in 2008). The main
differences between IPSASXXAED-41H 32 and IFRS 3 are as follows:

IPSAS 32 includes the requirement that the acquirer must obtain an ownership interest in

the acquirer to be within its scope.

Commentary additional to that in IFRS 3 has been included in various paragraphs of IPSAS
XX~HED41H 32 to clarify the applicability of the requirements to accounting by public
sector entities.

IPSASXXAED-41) 32 has replaced the term “business” with “operation” so that an entity
combination includes either cash-generating activities or non-cash-generating activities.

IPSAS 32 excludes the recognition of a contingent liability arising from a social benefit

obligation as an exception to the recognition principles in IFRS 3 as IPSAS 19,
“Provisions, Contingent Liabilities and Contingent Assets” contains a scope exclusion for
social benefit obligations and the Board has yet to determine the appropriate treatment for
social benefit obligations.

IPSAS 32 requires any excess of the consideration transferred and net assets acquired for a

non-cash-generating operation to be recognized in surplus or deficit on the acquisition date.

IPSAS>XX-ED-41) 32 uses different terminology, in certain instances, from IFRS 3. The
most significant examples are the use of the terms “Statement of Financial Position,”

“Statement of Financial Performance,” “revenue,” “economic entity,” “controlling entity”

29 ¢

and “controlled entities” in IPSASXXAED-41H) 32. The equivalent terms in IFRS 3 are

99 CCs 2 ¢¢ 29 ¢

“Balance Sheet,” “Income Statement,” “income,” “group,” “parent” and “subsidiaries.”

IPSAS>3-FED-41H 32 does not include guidance on accounting for reverse acquisitions.

95
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International Public Sector Accounting Standard 32, “Entity Combinations: Acquisitions” is set
out in paragraphs 1-77. All the paragraphs have equal authority. IPSAS 32 should be read in the
context of its objective, the Basis for Conclusions, and the “Preface to International Public Sector
Accounting Standards.” IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and
Errors” provides a basis for selecting and applying accounting policies in the absence of explicit
guidance.
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I ntroduction

INTI.

IN2.

IPSAS 32 prescribes the accounting treatment for entity combinations where the acquirer
obtains an ownership interest in the acquiree. It is adapted for public sector entities from
IFRS 3, “Business Combinations.”

Entity combinations where the acquirer does not obtain an ownership interest in the
acquiree, for example, an amalgamation of municipalities or a restructuring of activities,
will be considered in the second component of the IPSASB’s entity combinations project.
The specific public sector issues which arise from these types of entity combinations
need to be examined in detail in order to determine the appropriate accounting treatment.

Scope

IN3.

IPSAS 32 is limited to entity combinations where the acquirer obtains an ownership
interest in the acquiree and where the entities are not under common control. Entity
combinations arising from a reorganization involving public sector entities where the
acquirer does not obtain an ownership interest in the acquiree are excluded from the
scope of this Standard.

Recognition of goodwill

IN4.

Where a non-cash-generating operation is acquired and the total consideration transferred
exceeds the net identifiable assets acquired, the acquirer is required to recognize the loss
in surplus or deficit as at the acquisition date.
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Objective
1.  The objective of this Standard is to improve the relevance, reliability and comparability of

the information that a reporting entity provides in its financial statements about an entity
combination where the acquirer obtains an ownership interest in the acquiree and its
effects. To accomplish that, this Standard establishes principles and requirements for how
the acquirer:

(a) Recognizes and measures in its financial statements the identifiable assets acquired,
the liabilities assumed and any non-controlling interest in the acquiree;

(b) Recognizes and measures the goodwill acquired in an entity combination or a gain
from a bargain purchase; and

(c) Determines what information to disclose to enable users of the financial statements to
evaluate the nature and financial effects of an entity combination.

Scope

2.

An entity that prepares and presents financial statements under the accrual basis of
accounting shall apply this Standard to a transaction or other event that meets the
definition of an entity combination and the acquirer obtains an ownership interest in
the acquiree.

An entity combination is a transaction or other event in which an acquirer obtains control
of an operation or operations (acquiree) from the controlling entity (or former owner or
owners) of the operation or operations.

An ownership interest confers upon the acquirer an entitlement to receive resources, such
as dividends, at the discretion of the entity’s management and where an entity is wound up,
an entitlement to a share of the amount remaining after all liabilities have been
extinguished, i.e., a right to the residual amount of net assets/equity of the acquiree. For
example, a government may acquire a hospital from a private sector entity by a binding
arrangement that specifies it is entitled to the residual amount of net assets/equity of that
entity. However, if no ownership interest is obtained, the entity combination is outside the
scope of this Standard.

This Standard does not apply to:

(a) A reorganization involving public sector entities where the acquirer does not
obtain an ownership interest in the acquiree.

(b) Theformation of ajoint venture.

(c) The acquisition of an asset or a group of assets that does not constitute an
operation. In such cases the acquirer shall identify and recognize the individual
identifiable assets acquired (including those assets that meet the definition of,
and recognition criteria for, intangible assets in IPSAS 31, “Intangible Assets’)
and liabilities assumed. The cost of the group shall be allocated to the individual
identifiable assets and liabilities on the basis of their relative fair values at the
date of purchase. Such a transaction or event does not give rise to goodwill.
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Paragraphs AG10-AG15 provide guidance on identifying whether a group of
assets constitutes an operation.

(d) A combination of entities or operations under common control (paragraphs
AG4-AG8 providerelated application guidance).

A reorganization occurs where a public sector entity (or entities) is (are) combined with
another public sector entity (or entities). For example, legislation is enacted at a provincial
level that mandates two local government entities, Municipality A and City B, to transfer
all operations, assets and liabilities into a newly created local government entity,
Municipality C. A reorganization may be described as a merger or union of districts or
regions, or an amalgamation.

The acquisition of a Government Business Enterprise (GBE) where the acquirer obtains an
ownership interest in that GBE is within the scope of this Standard. For example, a local
government entity acquires a trading entity from another level of government.

This Standard applies to all public sector entities other than Government Business
Enterprises.

The “Preface to International Public Sector Accounting Standards” issued by the IPSASB
explains that Government Business Enterprises (GBEs) apply IFRSs issued by the TASB.
GBEs are defined in IPSAS 1, “Presentation of Financial Statements.”

Definitions

10.

Thefollowing terms are used in this Standard with the meanings specified:

An acquiree is the operation or operations that the acquirer obtains control of in an
entity combination.

An acquirer istheentity that obtains control of the acquiree.
The acquisition dateisthe date on which the acquirer obtains control of the acquiree.

Contingent _consideration is usually, an obligation of the acquirer to transfer
additional assets or equity intereststo the former owners of an acquiree as part of the
exchange for control of the acquiree if specified future events occur or conditions are
met. However, contingent consideration also may give the acquirer the right to the
return of previously transferred consideration if specified conditions are met.

An_entity combination is a transaction or other event in which an acquirer obtains
control of one or more operations.

For the purposes of this Standard, equity interestsis used broadly to mean ownership
interests of investor-owned entities and owner, member or participant interests of
mutual entitiesand other owner interests.

Goodwill is an asset representing the future economic benefits or service potential
arising from other assets acquired in an entity combination that are not individually
identified and separately recognized.

An asset isidentifiableif it either:
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(@) Isseparable, i.e., capable of being separated or divided from the entity and sold,
transferred, licensed, rented or exchanged, either individually or together with a
related contract, identifiable asset or liability, regardless of whether the entity
intendsto do so; or

(b) Arises from binding arrangements (including rights from contracts or other
legal rights) regardless of whether those rights are transferable or separable
from the entity or from other rightsand obligations.

A mutual _entity is an entity, other than an investor-owned entity, that provides
dividends, lower costs or other economic benefits directly to its owners, members or
participants. For example, a mutual insurance company, a credit union and a co-
oper ative entity are all mutual entities.

A non-controlling interest is the equity or other owner interestsin a controlled entity
not attributable, directly or indirectly, to a controlling entity.

An operation is an integrated set of activities and assets that is capable of being
conducted and managed for the purpose of achieving an entity’s objectives, either by
providing economic benefits or service potential.

For the purposes of this Standard, ownersis used broadly to include holders of equity
interests of investor-owned entities, owners or members of, or participantsin, mutual
entities; and inter ests established by mechanisms other than equity interests, such asa
binding arrangement.

Termsdefined in other IPSASs are used in this Standard with the same meaning asin
those Standards, and are reproduced in the Glossary of Defined Terms published

separ ately.

I dentifying an Entity Combination

1.

An entity shall determine whether a transaction or other event is an entity
combination by applying the definition in this Standard, which requires that the
assets acquired and liabilities assumed constitute an operation. If the assets acquired
are not an operation, the reporting entity shall account for the transaction or other
event as an asset acquisition. Paragraphs AG8-AG15 provide guidance on identifying
an entity combination and the definition of an operation.

The Acquisition Method
12. An entity shall account for each entity combination by applying the acquisition

13.

method.

Applying the acquisition method requires:
(a) Identifying the acquirer;

(b) Determining the acquisition date;

(c) Recognizing and measuring the identifiable assets acquired, the liabilities assumed
and any non-controlling interest in the acquiree; and
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(d) Recognizing and measuring goodwill or a gain from a bargain purchase.

I dentifying the Acquirer

14. For each entity combination, one of the combining entities shall be identified as the
acquirer.

15. The guidance in IPSAS 6, “Consolidated and Separate Financial Statements” shall be used
to identify the acquirer—the entity that obtains control of the acquiree. If an entity
combination has occurred but applying the guidance in IPSAS 6 does not clearly indicate
which of the combining entities is the acquirer, the factors in paragraphs AG17-AG21 shall
be considered in making that determination.

Deter mining the Acquisition Date

16. Theacquirer shall identify the acquisition date, which is the date on which it obtains
control of the acquiree.

17. The date on which the acquirer obtains control of the acquiree is generally the date on
which the acquirer legally transfers the consideration, acquires the assets and assumes the
liabilities of the acquiree—the closing date. However, the acquirer might obtain control on
a date that is either earlier or later than the closing date. For example, the acquisition date
precedes the closing date if a written agreement provides that the acquirer obtains control
of the acquiree on a date before the closing date. Further, where assets and liabilities are
transferred to the acquirer before the acquirer obtains control of those assets, the
acquisition date is the date on which the acquirer obtains control, not the date of the
transfer. An acquirer shall consider all pertinent facts and circumstances in identifying the
acquisition date.

Recognizing and Measuring the I dentifiable Assets Acquired, the Liabilities Assumed and
any Non-Controlling Interest in the Acquiree

Recognition Principle

18. Asof the acquisition date, the acquirer shall recognize, separately from goodwill, the
identifiable assets acquired, the liabilities assumed and any non-controlling interest in
the acquiree. Recognition of identifiable assets acquired and liabilities assumed is
subject to the conditions specified in paragraphs 19 and 20.

Recognition Conditions

19. To qualify for recognition as part of applying the acquisition method, the identifiable assets
acquired and liabilities assumed must meet the definitions of assets and liabilities in
IPSAS 1, “Presentation of Financial Statements™ at the acquisition date. For example, costs
the acquirer expects but is not obliged to incur in the future to effect its plan to exit an
activity of an acquiree or to terminate the employment of or relocate an acquiree’s
employees are not liabilities at the acquisition date. Therefore, the acquirer does not
recognize those costs as part of applying the acquisition method. Instead, the acquirer
recognizes those costs in its post-combination financial statements in accordance with other
IPSAS:s.
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20.

21.

22.

23.

24.

25.

26.

10

In addition, to qualify for recognition as part of applying the acquisition method, the
identifiable assets acquired and liabilities assumed must be part of what the acquirer and
the acquiree (or its former owners) exchanged in the entity combination transaction rather
than the result of separate transactions. The acquirer shall apply the guidance in paragraphs
60-62 to determine which assets acquired or liabilities assumed are part of the exchange
for the acquiree and which, if any, are the result of separate transactions to be accounted for
in accordance with their nature and the applicable IPSASs.

The acquirer’s application of the recognition principle and conditions may result in
recognizing some assets and liabilities that the acquiree had not previously recognized as
assets and liabilities in its financial statements. For example, the acquirer recognizes the
acquired identifiable intangible assets, such as a brand name, a patent or lists of customers
or users of a service, that the acquiree did not recognize as assets in its financial statements
because it developed them internally and charged the related costs to expense.

IPSAS 31, “Intangible Assets” excludes from its scope powers and rights conferred by
legislation, a constitution, or by equivalent means. Consistent with IPSAS 31, where an
acquirer acquires powers and rights in an entity combination, these powers are not
recognized by the acquirer.

Paragraphs AG22-AG34 provide guidance on recognizing operating leases and intangible
assets. Paragraphs 32-39 specify the types of identifiable assets and liabilities that include
items for which this Standard provides limited exceptions to the recognition principle and
conditions.

Classifying or Designating I dentifiable Assets Acquired and Liabilities Assumed in an
Entity Combination

At the acquisition date, the acquirer shall classify or designate the identifiable assets
acquired and liabilities assumed as necessary to apply other IPSASs subsequently.
The acquirer shall make those classifications or designations on the basis of the terms
of the contract or other binding arrangement, economic conditions, its operating or
accounting policies and other pertinent conditions asthey exist at the acquisition date.

For the purposes of this Standard, a binding arrangement describes an arrangement that
confers similar rights and obligations on the parties to it as if it were in the form of a
contract.

In some situations, IPSASs provide for different accounting depending on how an entity
classifies or designates a particular asset or liability. Examples of classifications or
designations that the acquirer shall make on the basis of the pertinent conditions as they
exist at the acquisition date include but are not limited to:

(a) Classification of particular financial assets and liabilities as a financial asset or
liability at fair value through surplus or deficit, or as a financial asset available for
sale or held to maturity, in accordance with IPSAS 29, “Financial Instruments:
Recognition and Measurement”;

(b) Designation of a derivative instrument as a hedging instrument in accordance with
IPSAS 29; and
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27.

(c) Assessment of whether an embedded derivative should be separated from the host
contract in accordance with IPSAS 29 (which is a matter of “classification” as this
Standard uses that term).

This Standard provides two exceptions to the principle in paragraph 24:

(a) Classification of a lease contract as either an operating lease or a finance lease in
accordance with IPSAS 13, “Leases”; and

(b) Classification of a contract as an insurance contract in accordance with the relevant
international or national accounting standard dealing with insurance contracts.

The acquirer shall classify those contracts on the basis of the contractual terms and other
factors at the inception of the contract (or, if the terms of the contract have been modified
in a manner that would change its classification, at the date of that modification, which
might be the acquisition date).

Measurement Principle

28.

29.

30.

The acquirer shall measuretheidentifiable assets acquired and the liabilities assumed
at their acquisition-date fair values.

For each entity combination, the acquirer shall measure any non-controlling interest in the
acquiree either at fair value or at the non-controlling interest’s proportionate share of the
acquiree’s identifiable net assets.

Paragraphs AG35-AG39 provide guidance on measuring the fair value of particular
identifiable assets and a non-controlling interest in an acquiree. Paragraphs 35-39 specify
the types of identifiable assets and liabilities that include items for which this Standard
provides limited exceptions to the measurement principle.

Exceptions to the Recognition or Measurement Principles

31.

32.

This Standard provides limited exceptions to its recognition and measurement principles.
Paragraphs 32—42 specify both the particular items for which exceptions are provided and
the nature of those exceptions. The acquirer shall account for those items by applying the
requirements in paragraphs 32—42, which will result in some items being:

(a) Recognized either by applying recognition conditions in addition to those in
paragraphs 19 and 20 or by applying the requirements of other IPSASs, with results
that differ from applying the recognition principle and conditions.

(b) Measured at an amount other than their acquisition-date fair values.

Exception to the Recognition Principle
Contingent Liabilities

IPSAS 19, “Provisions, Contingent Liabilities and Contingent Assets” defines a contingent
liability as:

11
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33.

34.

35.

36.

37.

38.
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(a) A possible obligation that arises from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future
events not wholly within the control of the entity; or

(b) A present obligation that arises from past events but is not recognized because:

(1) It is not probable that an outflow of resources embodying economic benefits or
service potential will be required to settle the obligation; or

(i1)) The amount of the obligation cannot be measured with sufficient reliability.

The requirements in IPSAS 19 do not apply in determining which contingent liabilities to
recognize as of the acquisition date. Instead, the acquirer shall recognize as of the
acquisition date a contingent liability assumed in an entity combination if it is a present
obligation that arises from past events and its fair value can be measured reliably.
Therefore, contrary to IPSAS 19, the acquirer recognizes a contingent liability assumed in
an entity combination at the acquisition date even if it is not probable that an outflow of
resources embodying economic benefits will be required to settle the obligation. Paragraph
67 provides guidance on the subsequent accounting for contingent liabilities.

The scope of IPSAS 19 excludes provisions and contingent liabilities arising from social
benefits from non-exchange transactions. The requirements in paragraph 33 therefore do
not apply in determining whether to recognize a contingent liability arising from social
benefits from non-exchange transactions.

Exceptionsto Both the Recognition and Measurement Principles
Income Taxes

Where applicable, the acquirer shall recognize and measure a deferred tax asset or liability
arising from the assets acquired and liabilities assumed in an entity combination in
accordance with the relevant international or national accounting standard dealing with
income taxes.

Where applicable, the acquirer shall account for the potential tax effects of temporary
differences and carryforwards of an acquiree that exist at the acquisition date or arise as a
result of the acquisition in accordance with the relevant international or national accounting
standard dealing with income taxes.

Empl oyee Benefits

The acquirer shall recognize and measure a liability (or asset, if any) related to the
acquiree’s employee benefit arrangements in accordance with IPSAS 25, “Employee
Benefits.”

I ndemnification Assets

The seller in an entity combination may contractually indemnify the acquirer for the
outcome of a contingency or uncertainty related to all or part of a specific asset or liability.
For example, the seller may indemnify the acquirer against losses above a specified amount
on a liability arising from a particular contingency; in other words, the seller will guarantee
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39.

40.

41.

42.

that the acquirer’s liability will not exceed a specified amount. As a result, the acquirer
obtains an indemnification asset. The acquirer shall recognize an indemnification asset at
the same time that it recognizes the indemnified item measured on the same basis as the
indemnified item, subject to the need for a valuation allowance for uncollectible amounts.
Therefore, if the indemnification relates to an asset or a liability that is recognized at the
acquisition date and measured at its acquisition-date fair value, the acquirer shall recognize
the indemnification asset at the acquisition date measured at its acquisition-date fair value.
For an indemnification asset measured at fair value, the effects of uncertainty about future
cash flows because of collectibility considerations are included in the fair value measure
and a separate valuation allowance is not necessary (paragraph AG35 provides related
application guidance).

In some circumstances, the indemnification may relate to an asset or a liability that is an
exception to the recognition or measurement principles. For example, an indemnification
may relate to a contingent liability that is not recognized at the acquisition date because its
fair value is not reliably measurable at that date. Alternatively, an indemnification may
relate to an asset or a liability, for example, one that results from an employee benefit, that
is measured on a basis other than acquisition-date fair value. In those circumstances, the
indemnification asset shall be recognized and measured using assumptions consistent with
those used to measure the indemnified item, subject to management’s assessment of the
collectibility of the indemnification asset and any limitations in the terms of the contract or
other binding arrangement on the indemnified amount. Paragraph 68 provides guidance on
the subsequent accounting for an indemnification asset.

Exceptionsto the M easurement Principle
Reacquired Rights

The acquirer shall measure the value of a reacquired right recognized as an intangible asset
on the basis of the remaining term of the related contract or other binding arrangement
regardless of whether market participants would consider potential renewals of the contract
or other binding arrangement in determining its fair value. Paragraphs AG29 and AG30
provide related application guidance.

Share-Based Payment Awards

The acquirer shall measure a liability or an equity instrument related to the replacement of
an acquiree’s share-based payment awards with share-based payment awards of the
acquirer in accordance with the relevant international or national accounting standard
dealing with share-based payment.

Assets Held for Sale

The acquirer shall measure an acquired non-current asset (or disposal group) that is
classified as held for sale at the acquisition date in accordance with the relevant
international or national accounting standard dealing with non-current assets held for sale
and discontinued operations.

13
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Recognizing and Measuring Goodwill or a Gain from a Bargain Purchase

43.

44,

45.

The acquirer shall recognize goodwill as of the acquisition date measured as the
excess of (a) over (b) below:

(a) Theaggregate of:

(i) Theconsideration transferred measured in accordance with this Standard,
which generally requires acquisition-date fair value (see paragraph 49);

(ii) The amount of any non-controlling interest in the acquiree measured in
accordance with this Standard; and

(iii) In an entity combination achieved in stages (see paragraphs 53 and 54), the
acquisition-date fair value of the acquirer’s previously held equity interest
in the acquiree.

(b) The net of the acquisition-date amounts of the identifiable assets acquired and
theliabilities assumed measured in accordance with this Standard.

Where an acquirer acquires a non-cash-generating operation or operations and the
aggregate of the amounts in paragraph 43(a) exceeds the amount in paragraph 43(b),
before recognizing this amount, the acquirer shall reassess whether it has correctly
identified all of the assets acquired and all of the liabilities assumed and shall
recognize any additional assets or liabilities that are identified in that review. If an
excess remains after applying these requirements, the acquirer shall recognize the loss
in surplusor deficit on the acquisition date.

In an entity combination in which the acquirer and the acquiree (or its former owners)
exchange only equity interests, the acquisition-date fair value of the acquiree’s equity
interests may be more reliably measurable than the acquisition-date fair value of the
acquirer’s equity interests. If so, the acquirer shall determine the amount of goodwill by
using the acquisition-date fair value of the acquiree’s equity interests instead of the
acquisition-date fair value of the equity interests transferred. To determine the amount of
goodwill in an entity combination achieved by indirect acquisition, the acquirer shall use
the acquisition-date fair value of the acquirer’s interest in the acquiree determined using a
valuation technique in place of the acquisition-date fair value of the consideration
transferred (paragraph 43(a)(i)). Paragraphs AG40-AG43 provide related application
guidance.

Bargain Purchases

46.

47.

14

Occasionally, an acquirer will make a bargain purchase, which is an entity combination in
which the amount in paragraph 43(b) exceeds the aggregate of the amounts specified in
paragraph 43(a). If that excess remains after applying the requirements in paragraph 48, the
acquirer shall recognize the resulting gain in surplus or deficit on the acquisition date. The
gain shall be attributed to the acquirer.

A bargain purchase might happen, for example, in an entity combination that is a forced
sale in which the seller is acting under compulsion. However, the recognition or
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48.

measurement exceptions for particular items discussed in paragraphs 34—42 may also result
in recognizing a gain (or change the amount of a recognized gain) on a bargain purchase.

Before recognizing a gain on a bargain purchase, the acquirer shall reassess whether it has
correctly identified all of the assets acquired and all of the liabilities assumed and shall
recognize any additional assets or liabilities that are identified in that review. The acquirer
shall then review the procedures used to measure the amounts this Standard requires to be
recognized at the acquisition date for all of the following:

(a) The identifiable assets acquired and liabilities assumed,
(b) The non-controlling interest in the acquiree, if any;

(c) For an entity combination achieved in stages, the acquirer’s previously held equity
interest in the acquiree; and

(d) The consideration transferred.

The objective of the review is to ensure that the measurements appropriately reflect
consideration of all available information as of the acquisition date.

Consideration Transferred

49.

50.

51.

The consideration transferred in an entity combination shall be measured at fair value,
which shall be calculated as the sum of the acquisition-date fair values of the assets
transferred by the acquirer, the liabilities incurred by the acquirer to former owners of the
acquiree and the equity interests issued by the acquirer. (However, any portion of the
acquirer’s share-based payment awards exchanged for awards held by the acquiree’s
employees that is included in consideration transferred in the entity combination shall be
measured in accordance with paragraph 41 rather than at fair value.) Examples of potential
forms of consideration include cash, other assets, an operation or a controlled entity of the
acquirer, contingent consideration, ordinary or preference equity instruments, options,
warrants, member interests of mutual entities and other owner interests.

The consideration transferred may include assets or liabilities of the acquirer that have
carrying amounts that differ from their fair values at the acquisition date (for example, non-
monetary assets or an operation of the acquirer). If so, the acquirer shall remeasure the
transferred assets or liabilities to their fair values as of the acquisition date and recognize
the resulting gains or losses, if any, in surplus or deficit. However, sometimes the
transferred assets or liabilities remain within the combined entity after the entity
combination (for example, because the assets or liabilities were transferred to the acquiree
rather than to its former owners), and the acquirer therefore retains control of them. In that
situation, the acquirer shall measure those assets and liabilities at their carrying amounts
immediately before the acquisition date and shall not recognize a gain or loss in surplus or
deficit on assets or liabilities it controls both before and after the entity combination.

Contingent Consideration

The consideration the acquirer transfers in exchange for the acquiree includes any asset or
liability resulting from a contingent consideration arrangement (see paragraph 49). The

15
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acquirer shall recognize the acquisition-date fair value of contingent consideration as part
of the consideration transferred in exchange for the acquiree.

52. The acquirer shall classify an obligation to pay contingent consideration as a liability or as
net assets/equity on the basis of the definitions of an equity instrument and a financial
liability in paragraph 9 of IPSAS 28, “Financial Instruments: Presentation,” or other
applicable IPSASs. The acquirer shall classify as an asset a right to the return of previously
transferred consideration if specified conditions are met. Paragraph 69 provides guidance
on the subsequent accounting for contingent consideration.

Additional Guidancefor Applying the Acquisition Method to Particular Types of Entity
Combinations

An Entity Combination Achieved in Stages

53.  An acquirer sometimes obtains control of an acquiree in which it held an equity interest
immediately before the acquisition date. For example, on December 31, 20X1, Entity A
holds a 35 per cent non-controlling equity interest in Entity B. On that date, Entity A
purchases an additional 40 per cent interest in Entity B, which gives it control of Entity B.
This Standard refers to such a transaction as an entity combination achieved in stages,
sometimes also referred to as a step acquisition.

54. In an entity combination achieved in stages, the acquirer shall remeasure its previously held
equity interest in the acquiree at its acquisition-date fair value and recognize the resulting
gain or loss, if any, in surplus or deficit. In prior reporting periods, the acquirer may have
recognized changes in the value of its equity interest in the acquiree directly in net
assets/equity (for example, because the investment was classified as available for sale). If
so, the amount that was recognized directly in net assets/equity shall be recognized on the
same basis as would be required if the acquirer had disposed directly of the previously held
equity interest.

An Entity Combination Achieved by Indirect Acquisition

55. An acquirer sometimes obtains control of an acquiree by indirect acquisition. The
acquisition method of accounting for an entity combination applies to those combinations.
Such circumstances include the acquiree repurchasing a sufficient number of its own shares
for an existing investor (the acquirer) to obtain control.

M easurement Period

56. If the initial accounting for an entity combination is incomplete by the end of the
reporting period in which the combination occurs, the acquirer shall report in its
financial statements provisional amounts for the items for which the accounting is
incomplete. During the measurement period, the acquirer shall retrospectively adjust
the provisional amounts recognized at the acquisition date to reflect new information
obtained about facts and circumstances that existed as of the acquisition date and, if
known, would have affected the measurement of the amounts recognized as of that
date. During the measurement period, the acquirer shall also recognize additional
assets or liabilities if new information is obtained about facts and circumstances that
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57.

38.

59.

60.

existed as of the acquisition date and, if known, would haveresulted in the recognition
of those assets and liabilities as of that date. The measurement period ends as soon as
the acquirer receives the information it was seeking about facts and circumstances
that existed as of the acquisition date or learns that more information is not
obtainable. However, the measurement period shall not exceed one year from the
acquisition date.

The measurement period is the period after the acquisition date during which the acquirer
may adjust the provisional amounts recognized for an entity combination. The
measurement period provides the acquirer with a reasonable time to obtain the information
necessary to identify and measure the following as of the acquisition date in accordance
with the requirements of this Standard:

(a) The identifiable assets acquired, liabilities assumed and any non-controlling interest
in the acquiree;

(b) The consideration transferred for the acquiree (or the other amount used in measuring
goodwill);

(c) In an entity combination achieved in stages, the equity interest in the acquiree
previously held by the acquirer; and

(d) The resulting goodwill or gain on a bargain purchase.

The acquirer shall consider all pertinent factors in determining whether information
obtained after the acquisition date should result in an adjustment to the provisional amounts
recognized or whether that information results from events that occurred after the
acquisition date. Pertinent factors include the date when additional information is obtained
and whether the acquirer can identify a reason for a change to provisional amounts.
Information that is obtained shortly after the acquisition date is more likely to reflect
circumstances that existed at the acquisition date than is information obtained several
months later. For example, unless an intervening event that changed its fair value can be
identified, the sale of an asset to a third party shortly after the acquisition date for an
amount that differs significantly from its provisional fair value determined at that date is
likely to indicate an error in the provisional amount.

The acquirer recognizes an increase (decrease) in the provisional amount recognized for an
identifiable asset (liability) by means of a decrease (increase) in goodwill. However, new
information obtained during the measurement period may sometimes result in an
adjustment to the provisional amount of more than one asset or liability. For example, the
acquirer might have assumed a liability to pay damages related to an accident in one of the
acquiree’s facilities, part or all of which are covered by the acquiree’s liability insurance
policy. If the acquirer obtains new information during the measurement period about the
acquisition-date fair value of that liability, the adjustment to goodwill resulting from a
change to the provisional amount recognized for the liability would be offset (in whole or
in part) by a corresponding adjustment to goodwill resulting from a change to the
provisional amount recognized for the claim receivable from the insurer.

During the measurement period, the acquirer shall recognize adjustments to the provisional
amounts as if the accounting for the entity combination had been completed at the
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61.

acquisition date. Thus, the acquirer shall revise comparative information for prior periods
presented in financial statements as needed, including making any change in depreciation,
amortization or other revenue effects recognized in completing the initial accounting.

After the measurement period ends, the acquirer shall revise the accounting for an entity
combination only to correct an error in accordance with IPSAS 3, “Accounting Policies,
Changes in Accounting Estimates and Errors.”

Determining What is Part of the Entity Combination Transaction

62.

63.

The acquirer and the acquiree may have a pre-existing relationship or other
arrangement before negotiations for the entity combination began, or they may enter
into an arrangement during the negotiations that is separate from the entity
combination. In either situation, the acquirer shall identify any amounts that are not
part of what the acquirer and the acquiree (or its former owners) exchanged in the
entity combination, i.e.,, amounts that are not part of the exchange for the acquiree.
The acquirer shall recognize as part of applying the acquisition method only the
consideration transferred for the acquiree and the assets acquired and liabilities
assumed in the exchange for the acquiree. Separate transactions shall be accounted
for in accordance with therelevant | PSASs.

A transaction entered into by or on behalf of the acquirer or primarily for the benefit of the
acquirer or the combined entity, rather than primarily for the benefit of the acquiree (or its
former owners) before the combination, is likely to be a separate transaction. The following
are examples of separate transactions that are not to be included in applying the acquisition
method:

(a) A transaction that in effect settles pre-existing relationships between the acquirer and
acquiree;

(b) A transaction that remunerates employees or former owners of the acquiree for future
services; and

(c) A transaction that reimburses the acquiree or its former owners for paying the
acquirer’s acquisition-related costs.

Paragraphs AG44—-AG56 provide related application guidance.

Acquisition-Related Costs

64.

18

Acquisition-related costs are costs the acquirer incurs to effect an entity combination.
Those costs include finder’s fees; advisory, legal, accounting, valuation and other
professional or consulting fees; general administrative costs, including the costs of
maintaining an internal acquisitions department; and costs of registering and issuing debt
and equity securities. The acquirer shall account for acquisition-related costs as expenses in
the periods in which the costs are incurred and the services are received, with one
exception. The costs to issue debt or equity securities shall be recognized in accordance
with IPSAS 28 and IPSAS 29.
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Subsequent M easurement and Accounting

65. In general, an acquirer shall subsequently measure and account for assets acquired,
liabilities assumed or incurred and equity instrumentsissued in an entity combination
in accordance with other applicable IPSASs for those items, depending on their
nature. However, this Standard provides guidance on subsequently measuring and
accounting for the following assets acquired, liabilities assumed or incurred and
equity instrumentsissued in an entity combination:

(a) Reacquired rights;

(b) Contingent liabilitiesrecognized as of the acquisition date;
(¢) Indemnification assets, and

(d) Contingent consideration.

Paragraph AG57 providesrelated application guidance.

Reacquired Rights

66. A reacquired right recognized as an intangible asset shall be amortised over the remaining
period of the contract or other binding arrangement in which the right was granted. An
acquirer that subsequently sells a reacquired right to a third party shall include the carrying
amount of the intangible asset in determining the gain or loss on the sale.

Contingent Liabilities

67. After initial recognition and until the liability is settled, cancelled or expires, the acquirer
shall measure a contingent liability recognized in an entity combination at the higher of:
(a) The amount that would be recognized in accordance with IPSAS 19; and

(b) The amount initially recognized less, if appropriate, cumulative amortization
recognized in accordance with IPSAS 9, “Revenue from Exchange Transactions.”

This requirement does not apply to contracts accounted for in accordance with IPSAS 29.

I ndemnification Assets

68. At the end of each subsequent reporting period, the acquirer shall measure an
indemnification asset that was recognized at the acquisition date on the same basis as the
indemnified liability or asset, subject to any limitations in the terms of the contract or other
binding arrangement on its amount and, for an indemnification asset that is not
subsequently measured at its fair value, management’s assessment of the collectibility of
the indemnification asset. The acquirer shall derecognize the indemnification asset only
when it collects the asset, sells it or otherwise loses the right to it.

Contingent Consideration

69. Some changes in the fair value of contingent consideration that the acquirer recognizes
after the acquisition date may be the result of additional information that the acquirer
obtained after that date about facts and circumstances that existed at the acquisition date.
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Such changes are measurement period adjustments in accordance with paragraphs 56—60.
However, changes resulting from events after the acquisition date, such as meeting an
earnings target, reaching a specified share price or reaching a milestone on a research and
development project, are not measurement period adjustments. The acquirer shall account
for changes in the fair value of contingent consideration that are not measurement period
adjustments as follows:

(a) Contingent consideration classified as net assets/equity shall not be remeasured and
its subsequent settlement shall be accounted for within net assets/equity.

(b) Contingent consideration classified as an asset or a liability that:

(1) Is a financial instrument and is within the scope of IPSAS 29 shall be measured
at fair value, with any resulting gain or loss recognized either in surplus or
deficit or directly in net assets/equity in accordance with that Standard.

(i1)) Is not within the scope of IPSAS 29 shall be accounted for in accordance with
IPSAS 19 or other IPSASs as appropriate.

Disclosures

70.

71.

72.

73.

74.

The acquirer shall disclose information that enables users of its financial statements
to evaluate the nature and financial effect of an entity combination that occurseither:

(a) Duringthecurrent reporting period; or

(b) After the end of the reporting period but before the financial statements are
authorized for issue.

To meet the objective in paragraph 70, the acquirer shall disclose the information specified
in paragraphs AG58-AG60.

The acquirer shall disclose information that enables users of its financial statements
to evaluate the financial effects of adjustments recognized in the current reporting
period that relate to entity combinations that occurred in the period or previous
reporting periods.

To meet the objective in paragraph 72, the acquirer shall disclose the information specified
in paragraph AG61.

If the specific disclosures required by this and other IPSASs do not meet the objectives set
out in paragraphs 70 and 72, the acquirer shall disclose whatever additional information is
necessary to meet those objectives.

Effective Date and Transition

Effective Date

75.

20

An entity shall apply this Standard for annual financial statements covering periods
beginning on or after April 1, 2011. Earlier application is encouraged. If an entity
appliesthis Standard for a period beginning before April 1, 2011, it shall disclose that
fact.
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76. When an entity adopts the accrual basis of accounting as defined by IPSASs for financial
reporting purposes subsequent to this effective date, this Standard applies to the entity’s
annual financial statements covering periods beginning on or after the date of adoption.

Transition

77. Assets and liabilities that arose from entity combinations whose acquisition dates
preceded the application of this Standard shall not be adjusted upon application of
this Standard.

21
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Appendix A

Application guidance
Thisappendix is an integral part of IPSAS 32.
Scope (application of paragraphs 2-7)

AG1. This Standard applies to a transaction or other event that meets the definition of an entity
combination and the acquirer obtains an ownership interest in the acquiree. This type of
entity combination will generally occur where the owner wishes to sell or otherwise
dispose of its ownership interest in an entity. For example, a Federal government acquires
an operation which is capable of being conducted and managed for the purpose of
providing a return. The Federal government acquires an 82% shareholding (i.e., an
ownership interest) directly in exchange for consideration transferred of CU892 million,
as set out below.

\ 4

Federal government Previous owners

Paid CU892 Million

82%

A 4

Commercial business |g¢eeeceeececccecceccecacceaeaa=" 1

AG2. Another example of an entity combination that is within the scope of this Standard is as
follows: Province A acquires a charitable hospital which is owned and run by the Order
of Grey Nuns, for providing hospital services to the disadvantaged in the community.
Province A acquires all of the hospital’s activities, assets and liabilities, which constitute
an operation, directly in exchange for consideration transferred of CU100 million, which
is approximately equal to the fair value of the net assets transferred in exchange. This
acquisition is completed by the transfer of the ownership instrument from the Grey Nuns
(the former owners) to Province A, as set out below.

.| The Order of Grey Nuns|
(previous owners)

Province A

Paid CU100 Million

100%

A 4

Charitable Hospital [€--===--=-=====-===-=-=------1

Reor ganizations involving public sector entities wherethe acquirer doesnot obtain an
ownership interest in the acquiree (application of paragraph 5(a))

AG3. This Standard does not apply to reorganizations involving public sector entities where the
acquirer does not obtain an ownership interest in the acquiree where the acquirer does not
obtain an ownership interest. An example of a reorganization is where a Provincial
government creates legislation which mandates that a small local government entity,
Council B must transfer all its activities, assets and liabilities to an existing local
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government entity, Council A. Council A does not receive an ownership interest in
Council B, as set out below.

Council A Council B
(large) (small)
Transfer of
J activiti.es,vggsets and
liabilities
Council A P
(enlarged) N

Entity combinations of entitiesunder common control (application of paragraph 5(d))

AG4.

AGS.

AG6.

AGT.

This Standard does not apply to a combination of entities or operations under common
control. An entity combination involving entities or operations under common control is
an entity combination in which all of the combining entities or operations are ultimately
controlled by the same party or parties both before and after the entity combination, and
that control is not transitory.

A group of individuals shall be regarded as controlling an entity when, as a result of
contractual or other binding arrangements, they collectively have the power to govern its
financial and operating policies so as to obtain benefits from its activities. Therefore, an
entity combination is outside the scope of this Standard when the same group of
individuals has, as a result of contractual or other binding arrangements, ultimate
collective power to govern the financial and operating policies of each of the combining
entities so as to obtain benefits from their activities, and that ultimate collective power is
not transitory.

An entity may be controlled by an individual or by a group of individuals acting together
under a contractual or other binding arrangement, and that individual or group of
individuals may not be subject to the financial reporting requirements of IPSASs.
Therefore, it is not necessary for combining entities to be included as part of the same
consolidated financial statements for an entity combination to be regarded as one
involving entities under common control.

The extent of non-controlling interests in each of the combining entities before and after
an entity combination is not relevant to determining whether the combination involves
entities under common control. Similarly, the fact that one of the combining entities is a
controlled entity that has been excluded from the consolidated financial statements is not
relevant to determining whether a combination involves entities under common control.

I dentifying an entity combination (application of paragraph 11)

AGS.

This Standard defines an entity combination as a transaction or other event in which an
acquirer obtains control of one or more operations. An acquirer might obtain control of
an acquiree in a variety of ways, for example:

(a) By transferring cash, cash equivalents or other assets (including net assets that
constitute an operation);
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(b) By incurring liabilities;
(c) By issuing equity interests;
(d) By providing more than one type of consideration; or
(e) By indirect acquisition (see paragraph 55).

AGOI.

An entity combination may be structured in a variety of ways for legal, taxation, statutory
or other reasons, which include but are not limited to:

(a)

(b)

(c)

(d)

One or more operations become controlled entities of an acquirer or the net assets
of one or more operations are legally merged into the acquirer;

One combining entity transfers its net assets, or its owners transfer their equity
interests, to another combining entity or its owners;

All of the combining entities transfer their net assets, or the owners of those entities
transfer their equity interests, to a newly formed entity (sometimes referred to as a
roll-up or put-together transaction); or

A group of former owners of one of the combining entities obtains control of the
combined entity.

Definition of an operation (application of paragraphs5(c) and 11)

AGI10. An operation consists of inputs and processes applied to those inputs that have the ability
to create outputs. Although operations usually have outputs, outputs are not required for
an integrated set to qualify as an operation. The three elements of an operation are
defined as follows:

AGII.

24

(a)

(b)

(©)

Input: Any economic resource that creates, or has the ability to create, outputs when
one or more processes are applied to it. Examples include non-current assets
(including intangible assets or rights to use non-current assets), intellectual
property, the ability to obtain access to necessary materials or rights and employees.

Process: Any system, standard, protocol, convention or rule that when applied to an
input or inputs, creates or has the ability to create outputs. Examples include
strategic management processes, operational processes and resource management
processes. These processes typically are documented, but an organized workforce
having the necessary skills and experience following rules and conventions may
provide the necessary processes that are capable of being applied to inputs to create
outputs. (Accounting, billing, payroll and other administrative systems typically are
not processes used to create outputs.)

Output: The result of inputs and processes applied to those inputs that provide or
have the ability to provide economic benefits or service potential, such as providing
a commercial return, delivery of goods or services, reducing costs or increasing
efficiencies.

To be capable of being conducted and managed for the purposes defined, an integrated
set of activities and assets requires two essential elements—inputs and processes applied
to those inputs, which together are or will be used to create outputs. However, an
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AGI12.

AGI3.

AGl4.

AGIS.

operation need not include all of the inputs or processes that the seller used in operating
that operation if market or other participants are capable of acquiring the operation and
continuing to produce outputs, for example, by integrating the operation with their own
inputs and processes.

The nature of the elements of an operation varies by industry and by the structure of an
entity’s activities, including the entity’s stage of development. Established operations
often have many different types of inputs, processes and outputs, whereas new operations
often have few inputs and processes and sometimes only a single output (product or
service). Nearly all operations also have liabilities, but an operation need not have
liabilities.

An integrated set of activities and assets in the development stage might not have outputs.
If not, the acquirer should consider other factors to determine whether the set is an
operation. Those factors include, but are not limited to, whether the set:

(a) Has begun planned principal activities;

(b) Has employees, intellectual property and other inputs and processes that could be
applied to those inputs;

(¢) Is pursuing a plan to produce outputs; and

(d) Will be able to obtain access to customers that will purchase the outputs or users
that will use the outputs, whom may or may not be required to purchase the outputs.

Not all of those factors need to be present for a particular integrated set of activities and
assets in the development stage to qualify as an operation.

Determining whether a particular set of assets and activities is an operation should be
based on whether the integrated set is capable of being conducted and managed as an
operation by a market or other participant. Thus, in evaluating whether a particular set is
an operation, it is not relevant whether a seller operated the set as an operation or whether
the acquirer intends to operate the set as an operation.

In the absence of evidence to the contrary, a particular set of cash-generating assets and
activities in which goodwill is present shall be presumed to be an operation. However, a
cash-generating operation need not have goodwill.

I dentifying the acquirer (application of paragraphs 14 and 15)

AGleé.

AGI7.

The guidance in IPSAS 6, “Consolidated and Separate Financial Statements” shall be
used to identify the acquirer—the entity that obtains control of the acquiree. If an entity
combination has occurred but applying the guidance in IPSAS 6 does not clearly indicate
which of the combining entities is the acquirer, the factors in paragraphs AG17-AG21
shall be considered in making that determination.

In an entity combination effected primarily by transferring cash or other assets or by
incurring liabilities, the acquirer is usually the entity that transfers the cash or other assets
or incurs the liabilities.
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AGIS.

AGI9.

AG20.

AG21.

In an entity combination effected primarily by exchanging equity interests, the acquirer is
usually the entity that issues its equity interests. Other pertinent facts and circumstances
shall also be considered in identifying the acquirer in an entity combination effected by
exchanging equity interests, including:

(a) Therelative voting rights in the combined entity after the entity combination—The
acquirer is usually the combining entity whose owners as a group retain or receive
the largest portion of the voting rights in the combined entity. In determining which
group of owners retains or receives the largest portion of the voting rights, an entity
shall consider the existence of any unusual or special voting arrangements and
options, warrants or convertible securities.

(b) The existence of a large minority voting interest in the combined entity if no other
owner or organized group of owners has a significant voting interest—The acquirer
is usually the combining entity whose single owner or organized group of owners
holds the largest minority voting interest in the combined entity.

(¢) The composition of the governing body of the combined entity—The acquirer is
usually the combining entity whose owners have the ability to elect or appoint or to
remove a majority of the members of the governing body of the combined entity.

(d) The composition of the senior management of the combined entity—The acquirer is
usually the combining entity whose (former) management dominates the
management of the combined entity.

(e) The terms of the exchange of equity interests—The acquirer is usually the
combining entity that pays a premium over the pre-combination fair value of the
equity interests of the other combining entity or entities.

The acquirer is usually the combining entity whose relative size (measured in, for
example, assets, revenues or surplus) is significantly greater than that of the other
combining entity or entities.

In an entity combination involving more than two entities, determining the acquirer shall
include a consideration of, among other things, which of the combining entities initiated
the combination, as well as the relative size of the combining entities.

A new entity formed to effect an entity combination is not necessarily the acquirer. If a
new entity is formed to issue equity interests to effect an entity combination, one of the
combining entities that existed before the entity combination shall be identified as the
acquirer by applying the guidance in paragraphs AG16—AG20. In contrast, a new entity
that transfers cash or other assets or incurs liabilities as consideration may be the
acquirer.

Recognizing particular assets acquired and liabilities assumed (application of paragraphs

18-21)

Operating leases

AG22.

26

The acquirer shall recognize no assets or liabilities related to an operating lease in which
the acquiree is the lessee except as required by paragraphs AG23 and AG24.
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AG23.

AG24.

The acquirer shall determine whether the terms of each operating lease in which the
acquiree is the lessee are favorable or unfavorable. The acquirer shall recognize an
intangible asset if the terms of an operating lease are favorable relative to market terms
and a liability if the terms are unfavorable relative to market terms. Paragraph AG36
provides guidance on measuring the acquisition-date fair value of assets subject to
operating leases in which the acquiree is the lessor.

An identifiable intangible asset may be associated with an operating lease, which may be
evidenced by market participants’ willingness to pay a price for the lease even if it is at
market terms. For example, a lease of gates at an airport or of retail space in a prime
shopping area might provide entry into a market or other future economic benefits that
qualify as identifiable intangible assets, for example, as a customer relationship. In that
situation, the acquirer shall recognize the associated identifiable intangible asset(s) in
accordance with paragraph AG25.

Intangible assets

AG25S.

AG26.

AG27.

The acquirer shall recognize, separately from goodwill, the identifiable intangible assets
acquired in an entity combination. An intangible asset is identifiable if it meets either the
separability criterion or the binding arrangement criterion.

An intangible asset that meets the binding arrangement criterion is identifiable even if the
asset is not transferable or separable from the acquiree or from other rights and
obligations. For example:

(a) An acquiree leases a manufacturing facility under an operating lease that has terms
that are favorable relative to market terms. The lease terms explicitly prohibit
transfer of the lease (through either sale or sublease). The amount by which the
lease terms are favorable compared with the terms of current market transactions
for the same or similar items is an intangible asset that meets the binding
arrangement criterion for recognition separately from goodwill, even though the
acquirer cannot sell or otherwise transfer the lease contract.

(b) An acquiree owns and operates a nuclear power plant. The licence to operate that
power plant is an intangible asset that meets the binding arrangement criterion for
recognition separately from goodwill, even if the acquirer cannot sell or transfer it
separately from the acquired power plant. An acquirer may recognize the fair value
of the operating licence and the fair value of the power plant as a single asset for
financial reporting purposes if the useful lives of those assets are similar.

(c) An acquiree owns a technology patent. It has licensed that patent to others for their
exclusive use outside the domestic market, receiving a specified percentage of
future foreign revenue in exchange. Both the technology patent and the related
license agreement meet the binding arrangement criterion for recognition separately
from goodwill even if selling or exchanging the patent and the related license
agreement separately from one another would not be practical.

The separability criterion means that an acquired intangible asset is capable of being
separated or divided from the acquiree and sold, transferred, licensed, rented or
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AG28.

exchanged, either individually or together with a related contract or other binding
arrangement, identifiable asset or liability. An intangible asset that the acquirer would be
able to sell, license or otherwise exchange for something else of value meets the
separability criterion even if the acquirer does not intend to sell, license or otherwise
exchange it. An acquired intangible asset meets the separability criterion if there is
evidence of exchange transactions for that type of asset or an asset of a similar type, even
if those transactions are infrequent and regardless of whether the acquirer is involved in
them. For example, customer, user and subscriber lists are frequently licensed and thus
meet the separability criterion. Even if an acquiree believes its customer lists have
characteristics different from other customer lists, the fact that customer lists are
frequently licensed generally means that the acquired customer list meets the separability
criterion. However, a customer list acquired in an entity combination would not meet the
separability criterion if the terms of confidentiality or other agreements prohibit an entity
from selling, leasing or otherwise exchanging information about its customers.

An intangible asset that is not individually separable from the acquiree or combined
entity meets the separability criterion if it is separable in combination with a related
contract or other binding arrangement, identifiable asset or liability. For example:

(a) Market participants exchange deposit liabilities and related depositor relationship
intangible assets in observable exchange transactions. Therefore, the acquirer
should recognize the depositor relationship intangible asset separately from
goodwill.

(b) An acquiree owns a registered trademark and documented but unpatented technical
expertise used to manufacture the trademarked product. To transfer ownership of a
trademark, the owner is also required to transfer everything else necessary for the
new owner to produce a product or service indistinguishable from that produced by
the former owner. Because the unpatented technical expertise must be separated
from the acquiree or combined entity and sold if the related trademark is sold, it
meets the separability criterion.

Reacquired rights

AG29.

AG30.

28

As part of an entity combination, an acquirer may reacquire a right that it had previously
granted to the acquiree to use one or more of the acquirer’s recognized or unrecognized
assets. Examples of such rights include a right to use the acquirer’s trade name under an
agreement or a right to use the acquirer’s technology under a technology licensing
agreement. A reacquired right is an identifiable intangible asset that the acquirer
recognizes separately from goodwill. Paragraph 40 provides guidance on measuring a
reacquired right and paragraph 66 provides guidance on the subsequent accounting for a
reacquired right.

If the terms of the contract or other binding arrangement giving rise to a reacquired right
are favorable or unfavorable relative to the terms of current market transactions for the
same or similar items, the acquirer shall recognize a settlement gain or loss. Paragraph
AG45 provides guidance for measuring that settlement gain or loss.
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Assembled wor kforce and other items that are not identifiable

AG31. The acquirer subsumes into goodwill the value of an acquired intangible asset that is not
identifiable as of the acquisition date. For example, an acquirer may attribute value to the
existence of an assembled workforce, which is an existing collection of employees that
permits the acquirer to continue to operate an acquired operation from the acquisition
date. An assembled workforce does not represent the intellectual capital of the skilled
workforce—the (often specialized) knowledge and experience that employees of an
acquiree bring to their jobs. Because the assembled workforce is not an identifiable asset
to be recognized separately from goodwill, any value attributed to it is subsumed into
goodwill.

AG32. The acquirer also subsumes into goodwill any value attributed to items that do not qualify
as assets at the acquisition date. For example, the acquirer might attribute value to
potential contracts the acquiree is negotiating with prospective new customers at the
acquisition date. Because those potential contracts or other binding arrangements are not
themselves assets at the acquisition date, the acquirer does not recognize them separately
from goodwill. The acquirer will determine whether any goodwill recognized for the
acquisition of a cash-generating operation or operations is impaired in accordance with
IPSAS 26, “Impairment of Cash-Generating Assets,”. In accordance with paragraph 44,
where an acquirer acquires a non-cash-generating operation or operations and the
consideration transferred exceeds the acquisition-date net assets acquired, the acquirer
shall recognize the loss in surplus or deficit on the acquisition date. The acquirer should
not subsequently reclassify the value of those contracts or other binding arrangements
from goodwill for events that occur after the acquisition date. However, the acquirer
should assess the facts and circumstances surrounding events occurring shortly after the
acquisition to determine whether a separately recognizable intangible asset existed at the
acquisition date.

AG33. After initial recognition, an acquirer accounts for intangible assets acquired in an entity
combination in accordance with the provisions of IPSAS 31, “Intangible Assets.”

AG34. The identifiability criteria determine whether an intangible asset is recognized separately
from goodwill. However, the criteria neither provide guidance for measuring the fair
value of an intangible asset nor restrict the assumptions used in estimating the fair value
of an intangible asset. For example, the acquirer would take into account assumptions
that market or other participants would consider, such as expectations of future contract
or other binding arrangement renewals, in measuring fair value. It is not necessary for the
renewals themselves to meet the identifiability criteria. (However, see paragraph 40,
which establishes an exception to the fair value measurement principle for reacquired
rights recognized in an entity combination.)

Measuring thefair value of particular identifiable assets and a non-controlling interest in
an acquiree (application of paragraphs 28 and 29)
Assets with uncertain cash flows (valuation allowances)

AG35. The acquirer shall not recognize a separate valuation allowance as of the acquisition date
for assets acquired in an entity combination that are measured at their acquisition-date
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fair values because the effects of uncertainty about future cash flows are included in the
fair value measure. For example, because this Standard requires the acquirer to measure
acquired receivables, including loans, at their acquisition-date fair values, the acquirer
does not recognize a separate valuation allowance for the contractual or other binding
arrangement cash flows that are deemed to be uncollectible at that date.

Assets subject to operating leases in which the acquireeis the lessor

AG36. In measuring the acquisition-date fair value of an asset such as a building or a patent that
is subject to an operating lease in which the acquiree is the lessor, the acquirer shall take
into account the terms of the lease. In other words, the acquirer does not recognize a
separate asset or liability if the terms of an operating lease are either favorable or
unfavorable when compared with market terms as paragraph AG23 requires for leases in
which the acquiree is the lessee.

Assets that the acquirer intends not to use or to usein a way that is different from the way other
mar ket participants would use them

AG37. For competitive or other reasons, the acquirer may intend not to use an acquired asset, for
example, a research and development intangible asset, or it may intend to use the asset in
a way that is different from the way in which other market participants would use it.
Nevertheless, the acquirer shall measure the asset at fair value determined in accordance
with its use by other market participants.

Non-controlling interest in an acquiree

AG38. This Standard allows the acquirer to measure a non-controlling interest in the acquiree at
its fair value at the acquisition date. Sometimes an acquirer will be able to measure the
acquisition-date fair value of a non-controlling interest on the basis of active market
prices for the equity shares not held by the acquirer. In other situations, however, an
active market price for the equity shares will not be available. In those situations, the
acquirer would measure the fair value of the non-controlling interest using other
valuation techniques.

AG39. The fair values of the acquirer’s interest in the acquiree and the non-controlling interest
on a per-share basis might differ. The main difference is likely to be the inclusion of a
control premium in the per-share fair value of the acquirer’s interest in the acquiree or,
conversely, the inclusion of a discount for lack of control (also referred to as a minority
discount) in the per-share fair value of the non-controlling interest.

Measuring goodwill or a gain from a bargain purchase

Measuring the acquisition-date fair value of the acquirer’sinterest in the acquiree using
valuation techniques (application of paragraph 45)

AG40. In an entity combination achieved by indirect acquisition, the acquirer must substitute the
acquisition-date fair value of its interest in the acquiree for the acquisition-date fair value
of the consideration transferred to measure goodwill or a gain on a bargain purchase (see
paragraphs 43—46). The acquirer should measure the acquisition-date fair value of its
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interest in the acquiree using one or more valuation techniques that are appropriate in the
circumstances and for which sufficient data are available. If more than one valuation
technique is used, the acquirer should evaluate the results of the techniques, considering
the relevance and reliability of the inputs used and the extent of the available data.

Special considerations in applying the acquisition method to combinations of mutual entities
(application of paragraph 45)

AG41. When two mutual entities combine, the fair value of the equity or member interests in the
acquiree (or the fair value of the acquiree) may be more reliably measurable than the fair
value of the member interests transferred by the acquirer. In that situation, paragraph 45
requires the acquirer to determine the amount of goodwill by using the acquisition-date
fair value of the acquiree’s equity interests instead of the acquisition-date fair value of the
acquirer’s equity interests transferred as consideration. In addition, the acquirer in a
combination of mutual entities shall recognize the acquiree’s net assets as a direct
addition to capital or net assets/equity in its statement of financial position, not as an
addition to accumulated surplus or deficit, which is consistent with the way in which
other types of entities apply the acquisition method.

AG42. Although they are similar in many ways to other operations, mutual entities have distinct
characteristics that arise primarily because their members are both customers and owners.
Members of mutual entities generally expect to receive benefits for their membership,
often in the form of reduced fees charged for goods and services or patronage dividends.
The portion of patronage dividends allocated to each member is often based on the
amount of business the member did with the mutual entity during the year.

AG43. A fair value measurement of a mutual entity should include the assumptions that market
participants would make about future member benefits as well as any other relevant
assumptions market participants would make about the mutual entity. For example, an
estimated cash flow model may be used to determine the fair value of a mutual entity.
The cash flows used as inputs to the model should be based on the expected cash flows of
the mutual entity, which are likely to reflect reductions for member benefits, such as
reduced fees charged for goods and services.

Determining what ispart of the entity combination transaction (application of
paragraphs 62 and 63)

AG44. The acquirer should consider the following factors, which are neither mutually exclusive
nor individually conclusive, to determine whether a transaction is part of the exchange for
the acquiree or whether the transaction is separate from the entity combination:

(a) Thereasons for the transaction—Understanding the reasons why the parties to
the combination (the acquirer and the acquiree and their owners, directors,
governing body and managers—and their agents) entered into a particular
transaction or arrangement may provide insight into whether it is part of the
consideration transferred and the assets acquired or liabilities assumed. For
example, if a transaction is arranged primarily for the benefit of the acquirer or the
combined entity rather than primarily for the benefit of the acquiree or its former
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(b)

(c)

owners before the combination, that portion of the transaction price paid (and any
related assets or liabilities) is less likely to be part of the exchange for the acquiree.
Accordingly, the acquirer would account for that portion separately from the entity
combination.

Who initiated the transaction—Understanding who initiated the transaction may
also provide insight into whether it is part of the exchange for the acquiree. For
example, a transaction or other event that is initiated by the acquirer may be entered
into for the purpose of providing future economic benefits or service potential to the
acquirer or combined entity with little or no benefit received by the acquiree or its
former owners before the combination. On the other hand, a transaction or
arrangement initiated by the acquiree or its former owners is less likely to be for the
benefit of the acquirer or the combined entity and more likely to be part of the
entity combination transaction.

The timing of the transaction—The timing of the transaction may also provide
insight into whether it is part of the exchange for the acquiree. For example, a
transaction between the acquirer and the acquiree that takes place during the
negotiations of the terms of an entity combination may have been entered into in
contemplation of the entity combination to provide future economic benefits or
service potential to the acquirer or the combined entity. If so, the acquiree or its
former owners before the entity combination are likely to receive little or no benefit
from the transaction except for benefits they receive as part of the combined entity.

Effective settlement of a pre-existing relationship between the acquirer and acquiree in an entity
combination (application of paragraph 63(a))

AG45. The acquirer and acquiree may have a relationship that existed before they contemplated
the entity combination, referred to here as a ‘pre-existing relationship’. A pre-existing
relationship between the acquirer and acquiree may be contractual (for example, vendor
and customer or licensor and licensee) or non-contractual (for example, plaintiff and
defendant).

AG46.

32

If the entity combination in effect settles a pre-existing relationship, the acquirer
recognizes a gain or loss, measured as follows:

(a)
(b)

For a pre-existing non-contractual relationship (such as a lawsuit), fair value.
For a pre-existing contractual relationship, the lesser of (i) and (ii):

(i) The amount by which the contract is favorable or unfavorable from the
perspective of the acquirer when compared with terms for current market
transactions for the same or similar items. (An unfavorable contract is a
contract that is unfavorable in terms of current market terms. It is not
necessarily an onerous contract in which the unavoidable costs of meeting the
obligations under the contract exceed the economic benefits or service
potential expected to be received under it.)

(i1)) The amount of any stated settlement provisions in the contract available to the
counterparty to whom the contract is unfavorable.
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AG74.

If (i1) is less than (i), the difference is included as part of the entity combination
accounting.

The amount of gain or loss recognized may depend in part on whether the acquirer had
previously recognized a related asset or liability, and the reported gain or loss therefore
may differ from the amount calculated by applying the above requirements.

A pre-existing relationship may be a contract or other binding arrangement that the
acquirer recognizes as a reacquired right. If the contract includes terms that are favorable
or unfavorable when compared with pricing for current market transactions for the same
or similar items, the acquirer recognizes, separately from the entity combination, a gain
or loss for the effective settlement of the contract or other binding arrangement, measured
in accordance with paragraph AG46.

Arrangements for contingent payments to employees or former owners (application of paragraph

63(b))
AG48.

AG49.

Whether arrangements for contingent payments to employees or former owners are
contingent consideration in the entity combination or are separate transactions depends
on the nature of the arrangements. Understanding the reasons why the acquisition
agreement includes a provision for contingent payments, who initiated the arrangement
and when the parties entered into the arrangement may be helpful in assessing the nature
of the arrangement.

If it is not clear whether an arrangement for payments to employees or former owners is
part of the exchange for the acquiree or is a transaction separate from the entity
combination, the acquirer should consider the following indicators:

(a) Continuing employment—The terms of continuing employment by the former
owners who become key employees may be an indicator of the substance of a
contingent consideration arrangement. The relevant terms of continuing
employment may be included in an employment agreement, acquisition agreement
or some other document. A contingent consideration arrangement in which the
payments are automatically forfeited if employment terminates is remuneration for
post-combination services. Arrangements in which the contingent payments are not
affected by employment termination may indicate that the contingent payments are
additional consideration rather than remuneration.

(b) Duration of continuing employment—If the period of required employment
coincides with or is longer than the contingent payment period, that fact may
indicate that the contingent payments are, in substance, remuneration.

(¢) Level of remuneration—Situations in which employee remuneration other than the
contingent payments is at a reasonable level in comparison with that of other key
employees in the combined entity may indicate that the contingent payments are
additional consideration rather than remuneration.

(d) Incremental payments to employees—If former owners who do not become
employees receive lower contingent payments on a per-share basis than the former
owners who become employees of the combined entity, that fact may indicate that
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(e)

®

(2

(h)

the incremental amount of contingent payments to the former owners who become
employees is remuneration.

Number of shares owned or other owner interests—The relative number of shares
owned or other owner interests held by the former owners who remain as key
employees may be an indicator of the substance of the contingent consideration
arrangement. For example, if the former owners who owned substantially all of the
shares or other types of owner interest in the acquiree continue as key employees,
that fact may indicate that the arrangement is, in substance, an earnings
arrangement intended to provide remuneration for post-combination services.
Alternatively, if former owners who continue as key employees owned only a small
number of shares of the acquiree or other owner interests and all former owners
receive the same amount of contingent consideration on a per-share or other pro-
rata basis, that fact may indicate that the contingent payments are additional
consideration. The pre-acquisition ownership interests held by parties related to
former owners who continue as key employees, such as family members, should
also be considered.

Linkage to the valuation—If the initial consideration transferred at the acquisition
date is based on the low end of a range established in the valuation of the acquiree
and the contingent formula relates to that valuation approach, that fact may suggest
that the contingent payments are additional consideration. Alternatively, if the
contingent payment formula is consistent with prior earnings arrangements, that
fact may suggest that the substance of the arrangement is to provide remuneration.

Formula for determining consideration—The formula used to determine the
contingent payment may be helpful in assessing the substance of the arrangement.
For example, if a contingent payment is determined on the basis of a multiple of the
entity’s surplus, that might suggest that the obligation is contingent consideration in
the entity combination and that the formula is intended to establish or verify the fair
value of the acquiree. In contrast, a contingent payment that is a specified
percentage of earnings might suggest that the obligation to employees is an earnings
arrangement to remunerate employees for services rendered.

Other agreements and issues—The terms of other arrangements with former owners
(such as agreements not to compete, executory contracts, consulting contracts and
property lease agreements) and the income tax treatment of contingent payments
may indicate that contingent payments are attributable to something other than
consideration for the acquiree. For example, in connection with the acquisition, the
acquirer might enter into a property lease arrangement with a significant former
owner. If the lease payments specified in the lease contract are significantly below
market, some or all of the contingent payments to the lessor (the former owner)
required by a separate arrangement for contingent payments might be, in substance,
payments for the use of the leased property that the acquirer should recognize
separately in its post-combination financial statements. In contrast, if the lease
contract specifies lease payments that are consistent with market terms for the
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leased property, the arrangement for contingent payments to the former owner may
be contingent consideration in the entity combination.

Acquirer share-based payment awards exchanged for awards held by the acquiree’ s employees
(application of paragraph 67(b))

AG50.

AGS]1.

AGS2.

AGS3.

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 share-
based payment awards in conjunction with an entity combination are accounted for as
modifications of share-based payment awards in accordance with the relevant
international or national accounting standard dealing with share-based payment. If the
acquirer is obliged to replace the acquiree awards, either all or a portion of the market-
based measure of the acquirer’s replacement awards shall be included in measuring the
consideration transferred in the entity combination. The acquirer is obliged to replace the
acquiree awards if the acquiree or its employees have the ability to enforce replacement.
For example, for the purposes of applying this requirement, the acquirer is obliged to
replace the acquiree’s awards if replacement is required by:

(a) the terms of the acquisition agreement;
(b) the terms of the acquiree’s awards; or
(c) applicable laws or regulations.

In some situations, acquiree awards may expire as a consequence of an entity
combination. If the acquirer replaces those awards even though it is not obliged to do so,
all of the market-based measure of the replacement awards shall be recognised as
remuneration cost in the post-combination financial statements. That is to say, none of
the market-based measure of those awards shall be included in measuring the
consideration transferred in the entity combination.

To determine the portion of a replacement award that is part of the consideration
transferred for the acquiree and the portion that is remuneration for post-combination
service, the acquirer shall measure both the replacement awards granted by the acquirer
and the acquiree awards as of the acquisition date in accordance with the relevant
international or national accounting standard dealing with share-based payment. The
portion of the market-based measure of the replacement award that is part of the
consideration transferred in exchange for the acquiree equals the portion of the acquiree
award that is attributable to pre-combination service.

The portion of the replacement award attributable to pre-combination service is the
market-based measure of the acquiree award multiplied by the ratio of the portion of the
vesting period completed to the greater of the total vesting period or the original vesting
period of the acquiree award. The vesting period is the period during which all the
specified vesting conditions are to be satisfied. Vesting conditions are defined in the
relevant international or national accounting standard dealing with share-based payment.

The portion of a non-vested replacement award attributable to post-combination service,
and therefore recognised as remuneration cost in the post-combination financial
statements, equals the total market-based measure of the replacement award less the
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AG54.

AGSS.

AGS56.

amount attributed to pre-combination service. Therefore, the acquirer attributes any
excess of the market-based measure of the replacement award over the market-based
measure of the acquiree award to post-combination service and recognises that excess as
remuneration cost in the post-combination financial statements. The acquirer shall
attribute a portion of a replacement award to post-combination service if it requires post-
combination service, regardless of whether employees had rendered all of the service
required for their acquiree awards to vest before the acquisition date.

The portion of a non-vested replacement award attributable to pre-combination service,
as well as the portion attributable to post-combination service, shall reflect the best
available estimate of the number of replacement awards expected to vest. For example, if
the market-based measure of the portion of a replacement award attributed to pre-
combination service is CU100 and the acquirer expects that only 95 per cent of the award
will vest, the amount included in consideration transferred in the entity combination is
CU95. Changes in the estimated number of replacement awards expected to vest are
reflected in remuneration cost for the periods in which the changes or forfeitures
occur—not as adjustments to the consideration transferred in the entity combination.
Similarly, the effects of other events, such as modifications or the ultimate outcome of
awards with performance conditions, that occur after the acquisition date are accounted
for in accordance with the relevant international or national accounting standard dealing
with share-based payment in determining remuneration cost for the period in which an
event occurs.

The same requirements for determining the portions of a replacement award attributable
to pre-combination and post-combination service apply regardless of whether a
replacement award is classified as a liability or as an equity instrument in accordance
with the provisions of the relevant international or national accounting standard dealing
with share-based payment. All changes in the market-based measure of awards classified
as liabilities after the acquisition date and the related income tax effects, if applicable, are
recognised in the acquirer’s post-combination financial statements in the period(s) in
which the changes occur.

Where applicable, the income tax effects of replacement awards of share-based payments
shall be recognised in accordance with the provisions of the relevant international or
national accounting standard dealing with income taxes.

Other IPSASsthat provide guidance on subsequent measurement and accounting
(application of paragraph 65)

AGST.

36

Examples of other IPSASs that provide guidance on subsequently measuring and
accounting for assets acquired and liabilities assumed or incurred in an entity
combination include:

(a) IPSAS 31 prescribes the accounting for identifiable intangible assets acquired in an
entity combination where the acquirer obtains an ownership interest in the acquiree.
Where an acquirer acquires a cash-generating operation or operations, the acquirer
measures goodwill at the amount recognized at the acquisition date less any
accumulated impairment losses. IPSAS 26, “Impairment of Cash-Generating
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(b)

Assets” prescribes the accounting for cash-generating unit and cash-generating
asset impairment losses. Where an acquirer acquires a non-cash-generating
operation or operations and the consideration transferred exceeds the acquisition-
date net assets acquired, the acquirer shall recognize the loss in surplus or deficit on
the acquisition date, in accordance with paragraph 44.

IPSAS 6 provides guidance on accounting for changes in a controlling entity’s
ownership interest in a controlled entity after control is obtained.

Disclosures (application of paragraphs 70 and 72)

AGS58. To meet the objective in paragraph 70, the acquirer shall disclose the following
information for each entity combination that occurs during the reporting period:

(a)
(b)
(©)
(d)

(e)

®

(2

(h)

The name and a description of the acquiree.
The acquisition date.
The percentage of voting equity interests acquired.

The primary reasons for the entity combination and a description of how the
acquirer obtained control of the acquiree.

A qualitative description of the factors that make up the goodwill recognized, such
as expected synergies from combining operations of the acquiree and the acquirer,
intangible assets that do not qualify for separate recognition or other factors.

The acquisition-date fair value of the total consideration transferred and the
acquisition-date fair value of each major class of consideration, such as:

(i) Cash;

(i1)) Other tangible or intangible assets, including an operation or controlled entity
of the acquirer;

(i11) Liabilities incurred, for example, a liability for contingent consideration; and

(iv) Equity interests of the acquirer, including the number of instruments or
interests issued or issuable and the method of determining the fair value of
those instruments or interests.

The amount recognized in surplus or deficit on the acquisition date in an entity
combination where the acquirer acquires a non-cash-generating operation or
operations and incurs a loss.

For contingent consideration arrangements and indemnification assets:
(i) The amount recognized as of the acquisition date;

(1)) A description of the arrangement and the basis for determining the amount of
the payment; and

(ii1)) An estimate of the range of outcomes (undiscounted) or, if a range cannot be
estimated, that fact and the reasons why a range cannot be estimated. If the
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(1)

W)

(k)

M

(m)

(0)

maximum amount of the payment is unlimited, the acquirer shall disclose that
fact.

For acquired receivables:
(1)  The fair value of the receivables;

(i1)) The gross amounts receivable from binding arrangements split between
contractual and non-contractual amounts; and

(ii1) The best estimate at the acquisition date of the contractual and non-
contractual cash flows not expected to be collected.

The disclosures shall be provided by major class of receivable, such as loans, direct
finance leases and any other class of receivables.

The amounts recognized as of the acquisition date for each major class of assets
acquired and liabilities assumed.

For each contingent liability recognized in accordance with paragraph 33, the
information required in paragraph 98 of IPSAS 19, “Provisions, Contingent
Liabilities and Contingent Assets.” If a contingent liability is not recognized
because its fair value cannot be measured reliably, the acquirer shall disclose:

(1) The information required by paragraph 100 of IPSAS 19; and
(11)) The reasons why the liability cannot be measured reliably.

The total amount of goodwill that is expected to be deductible for tax purposes
(where applicable).

For transactions that are recognized separately from the acquisition of assets and
assumption of liabilities in the entity combination in accordance with paragraph 62:

(1) A description of each transaction;
(1)) How the acquirer accounted for each transaction;

(ii1)) The amounts recognized for each transaction and the line item in the financial
statements in which each amount is recognized; and

(iv) If the transaction is the effective settlement of a pre-existing relationship, the
method used to determine the settlement amount.

The disclosure of separately recognized transactions required by (m) shall include
the amount of acquisition-related costs and, separately, the amount of those costs
recognized as an expense and the line item or items in the statement of financial
performance in which those expenses are recognized. The amount of any issue costs
not recognized as an expense and how they were recognized shall also be disclosed.

In a bargain purchase (see paragraphs 46—48):

(i) The amount of any gain recognized in accordance with paragraph 46 and the
line item in the statement of financial performance in which the gain is
recognized; and
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AGS9.

AG60.

AG61.

(11) A description of the reasons why the transaction resulted in a gain.

(p) For each entity combination in which the acquirer holds less than 100 per cent of
the equity interests in the acquiree at the acquisition date:

(1) The amount of the non-controlling interest in the acquiree recognized at the
acquisition date and the measurement basis for that amount; and

(1)) For each non-controlling interest in an acquiree measured at fair value, the
valuation techniques and key model inputs used for determining that value.

(q9) In an entity combination achieved in stages:

(1) The acquisition-date fair value of the equity interest in the acquiree held by
the acquirer immediately before the acquisition date; and

(1) The amount of any gain or loss recognized as a result of remeasuring to fair
value the equity interest in the acquiree held by the acquirer before the entity
combination (see paragraph 54) and the line item in the statement of financial
performance in which that gain or loss is recognized.

(r)  The following information:

(i) The amounts of revenue and surplus or deficit of the acquiree since the
acquisition date included in the consolidated statement of financial
performance for the reporting period; and

(1i1)) The revenue and surplus or deficit of the combined entity for the current
reporting period as though the acquisition date for all entity combinations that
occurred during the year had been as of the beginning of the annual reporting
period.

If disclosure of any of the information required by this subparagraph is
impracticable, the acquirer shall disclose that fact and explain why the disclosure is
impracticable. This Standard uses the term ‘impracticable’ with the same meaning
as in IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and
Errors.”

For individually immaterial entity combinations occurring during the reporting period
that are material collectively, the acquirer shall disclose in aggregate the information
required by paragraph AG58(e)—(r).

If the acquisition date of an entity combination is after the end of the reporting period but
before the financial statements are authorized for issue, the acquirer shall disclose the
information required by paragraph AGS58 unless the initial accounting for the entity
combination is incomplete at the time the financial statements are authorized for issue. In
that situation, the acquirer shall describe which disclosures could not be made and the
reasons why they cannot be made.

To meet the objective in paragraph 72, the acquirer shall disclose the following
information for each material entity combination or in the aggregate for individually
immaterial entity combinations that are material collectively:
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(2)

(b)

(c)

(d)

If the initial accounting for an entity combination is incomplete (see paragraph 56)
for particular assets, liabilities, non-controlling interests or items of consideration
and the amounts recognized in the financial statements for the entity combination
thus have been determined only provisionally:

(i) The reasons why the initial accounting for the entity combination is
incomplete;

(1)) The assets, liabilities, equity interests or items of consideration for which the
initial accounting is incomplete; and

(ii1)) The nature and amount of any measurement period adjustments recognized
during the reporting period in accordance with paragraph 60.

For each reporting period after the acquisition date until the entity collects, sells or
otherwise loses the right to a contingent consideration asset, or until the entity
settles a contingent consideration liability or the liability is cancelled or expires:

(1) Any changes in the recognized amounts, including any differences arising
upon settlement;

(1)) Any changes in the range of outcomes (undiscounted) and the reasons for
those changes; and

(i11)) The valuation techniques and key model inputs used to measure contingent
consideration.

For contingent liabilities recognized in an entity combination, the acquirer shall
disclose the information required by paragraphs 97 and 98 of IPSAS 19 for each
class of provision.

A reconciliation of the carrying amount of goodwill (arising on the acquisition of
cash-generating operations) at the beginning and end of the reporting period
showing separately:

(i) The gross amount and accumulated impairment losses at the beginning of the
reporting period.

(1)) Additional goodwill recognized during the reporting period, except goodwill
included in a disposal group that, on acquisition, meets the criteria to be
classified as held for sale in accordance with the relevant international or
national standard dealing with non-current assets held for sale and
discontinued operations.

(ii1)) Goodwill included in a disposal group classified as held for sale in accordance
with the relevant international or national standard dealing with non-current
assets held for sale and discontinued operations and goodwill derecognized
during the reporting period without having previously been included in a
disposal group classified as held for sale.

(iv) Impairment losses recognized during the reporting period in accordance with
IPSAS 26. (IPSAS 26 requires disclosure of information about the
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(e)

recoverable amount and impairment of goodwill in addition to this
requirement. )

(v) Net exchange rate differences arising during the reporting period in
accordance with IPSAS 4, “The Effects of Changes in Foreign Exchange
Rates.”

(vi) Any other changes in the carrying amount during the reporting period.

(vii) The gross amount and accumulated impairment losses at the end of the
reporting period.

The amount and an explanation of any gain or loss recognized in the current
reporting period that both:

(1) Relates to the identifiable assets acquired or liabilities assumed in an entity
combination that was effected in the current or previous reporting period; and

(i1)) Is of such a size, nature or incidence that disclosure is relevant to
understanding the combined entity’s financial statements.
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Appendix B

Amendmentsto other |PSASs

References to “minority interests” are amended to “non-controlling interests’ in the
following IPSASs:

(a) IPSAS 1, “Presentation of Financial Statements’ paragraphs IN7, IN20, IN21,
88(n), 95(d), 97, 103, 118(c) and 135.

(b) IPSAS 2, “ Cash Flow Statements’ paragraph 30(b).

(c) IPSAS 4, “ The Effects of Changesin Foreign Exchange Rates’ paragraph 47.

(d) IPSAS 6, “ Consolidated and Separate Financial Statements’ paragraphs IN8, IN14,
7,44, 54, 55, 56, 57 and | G6.

IPSAS 6, “ Consolidated and Separate Financial Statements’

Paragraph 2 isamended asfollows:

2. This Standard does not deal with methods of accounting for entity combinations and their
effects on consolidation, including goodwill arising on an entity combination (guidance
on accounting for entlty comb1nat10ns can be found in IPSAS 32, “Entity Combmatlons

Acgu1s1t10n h
I I ' ) 2

Paragraph 24 isamended asfollows:

24. When a controlled entity previously excluded from consolidation in accordance with
paragraph 21 is not disposed of within twelve months, it shall be consolidated as from the
acqulsltlon date (guldance on the acqulsltlon date can be found in IPSAS 32the—re}e¥&ﬂt

Financial statements for the perlods since acquisition are restated

Paragraph 43 isamended asfollows:

43. In preparing consolidated financial statements, an entity combines the financial
statements of the controlling entity and its controlled entities line by line by adding
together like items of assets, liabilities, net assets/equity, revenue and expenses. In order
that the consolidated financial statements present financial information about the
economic entity as that of a single entity, the following steps are then taken:

(a) The carrying amount of the controlling entity’s investment in each controlled entity
and the controlling entity’s portion of net assets/equity of each controlled entity are

climinated (IPSAS 32-therelevantinternational-ornational accounting standard
dealing—with—business—eombinations provides guidance on the treatment of any

resultant goodwill);

(b) Non-controllingMinerity interests in the surplus or deficit of consolidated
controlled entities for the reporting period are identified; and
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(c) Non-controllingMinerity interests in the net assets/equity of consolidated controlled
entities are identified separately from the controlling entity’s net assets/equity in
them. Minority interests in the net assets/equity consist of:

(i) The amount of those non-controlling minerity interests at the date of the
original combination (IPSAS 32the—relevant—international—or—national

accounting standard-dealing-with-business-combinations provides guidance on

calculating this amount); and

(i) The non-controlling interest’s minerity s-share of changes in net assets/equity
since the date of combination.

Paragraph 51 isamended asfollows:

51.

The revenue and expenses of a controlled entity are included in the consolidated financial
statements from the acqu151t10n date as deﬁned in IPSAS 32 “Entity Comblnatlons

revenue and expenses of a controlled entity are 1ncluded in the consolidated ﬁnanmal
statements until the date on which the controlling entity ceases to control the controlled
entity. The difference between the proceeds from the disposal of the controlled entity and
its carrying amount as of the date of disposal, including the cumulative amount of any
exchange differences that relate to the controlled entity recognized in net assets/equity in
accordance with IPSAS 4, “The Effects of Changes in Foreign Exchange Rates,” is
recognized in the consolidated statement of financial performance as the gain or loss on
the disposal of the controlled entity.

IPSAS 7, “Investmentsin Associates’

Paragraph 29 isamended asfollows:

29.

An investment in an associate is accounted for using the equity method from the date on
which it becomes an associate. Guidance on accounting for any difference (whether
positive or negative) between the cost of acquisition and the investor’s share of the fair
values of the net identifiable assets of the associate is treated as goodwill (guidance can
be found in the relevant international or national accounting standard dealing with
business combinations). On acquisition of the investment any difference between the cost
of the investment and the investor’s share of the net fair value of the associate’s
identifiable assets and liabilities is accounted for as follows:

(a) Goodwill relating to an a cash-generating associate is included in the carrying
amount of the investment. Amortization of that goodwill is not permitted. Goodwill
relating to a non-cash-generating associate is recognized as a loss in surplus or
deficit on the acquisition date.

(b) Any excess of the investor’s share of the net fair value of the associate’s identifiable
assets and liabilities over the cost of the investment is included as revenue in the
determination of the investor’s share of the associate’s surplus or deficit in the
period in which the investment is acquired.
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Appropriate adjustments to the investor’s share of the associate’s surpluses or deficits
after acquisition are also made to account, for example, for depreciation of the
depreciable assets based on their fair values at the acquisition date—ef—aequisttion.
Similarly, appropriate adjustments to the investor’s share of the associate’s surpluses or
deficits after acquisition are made for impairment losses recognized by the associate,
such as for goodwill or property, plant and equipment.

Paragraph 39 isamended asfollows:

39.

Va}&eﬂ—&se—ei;the—e&sl&—genef&tmg—ﬂwesmwﬂ%Based—eﬂ—h%Séé—For cash -generating

associates, goodwill that forms part of the carrying amount of an investment in an
associate is not separately recognized, it is not tested for impairment separately by
applying the requirements for impairment testing goodwill in IPSAS 26, “Impairment of
Cash-Generating Assets.” Instead, the entire carrying amount of the investment is tested
for impairment in accordance with IPSAS 26 as a single asset, by comparing its
recoverable amount (higher of value in use and fair value less costs to sell) with its
carrying amount, whenever application of the requirements in IPSAS 29, “Financial
Instruments: Recognition and Measurement” indicates that the investment may be
impaired. An impairment loss recognized in those circumstances is not allocated to any
asset, including goodwill, that forms part of the carrying amount of the investment in the
associate. Accordingly, any reversal of that impairment loss is recognized in accordance
with IPSAS 26 to the extent that the recoverable amount of the investment subsequently
increases. In determining the value in use of the investment, an entity estimates:

(a) Its share of the present value of the estimated future cash flows expected to the-be
generated by the associateinvestee, including the cash flows from the operations of
the associate #vestee-and the proceeds on the ultimate disposal of the investment;
or

(b) The present value of the estimated future cash flows expected to arise from
dividends or similar distributions to be received from the investment and from its
ultimate disposal.

Under approprlate assumptlons both methods give the same result Aﬂy—feswmg

A new paragraph isinserted after paragraph 47 asfollows:

47A.

| PSAS 32, “ Entity Combinations; Acquisitions’ amended paragraphs 29 and 39. An

44

entity shall apply the amendments for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a period
beginning before April 1, 2011, the amendments shall also be applied for that earlier

period.
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IPSASS, “Interestsin Joint Ventures’
Paragraph 49 isamended asfollows:

49.

When, in accordance with paragraphs 3(a) and 47, an interest in a jointly controlled entity
previously accounted for as a held for trading financial instrument is not disposed of
within twelve months, it shall be accounted for using proportionate consolidation or the
equity method as from the date of acquisition. (Guidance on the meaning of the date of

acquisition can be found in IPSAS 32therelevantinternational-or national-accounting
standard-dealing-with-business—combinations.) Financial statements for the periods since

acquisition shall be restated.

IPSAS 10 “ Financial Reporting in Hyperinflationary Economies’

Paragraph 22 isamended asfollows:

22.

To determine whether the restated amount of a non-monetary item has become impaired
and should be reduced an entity apples relevant impairment tests in IPSAS 21,
“Impairment of Non- Cash Generatlng Assets;” and IPSAS 26 “Imparrment of Cash—
Generating Assets” 3 : o 3
impairment-of goodwill. Hence in such cases, restated amounts of property, plant and
equipment, goodwill, patents and trademarks are reduced to recoverable amount or
recoverable service amount, restated amounts of inventories are reduced to net realizable
value or current replacement cost, and restated amounts of current investments are
reduced to market value. An investee that is accounted for under the equity method may
report in the currency of a hyperinflationary economy. The statement of financial position
and statement of financial performance of such an investee are restated in accordance
with this Standard in order to calculate the investor’s share of its net assets/equity and
results of operations. Where the restated financial statements of the investee are
expressed in a foreign currency they are translated at closing rates.

IPSAS 17 * Property, Plant and Equipment”

Par agraph 60 is amended as follows:

60.

An entity allocates the amount initially recognized in respect of an item of property, plant
and equipment to its significant parts and depreciates separately each such part. For
example, in most cases, it would be required to depreciate separately the pavements,
formation, curbs and channels, footpaths, bridges and lighting within a road system.
Similarly, it may be appropriate to depreciate separately the airframe and engines of an
aircraft, whether owned or subject to a finance lease. Similarly, if an entity acquires
property, plant and equipment subject to an operating lease in which it is the lessor, it
may be appropriate to depreciate separately amounts reflected in the cost of that item that
are attributable to favorable or unfavorable lease terms relative to market terms.

A new paragraph isinserted after paragraph 107 asfollows:

107A.

| PSAS 32, “Entity Combinations: Acquisitions’ amended paragraph 60. An entity

shall apply that amendment for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a period
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beginning before April 1, 2011, the amendment shall also be applied for that earlier
period.

IPSAS 18, “ Segment Reporting”
Paragraph 33 isamended asfollows:

Segment Assets, Liabilities, Revenue and Expense

33.

Examples of segment assets include current assets that are used in the operating activities
of the segment; property, plant and equipment; assets that are the subject of finance
leases; and intangible assets. If a particular item of depreciation or amortization is
included in segment expense, the related asset is also included in segment assets.
Segment assets do not include assets used for general entity or head office purposes, for
example:

(@) The office of the central administration and policy development unit of a
department of education is not included in segments reflecting the delivery of
primary, secondary and tertiary educational services; or

(b) The parliamentary or other general assembly building is not included in segments
reflecting major functional activities such as education, health and defense when
reporting at the whole-of-government level.

Segment assets include operating assets shared by two or more segments if a reasonable
basis for allocation exists. Segment assets include goodwill that is directly attributable to
a segment or can be allocated to a segment on a reasonable basis, and segment expense
includes any impairment losses recognized for goodwill.

Paragraph 34 isamended asfollows:

34

The consolidated financial statements of a government or other entity may encompass
entities acquired in an entity acquisition which gives rise to purchased goodwill
(guidance on accounting for the acquisition of an entity where the acquirer obtains an
ownership interest in the acquiree is included in IPSAS 32, “Entity Combinations:
Acquisitions”HRS—3.—~Business—Combinatiens”). In these cases, segment assets will
include goodwill that is directly attributable to a segment or that can be allocated to a
segment on a reasonable basis, and segment expense includes related amortization of
goodwill.

Paragraph 37 isamended asfollows:

37.

46

- Measurements of segment assets and liabilities
include any-adjustments to the prior carrying amounts of the identifiable segment assets
and segment liabilities of an entity acquired in an entity combination where the acquirer
obtains an ownership interest in the acquireeaceountedfor-as—apurehase, even if those
adjustments are made only for the purpose of preparing consolidated financial statements
and are not recognized reeerded—in either the controlling entity’s separate or the
controlled entity’s individual financial statements. Similarly, if property, plant, and
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equipment has been revalued after subsequent—te—acquisition in accordance with the
revaluation model in IPSAS 17, “Property, Plant and Equipment,” measurements of
segment assets reflect those revaluations.

A new paragraph isinserted after paragraph 76 asfollows:

76A. 1PSAS 32, “Entity Combinations:. Acquisitions’” amended paragraphs 33, 34 and 37.
An_entity shall apply the amendments for _annual financial statements covering
periods beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a
period beginning before April 1, 2011, the amendments shall also be applied for that
earlier period.

IPSAS 23, “Revenue from Non-Exchange Transactions (Taxes and Transfers)”
Paragraph 5 isamended asfollows:

5. Governments may reorganize the public sector, merging some public sector entities and
dividing other entities into two or more separate entities. An entity combination occurs
when two or more reporting entities are brought together to form one reporting entity.
These restructurings do not ordinarily involve one entity purchasing another entity, but
may result in a new or existing entity acquiring all the assets and liabilities of another
entity. The International Public Sector Accounting Standards Board (IPSASB) has not
addressed this type of ent1ty combinations and has excluded them from the scope of thlS
Standard v W

Paragraph BC8 of the Basisfor Conclusionsisamended asfollows:

BCS8. This Standard does not specify whether entity combinations resulting from non-exchange
transactions will give rise to revenue. This is because the IPSASB has not considered the
financial reporting of entity combinations which are not in the scope of IPSAS 32,

“Ent1tv Combmatlons Acquls1t10ns” —}n—the—pabh&seeter—me}admg—ﬂ&e—aﬁphe&bﬂwy—ef

IPSAS 25, “ Employee Benefits”
Paragraph 128 isamended as follows:

Entity Combinations
128.

aeeem%mg—staﬂe}afd—dea}mg—wﬁh—e%eembm&&eﬂs—ln an entity combmatlon where the

acquirer obtains an ownership interest in the acquiree, an entity recognizes assets and
liabilities arising from post-employment benefits at the present value of the obligation
less the fair value of any plan assets (see IPSAS 32, “Entity Combinations:
Acquisitions™). The present value of the obligation includes all of the following, even if
the acquiree had not recognized them at the acquisition date:
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(a) Actuarial gains and losses that arose before the acquisition date (whether or not
they fell inside the 10% ‘corridor’); and

(b) Past service cost that arose from benefit changes, or the introduction of a plan
before the acquisition date.

A new paragraph isinserted after paragraph 177 asfollows:

177A. 1PSAS 32, “Entity Combinations. Acquisitions’ amended paragraph 128. An entity
shall apply that amendment for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 32 for a period
beginning before April 1, 2011, the amendment shall also be applied for that earlier

period.
IPSAS 26, “ I mpair ment of Cash-Generating Assets’
Paragraph 2(i) isdeleted
2.

. Soodwill
Paragraph 6 deleted.

Paragraph 23 isamended asfollows:
23. Irrespective of whether thereisany indication of impairment, an entity shall also:

(a) Test an intangible asset with an indefinite useful life or an intangible asset not
yet available for use for impairment annually by comparing its carrying
amount with its recoverable amount. This impairment test may be performed
at any time during the reporting period, provided it is performed at the same
time every year. Different intangible assets may be tested for impairment at
different times. However, if such an intangible asset was initially recognized
during the current reporting period, that intangible asset shall be tested for
impairment beforethe end of the current reporting period.

(b) Test goodwill acquired in an entity combination for impairment annually in
accor dance with paragraphs 90A—900.

Paragraph 76 isamended asfollows:

76. Par agraphs 77-97 set out therequirementsfor identifying the cash-generating unit
to which the asset belongs and deter mining the carrying amount of, and recognizing
impair ment losses for, cash-gener ating units and goodwill.
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New headings and paragraphs areinserted after paragraph 90, asfollows:

Goodwill

Allocating goodwill to cash-generating units

90A.

For the purpose of impairment testing, goodwill acquired in an entity combination

90B.

shall, from the acquisition date, be allocated to each of the acquirer’s
cash-generating units, or groups of cash-generating units, that is expected to benefit
from the synergies of the combination, irrespective of whether other assets or
liabilities of the acquiree are assigned to those units or groups of units. Each unit or
group of unitsto which the goodwill is so allocated shall:

(a) Represent thelowest level within the entity at which the goodwill is monitored
for internal management pur poses; and

(b) Not be larger than a service or geographical segment determined in
accordance with | PSAS 18, “ Segment Reporting.”

Goodwill recognized in an entity combination is an asset representing the future

90C.

economic benefits arising from other assets acquired in an entity combination that are not
individually identified and separately recognized. Goodwill does not generate cash flows
independently of other assets or groups of assets, and often contributes to the cash flows
of multiple cash-generating units. Goodwill sometimes cannot be allocated on a
non-arbitrary basis to individual cash-generating units, but only to groups of
cash-generating units. As a result, the lowest level within the entity at which the goodwill
is monitored for internal management purposes sometimes comprises a number of
cash-generating units to which the goodwill relates, but to which it cannot be allocated.
References in paragraphs 90D-900 to a cash-generating unit to which goodwill is
allocated should be read as references also to a group of cash-generating units to which
goodwill is allocated.

Applying the requirements in paragraph 90A results in goodwill being tested for

90D.

impairment at a level that reflects the way an entity manages its operations and with
which the goodwill would naturally be associated. Therefore, the development of
additional reporting systems is typically not necessary.

A cash-generating unit to which goodwill is allocated for the purpose of impairment

90E.

testing may not coincide with the level at which goodwill is allocated in accordance with
IPSAS 4, “The Effects of Changes in Foreign Exchange Rates” for the purpose of
measuring foreign currency gains and losses. For example, if an entity is required by
IPSAS 4 to allocate goodwill to relatively low levels for the purpose of measuring foreign
currency gains and losses, it is not required to test the goodwill for impairment at that
same level unless it also monitors the goodwill at that level for internal management

purposcs.
If the initial allocation of goodwill acquired in an entity combination cannot be

completed before the end of the annual period in which the entity combination is
effected, that initial allocation shall be completed before the end of the first annual
period beginning after the acquisition date.
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90F.

In accordance with IPSAS 32. “Entity Combinations: Acquisitions”, if the initial

accounting for an entity combination can be determined only provisionally by the end of
the period in which the combination is effected, the acquirer:

(a)  Accounts for the combination using those provisional values: and

(b) Recognizes any adjustments to those provisional values as a result of completing
the initial accounting within the measurement period, which will not exceed twelve
months from the acquisition date.

In such circumstances, it might also not be possible to complete the initial allocation of
the goodwill recognized in the combination before the end of the annual period in which
the combination is effected. When this is the case, the entity discloses the information
required by paragraph 122A.

90G. |If goodwill has been allocated to a cash-gener ating unit and the entity disposes of an
operation within that unit, the goodwill associated with the operation disposed of
shall be:
(a) Included in the carrying amount of the operation when determining the gain
or loss on disposal; and
(b) Measured on the basis of the relative values of the operation disposed of and
the portion of the cash-generating unit retained, unless the entity can
demonstrate that some other method better reflects the goodwill associated
with the operation disposed of.
90H. If an entity reorganizes its reporting structure in a way that changes the

composition _of one or _more cash-generating units to which goodwill has been
allocated, the goodwill shall be reallocated to the units affected. This reallocation
shall be performed using a relative value approach similar to that used when an
entity disposes of an operation within a cash-generating unit, unless the entity can
demonstrate that some other method better reflects the goodwill associated with the
reor ganized units.

T esting cash-gener ating units with goodwill for impair ment

90L

When, asdescribed in paragraph 90B, goodwill relates to a cash-generating unit but

90J.

has not been allocated to that unit, the unit shall betested for impair ment, whenever
there is an indication that the unit may be impaired, by comparing the unit’'s
carrying _amount, excluding any goodwill, with its recoverable amount. Any
impair ment loss shall be recognized in accordance with paragraph 91.

If a cash-generating unit described in paragraph 901 includes in its carrying amount an

90K.

intangible asset that has an indefinite useful life or is not vyet available for use and that
asset can be tested for impairment only as part of the cash-generating unit, paragraph 23
requires the unit also to be tested for impairment annually.

A cash-generating unit to which goodwill has been allocated shall be tested for
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impairment annually, and whenever there is an indication that the unit may be
impaired, by comparing the carrying amount of the unit, including the goodwill,
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with the recoverable amount of the unit. If the recoverable amount of the unit
exceeds the carrying amount of the unit, the unit and the goodwill allocated to that
unit shall be regarded as not impaired. If the carrying amount of the unit exceeds
the recoverable amount of the unit, the entity shall recognize the impairment lossin
accordance with paragraph 91.

Timing of impair ment tests

90L.

The annual impairment test for a cash-generating unit to which goodwill has been

90M.

allocated may be performed at any time during an annual period, provided the test
is performed at the same time every year. Different cash-generating units may be
tested for impairment at different times. However, if some or all of the goodwill
allocated to a cash-generating unit was acquired in an entity combination during the
current annual period, that unit shall be tested for impair ment before the end of the
current annual period.

If the assets constituting the cash-generating unit to which goodwill has been

90N.

allocated are tested for impairment at the same time as the unit _containing the
goodwill, they shall betested for impair ment befor e the unit containing the goodwill.
Similarly, if the cash-generating units constituting a group of cash-generating units
to which goodwill has been allocated are tested for impairment at the same time as
the group of units containing the goodwill, the individual units shall be tested for
impair ment before the group of units containing the goodwill.

At the time of impairment testing a cash-generating unit to which goodwill has been

900.

allocated, there may be an indication of an impairment of an asset within the unit
containing the goodwill. In such circumstances, the entity tests the asset for impairment
first, and recognizes any impairment loss for that asset before testing for impairment the
cash-generating unit containing the goodwill. Similarly, there may be an indication of an
impairment of a cash-generating unit within a group of units containing the goodwill. In
such circumstances, the entity tests the cash-generating unit for impairment first, and
recognizes any impairment loss for that unit, before testing for impairment the group of
units to which the goodwill is allocated.

The most recent detailed calculation made in a preceding period of the recoverable

amount of a cash-gener ating unit to which goodwill has been allocated may be used
in the impair ment test of that unit in the current period provided all of the following
criteria are met:

(a) The assets and liabilities making up the unit have not changed significantly
since the most recent recover able amount calculation;

(b) The most recent recoverable amount calculation resulted in an amount that
exceeded the car rying amount of the unit by a substantial margin; and

(¢) Based on an analysis of eventsthat have occurred and circumstances that have
changed since the most recent recoverable amount calculation, the likelihood
that a current recoverable amount determination would be less than the
current carrying amount of the unit isremote.
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Paragraph 91 isamended asfollows:

91.  An impairment loss shall be recognized for a cash-generating unit (the smallest
group of cash-generating units to which goodwill has been allocated) if, and only if,
the recoverable amount of the unit (group of units) isless than the carrying amount
of the unit_(group of units). The impairment loss shall be allocated to reduce the
carrying amount of the cash-generating assets of the unit (group of units)

(a) First, to reduce the carrying amount of any goodwill allocated to the cash-
generating unit (group of units); and

(b) _Then, to the other assets of the unit (group of units) en-a-pro rata on the basis;
based-en-of the carrying amount of each asset in the unit_(group of units).

These reductions in carrying amounts shall be treated as impairment losses on
individual assets and recognized in accordance with paragraph 73.

A new heading and paragraphsareinserted after paragraph 111, asfollows:

Reversing an impair ment loss for goodwill

111A. An impairment loss recognized for goodwill shall not be reversed in a subsequent
period.

111B. IPSAS 31, “Intangible Assets” prohibits the recognition of internally generated goodwill.
Any increase in the recoverable amount of goodwill in the periods following the
recognition of an impairment loss for that goodwill is likely to be an increase in internally
generated goodwill, rather than a reversal of the impairment loss recognized for the
acquired goodwill.

A new paragraph isinserted after paragraph 122, asfollows:

Disclosure

122A. 1f, in accordance with paragraph 90E, any portion of the goodwill acquired in an
entity combination during the period has not been allocated to a cash-generating
unit_(group of units) at the end of the reporting period, the amount of the
unallocated goodwill shall be disclosed together with the reasons why that amount
remains unallocated.

Paragraph 123 and the heading above it are amended as follows:

Disclosure of Estimates used to Measure Recoverable Amounts of Cash-Generating Units
Containing Goodwill or_Intangible Assets with Indefinite Useful Lives

123.  An entity shall disclose the information required by (a)—(ef) for each cash generating
unit for which the carrying amount of goodwill or_intangible assets with indefinite
useful lives allocated to that unit (group of units) is significant in comparison with
the entity’s total carrying amount of goodwill or_intangible assets with indefinite
useful lives:

(a) Thecarrying amount of goodwill allocated to the unit (group of units);
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(ab) The carrying amount of intangible assets with indefinite useful lives allocated
to the unit_(group of units);

(bo)

(ed)

(de)

(ef)

The basis on which the unit’s (group of units') recoverable amount has been
determined (i.e., valuein useor fair value less coststo sell);

If the unit’s (group of units') recover able amount is based on valuein use:

(1)

(i)

(iii)

(iv)

(V)

A description of each key assumption on which management has based its
cash flow projections for the period covered by the most recent
budgets/forecasts. Key assumptions are those to which the unit’s (group
of units’) recoverable amount is most sensitive;

A description of management’s approach to determining the value(s)
assigned to each key assumption, whether those value(s) reflect past
experience or, if appropriate, are consistent with external sources of
information, and, if not, how and why they differ from past experience or
external sour ces of infor mation;

The period over which management has projected cash flows based on
financial budgets/forecasts approved by management and, when a period
greater than fiveyearsisused for a cash-generating unit_(group of units),
an explanation of why that longer period isjustified;

The growth rate used to extrapolate cash flow projections beyond the
period covered by the most recent budgets/forecasts, and the justification
for using any growth rate that exceeds the long-term average growth rate
for the products, industries, or country or countries in which the entity
operates, or for the market to which the unit (group of units) is
dedicated; and

The discount rate(s) applied to the cash flow projections.

If the unit’s recoverable amount is based on fair value less costs to sell, the
methodology used to determine fair value less costs to sell. If fair value less
costs to sell is not determined using an observable market price for the unit
(aroup of units), the following infor mation shall also be disclosed:

(1)

(i)

A description of each key assumption on which management has based its
determination of fair value less costs to sell. Key assumptions are those to
which the unit’s (group of units') recoverable amount is most sensitive;
and

A description of management’s approach to determining the value(s)
assigned to each key assumption, whether those value(s) reflect past
experience or, if appropriate, are consistent with external sources of
information, and, if not, how and why they differ from past experience or
external sour ces of infor mation.

If areasonably possible changein a key assumption on which management has
based its determination of the unit’s (group of units’) recoverable amount
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would cause the unit’s (group of units) carrying amount to exceed its
recover able amount:

(i) The amount by which the unit’s (group of units’) recoverable amount
would exceed its carrying amount;

(1) Thevalueassigned to the key assumption; and

(iii) The amount by which the value assigned to the key assumption must
change, after incorporating any consequential effects of that change on
the other variables used to measure recoverable amount, in order for the
unit’s (group of units’) recoverable amount to be equal to its carrying
amount.

Paragraphs 124 and 125 are amended asfollows:

124.

54

If some or all of the carrying amount of goodwill or intangible assets with indefinite
useful livesis allocated across multiple cash-generating units (groups of units), and
the amount so allocated to each unit_(group of units) is not significant in comparison
with the entity’s total carrying amount of_goodwill or intangible assets with
indefinite useful lives, that fact shall be disclosed, together with the aggregate
carrying amount of_goodwill or intangible assets with indefinite useful lives
allocated to those units (groups of units). In addition, if the recoverable amounts of
any of those units (groups of units) are based on the same key assumption(s) and the
aggregate carrying amount of_goodwill or intangible assets with indefinite useful
lives allocated to them is significant in comparison with the entity’s total carrying
amount of_goodwill or intangible assets with indefinite useful lives, an entity shall
disclose that fact, together with:

(a) The aggregate carrying amount of goodwill allocated to those units (groups of
units);

(ab) The aggregate carrying amount of intangible assets with indefinite useful lives
allocated to those units (groups of units);

(bc) A description of the key assumption(s);

(ed) A description of management’s approach to determining the value(s) assigned
to the key assumption(s), whether those value(s) reflect past experience or, if
appropriate, are consistent with external sources of information, and, if not,
how and why they differ from past experience or external sources of
information;

(de) If a reasonably possible change in the key assumption(s) would cause the
aggregate of the units_(groups of units’) carrying amounts to exceed the
aggregate of their recoverable amounts:

(i) The amount by which the aggregate of the units_(groups of units’)
recoverable amounts would exceed the aggregate of their carrying
amounts;

(i) Thevalue(s) assigned to the key assumption(s); and
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(iii) Theamount by which the value(s) assigned to the key assumption(s) must
change, after incorporating any consequential effects of the change on the
other variables used to measure recoverable amount, in order for the
aggregate of the units' _(groups of units') recoverable amountsto be equal
to the aggregate of their carrying amounts.

125. The most recent detailed calculation made in a preceding period of the recoverable
amount of a cash-generating unit_(group of units) may, in accordance with paragraph 37
or 900, be carried forward and used in the impairment test for that unit (group of units) in
the current period provided specified criteria are met. When this is the case, the
information for that unit_ (group of units) that is incorporated into the disclosures required
by paragraphs 123 and 124 relate to the carried forward calculation of recoverable
amount.”

A new paragraph isinserted after paragraph 125, asfollows:

125A. Example 10 in the Implementation Guidance illustrates the disclosures required by
paragraphs 123 and 124.

A new paragraph isinserted after paragraph 127, asfollows:

Effective Date

127A. 1PSAS 32, “ Entity Combinations: Acquisitions’ inserts paragraphs 90A—900, 111A,
111B, 122A, 125A, Appendix C and examples 7 and 8 in the Implementation
Guidance. 1IPSAS 32 also_amends paragraphs 23, 76, 91, 123, 124 and 125 and
deletes paragraphs 2(i) and 6. An_entity shall apply the amendments for _annual
financial _statements covering periods beginning on or after April 1, 2011. If an
entity applies IPSAS32 for a period beginning before April 1, 2011, the
amendments shall also be applied for that earlier period.

A new appendix to IPSAS 26 is added after Appendix B, asfollows:
Appendix C

This appendix is an integral part of IPSAS 26.

| mpair ment testing cash-gener ating units with goodwill and non-controlling inter ests

Cl. In accordance with IPSAS 32. the acquirer measures and recognizes goodwill as of the
acquisition date as the excess of (a) over (b) below:

(a) The aggregate of:

(1) The consideration transferred measured in accordance with IPSAS 32. which
generally requires acquisition-date fair value:

(i1) The amount of any non-controlling interest in the acquiree measured in
accordance with IPSAS 32: and

(ii1) In an entity combination achieved in stages, the acquisition-date fair value of
the acquirer’s previously held equity interest in the acquiree.
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(b) The net of the acquisition-date amounts of the identifiable assets acquired and
liabilities assumed measured in accordance with IPSAS 32.

Allocation of goodwill

C2.  Paragraph 90A of this Standard requires goodwill acquired in an entity combination to be
allocated to each of the acquirer’s cash-generating units, or groups of cash generating
units, expected to benefit from the synergies of the combination, irrespective of whether
other assets or liabilities of the acquiree are assigned to those units, or groups of units. It
1s_possible that some of the synergies resulting from an entity combination will be
allocated to a cash-generating unit in which the non-controlling interest does not have an
interest.

Testing for impair ment

C3. Testing for impairment involves comparing the recoverable amount of a cash-generating
unit with the carrying amount of the cash-generating unit.

C4. If an entity measures non-controlling interests as its proportionate interest in the net
identifiable assets of a controlled entity at the acquisition date, rather than at fair value,
goodwill attributable to non-controlling interests is included in the recoverable amount of
the related cash-generating unit but is not recognized in the controlling entity’s
consolidated financial statements. As a consequence, an entity shall gross up the carrying
amount of goodwill allocated to the unit to include the goodwill attributable to the non-
controlling interest. This adjusted carrying amount is then compared with the recoverable
amount of the unit to determine whether the cash-generating unit is impaired.

Allocating an impair ment loss

C5. Paragraph 91 requires any identified impairment loss to be allocated first to reduce the
carrving amount of goodwill allocated to the unit and then to the other assets of the unit
pro rata on the basis of the carrying amount of each asset in the unit.

C6. If a controlled entity, or part of a controlled entitiy, with a non-controlling interest is
itself a cash-generating unit, the impairment loss is allocated between the controlling
entity and the non-controlling interest on the same basis as that on which surplus or
deficit is allocated.

C7. If a controlled entity, or part of a controlled entity, with a non-controlling interest is part
of a larger cash-generating unit, goodwill impairment losses are allocated to the parts of
the cash-generating unit that have a non-controlling interest and the parts that do not. The
impairment losses should be allocated to the parts of the cash-generating unit on the basis
of:

(a) To the extent that the impairment relates to goodwill in the cash-generating unit, the
relative carrying values of the goodwill of the parts before the impairment; and

(b) To the extent that the impairment relates to identifiable assets in the cash-generating
unit, the relative carrying values of the net identifiable assets of the parts before the
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impairment. Any such impairment is allocated to the assets of the parts of each unit
pro rata on the basis of the carrying amount of each asset in the part.

In those parts that have a non-controlling interest, the impairment loss is allocated
between the controlling entity and the non-controlling interest on the same basis as that
on which surplus or deficit is allocated.

C8. If an impairment loss attributable to a non-controlling interest relates to goodwill that is
not recognized in the controlling entity’s consolidated financial statements (see paragraph
C4), that impairment is not recognized as a goodwill impairment loss. In such cases, only
the impairment loss relating to the goodwill that is allocated to the controlling entity is
recognized as a goodwill impairment loss.

C9 Illustrative Example 9 illustrates the impairment testing of a non-wholly-owned cash-
generating unit with goodwill.

Paragraph BC7 and therelated heading is deleted.

Four new examples are added to the implementation guidance after paragraph 1G29 as
follows:

| mplementation Guidance

This guidance accompanies, but is not part of, IPSAS26. All the examples assume that the
entities concerned have no transactions other than those described.

Example 7 — Allocating goodwill when an entity disposes of an oper ation within that unit

Background

1G30. An entity sells for CU100 an operation that was part of a cash-generating unit to which
goodwill has been allocated. The goodwill allocated to the unit cannot be identified or
associated with an asset group at a level lower than that unit, except arbitrarily. The
recoverable amount of the portion of the cash-generating unit retained is CU300.
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Allocation of goodwill

IG31. Because the goodwill allocated to the cash-generating unit cannot be non-arbitrarily
identified or associated with an asset group at a level lower than that unit, the goodwill
associated with the operation disposed of is measured on the basis of the relative values
of the operation disposed of and the portion of the unit retained. Therefore, 25 per cent of
the goodwill allocated to the cash-generating unit is included in the carrying amount of
the operation that is sold.

Example 8 — Allocating goodwill when an entity r eor ganizes a cash-gener ating unit

Background

1G32. Goodwill had previously been allocated to cash-generating unit A. The goodwill
allocated to A cannot be identified or associated with an asset group at a level lower than
A, except arbitrarily. A is to be divided and integrated into three other cash-generating
units, B, C and D.

Allocation of goodwill

1G33. Because the goodwill allocated to A cannot be non-arbitrarily identified or associated
with an asset group at a level lower than A, it is reallocated to units B, C and D on the
basis of the relative values of the three portions of A before those portions are integrated
with B, Cand D.

Example 9 Impairment testing cash-generating units with goodwill and non-controlling
interests

Example 9A Non-controlling interests measured initially as a proportionate share of the net
identifiable assets

In this example, tax effects are ignored.

Background

1G34. Controlling entity acquires an 80 per cent ownership interest in controlled entity for
CU2.100 on January 1, 20X3. At that date, controlled entity’s net identifiable assets have
a fair value of CU1,500. Controlling entity chooses to measure the non-controlling
interests as the proportionate interest of controlled entity’s net identifiable assets of
CU300 (20% of CU1,500). Goodwill of CU900 is the difference between the aggregate
of the consideration transferred and the amount of the non-controlling interests (CU2,100
+ CU300) and the net identifiable assets (CU1,500).

1G35. The assets of controlled entity together are the smallest group of assets that generate cash
inflows that are largely independent of the cash inflows from other assets or groups of
assets. Therefore controlled entity is a cash-generating unit. Because other cash-
generating units of controlling entity are expected to benefit from the synergies of the
combination, the goodwill of CUS500 related to those synergies has been allocated to
other cash-generating units within controlling entity. Because the cash-generating unit
comprising controlled entity includes goodwill within its carrying amount, it must be
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tested for impairment annually, or more frequently if there is an indication that it may be
impaired (see paragraph 90K of IPSAS 26).

1G36. At the end of 20X3. controlling entity determines that the recoverable amount of cash-
generating unit controlled entity 1s CU1.000. The carrying amount of the net assets of
controlled entity, excluding goodwill, is CU1.350.
Testing Controlled entity (cash-generating unit) for impair ment

1G37. Goodwill attributable to non-controlling interests is included in controlled entity’s

IG38.

recoverable amount of CU1,000 but has not been recognized in controlling entity’s
consolidated financial statements. Therefore, in accordance with paragraph D4 of
Appendix D of IPSAS 26, the carrying amount of controlled entity is grossed up to
include goodwill attributable to the non-controlling interests, before being compared with
the recoverable amount of CU1,000. Goodwill attributable to controlling entity’s 80 per
cent interest in controlled entity at the acquisition date is CU400 after allocating CU500
to other cash-generating units within controlling entity. Therefore, goodwill attributable
to the 20 per cent non-controlling interests in controlled entity at the acquisition date is
CUu100.

Schedule 1. Testing controlled entity for impairment at the end of 20X3

End of 20X3 Goodwill of Net identifiable Total

Controlled entity assets

Ccu Ccu Cu
Carrying amount 400 1,350 1,750
Unrecognized non-controlling interests 100 — 100
Adjusted carrying amount 500 1,350 1,850
Recoverable amount 1,000
Impairment loss 850

Allocating the impair ment loss

In accordance with paragraph 91 of IPSAS 26, the impairment loss of CU850 is allocated

1G39.

to the assets in the unit by first reducing the carrying amount of goodwill.

Therefore, CU500 of the CU850 impairment loss for the unit is allocated to the goodwill.

1G40.

In accordance with paragraph D6 of Appendix D of IPSAS 26, if the partially-owned
controlled entity is itself a cash-generating unit, the goodwill impairment loss is allocated
to the controlling and non-controlling interests on the same basis as that on which surplus
or deficit is allocated. In this example, surplus or deficit is allocated on the basis of
relative ownership interests. Because the goodwill is recognized only to the extent of
controlling entity’s 80 per cent ownership interest in controlled entity, Controlling entity
recognizes only 80 per cent of that goodwill impairment loss (ie CU400).

The remaining impairment loss of CU350 is recognized by reducing the carrying amounts

of controlled entity’s identifiable assets (see Schedule 2).
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Schedule 2. Allocation of the impairment loss for controlled entity at the end of 20X3

End of 20X3 Goodwill Net identifiable Total
assets
CU CU (610]
Carrying amount 400 1,350 1,750
Impairment loss 400 350 750
Carrying amount after impairment loss  — 1,000 1,000

Example 9B Non-controlling interests measured initially at fair value and the related controlled

entity is a stand-alone cash-gener ating unit

In this example, tax effects are ignored.

1G41.

Backaround

Controlling entity acquires an 80 per cent ownership interest in controlled entity for

1G42.

CU2.100 on January 1, 20X3. At that date, controlled entity’s net identifiable assets have
a fair value of CU1,500. Controlling entity chooses to measure the non-controlling
interests at fair value, which is CU350. Goodwill of CU950 is the difference between the
aggregate of the consideration transferred and the amount of the non-controlling interests
(CU2.100 + CU350) and the net identifiable assets (CU1,500).

The assets of controlled entity together are the smallest group of assets that generate cash

1G43.

inflows that are largely independent of the cash inflows from other assets or groups of
assets. Therefore, controlled entity is a cash-generating unit. Because other cash-
generating units of controlling entity are expected to benefit from the synergies of the
combination, the goodwill of CUS500 related to those synergies has been allocated to
other cash-generating units within controlling entity. Because controlled entity includes
goodwill within its carrying amount, it must be tested for impairment annually, or more
frequently if there is an indication that it might be impaired (see paragraph 90K of

IPSAS 26).

Testing Controlled entity for impair ment

At the end of 20X3. controlling entity determines that the recoverable amount of cash-

60

generating unit controlled entity is CU1.650. The carrying amount of the net assets of
controlled entity, excluding goodwill, is CU1.350.

Schedule 1. Testing controlled entity for impairment at the end of 20X3

End of 20X3 Goodwill Net identifiable assets

(610] (610]

Carrying amount 450 1,350

Recoverable amount 1,650

Impairment loss 150

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.2
April 2010 — Toronto, Canada L\ 11y COMBINATIONS: ACQUISITIONS Page 61 of 89

Allocating the impair ment loss

1G44. In accordance with paragraph 91 of IPSAS 26, the impairment loss of CU150 is allocated
to the assets in the unit by first reducing the carrying amount of goodwill.
1G45. Therefore, the full amount of impairment loss of CU150 for the unit is allocated to the

goodwill. In accordance with paragraph D6 of Appendix D of IPSAS 26, if the partially-
owned controlled entity is itself a cash-generating unit, the goodwill impairment loss is
allocated to the controlling and non-controlling interests on the same basis as that on
which surplus or deficit is allocated.

Example 9C Non-controlling interests measured initially at fair value and the related

controlled entity ispart of alarger cash-generating unit

1G46.

In this example, tax effects are ignored.

Background
Suppose that, for the entity combination described in paragraph 1G41 of Example 9B, the

1G47.

assets of controlled entity will generate cash inflows together with other assets or groups
of assets of controlling entity. Therefore, rather than controlled entity being the cash-
generating unit for the purposes of impairment testing, controlled entity becomes part of a
larger cash-generating unit, Z. Other cash-generating units of controlling entity are also
expected to benefit from the synergies of the combination. Therefore, goodwill related to
those synergies, in the amount of CUS500, has been allocated to those other cash-
generating units. Z’s goodwill related to previous entity combinations is CUS0O.

Because Z includes goodwill within its carrying amount, both from controlled entity and

1G48.

from previous entity combinations, it must be tested for impairment annually, or more
frequently if there is an indication that it might be impaired (see paragraph 90K of

IPSAS 26).

Testing controlled entity for impair ment

At the end of 20X3, controlling entity determines that the recoverable amount of cash-

generating unit Z is CU3.300. The carrying amount of the net assets of Z. excluding
goodwill, is CU2.250.

Schedule 3. Testing Z for impairment at the end of 20X3

End of 20X3 Goodwill Net identifiable assets Total
CU CU CU
Carrying amount 1,250 2,250 3,500
Recoverable amount 3,300
Impairment loss 200
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Allocating the impair ment loss

1G49. In accordance with paragraph 91 of IPSAS 26, the impairment loss of CU200 is allocated
to the assets in the unit by first reducing the carrying amount of goodwill. Therefore, the
full amount of impairment loss of CU200 for cash-generating unit Z is allocated to the
goodwill. In accordance with paragraph D7 of Appendix D of IPSAS 26, if the partially-
owned controlled entity forms part of a larger cash-generating unit, the goodwill
impairment loss would be allocated first to the parts of the cash-generating unit, Z, and
then to the controlling and non-controlling interests of the partially owned controlled

entity.

1G50. Controlling entity allocates the impairment loss to the parts of the cash-generating unit on
the basis of the relative carrying values of the goodwill of the parts before the
impairment. In this example controlled entity is allocated 36 per cent of the impairment
(450/1,250). The impairment loss is then allocated to the controlling and non-controlling
interests on the same basis as that on which surplus or deficit is allocated.

Example 10 Disclosur es about cash-gener ating units with goodwill or intangible assets with
indefinite useful lives

The purpose of this example is to illustrate the disclosures required by paragraphs 123 and 124
of IPSAS 26.

Background

IG51. Entity M is a pastoral farming and farm management services entity that uses service
segments for reporting segment information. M’s three reportable segments are Farming
owned land (FOL), Farming leased land (FLL) and Farm management services (FMS).
Goodwill has been allocated for impairment testing purposes to three individual cash-
generating units—two in FOL (units A and B) and one in FMS (unit C)—and one in FLL
(unit D). Units A, B, C and D each represent the lowest level within M at which the
goodwill is monitored for internal management purposes.

1G52. M acquired unit C in December 20X2. Unlike M’s other operations, C operates in an
industry with high margins and high growth rates, and with the benefit of a 10-year patent
on its primary service. The patent was granted to C just before M’s acquisition of C. As
part of accounting for the acquisition of C, M recognized, in addition to the patent,
goodwill of CU3,000 and a brand name of CU1,000. M’s management has determined
that the brand name has an indefinite useful life. M has no other intangible assets with
indefinite useful lives.

1G53. The carrying amounts of goodwill and intangible assets with indefinite useful lives
allocated to units A, B, C and D are as follows:
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I ntangibl e assets with

Goodwill indefinite useful lives
CU CU
A 350
B 450
C 3,000 1,000
D 1,200
Total 5.000 1,000
1G54. During the year ending December 31, 20X3. M determines that there is no impairment of
any of its cash-generating units or group of cash-generating units containing goodwill or
intangible assets with indefinite useful lives. The recoverable amounts (i.e. higher of
value in use and fair value less costs to sell) of those units and group of units are
determined on the basis of value in use calculations. M has determined that the
recoverable amount calculations are most sensitive to changes in the following
assumptions:
UnitsA and B Unit C Unit D
Gross margin during the budget 5-year government bond rate Gross margin during the budget
period (budget period is 4 years) | during the budget period period (budget period is 5 years)
(budget period is 5 years)
Euro/US dollar exchange rate Euro/US dollar exchange rate Euro/US dollar exchange rate
during the budget period during the budget period during the budget period
Market share during the budget Market share during the budget Market share during the budget
period period period
Growth rate used to extrapolate Growth rate used to extrapolate Growth rate used to extrapolate
cash flows beyond the budget cash flows beyond the budget cash flows beyond the budget
period period period
1G55. Gross margins during the budget period for A, B and D are estimated by M based on
average gross margins achieved in the period immediately before the start of the budget
period, increased by 5 per cent per year for anticipated efficiency improvements. A and B
produce complementary products and are operated by M to achieve the same gross
margins.
1G56. Market shares during the budget period are estimated by M based on average market

shares achieved in the period immediately before the start of the budget period, adjusted
each vear for any anticipated growth or decline in market shares. M anticipates that:

(a)

market shares for A and B will differ, but will each grow during the budget period
by 3 per cent per vear as a result of ongoing improvements in product quality.
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IG57.

(b) C’s market share will grow during the budget period by 6 per cent per vear as a
result of increased advertising expenditure and the benefits from the protection of
the 10-year patent on its primary service.

(c) D’s market share will remain unchanged during the budget period as a result of the
combination of ongoing improvements in product quality and an anticipated
Increase in competition.

The 5-yvear government bond rate during the budget period is estimated by M to be

IGS8.

consistent with the vield on such bonds at the beginning of the budget period. The
Euro/US dollar exchange rate is estimated by M to be consistent with the average market
forward exchange rate over the budget period.

M uses steady growth rates to extrapolate beyond the budget period cash flows for A, B,

IG59.

C and D. The growth rates for A, B and D are estimated by M to be consistent with
publicly available information about the long-term average growth rates for the markets
in which A, B and D operate. However, the growth rate for C exceeds the long-term
average growth rate for the market in which C operates. M’s management is of the
opinion that this is reasonable in the light of the protection of the 10-year patent on C’s
primary service.

M includes the following disclosure in the notes to its financial statements for the year

64

ending December 31, 20X3.
Impairment Tests for Goodwill and Intangible Assets with Indefinite Lives

Goodwill has been allocated for impairment testing purposes to three individual cash-
generating units—two in Farming owned land (units A and B) and one in Farm
management services (unit C)—and one in Farming leased land (unit D). The carrying
amount of goodwill allocated to unit C and unit D is significant in comparison with the
total carrying amount of goodwill, but the carrying amount of goodwill allocated to each
of units A and B is not. Nevertheless, the recoverable amounts of units A and B are based
on some of the same key assumptions, and the aggregate carrying amount of goodwill
allocated to those units is significant.

Unit D

The recoverable amount of unit D has been determined based on a value in use
calculation. That calculation uses cash flow projections based on financial budgets
approved by management covering a five-year period, and a discount rate of 8.4 per cent.
Cash flows beyond that five-year period have been extrapolated using a steady 6.3 per
cent growth rate. This growth rate does not exceed the long-term average growth rate for
the market in which D operates. Management believes that any reasonably possible
change in the key assumptions on which D’s recoverable amount is based would not
cause D’s carrying amount to exceed its recoverable amount.

Unit C

The recoverable amount of unit C has also been determined based on a value in use
calculation. That calculation uses cash flow projections based on financial budgets
approved by management covering a five-year period, and a discount rate of 9.2 per cent.
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C’s cash flows beyond the five-year period are extrapolated using a steady 12 per cent
growth rate. This growth rate exceeds by 4 percentage points the long-term average
growth rate for the market in which C operates. However, C benefits from the protection
of a 10-year patent on its primary service, granted in December 20X2. Management
believes that a 12 per cent growth rate is reasonable in the light of that patent.
Management also believes that any reasonably possible change in the key assumptions on
which C’s recoverable amount is based would not cause C’s carrying amount to exceed
its recoverable amount.

UnitsAand B

The recoverable amounts of units A and B have been determined on the basis of value in
use calculations. Those units produce complementary products, and their recoverable
amounts are based on some of the same key assumptions. Both value in use calculations
use cash flow projections based on financial budgets approved by management covering
a four-year period, and a discount rate of 7.9 per cent. Both sets of cash flows beyond the
four-year period are extrapolated using a steady 5 per cent growth rate. This growth rate
does not exceed the long-term average growth rate for the market in which A and B
operate. Cash flow projections during the budget period for both A and B are also based
on the same expected gross margins during the budget period and the same raw materials
price inflation during the budget period. Management believes that any reasonably
possible change in any of these key assumptions would not cause the aggregate carrying
amount of A and B to exceed the aggregate recoverable amount of those units.

Unit D Unit C UnitsAand B
in aggregate
Carrying amount CU1.200 CU3.000 Cus800
of goodwill
Carrying amount - CU1.,000 -

of brand name
with indefinite
useful life

Key assumptions used in value in use calculations’

Key assumption

Budgeted gross margins

5-year government bond

Budgeted gross margins

Basis for

determinin
value(s) assigned

to key assumption

Average gross mar,qins

rate

Yield on 5-year

achieved in period

immediately before the
budget period, increased

government bonds at the

Average gross margins
achieved in period

beginning of the budget
period.

for expected efficiency

improvements.

Values assigned to key

Value assigned to key

immediately before the
budget period, increased
for expected efficiency

1mprovements.

Values assigned to key

assumption reflect past

assumption is consistent

assumption reflect past

experience, except for

efficiency improvements.

with external sources of

experience, except for

information

Management believes

efficiency improvements.
Management believes
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improvements of 5% per
year are reasonably
achievable.

improvements of 5% per
year are reasonably
achievable.

Key assumption

Basis for

determining
value(s) assigned

Euro/US dollar exchange
rate during the budget

period

Average market forward

Euro/US dollar exchange

Euro/US dollar exchange

rate during the budget

rate during the budget

period

Average market forward

period

Average market forward

exchange rate over the
budget period.

to key assumption

Value assigned to key
assumption is consistent

exchange rate over the

exchange rate over the

budget period.

Value assigned to key

budget period.

Value assigned to key

assumption is consistent

assumption is consistent

with external sources of

with external sources of

with external sources of

information.

information.

information.

Key assumption

Basis for

determining
value(s) assigned

Budgeted market share

Average market share in
period immediately
before the budget period.

Budgeted market share

Average market share in
period immediately

before the budget period,

to key assumption

Value assigned to key
assumption reflects past

increased each year for
anticipated growth in
market share.

Management believes
market share growth of

experience. No change in
market share expected as
a result of ongoing

roduct qualit
improvements coupled

6% per year is reasonably
achievable due to
increased advertising
expenditure, the benefits
from the protection of the

with anticipated increase

10-year patent on C’s

in competition.

primary service, and the
expected synergies to be
achieved from operating
C as part of M’s Farming
management services
segment.

(a) The key assumptions shown in this table for units A and B are only those that are used in the

recoverable amount calculations for both units.

Comparison with IAS 36
Bullet point 3isdeleted.
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IPSAS 31, “Intangible Assets’
Paragraph 3 isamended asfollows:
3. This Standard shall be applied in accounting for intangible assets, except:

(e) Intangible assets acquired in an entity combination where the acquirer obtains
an ownership interest in the acquiree (see | PSAS 32, “Entity Combinations:

Acqwsmon§ )a—bus—n&es—eemmmen—ésee—the—Felevan{—mfeemaHenal—ep

(f) Goodwill acquired in an entity combination where the acquirer obtains an

ownershlp mtereﬂ in the acquwee (SeeIPSAS 32)a—busu—n%—eembmaﬂen—ésee

Paragraph 18 isamended asfollows:

18.  Not all the items described in paragraph 17 meet the definition of an intangible asset, i.e.,
identifiability, control over a resource and existence of future economic benefits or
service potential. If an item within the scope of this Standard does not meet the definition
of an intangible asset, expenditure to acquire it or generate it internally is recognized as
an expense when it is incurred. However, if the item is acquired in an entity combination
within the scope of IPSAS 32, it forms part of the goodwill recognized at the acquisition
date (see paragraph XX).

Paragraph 18A isinserted asfollows:

18A. The definition of an intangible asset requires an intangible asset to be identifiable to
distinguish it from goodwill. Goodwill recognized in an entity combination within the
scope of IPSAS 32 is an asset representing the future economic benefits or service
potential arising from other assets acquired in an entity combination that are not
individually identified and separately recognized. The future economic benefits or service
potential may result from synergy between the identifiable assets acquired or from assets
that, individually, do not qualify for recognition in the financial statements.

Paragraph 24 isamended asfollows:

24. An entity may have a portfolio of users of its services or its success rate in reaching
intended users of its services and expect that, because of its efforts in building
relationships with users of its services, those users will continue to use its services.
However, in the absence of legal rights to protect, or other ways to control the
relationships with users of a service or the loyalty of those users, the entity usually has
insufficient control over the expected economic benefits or service potential from
relationships with users of a service and loyalty for such items (e.g., portfolio of users of
a service, market shares or success rates of a service, relationships with, and loyalty of,
users of a service) to meet the definition of intangible assets. In the absence of legal
rights to protect such relationships, exchange transactions for the same or similar non-
contractual customer relationships_(other than as part of an entity combination within the
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scope of IPSAS 32) provide evidence that the entity is nonetheless able to control the
expected future economic benefits or service potential flowing from the relationships
with the users of a service. Because such exchange transactions also provide evidence
that the relationships with users of a service are separable, those relationships meet the
definition of an intangible asset.

A heading and paragraphs 39A-39H areinserted asfollows:

Acquisition as part of an entity combination wherethe acquirer obtains an ownership

interest in the acquiree

39A.

In accordance with IPSAS 32. “Entity Combinations: Acquisitions”, if an intangible asset

39B.

is acquired in an entity combination where the acquirer obtains an ownership interest in
the acquiree, the cost of that intangible asset is its fair value at the acquisition date. The
fair value of an intangible asset will reflect expectations about the probability that the
expected future economic benefits or service potential embodied in the asset will flow to
the entity. In other words, the effect of probability is reflected in the fair value
measurement of the intangible asset. Therefore, the probability recognition criterion in
paragraph 28(a) is always considered to be satisfied for intangible assets acquired in
entity combinations within the scope of IPSAS 32.

In accordance with this Standard and IPSAS 32, an acquirer recognizes at the acquisition

date, separately from goodwill, an intangible asset of the acquiree, irrespective of
whether the asset had been recognized by the acquiree before the entity combination
where the acquirer obtains an ownership interest in the acquiree. This means that the
acquirer recognizes as an asset separately from goodwill an in-process research and
development project of the acquiree if the project meets the definition of an intangible
asset. An acquiree’s in-process research and development project meets the definition of
an intangible asset when it:

(a) Meets the definition of an asset:; and

(b) Isidentifiable. i.e.. is separable or arises from contractual or other legal rights.

Measuring the Fair Value of an Intangible Asset Acquired in an entity combination within the

scope of IPSAS 32

39C.

If an intangible asset acquired in an entity combination within the scope of IPSAS 32 is

39D.

separable or arises from contractual or other legal rights, sufficient information exists to
measure reliably the fair value of the asset. When, for the estimates used to measure an
intangible asset’s fair value, there is a range of possible outcomes with different
probabilities, that uncertainty enters into the measurement of the asset’s fair value.

An intangible asset acquired in an entity combination within the scope of IPSAS 32
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might be separable, but only together with a related tangible or intangible asset. For
example, a magazine’s publishing title might not be able to be sold separately from a
related subscriber database, or a trademark for natural spring water might relate to a
particular spring and could not be sold separately from the spring. In such cases, the
acquirer recognizes the group of assets as a single asset separately from goodwill if the
individual fair values of the assets in the group are not reliably measurable.
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39E.

Similarly, the terms “brand” and “brand name” are often used as synonyms for

39F.

trademarks and other marks. However, the former are general marketing terms that are
typically used to refer to a group of complementary assets such as a trademark (or service
mark) and its related trade name, formulas, recipes and technological expertise. The
acquirer recognizes as a single asset a group of complementary intangible assets
comprising a brand if the individual fair values of the complementary assets are not
reliably measurable. If the individual fair values of the complementary assets are reliably
measurable, an acquirer may recognize them as a single asset provided the individual
assets have similar useful lives.

Quoted market prices in an active market provide the most reliable estimate of the fair

39G.

value of an intangible asset (see also paragraph 77). The appropriate market price is
usually the current bid price. If current bid prices are unavailable, the price of the most
recent similar transaction may provide a basis from which to estimate fair value, provided
that there has not been a significant change in economic circumstances between the
transaction date and the date at which the asset’s fair value is estimated.

If no active market exists for an intangible asset, its fair value is the amount that the

39H.

entity would have paid for the asset, at the acquisition date, in an arm’s length transaction
between knowledgeable and willing parties, on the basis of the best information
available. In determining this amount, an entity considers the outcome of recent
transactions for similar assets.

Entities that are regularly involved in the purchase and sale of unique intangible assets

may have developed techniques for estimating their fair values indirectly. These
techniques may be used for initial measurement of an intangible asset acquired in an
entity combination within the scope of IPSAS 32 if their objective is to estimate fair
value and if they reflect current transactions and practices in the industry to which the
asset belongs. These techniques include, when appropriate:

(a) _ Applying multiples reflecting current market transactions to indicators that drive the
profitability of the asset (such as revenue, market shares and operating profit) or to
the royalty stream that could be obtained from licensing the intangible asset to
another party in an arm’s length transaction (as in the “relief from royalty”

approach); or

(b) Discounting estimated future net cash flows from the asset.

Par agraph 40 isamended asfollows:

40.

Research or development expenditure that:

(a) Relates to an in-process research or development project acquired separately or in
an entity combination within the scope of IPSAS 32 and recognized as an intangible
asset; ...

Paragraph 41 isamended asfollows:

41.

Applying the requirements in paragraphs 52—-60 means that subsequent expenditure on an
in-process research or development project acquired separately or in an entity
combination within the scope of IPSAS 32 and recognized as an intangible asset is:
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Par agraph 66 isamended as follows:

66. Expenditure on an intangible item shall be recognized as an expense when it is
incurred unless;

(@) _lit forms part of the cost of an intangible asset that meets the recognition
criteria (see paragraphs 26-65)-; or

(b) The item is acquired in an entity combination within the scope of |PSAS 32
and cannot be recognized as an intangible asset. If thisisthe case, it forms part
of the amount recognized as goodwill at the acquisition date (see | PSAS 32).

Paragraph 67 isamended asfollows:

67. In some cases, expenditure is incurred to provide future economic benefits or service
potential to an entity, but no intangible asset or other asset is acquired or created that can
be recognized. In the case of the supply of goods, the entity recognizes such expenditure
as an expense when it has a right to access those goods. In the case of the supply of
services, the entity recognizes the expenditure as an expense when it receives the
services. For example, expenditure on research is recognized as an expense when it is
incurred (see paragraph 52), except when it forms part of an entity combination within
the scope of IPSAS 32. Other examples of expenditure that is recognized as an expense
when it is incurred include: ...

Par agraph 93 isamended asfollows:

93.  The useful life of an intangible asset that arises from binding arrangements
(including rights from contracts or other legal rights) shall not exceed the period of
the binding arrangement (including rights from contracts or other legal rights), but
may be shorter depending on the period over which the entity expects to use the
asset. If the binding arrangements (including rights from contracts or other legal
rights) are conveyed for a limited term that can be renewed, the useful life of the
intangible asset shall include the renewal period(s) only if there is evidence to
support renewal by the entity without significant cost. The useful life of areacquired
right recognized as an intangible asset in an entity combination within the scope of
|PSAS 32 isthe remaining contractual period of the contract in which the right was
granted and shall not include renewal periods.

Paragraph 114A isinserted asfollows:

114A. In the case of a reacquired right in an entity combination within the scope of IPSAS 32. if
the right is subsequently reissued (sold) to a third party, the related carrying amount, if
any, shall be used in determining the gain or loss on reissue.

Paragraph 117 isamended asfollows:

117. An entity shall disclose the following for each class of intangible assets,
distinguishing between internally generated intangible assets and other intangible
assets:
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(e) A reconciliation of the carrying amount at the beginning and end of the period
showing:

(i) Additions, indicating separately those from internal development and
those acquired separately, and those acquired through entity
combinationswithin the scope of IPSAS 32;...
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Basisfor Conclusions

This Basis for Conclusions accompanies, but is not part of IPSAS 32.

Background

BCl.

BC2.

BC3.

The International Public Sector Accounting Standards Board (IPSASB)’s International
Financial Reporting Standards (IFRSs) Convergence Program is an important element in
IPSASB’s work program. The IPSASB’s policy is to converge accrual basis International
Public Sector Accounting Standards (IPSASs) with IFRSs issued by the International
Accounting Standards Board (IASB) where appropriate for public sector entities.

Accrual basis IPSASs that are converged with IFRSs maintain the requirements, structure
and text of the IFRSs, unless there is a public sector specific reason for a departure.
Departure from the equivalent IFRS occurs when requirements or terminology in the
IFRS are not appropriate for the public sector, or when inclusion of additional
commentary or examples is necessary to illustrate certain requirements in the public
sector context. Differences between IPSASs and their equivalent IFRSs are identified in
the “Comparison with IFRS” included in each IPSAS. The Comparison with IFRS 3
references the December 31, 2008 version of IFRS 3.

The phrase “entity combination” has been used instead of “business combination” to
reflect that public sector entities undertake both cash-generating activities and non-cash-
generating activities.

Relevanceto public sector entities

BC4.

Scope
BC5.

72

The Board considered whether or not an entity combination where the acquirer obtains an
ownership interest in the acquiree is a relevant topic for public sector entities. The Board
acknowledged that the majority of entity combinations occurring in the public sector arise
from non-exchange transactions and therefore are excluded from the scope of this
Standard. However, entity combinations where the acquirer obtains an ownership
interest in the acquiree do occur in some jurisdictions and therefore, it is important to
have guidance on this topic. The Board is aware of the prevalence and importance of
public sector specific entity combinations such as reorganizations and has a separate
project to address that type of entity combination.

IFRS 3 addresses business combinations. These combinations are exchange transactions
because one entity receives an operation or operations, and directly gives approximately
equal value to another entity in exchange for an ownership interest. That is, former
owners of the entity are compensated with cash or other financial instruments at an
amount approximately equal to the value of the assets acquired less the liabilities
assumed. The consideration transferred is assumed to be the result of an arm’s length
transaction between willing and independent parties. The Board noted that the Standard
is based upon IFRS 3, and so, by its very nature, applies to exchange transactions where
the acquirer receives an ownership interest. The Board decided that the Standard should
be explicit on this point.
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BCé.

Further, to ensure that the scope of the Standard is clear, the Board decided to include a
specific exclusion for reorganizations involving public sector entities where the acquirer
does not obtain an ownership interest in the acquiree. The scope exclusion does not need
to include central government reorganizations because paragraph 2(d) of the Standard
excludes from its scope combinations of entities or operations under common control.

Replacement of “business’ with “ operation”

BC7.

In IFRS 3, an acquirer acquires a business. In this Standard, the term “business” has been
replaced with “operation” to encompass integrated sets of activities which have either a
primary objective for the purpose of providing economic benefits, such as providing a
commercial return, or for the purpose of providing service potential, such as the provision
of goods and services.

Exception to therecognition principle

The power to grant rights and the power to tax

BC8.

The acquirer’s application of the recognition principle and conditions may result in
recognizing some assets and liabilities that the acquiree had not previously recognized in
its financial statements. The scope of IPSAS 31, “Intangible Assets” excludes powers
and rights conferred by legislation, a constitution or by equivalent means. The Board has
not formed a view on this topic and therefore, these powers and rights are excluded from the
scope of this Standard. The Board is currently developing a Conceptual Framework and will
reconsider, if necessary, the applicability of this Standard to powers and rights conferred by
legislation, a constitution, or by equivalent means.

Contingent liabilities

BC9.

IFRS 3 requires recognition of any contingent liabilities of the acquiree where it is a
present obligation that arises from past events and its fair value can be measured reliably.
The scope of IPSAS 19, “Provisions, Contingent Liabilities and Contingent Assets”
excludes provisions and contingent liabilities arising from social benefits from non-
exchange transactions because the Board has not determined the appropriate accounting
for social benefit obligations. The Board considered that it was important to include the
same scope exemption in this Standard. This issue will be reconsidered in the project on
social benefit obligations.

Exceptionsto the measurement principle

Acquisition of a non-cash-generating operation

BC10. As noted in BC3 above, the change in terminology from “business combination” to

“entity combination” is to reflect that an acquirer could acquire cash-generating or non-
cash-generating operations. IFRS 3 does not include guidance on the acquisition of non-
cash-generating operations. The Board noted that IPSAS 21, “Impairment of Non-Cash-
Generating Assets” deals with testing of impairment of non-cash-generating assets.
IPSAS 21 does not consider that unallocated service potential, including goodwill, will
arise at a non-cash-generating unit level. The IPSASB agreed that IPSAS 32 should
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include guidance on the treatment of unallocated service potential at a non-cash-
generating unit level and requires the acquirer to recognize the loss in surplus or deficit at
the acquisition date.

An entity combination achieved by indirect acquisition

BC11. IFRS 3 includes guidance on entity combinations which are achieved without the transfer
of consideration. This term has been amended to reflect that consideration would be
transferred, but it would be indirect because non-exchange entity combinations are
prevalent in the public sector and there needs to be a distinction between these different
types of entity combinations. Further, two of the circumstances where an entity
combination can be achieved without the transfer of consideration have not been included
in this section of IPSAS 32 as the Board considers that the lapse of minority veto rights
and the combination of entities by contract alone do not occur in the public sector.

Rever se acquisitions

BC12. IFRS 3 includes, in its Application Guidance, a section on accounting for a reverse
acquisition. The Board considered that the usual drivers for a reverse acquisition, such as
a back door listing, do not exist for public sector entities and therefore has not included
this section in IPSAS 32.
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ILLUSTRATIVE EXAMPLES
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[lustrative examples [Please note that the cross-referencesto the Standard
and Application Guidance have not yet been updated]

These examples accompany, but are not part of, IPSAS 32.
| dentifiable intangible assets
Illustrating the consequences of applying paragraphs 16-21 and AG26-AG35 of IPSAS 32.

IET.

IE2.

The following are examples of identifiable intangible assets acquired in an entity
combination from an exchange transaction. Some of the examples may have
characteristics of assets other than intangible assets. The acquirer should account for
those assets in accordance with their substance. The examples are not intended to be all-
inclusive.

Intangible assets identified as having a contractual basis are those that arise from
contractual or other legal rights. Those designated as having a non-contractual basis do
not arise from contractual or other legal rights but are separable. Intangible assets
identified as having a non-contractual basis may arise from a binding arrangement.
Intangible assets identified as having a contractual basis might also be separable but
separability is not a necessary condition for an asset to meet the binding arrangement
criterion.

Mar keting-related intangible assets

IE3.

1E4.

IES.

76

Marketing-related intangible assets are used primarily in the marketing or promotion of
products or services. Examples of marketing-related intangible assets are:

Class Basis
Trademarks, trade names, service marks, collective marks and certification marks Contractual
Trade dress (unique color, shape or package design) Contractual
Newspaper mastheads Contractual
Internet domain names Contractual
Non-competition agreements Contractual

Trademarks, trade names, service marks, collective marks and certification marks

Trademarks are words, names, symbols or other devices used in trade to indicate the
source of a product and to distinguish it from the products of others. A service mark
identifies and distinguishes the source of a service rather than a product. Collective marks
identify the goods or services of members of a group. Certification marks certify the
geographical origin or other characteristics of a good or service.

Trademarks, trade names, service marks, collective marks and certification marks may be
protected legally through registration with governmental agencies, continuous use in
commerce or by other means. If it is protected legally through registration or other
means, a trademark or other mark acquired in an entity combination from an exchange
transaction is an intangible asset that meets the binding arrangement criterion. Otherwise,
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IE6.

IE7.

a trademark or other mark acquired in an entity combination can be recognized separately
from goodwill if the separability criterion is met, which normally it would be.

The terms “brand” and “brand name,” often used as synonyms for trademarks and other
marks, are general marketing terms that typically refer to a group of complementary
assets such as a trademark (or service mark) and its related trade name, formulas, recipes
and technological expertise. IPSAS 32 does not preclude an entity from recognizing, as a
single asset separately from goodwill, a group of complementary intangible assets
commonly referred to as a brand if the assets that make up that group have similar useful
lives.

I nternet domain names

An Internet domain name is a unique alphanumeric name that is used to identify a
particular numeric Internet address. Registration of a domain name creates an association
between that name and a designated computer on the Internet for the period of the
registration. Those registrations are renewable. A registered domain name acquired in an
entity combination from an exchange transaction meets the binding arrangement
criterion.

Customer- or user-related intangible assets

IES.

IE9.

Examples of customer-related intangible assets are:

Class Basis
Customer lists Non-contractual
Lists of users of a service Non-contractual
Order or production backlog Contractual
Customer contracts and related customer relationships Contractual
Non-contractual user relationships Non-contractual
Non-contractual customer relationships Non-contractual

Customer listsand user lists

A customer list or a list of users of services consists of information about customers or
users, such as their names and contact information. A customer or user list also may be in
the form of a database that includes other information about the customers, such as their
order histories and demographic information. A customer or user list does not usually
arise from contractual or other legal rights but may arise from a binding arrangement.
However, customer lists are often leased or exchanged and, in rare circumstances, a user
list may be exchanged. Therefore, a customer or user list acquired in an entity
combination from an exchange transaction normally meets the separability criterion.
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IE10.

IE1I.

IE12.

IE13.

IE14.

IE1S.

78

Order or production backlog

An order or production backlog arises from contracts such as purchase or sales orders. An
order or production backlog acquired in an entity combination from an exchange
transaction meets the binding arrangement criterion even if the purchase or sales orders
can be cancelled.

Customer contractsand therelated customer relationships

If an entity establishes relationships with its customers through contracts, those customer
relationships arise from contractual rights. Therefore, customer contracts and the related
customer relationships acquired in an entity combination from an exchange transaction
meet the binding arrangement criterion, even if confidentiality or other contractual terms
prohibit the sale or transfer of a contract separately from the acquiree.

A customer contract and the related customer relationship may represent two distinct
intangible assets. Both the useful lives and the pattern in which the economic benefits of
the two assets are consumed may differ.

A customer relationship exists between an entity and its customer if (a) the entity has
information about the customer and has regular contact with the customer and (b) the
customer has the ability to make direct contact with the entity. Customer relationships
meet the binding arrangement criterion if an entity has a practice of establishing contracts
with its customers, regardless of whether a contract exists at the acquisition date.
Customer relationships may also arise through means other than contracts, such as
through regular contact by sales or service representatives.

As noted in paragraph IE10, an order or a production backlog arises from contracts such
as purchase or sales orders and is therefore considered a contractual right. Consequently,
if an entity has relationships with its customers through these types of contracts, the
customer relationships also arise from contractual rights and therefore meet the binding
arrangement criterion.

Examples

The following examples illustrate the recognition of customer contract and customer
relationship intangible assets acquired in an entity combination from an exchange
transaction.

(a) Acquirer Entity (AE) acquires Target Entity (TE) in an entity combination from an
exchange transaction on December 31, 20X5. TE has a five-year agreement to
supply goods to Customer. Both TE and AE believe that Customer will renew the
agreement at the end of the current contract. The agreement is not separable.

The agreement, whether cancellable or not, meets the binding arrangement
criterion. Additionally, because TE establishes its relationship with Customer
through a contract, not only the agreement itself but also TE’s customer relationship
with Customer meet the binding arrangement criterion.
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(b)

(©)

(d)

AE acquires TE in an entity combination from an exchange transaction on
December 31, 20X5. TE manufactures goods in two distinct lines of business:
sporting goods and electronics. Customer purchases both sporting goods and
electronics from TE. TE has a contract with Customer to be its exclusive provider
of sporting goods but has no contract for the supply of electronics to Customer.
Both TE and AE believe that only one overall customer relationship exists between
TE and Customer.

The contract to be Customer’s exclusive supplier of sporting goods, whether
cancellable or not, meets the binding arrangement criterion. Additionally, because
TE establishes its relationship with Customer through a contract, the customer
relationship with Customer meets the binding arrangement criterion. Because TE
has only one customer relationship with Customer, the fair value of that relationship
incorporates assumptions about TE’s relationship with Customer related to both
sporting goods and electronics. However, if AE determines that the customer
relationships with Customer for sporting goods and for electronics are separate
from each other, AE would assess whether the customer relationship for electronics
meets the separability criterion for identification as an intangible asset.

AE acquires TE in an entity combination from an exchange transaction on
December 31, 20X5. TE does business with its customers solely through purchase
and sales orders. At December 31, 20X5, TE has a backlog of customer purchase
orders from 60 per cent of its customers, all of whom are recurring customers. The
other 40 per cent of TE’s customers are also recurring customers. However, as of
December 31, 20X5, TE has no open purchase orders or other contracts with those
customers.

Regardless of whether they are cancellable or not, the purchase orders from 60 per
cent of TE’s customers meet the binding arrangement criterion. Additionally,
because TE has established its relationship with 60 per cent of its customers
through contracts, not only the purchase orders but also TE’s customer relationships
meet the binding arrangement criterion. Because TE has a practice of establishing
contracts with the remaining 40 per cent of its customers, its relationship with those
customers also arises through contractual rights and therefore meets the binding
arrangement criterion even though TE does not have contracts with those customers
at December 31, 20X35.

AE acquires TE, an insurer, in an entity combination from an exchange transaction
on December 31, 20X5. TE has a portfolio of one-year motor insurance contracts
that are cancellable by policyholders.

Because TE establishes its relationships with policyholders through insurance
contracts, the customer relationship with policyholders meets the binding
arrangement criterion. IPSAS 26, “Impairment of Cash-Generating Assets” and
IPSAS 31, “Intangible Assets” apply to the customer relationship intangible asset.
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IE16.

Non-contractual customer relationships

A customer relationship acquired in an entity combination from an exchange transaction
that does not arise from a contract may nevertheless be identifiable because the
relationship is separable. Exchange transactions for the same asset or a similar asset that
indicate that other entities have sold or otherwise transferred a particular type of non-
contractual customer relationship would provide evidence that the relationship is
separable.

Artistic-related intangible assets

IE17.

IE18.

Examples of artistic-related intangible assets are:

Class Basis
Plays, operas and ballets Contractual
Books, magazines, newspapers and other literary works Contractual
Musical works such as compositions, song lyrics and advertising jingles Contractual
Pictures and photographs Contractual
Video and audiovisual material, including motion pictures or films, music videos Contractual

and television programs

Artistic-related assets acquired in an entity combination from an exchange transaction are
identifiable if they arise from contractual or legal rights such as those provided by
copyright. The holder can transfer a copyright, either in whole through an assignment or
in part through a licensing agreement. An acquirer is not precluded from recognizing a
copyright intangible asset and any related assignments or licence agreements as a single
asset, provided they have similar useful lives.

Contract-based intangible assets

IE19.

80

Contract-based intangible assets represent the value of rights that arise from contractual
arrangements. Customer contracts are one type of contract-based intangible asset. If the
terms of a contract give rise to a liability (for example, if the terms of an operating lease
or customer contract are unfavorable relative to market terms), the acquirer recognizes it
as a liability assumed in the entity combination from an exchange transaction. Examples
of contract-based intangible assets are:
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Class Basis
Licensing, royalty and standstill agreements Contractual
Advertising, construction, management, service or supply contracts Contractual
Lease agreements (whether the acquiree is the lessee or the lessor) Contractual
Construction permits Contractual
Franchise agreements Contractual
Operating and broadcast rights Contractual
Servicing contracts Contractual
Employment contracts Contractual
Use rights, such as drilling, water, air, timber cutting and route authorities Contractual

IE20.

IE21.

IE22.

[E23.

Servicing contracts

Contracts to service financial assets are one type of contract-based intangible asset.
Although servicing is inherent in all financial assets, it becomes a distinct asset (or
liability) by one of the following:

(@) When contractually separated from the underlying financial asset by sale or
securitisation of the assets with servicing retained,

(b) Through the separate purchase and assumption of the servicing.

If mortgage loans, credit card receivables or other financial assets are acquired in an
entity combination from an exchange transaction with servicing retained, the inherent
servicing rights are not a separate intangible asset because the fair value of those
servicing rights is included in the measurement of the fair value of the acquired financial
asset.

Employment contracts

Employment contracts that are beneficial contracts from the perspective of the employer
because the pricing of those contracts is favorable relative to market terms are one type of
contract-based intangible asset.

Userights

Use rights include rights for drilling, water, air, timber cutting and route authorities.
Some use rights are contract-based intangible assets to be accounted for separately from
goodwill. Other use rights may have characteristics of tangible assets rather than of
intangible assets. An acquirer should account for use rights on the basis of their nature.

Technol ogy-based intangible assets

1E24.

Examples of technology-based intangible assets are:
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Class Basis
Patented technology Contractual
Computer software and mask works Contractual
Unpatented technology Non-contractual
Databases, including title plants Non-contractual
Trade secrets, such as secret formulas, processes and recipes Contractual

IE25.

IE26.

IE27.

IE28.

1E29.

Computer software and mask works

Computer software and program formats acquired in an entity combination from an
exchange transaction that are protected legally, such as by patent or copyright, meet the
binding arrangement criterion for identification as intangible assets.

Mask works are software permanently stored on a read-only memory chip as a series of
stencils or integrated circuitry. Mask works may have legal protection. Mask works with
legal protection that are acquired in an entity combination from an exchange transaction
meet the binding arrangement criterion for identification as intangible assets.

Databases, including title plants

Databases are collections of information, often stored in electronic form (such as on
computer disks or files). A database that includes original works of authorship may be
entitled to copyright protection. A database acquired in an entity combination from an
exchange transaction and protected by copyright meets the binding arrangement criterion.
However, a database typically includes information created as a consequence of an
entity’s normal operations, such as customer or user lists, or specialized information,
such as scientific data or credit information. Databases that are not protected by copyright
can be, and often are, exchanged, licensed or leased to others in their entirety or in part.
Therefore, even if the future economic benefits from a database do not arise from legal
rights, a database acquired in an entity combination from an exchange transaction meets
the separability criterion.

Title plants constitute a historical record of all matters affecting title to parcels of land in
a particular geographical area. Title plant assets are bought and sold, either in whole or in
part, in exchange transactions or are licensed. Therefore, title plant assets acquired in an
entity combination from an exchange transaction meet the separability criterion.

Trade secrets, such as secr et formulas, processes and recipes

A trade secret is ‘information, including a formula, pattern, recipe, compilation, program,
device, method, technique, or process that (a) derives independent economic value, actual
or potential, from not being generally known and (b) is the subject of efforts that are
reasonable under the circumstances to maintain its secrecy.’* If the future economic

Melvin Simensky and Lanning Bryer, The New Role of Intellectual Property in Commercial Transactions (New
York: John Wiley & Sons, 1998), page 293.
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benefits or service potential from a trade secret acquired in an entity combination from an
exchange transaction are legally protected, that asset meets the binding arrangement
criterion. Otherwise, trade secrets acquired in an entity combination from an exchange
transaction are identifiable only if the separability criterion is met, which is likely to be
the case.

Gain on a bargain purchase

[llustrating the consequences of recognizing and measuring a gain from a bargain purchase by
applying paragraphs 4146 of IPSAS 32.

IE30.

IE31.

IE32.

The following example illustrates the accounting for an entity combination from an
exchange transaction in which a gain on a bargain purchase is recognized.

On January 1, 20X5 AE acquires 80 per cent of the equity interests of TE, a private
entity, in exchange for cash of CU150. Because the former owners of TE needed to
dispose of their investments in TE by a specified date, they did not have sufficient time to
market TC to multiple potential buyers. The management of AE initially measures the
separately recognizable identifiable assets acquired and the liabilities assumed as of the
acquisition date in accordance with the requirements of IPSAS 32. The identifiable assets
are measured at CU250 and the liabilities assumed are measured at CU50. AE engages an
independent consultant, who determines that the fair value of the 20 per cent non-
controlling interest in TE is CU42.

The amount of TEC’s identifiable net assets (CU200, calculated as CU250 — CUS50)
exceeds the fair value of the consideration transferred plus the fair value of the non-
controlling interest in TE. Therefore, AE reviews the procedures it used to identify and
measure the assets acquired and liabilities assumed and to measure the fair value of both
the non-controlling interest in TE and the consideration transferred. After that review, AE
decides that the procedures and resulting measures were appropriate. AE measures the
gain on its purchase of the 80 per cent interest as follows:

Cu
Amount of the identifiable net assets acquired (CU250 — CU50) 200
Less: Fair value of the consideration transferred for AE’s 80 per cent interest in TE; 150
plus
Fair value of non-controlling interest in TE 42
192
Gain on bargain purchase of 80 per cent interest 8
83

AD March 2010



IFAC IPSASB Meeting Agenda Paper 3.2
April 2010 — Toronto, Canada L\ 11y COMBINATIONS: ACQUISITIONS Page 84 of 89

IE33.

1E34.

AE would record its acquisition of TE in its consolidated financial statements as follows:

Dr Identifiable assets acquired CuU250
Cr Cash CU150
Cr Liabilities assumed CU50
Cr Gain on the bargain purchase CU8
Cr Equity—non-controlling interest in TE Cu42

If the acquirer chose to measure the non-controlling interest in TE on the basis of its
proportionate interest in the identifiable net assets of the acquiree, the recognized amount
of the non-controlling interest would be CU40 (CU200 x 0.20). The gain on the bargain
purchase then would be CU10 (CU200 — (CU150 + CU40)).

M easurement period

[llustrating the consequences of applying paragraphs 54-59 of IPSAS 32.

IE35.

IE36.

IE37.

84

If the initial accounting for an entity combination from an exchange transaction is not
complete at the end of the financial reporting period in which the combination occurs,
paragraph 54 of IPSAS 32 requires the acquirer to recognize in its financial statements
provisional amounts for the items for which the accounting is incomplete. During the
measurement period, the acquirer recognizes adjustments to the provisional amounts
needed to reflect new information obtained about facts and circumstances that existed as
of the acquisition date and, if known, would have affected the measurement of the
amounts recognized as of that date. Paragraph 58 of IPSAS 32 requires the acquirer to
recognize such adjustments as if the accounting for the entity combination from an
exchange transaction had been completed at the acquisition date. Measurement period
adjustments are not included in surplus or deficit.

Suppose that AE acquires TE on September 30, 20X7. AE seeks an independent
valuation for an item of property, plant and equipment acquired in the combination, and
the valuation was not complete by the time AE authorized for issue its financial
statements for the year ended December 31, 20X7. In its 20X7 annual financial
statements, AE recognized a provisional fair value for the asset of CU30,000. At the
acquisition date, the item of property, plant and equipment had a remaining useful life of
five years. Five months after the acquisition date, AE received the independent valuation,
which estimated the asset’s acquisition-date fair value as CU40,000.

In its financial statements for the year ended December 31, 20X8, AE retrospectively
adjusts the 20X7 prior year information as follows:

(a) The carrying amount of property, plant and equipment as of December 31, 20X7 is
increased by CU9,500. That adjustment is measured as the fair value adjustment at
the acquisition date of CU10,000 less the additional depreciation that would have
been recognized if the asset’s fair value at the acquisition date had been recognized
from that date (CUS500 for three months’ depreciation).
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(b) The carrying amount of goodwill as of December 31, 20X7 is decreased by
CU10,000.

(c) Depreciation expense for 20X7 is increased by CUS500.
IE38. In accordance with paragraph AG62 of IPSAS 32, AE discloses:

(a) In its 20X7 financial statements, that the initial accounting for the entity
combination from an exchange transaction has not been completed because the
valuation of property, plant and equipment has not yet been received.

(b) Inits 20X8 financial statements, the amounts and explanations of the adjustments to
the provisional values recognized during the current reporting period. Therefore,
AE discloses that the 20X7 comparative information is adjusted retrospectively to
increase the fair value of the item of property, plant and equipment at the
acquisition date by CU9,500, offset by a decrease to goodwill of CU10,000 and an
increase in depreciation expense of CUS500.

Deter mining what ispart of the entity combination from an exchange transaction
Settlement of a pre-existing relationship
[llustrating the consequences of applying paragraphs 60, 61 and AG45-AG48 of IPSAS 32.

IE39. AE purchases electronic components from TE under a five-year supply contract at fixed
rates. Currently, the fixed rates are higher than the rates at which AE could purchase
similar electronic components from another supplier. The supply contract allows AE to
terminate the contract before the end of the initial five-year term but only by paying a
CU6 million penalty. With three years remaining under the supply contract, AE pays
CUS50 million to acquire TE, which is the fair value of TE based on what other market
participants would be willing to pay.

IE40. Included in the total fair value of TE is CU8 million related to the fair value of the supply
contract with AE. The CUS8 million represents a CU3 million component that is ‘at
market’ because the pricing is comparable to pricing for current market transactions for
the same or similar items (selling effort, customer relationships and so on) and a CUS5
million component for pricing that is unfavorable to AE because it exceeds the price of
current market transactions for similar items. TE has no other identifiable assets or
liabilities related to the supply contract, and AE has not recognized any assets or
liabilities related to the supply contract before the entity combination from an exchange
transaction.

IE41. In this example, AE calculates a loss of CUS million (the lesser of the CU6 million stated
settlement amount and the amount by which the contract is unfavorable to the acquirer)
separately from the entity combination from an exchange transaction. The CU3 million
‘at-market’ component of the contract is part of goodwill.

IE42. Whether AE had recognized previously an amount in its financial statements related to a
pre-existing relationship will affect the amount recognized as a gain or loss for the
effective settlement of the relationship. Suppose that IPSASs had required AE to
recognize a CU6 million liability for the supply contract before the entity combination
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from an exchange transaction. In that situation, AE recognizes a CU1 million settlement
gain on the contract in surplus or deficit at the acquisition date (the CUS5 million
measured loss on the contract less the CU6 million loss previously recognized). In other
words, AE has in effect settled a recognized liability of CU6 million for CUS5 million,
resulting in a gain of CU1 million.

Contingent payments to employees

[llustrating the consequences of applying paragraphs 60, 61, AG45, AG49 and AG50 of
IPSAS 32.

IE43. TE appointed a candidate as its new CEO under a ten-year contract. The contract required
TE to pay the candidate CUS million if TE is acquired before the contract expires. AE
acquires TE eight years later. The CEO was still employed at the acquisition date and will
receive the additional payment under the existing contract.

IE44. In this example, TE entered into the employment agreement before the negotiations of the
combination began, and the purpose of the agreement was to obtain the services of CEO.
Thus, there is no evidence that the agreement was arranged primarily to provide benefits
to AE or the combined entity. Therefore, the liability to pay CUS5 million is included in
the application of the acquisition method.

IE45. In other circumstances, TE might enter into a similar agreement with CEO at the
suggestion of AE during the negotiations for the entity combination from an exchange
transaction. If so, the primary purpose of the agreement might be to provide severance
pay to CEO, and the agreement may primarily benefit AE or the combined entity rather
than TE or its former owners. In that situation, AE accounts for the liability to pay CEO
in its post-combination financial statements separately from application of the acquisition
method.

Disclosurerequirements

[llustrating the consequences of applying the disclosure requirements in paragraphs 68-72 and
AG59-AG62 of IPSAS 32.

[E46. The following example illustrates some of the disclosure requirements of IPSAS 32; it is
not based on an actual transaction. The example assumes that TE is an unlisted entity.
The illustration presents the disclosures in a tabular format that refers to the specific
disclosure requirements illustrated. An actual footnote might present many of the
disclosures illustrated in a simple narrative format.
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Footnote X: Acquisitions

Paragraph
reference

AG59.(a—d)

AGS59.(e)

AG59.(1)

At June 30, 20X2

AG59.(f)(i)
AG59.(f)(iv)
AG59.(f)(iii);
AGS59.(h)(i)
AGS59.(f)
AG59.(q)(i)

AG59.(n)

AG59.3j)

AGS59.(p)(i)

On June 30, 20X0 AE acquired 15 per cent of the outstanding ordinary shares of TE. On
June 30, 20X2 AE acquired 60 per cent of the outstanding ordinary shares of TE and
obtained control of TE. TE is a provider of data networking products and services in Canada
and Mexico. As a result of the acquisition, AE is expected to be the leading provider of data
networking products and services in those markets. It also expects to reduce costs through
economies of scale.

The goodwill of CU2,500 arising from the acquisition consists largely of the synergies and
economies of scale expected from combining the operations of AE and TE.

None of the goodwill recognized is expected to be deductible for income tax purposes. The
following table summarizes the consideration paid for TE and the amounts of the assets
acquired and liabilities assumed recognized at the acquisition date, as well as the fair value at
the acquisition date of the non-controlling interest in TE.

Consideration CuU
Cash 5,000
Equity instruments (100,000 ordinary shares of AE) 4,000
1,000
Contingent consideration arrangement
Total consideration transferred 10,000
Fair value of AE’s eqguity interest in TE held before the entity 2,000
combination
12,000
Acquisition-related costs (included in selling, general and administrative 1,250

expenses in AE’s statement of financial performance for the year ended
December 31, 20X2)

Recognized amounts of identifiable assets acquired and liabilities assumed

Financial assets 3,500
Inventory 1,000
Property, plant and equipment 10,000
Identifiable intangible assets 3,300
Financial liabilities -4,000
Contingent liability -1,000
Total identifiable net assets 12,800
Non-controllinginterest in TC -3,300
Goodwill 2,500

12,000
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AG59.(H)(iv)

AG59.(f)(iii)
AG59.(h)
AG62.(b)

AG59.(i)
AG62.(a)
AG59.(k)

AG62.(c)
IPSAS 19.97, 98

AGS59.(p)

AG59.(q)(ii)

AGS59.(r)(i)

AGS59.(r)(ii)

88

The fair value of the 100,000 ordinary shares issued as part of the consideration paid for TE
(CU4,000) was determined on the basis of the closing market price of AE’s ordinary shares
on the acquisition date.

The contingent consideration arrangement requires AE to pay the former owners of TC 5 per
cent of the revenues of XC, an unconsolidated equity investment owned by TE, in excess of
CU7,500 for 20X3, up to a maximum amount of CU2,500 (undiscounted).

The potential undiscounted amount of all future payments that AE could be required to make
under the contingent consideration arrangement is between CUO and CU2,500.

The fair value of the contingent consideration arrangement of CU1,000 was estimated by
applying the income approach. The fair value estimates are based on an assumed discount
rate range of 2025 per cent and assumed probability-adjusted revenues in XC of CU10,000—
20,000.

As of December 31, 20X2, neither the amount recognized for the contingent consideration
arrangement, nor the range of outcomes or the assumptions used to develop the estimates had
changed.

The fair value of the financial assets acquired includes receivables under finance leases of
data networking equipment with a fair value of CU2,375. The gross amount due under the
contracts is CU3,100, of which CU450 is expected to be uncollectible.

The fair value of the acquired identifiable intangible assets of CU3,300 is provisional
pending receipt of the final valuations for those assets.

A contingent liability of CU1,000 has been recognized for expected warranty claims on
products sold by TC during the last three years. We expect that the majority of this
expenditure will be incurred in 20X3 and that all will be incurred by the end of 20X4. The
potential undiscounted amount of all future payments that AC could be required to make
under the warranty arrangements is estimated to be between CUS500 and CU1,500. As of
December 31, 20X2, there has been no change since June 30, 20X2 in the amount recognized
for the liability or any change in the range of outcomes or assumptions used to develop the
estimates.

The fair value of the non-controlling interest in TE, an unlisted company, was estimated by
applying a market approach and an income approach. The fair value estimates are based on:
(a)  anassumed discount rate range of 20-25 per cent;

(b)  an assumed terminal value based on a range of terminal EBITDA multiples between 3
and 5 times (or, if appropriate, based on long term sustainable growth rates ranging
from 3 to 6 per cent);

(c)  assumed financial multiples of companies deemed to be similar to TE; and

(d) assumed adjustments because of the lack of control or lack of marketability that

market participants would consider when estimating the fair value of the non-
controlling interest in TE.

AC recognized a gain of CU500 as a result of measuring at fair value its 15 per cent equity
interest in TC held before the entity combination. The gain is included in other income in
AE’s statement of financial performance for the year ending December 31, 20X2.

The revenue included in the consolidated statement of financial performance since June 30,
20X2 contributed by TE was CU4,090. TC also contributed surplus of CU1,710 over the
same period.

Had TE been consolidated from January 1, 20X2 the consolidated statement of financial
performance would have included revenue of CU27,670 and surplus of CU12,870.
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Comparison with IFRS 3

IPSAS 32, “Entity Combinations: Acquisitions,” is drawn primarily from IFRS 3, “Business
Combinations” (revised in 2008). The main differences between IPSAS 32 and IFRS 3 are as
follows:

IPSAS 32 includes the requirement that the acquirer must obtain an ownership interest in
the acquirer to be within its scope.

Commentary additional to that in IFRS 3 has been included in various paragraphs of
IPSAS 32 to clarify the applicability of the requirements to accounting by public sector
entities.

IPSAS 32 has replaced the term “business” with “operation” so that an entity combination
includes either cash-generating activities or non-cash-generating activities.

IPSAS 32 excludes the recognition of a contingent liability arising from a social benefit
obligation as an exception to the recognition principles in IFRS3 as IPSAS 19,
“Provisions, Contingent Liabilities and Contingent Assets” contains a scope exclusion for
social benefit obligations and the Board has yet to determine the appropriate treatment for
social benefit obligations.

IPSAS 32 requires any excess of the consideration transferred and net assets acquired for a
non-cash-generating operation to be recognized in surplus or deficit on the acquisition date.

IPSAS 32 uses different terminology, in certain instances, from IFRS 3. The most
significant examples are the use of the terms “Statement of Financial Position,” “Statement
of Financial Performance,” “revenue,” “economic entity,” “controlling entity” and
“controlled entities” in IPSAS 32. The equivalent terms in IFRS 3 are “Balance Sheet,”

99 CCs 29 <6 29 ¢

“Income Statement,” “income,” “group,” “parent” and “subsidiaries.”

2 13

IPSAS 32 does not include guidance on accounting for reverse acquisitions.

&9
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