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Fair value of identifiable net assets 60 45 15 . b -
Goodwill on combination 40 30 ~10 On 1 January 20x9, Eastin Ltd acquired a 60% interest in the equity

i i Westin Ltd’s 100 million

i this date, the quoted market price of _ ‘
i lliltdésf) v?as C$3.00 per share. Eastin Ltd, however, paudl a premium Pf 20%
' : :rrket price i.e. C$3.60 per share, and the total consideration paid was

6 million. ‘
astin Ltd paid a premium after negotiations with the qontrolhng sha_rehol‘(iie;s
; tm Ltd Ia;nd concluded that it could extract synergu;st}i:ronlll Westmt%zv neg
no
bini ir operations. However, because the balance'o he shares
J I:tilith:lde:aipwidely spread among the investing public minority shareholders,

o i i tative of the amount that
- . naid by Eastin Ltd was not necessarily represen f
rﬁogvﬁzdggable unrelated willing parties would pay for Westin Ltd as a whole.

estimated that the fair value of Westin Ltd as a whole on acquisition date,
~sei on market price, was C$300 million. i ol .

) 'l“ ) et carrying amount of the identifiable assets and habﬂl“ges of Westin L;:g
g - Tl'ticnn date was C$120 million. However, a fair value adJustrrflent of C$ .
M(}:l::;s made to increase the fair value of certain landed properties of Westin

In this example, consideration paid by the acquirer for its controlling
stake is exactly equal to its share of the fair value of the acquiree as a whole,
Consequently the goodwill on combination is allocated rateably between the
parent (75% of C$40 million) and the non-controlling interest (25% of C$40
million). The issue is how the goodwill on combination should be allocated

when the acquirer pays more or pays less than its share of the fair value of
the acquiree as a whole.

1.2 Control Premium

In a business combination based on arm’s length transaction, it is not
uncommon for the acquirer to pay a premium over and above the fair value of
the acquiree as a whole in order for it to gain effective control. For example,
an acquirer of a listed acquiree often pays a premium over the market price : -, f the two companies on
of the acquiree to gain control. The Standard clarifies that when a control |  The summarised statemer.lts of financial position o
premium is evident, the fair values of the acquirer’s interest in the acquiree | A quisition date are as follows:

and the non-controlling interest on a per-share basis might differ. In such Eastin Ltd ~ Westin Ltd

cases, the goodwill on combination is not allocated rateably between the ) C$'m C$m
parent and the non-controlling interest but shall be allocated in the following Share capital of C$1 each 200 lgg
manner: ' 200
: : . ; . tained profits o =2 0o
(i)  First,allocate the goodwill to the acquirer based on the difference bt ween g 400 120
the fair value of the consideration given (including any premium paid) : . 216 -
: ; : . E Ltd
and the acquirer’s share in the fair value of the identifiahle assets and Investment in Westin e 56
liabilities of the acquiree; and Sundry net assets %00 120
(ii) Then, the balance of the goodwill is allocated to-the non-controlling -

interest.

Note that in the case of a control premium, the aggregate of the fair value
of net assets acquired and goodwill recognised would exceed the fair value
of the acquiree as a whole, by the amount of the premium paid. Hence, the
goodwill recognised would exceed the inherent goodwill of the acquiree (i.e.
the goodwill that would otherwise be determined based on the difference
between the fair value of the acquiree as a whole and the fair value of its
identifiable net assets).

Compute the inherent goodwill by comparing the fair value of Westin Ltd as a
whole and the fair value of its identifiable net assets.
Compute the goodwill on combination and allocate the goodwill to the parent
and the non-controlling interest.

Show the consolidation journals to recognise the _gpc?dwi:il, faiIrJ Yalug
adjustment and non-controlling interest at the acqms_ltmn lsfte. sn:%h
worksheet, prepare the consolidated statement of financial position as at the

The control premium is paid by the acquirer and hence it should be acquisition date.

included in the goodwill on combination allocated to the parent only. If non-
controlling interest is measured at its acquisition-date fair value, by default,
the goodwill allocated to the non-controlling interest will be equal to its share
of the inherent goodwill only.
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Lada’s borrowing cost on acquisition date was 8% per annum. Businesg :
combination expenses totalling C$500,000 have not been paid.

The summarised accounts of the two companies for the year ended 31 December |
20x6 are as follows:

{ i t had a five-year contract with
January 20x6, Sada’s textile segment h: / }
e atr to be its exclusive supplier of textile matena}s. Using a dJscoun(t),e(l]iotaash
gav{:emethod the fair value of this contract was estimated at C$40,000,000.
0 3

i 00,000 by a third party against Sada
; January 20x6, a claim of C&"le,.O A : : .
5% agilssclosed as a contingent liability in the financial stater.nents. Thg c.]a.lm
0 from a dispute, which has been filed in court by the.thlrd party. sing a
fi;)::unted cash flow method and taking into consideration the probabilities

of future possible cash flows, Lada estimated the fair value of this

Statements of Profit or Loss and Other Comprehensive Income & Retained Profits

Lada Ltd Sada Ltd

7 ]

cso  csono Bings ity ot C36.000000 Th frmer ormesof S b e
Fhont bafhre tamation 100,900 ) z;;ggg;gg tgnr(;fl]g:zzemb:r EQL.OXG, thg parties concerned have agreed to
HFang (28,000) 36,2000 é‘ettie this dispute out of court for an amount of C$8,0(,30,000- _ .
Profit after taxation 72,000 64,800 As at 1 January 20x6, the carrying an}ﬂunt of Sada’s manufacturmgsjédagt
Retained profits brought forward 128,000 120,000 was C$40,000,000. On this date, -the fair value 01;'1 thi pl_alllltt_\i];_'zz ;Se?fhod. i
Retained profits carried forward 200,000 184,800 (0$60,000,000. Depreciation on this plant was on the straig

that date, the plant had a remaining useful life of 20 years.

i i ition of assets and liabilities,
ate was 25% and it applied to recognition of a . '
alz‘:;i?:iﬁglue adjustments. Deemed interest cost of contingent consideration

was not an allowable tax expense.

Statements of Financial Positions

Lada Ltd Sada Ltd

C$000 C$'000 s _
Property, plant and equipment 690,000 324,800 Compute the cost of combination and the goodwill on combination.
Investment in Sada (cash paid) 10,000 = | Prepare the consolidated accounts of Lada for the financial year ended 31
Current assets 400,000 200,000 | December 20x6.
1,100,000 524,800 Eon 3.3
n 3.
Share capital of C$1 each 250,000 100,000 i A -
Share premium account 100,000 50,000 | R T combination;and goodw C$000  C$000
Retained profits 200,000 184 800
550,000 334,800 Aggregate of: = o .
Long-term loans 200,000 80,000 Fair value of consideration transferred: e
Deferred tax liabilities 50,000 30,000 Initial cash considera.tlon . .
Current liabilities 300,000 80,000 Pﬁ%‘gﬁf gg;’f’}'-‘tmgent O 160,000
1;100,000 524)800 Equity shares at market value 100,000 x C$3 iggaggﬁ
The parties to the business combination have agreed on the following terms: Cost of combination 100’000
(a) The food segment of Sada’s businesses was in a dire need for a reorganisation. Non-controlling interest at fair value (20% x 500 m) m
Liabilities for terminating and reducing the activities of this segment were -
estimated at C$10,000,000, and this consisted mainly of termination benefits | fidentifiable niot asseta:
that would be paid to executives and other employees whose services would be falx vall‘ze i 13:1 aluaof niet aggets 270,000
terminated following the business combination. Future operating losses and Carrying b°°_ TEPREE ot 20.000
other costs to reorganise this segment and that would be incurred as a result Fair value adjustment to manufacturing plan )
of this combination were estimated at C$15,000,000. During the financial year
ended 31 December 20x6, Sada paid the termination benefits and recognised
them as an expense in its income statement.
13
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T - .."

arrangement, and if relevant, other facts and circumstances to

e econanifibihiennlian R v [UmBEE b G Chin hether the arrangement is a joint operation or a joint venture
ew

approach in which parties to an arrangement recognise their righ:
obligations arising from the arrangement. It is thus a principle 11.171. th

; ; e form of
standard that provides for consistency in the accounting that would e - .oment means that even if the arrangement takes

12 s requir 2 it i ssaril
comparability of financial statements. i reqarate entity (such as a registered compe.my), it 1st ﬁwt n:;:le emenjtr
sajointventure.Ifthe assessment determinesthatthearrang

. icle is a joint operation, the operator would still need
a sepa {z‘tes;il};ilifl il?é] ossgpeitive assets, liabilities, revenues a.n_d
e d1 sn its rights and obligations) in the separate vehicle. .].n t?’llS
foce unting treatment is similar to the proportionate consol}datmn
f . ac;jOXS 31, albeit on a slightly different basis. When a_tpplymg the
e nsoli,dation, the former IAS required a l'ule-by—h.ne constant
*uat.e . of the line items in the financial statements. This new [FRS
a%?:;i?::l of each line item in the ﬁna.qcial statement.s bf]lffd- t(:)n I[::he
s rights to an asset item or obligation incurred on a liability item.

The criteria of joint control remain largely the same as the fOIme.p
but with added clarification that the sharing of control is based on de
about the relevant activities (relying on those developed in IFRS 10).

IFRS 11 distinguishes two types of Joint arrangements i.e. eithe
venture or joint operation. A joint venture is a joint arrangement wherehy
parties that have joint control of the arrangement have rights to the net gs
of the arrangement. A party having joint control in such an arrangemer
known as a joint venturer. In contrast, a joint operation is a joint arrangen
whereby the parties that have joint control of the arrangement have righ,
the assets, and obligations for liabilities, relating to the arrangement. A p

having joint control in such an arrangement is known as a joint operator, { ||_mplications of IFRS 11 on Practice

joi d assets and jointly
i t were termed as jointly controlle : :
) ea;l onsr;’gins under the former IAS 31 would most likely be classﬁ?ed
¢ npeorl;‘::ions in this new IFRS. There will be no change to the accounting
1t

h joint arrangements.

joi joint venturers share the
2 straightforward case of joint ventures, where join
asat;?i};t Zssets based on equity interest held or agree(%i ge:_centaﬁ'eil,
i n sha
ho currently use the proportionate consolida ion
X ;;:;u;;fly‘:he equity method. This is likely to be the most significant
resulting from the adoption of IFRS 11.

ever, some separate vehicles, classified as joint ventures un.de'r th?—,
r IAS él may be classified as joint operations under IFRS 11. Th{s is nll:
semantic change, as it would require that these sep.-arat.e vehicles be
ted for under a method similar to proportionate consolidation. HQW?I{ir,
ASB acknowledges that the percentage share of each ta;lssetl,ﬂléa};j flfe)i:
. i i ial statements co
en d expense recognised in the financia .
%tllfe apl;rc:ni)age interest that would have been used for proportionate
solidation. . -
ties which do not have a legal personality along with some ent?if;ileg
nly manufacture for the parties to the joint arrangement in specifie

rti i joint operations. In contrast,
rtions should now be classified as joint : .
onomous legal entities which bear their own risks and which have their

customers would be classified as joint ventures.

If the arrangement is a joint operation, a joint operator accounts for
assets, liabilities, revenues and expenses related to its interest in the J
operation in accordance with the IFRSs applicable to the particular
liabilities, revenues and expenses [IFRS 11.20]. These may include share
any assets held jointly and share of any liabilities incurred jointly.

Ifthe arrangement is a joint venture, a joint venturer recognises its teres
in the joint venture as an investment and accounts for that invectment us

the equity method (referenced to the revised IAS 28) [IFR3"11.24]. Th
proportionate consolidation is disallowed in such joint arraitgement.

The accounting treatment would thus depend on the C'assification of fl
Joint arrangement i.e. whether it is a Joint operation or a joint venture.
classification is determined by assessing the rights and obligations of
parties arising from the particular arrangement [see IFRS 11.14].

A separate vehicle may be created in a joint arrangement. The Standard
defines a separate vehicle as a separately identifiable financial structur
including separate legal entities or entities recognised by statute, regardless
of whether those entities have a legal personality. ‘

Typically, if a joint arrangement is not structured through a separate
vehicle, it would be classified as a joint operation in this IFRS. A joint operator

accounts directly for the assets, liabilities, revenues and expenses related to
the joint operation.

However, if a joint arrangement is structured through a separate vehicle,
a reporting entity needs to consider the legal form and the terms of the

] 1.3
heic : is
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The changes in accounting will thus be in one of three possibi
depending on which option the reporting entity currently uses to account
its joint ventures. These are: §

(a) Joint ventures (as defined in IFRS 11) which are currently accony
for using the proportionate consolidation method shall henceforth he
accounted for using the equity method;

(b) Legally separate vehicles which are classified as joint operations
defined in IFRS 11), and currently accounted for using the eq
method, shall henceforth be accounted for by recognising share of
assets, liabilities, revenues and expenses directly; and

() Legally separate entities which are classified as joint operati
(as defined in IFRS 11) and which are currently accounted for
the proportionate consolidation shall henceforth be accounted for
recognising share of assets, liabilities, revenues and expenses dire
(the percentage or percentages may be different from the percen
interest previously used for proportionate consolidation).

i i i i f the related assets or
N - i-ed if the investee had directly disposed o
‘-mﬁ:ies i.e. the related reserve shall be recycled to profit or 1953 or
-' i;aﬁsferred directly to retained profits in accordance with the applicable
[ .. s. . .
ﬁowever if an investment in an associate becomes an mvestment'm
;; joint venture or vice versa, the entity cont-inues to apply the equity
" method and does not remeasure the retained interest.

nership interest in an associate or a joint venture 18 Feduced,
‘]éfbﬁih:h:intity Eontinues to apply the 'equity metht?d, the entlfly Sll-llag

& reclassify to profit or loss the proportion of the gain or 1955 that ha_i

. previously been recognised in OCI relanng.to that reductmn}nowners ﬁI:;

intcrest if that gain or loss would be required tp bfa _rt_aclasmﬁed to pro

"~ loss on the disposal of the related assets or liabilities.

%,} Principles of Investments in Joint Arrangements

5%

1.4 |AS 28 (revised), Investments in Associates and Joint \L_
Ventures d OO
1.4.1 Summary of the Changes .QQ

The revised IAS 28 incorporates the requirement to apply the eauitr
method for joint arrangements classified as joint ventures in accordanc: with
IFRS 11. Apart from this semantic change, there are no other siguiiicant
changes to the requirements for the equity method for investments in joint
ventures or associates.

rion of Joint Control

~ Ajoi angement is defined in IFRS 11 as an arrangement_ of: Whl(_‘.h t.wo
> ﬁi;?;:itriesghave joint control. The centrall crite_rion for .d.lstmgm;pl_n%
at arrangements from subsidiaries and associates is the existence of join
ol. The Standard defines joint control as “the contractually afgr.eed
ing of control of an arrangement, which exists only when the dec1s1o.ns
out the relevant activities require the unanimous consent of the parties
aring control”.

Joint arrangements may take different forms and .st‘ructures. 'I_‘he Stam_ia_rd
scifies that a joint arrangement may be either a joint operation or a joint
enfure.

Some additional guidance is provided on discontinuativn of the equity
method when there is a loss of joint control or significant influence, and these

are summarised as follows: at is a Joint Operation?
(a) Iftheinvestment in a joint venture or an associate becomes a subsidiary,

an entity applies the requirements of IFRS 3 and IFRS 10 accordingly;

(b) If the retained interest in the former associate or joint venture is a
financial asset, the entity shall remeasure the retained interest at fair
value. The fair value of the retained interest shall be regarded as its
fair value on the initial recognition as a financial asset in accordance
with IFRS 9. Any difference between the fair value and carrying amount
at the date the equity method was discontinued shall be recognised in
profit or loss.

(¢) When the equity method is discontinued an entity shall account for all
amounts previously recognised in other comprehensive income (OCI)
in relation to that investment on the same basis as would have been

A joint operation is a joint arrangement whereby the parties th_at }}ave
nt control of the arrangement have rights to the assets and ophgahons
r the liabilities, relating to the arrangement. A joint' operator is a party
a joint operation that has joint control of that operatlpn. An .example_ of a
nt operation is when two or more joint operators combmq th(?lr opgra-ltmns,
urces and expertise in order to produce, market and distribute _]om'!:ly a
icular product, such as an aircraft or a ship. Another_ e.xample of a joint
ration is when two or more oil and gas joint operations ]om'tly own, control
operate an oil pipeline. Each joint operator uses the pipeline to 'transport
its own products in return for which it bears an agreed proportion of the
expenses of operating the pipeline.

14 2013 CCH Asia Pte Limited Consolidated Financial Statements 2
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616 the Acquisition Method and Tax :

For example, when the test of probable inflows of economic benefits relateg
the deferred tax asset is not met. The potential benefit of the acquiree;
loss carry-forwards or other deferred tax assets might not satisfy the crj
for separate recognition when a business combination is initially accoy
for but might be realised subsequently. In such cases, IAS 12 requires
entity shall recognise acquired deferred tax benefits that it realises s
business combination as follows:

(a) Acquired deferred tax benefits recognised within the measureme
period that results from new information about facts and circumstan
that existed at the acquisition date shall be applied to reduce the e
amount of any goodwill related to that acquisition. If the ca
amount of that goodwill is reduced to zero, and remaining defe
benefits shall be recognised in profit or loss;

(b) All other acquired deferred tax benefits realised shall be recogni
profit or loss (or, if this Standard so requires, outside profit or loss)
IAS 12.68]. 3
Example 7.32

On 1 April 20x1, Intria Ltd acquires a 100% interest in the equity capit:
Satria Ltd for a cash consideration of C$40 million. On this date, the fair v:
the identifiable net assets of Satria Ltd is C$30 million.

On 1 April 20x1, Satria Ltd has unused tax losses of C$100 million for which
deferred tax asset is recognised. On the date of the acquisition, Intria Ltd conc!
that it is not probable for the deferred tax asset to be realised in the future ;

Goodwill on combination is carried at cost less accumulated impairmeit lo
The post-acquisition performance of Satria Ltd indicates that the compan
turning around and reporting profits. For the year ended 31 Decamber 20x
reports an accounting profit before tax of C$20 million. On 31 Dizceriber 20x1, Ir
Ltd reassesses the potential tax benefits of the unused tax loises of Satria Ltd
concludes that there would be sufficient taxable profits in the future to realise th
tax benefits. Income tax rate is 25%.

Required:
(a) Calculate the goodwill on combination as at 1 April 20x1.

(b) Calculate the adjustments required when the deferred tax asset related t
unused tax losses is subsequently recognised on 31 December 20x1.

Solution 7.32
(a) Goodwill on combination = C$40 m - C$30 m = C$10 m.
On consolidation, the journal entries in the initial accounting are as follo
C$m
Dr Goodwill on combination 10
Cr Revaluation reserve

- to recognise goodwill on combination.

9.3.2 2013 CCH Asia Pte Limit

er 7: IFRS 3, Business Combinations,

Acquisition Method and Tax Effects 617
Dr Share capital and pre-acquisition reserve 30
Dr Revaluation reserve — goodwill 10
Cr Cost of combination 40

. to eliminate cost of investment.

On 31 December 20x1, the deferred tax asset, which was not recognised on
the initial accounting date, should be recognised as a measurement period
adjustment, as follows:

\ C$'m C¥m
In the books of the subsidiary:
Dr Deferred tax asset

Cr Deferred tax income in profit or loss

25
25

- -tn recognise tax benefit of unused tax losses
vrought forward.

Dr Deferred tax expense — current year (25% x 20)
Cr Deferred tax asset

- to record reversal of tax benefits in profit or loss.

As part of consolidation adjustment:

As a measurement period adjustment, the deferred tax asset is treated as
if it were recognised on the initial accounting date. The goodwill recognised
initially is C$10 million. The adjustment to the goodwill is to reduce it to zero
and balance of C$15 million recognised as a gain in profit or loss. Thus, the
consolidation adjustment is revised as follows:

Cfm C$m
Dr Deferred tax income of subsidiary in profit or loss 10
Dr Share capital and pre-acquisition reserve 30
Cr Cost of combination 40

- to eliminate cost of investment.

‘The portion of the deferred tax income in profit or loss not eliminated
represents the amount in excess of the initially recognised goodwill. The
amount eliminated represents the increase in pre-acquisition reserves of the
subsidiary as at the acquisition. Thus, in the subsequent year, the consolidation
adjustment would simply be:

C$m C$m
Dr Share capital and pre-acquisition reserve (30+10) 40
Cr Cost of combination 40
- to eliminate cost of combination.
hsolidated Financial Statements 9.3.2



B64(f)(iv) The fair value of the 50 million ord

B64(g)

Chapter 7: IFRS 3, Business Comp

618 :
the Acquisition Method ang

10 Disclosure Requirements

IFRS 3 requires that i ki

' : an acquirer shall disclose i i '
:s;;ers_of its ﬁnan_mal statements to evaluate the ns:t ey tad
usiness combination that occurs either: o el

(a) during the current reporting period; or

g CIal Sta Imen

ancial eff

Als i i i .
statemﬁ: ;I;;e ?s(élé]ﬁer shall disclose ¥nf0rmati0n thatenable users ofits fin
o a uat.e the financial effects of adjustments recognj
etk g g pe_nod that relate to business combinations timseq ..
T previous reporting periods [IFRS 3.61] g

Example of Disclosure IFR
on Paragraphs IFRS 3.59 —
Note on Business Combinations - s
Paragraph
reference

Bé4(atoe) On 1 March
2012, the Compan, i
; | y acquired i i
glgu(:zmty ffha.re_s of Halia Ltd. Halia Ltdao(;);t:gel;m nf fhozb lntfirea
bmﬂerrs-y,agi]: ;)11 p]alm cultivatiox‘l as its core business ai%inré
il upplementary business. Its businesses are cand
el aysia. As a result of the acquisition, the Group is expectl .
a0 t;lng pmducgr of crude palm oil in the oil palm businez y
oo 5 _yi e_plafx.ltatlllon operations of Halia Ltd, the Group :ll’llf‘»";;s
. ergies for the combined i : Ay
reductions and other economies of ;f;iﬂtmnﬁ, e
The acquisition-date fair :
value of the total i 1
< il _ consideracion tr
unted to C$200 million, and this consists of follg vm; coma;;ﬁn
(i)  Cash consideration C$'7m
.. . . - 5
(ii) 50 million ordinary shares of the Company 150

(iii) Liability for contingent consideration (25)
200

B64(f)

consideration paid for Halia I, R i b it |
- td . - . |
P b s e( 2?150 million) was determined on the i
the acquisition date.

e liability for contingent consideration of C$25 million represents |

10

cquisition Method and Tax Effects

ter 7: IFRS 3, Business Combinations,
619

the guaranteed maintainable profits after tax of C$40 million for the
12-month period ending 28 February 2013. If the actual profit is above
or below the guaranteed level, the amount payable is increased or
decreased by the excess or shortfall in profit. The contingent amount
payable is in the range of C$26 million to C$29 million.

A segment of Halia Ltd’s is in the operation of rearing broilers. The
Group has decided to dispose of this operation as management is of
the view that the broiler business is not compatible with the other core
businesses of the Group. The assets and liabilities attributable to this
operation form a disposal group and have been classified under non-
current assets held for sale.

The recognised amounts of classes of assets, liabilities and continent
liahilities of Halia Ltd at the acquisition are as follows:

As at 1 March 2012

C$'m
Goodwill on combination 125
Property, plant and equipment 100
Identifiable intangible assets 30
Inventories 35
Trade and other receivables 45
Cash and cash equivalents 10

345

Total assets !

Long-term borrowings 50
Provisions and deferred liabilities 15
Trade and other payables 30
Total liabilities T 9%
B64(0)i) Non-controlling interest measured at fair value 50
145
Consideration transferred 200
S
B64(h) The fair value of the trade and other receivables is an undiscounted

amount after adjustment for probable uncollectibility. The gross
contractual amount of the receivables is ($52 million of which C$7
million is not expected to be collected.
B64(0)(ii) The fair value of the non-controlling interest represents its share of
the fair value of Halia Ltd at the acquisition date, estimated using the
Price-Earnings ratio method. The fair value of Halia Ltd’s ordinary
shares are estimated at C$250 million by capitalising an estimated

p t V] p y
d (6] ; 5 mﬂ]lon a, ab
the resen Va]l]e Oi an eslllllate am |]|I1 III C$2
on 31 IVIEI C-h. 2013 tﬂ t}le fDI mer Sh.al eho.ldels Of Haha Ltd 11 lt adﬂe ve! B ‘

2013 CCH Asia Pte Limited

profit of C$40 million with a price-earnings ratio of 6.25 times.

Consolidated Financial Statements 10
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the Acquisition Method an

mb in,
d 8

Bé4(k)

B e goodwill on combination is not ded

uctible for tax Purposeg

;narket. Accordingly,
etermined for i
i goodwill.

accounting.

Acquisition-related c
cqL ; osts of the busi
million, of which C$3 million is rec

B64(m)
|

B6 N g - .
; I I OV_‘[SlOllal falr Y% ﬂlues are aSSlnged tU t}l
e

(f:fgt;lll;;n;ie;:;l anacli to the identifiable intangible ass
valuations of thoge i
el va assets. Professional
commissioned to undertake valuation of thol-l.se aiosrflj::“';l‘a}? tS
r € 1ny

accounting for this subsidi i
quarter of the following ﬁnanag;ll;eeaf-pemd to complete by the firs

Property, plant ap
ets, pending receip

B64(q)
evenue and profit included in the Gro

profit or loss and othe
T com
1 December 2012 are as follows'prehEm
= 10-month actual results )
om 1 March to 31 December 2012

_cansolidated statement of
Income for the year ended 3

C$000
35,000
B
3,000
perieh L

Revenue
Profit after tax

If the results of Halia Ltd had
the year, 1 January 2012, to 31

of the Group for the year ende
follows:

been consolidated fr
om the beginning of
(?;;ember 2012, the consolidated resfl:s
December 2012 would have been as |

Pro forma results of Group

C$000
145,000
il

13,800
el

Revenue
Profit after taxation

7 " On 1 January 20x7, Asli Ltd

't is date. The stak
1.td with the following terms:

'i,(a')
| Iﬂ':’

(c)

ter 7: IFRS 3, Business Combinations,

uisition Method and Tax Effects 621

1 Model Questions and Answers

e —

ice Question

On 1 January 20x5, Ashi Ltd acquires a 10% non-controlling interest in the
ity shares of Bali Ltd for a cash consideration of C$5 million. The investment
ssified as an available-for-sale asset. As the fair value of Bali Ltd could not be
ured reliably then, the investment is carried at cost in accordance with TAS 39.
acquires another 60% interest in the equity shares
fBali Ltd paying cash consideration of C$95 million. It assumes control of Bali Ltd
e is acquired from two former controlling shareholders of Bali

Aeli Lid shall pay another C$2 million to the former controlling shareholders
o1 the business combination related-costs incurred by them;
Tiali Ltd shall pay C$5 million severance benefit to its former CEOQ. The
former CEO of Bali Ltd had an employment contract that entitled him to the
severance benefit in the event the company is acquired by another entity;
Asli Ttd shall retain the service of one of the former controlling shareholders
as the new CEO for two years. The remuneration payable per year is C$10
million. However, it is agreed that C$5 million of the remuneration per year
is not dependent on the continuing employment or affected by termination of
the new CEO. This amount payable shall be adjusted for interest at 8% per
annum.
Apart from recording the cash paid to acquire the controlling stake, Asli Ltd
has not recognised any of the above terms in the financial statements. Its cost of
horrowing at the acquisition date is 8% per annum.
The parties to the business combination have agreed that neither the market
price of Asli Ltd nor the acquisition-date fair value of the identifiable net assets
of Bali Litd is indicative of the acquisition-date fair value of Bali Ltd as a whole.
Using a discounted cash flow approach, an independent advisor places a valuation
of C$110 million on the ordinary shares of Bali Ltd at the acquisition date.
The summarised accounts of the two companies for the current financial year

ended 31 December 20x7 are as follows:

Statements of Profit or Loss and Other Comprehensive Income & Retained Profits

2013 CCH Asia Pte Limited

Asli Ltd Bali Ltd

C$000 C$'000

Revenue 68,700 58,000
Expenses (26,000) (30,000)
Termination benefits - (8,000)

Profit before taxation 42,700 20,000
Taxation (10,700) (5,600)

1"

Consolidated Financial Statements



882 .
8 Chapter 11: Disclosures of Interests in Other Entities g

Contemporary Issues of Consolidat;

3.2 Goodwill on Combination

‘As “m the previous Standards, the goodwill on combination in IFRS
still a “balancing amount” in an accounting equation rather than a fai 3 .
measurt?me_xlt, although it now may include a portion attributable tr Valqe:
contro!]mg interests. Conceptually, it is possible to measure the fair 01 e
goodw.ﬂl as the difference between the fair value of a business as a wl:‘:? . 'O'f
the fair vralqe of the identifiable net assets. For example, if the mark 01:e a_nd
of an en_t1t.y is C$100 million and the fair value of its iden,tiﬁable net ae ol
C$§O rfulhon,'the inherent goodwill of the entity is C$20 million Wh:sr,fts s
entity is acquired, a possible measurement of the goodwill on con-ibina.t' thls
based on the market or fair value, in which case, the goodwill on combi it Is
would be equal to the inherent goodwill. e

; H(;_vvever, IFRS 3 does. not apply.this approach because the consideration
rans erred by an acquirer may include a control premium or an NCI
discount. The resulting goodwill could either be more or less than its fair
value. '].?hlS means that the goodwill on combination is not accorded the
same fair value measurement as applied to other assets acquired. Just as i;

previous Standards, goodwill remains a “mysterious” i
PR e ysterious” asset in the statement

3.3 Mergers of Equals and Fresh-Start Method

IFBS 3 presumes that an acquirer can always be identified in a businesz
f:on_:lbmatmn. It does not provide for a rebuttal of that presumption Altho'l::
it is ‘trutla that an acquirer can always be identified in most- bus"“:h
combma_tmns, the Standard does not provide for the rare circumstance wﬁé::
an acquirer truly cannot be identified. For example, in a merger of ¢ uuals (é
merger of tv.vo entities that are of the same size and both entitics“r:;le equal
representation on the board of directors), an acquirer must still bz; ;dent?ﬁed
for the purpose of the business combination accounting eveﬁ though it is
clear that neither party is the acquirer. The consolidation results mgi ht be
very different depending on which entity is identified as the acquirerng the
merger method is allowed in such rare circumstance. it may result in ; '
faithful representation of the business combination. ; -

Ina fI‘ES?l-SFB:I'.t combination, combining entities transfer their respective
assets and liabilities to a new entity that assumes control over them such that
none of the combining entities is viewed as having survived the combination
as an md_ependent r(?porting entity. The history of the new entity therefore
begins Wlt}:l the business combination. In such combination, the acquirer
cannot be identified or is substantially modified by the trar;saction qIFRS
3 does not provide for a fresh-start method of accounting in such raI:e type

3.2
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of combination but requires an acquirer to be identified even when none
survives the combination.

3.4 Combinations involving Entities under Common Control

The revised IFRS 3 continues to scope out such business combinations. It
is therefore unclear whether the acquisition method shall also be applied in
such business combinations or whether they could be accounted for by the
merger method, We are of the view that for business combinations involving

 entities under common control, it is necessary to test the substance of the

combination and assess which accounting method would be more appropriate
in the particular circumstance. Merger accounting may be appropriate if it
clearly reflects the substance of the internal arrangement.

3.5 Changes in Stakes after Control is Obtained

Both the revised IFRS 3 and IAS 27 take a dichotomous view for changes
i1, atakes without loss of control and for changes in stakes with loss of control.
For changes in stakes that do not result in loss of control, they shall be treated
as equity transactions between the controlling (parent) interest and the non-
controlling interests. In the circumstance where a wholly-own subsidiary
makes an initial public offer (IPO) of shares to the investing public, there
was no non-controlling interest prior to the public offer. It appears illogical
that this IPO can be viewed as a transaction between the parent interest and
the non-controlling interest, when in fact, the non-controlling interest did not
exist in the first instance.

Also, the revised Standards take the view that a significant economic
event occurs only when control is lost and thus requires a deconsolidation
of the former subsidiary. Parent entities that nurture subsidiaries prior to
listing them on stock exchanges are only able to recognise gains in their profit
or loss when control is lost. In order words, parent entities must forgo their
subsidiaries if they want to recognise their efforts as gains in profit or loss.
Such treatment may be argued as counter-productive for economic decisions.
A listing of a subsidiary on a stock exchange without a loss of control is still
a significant economic event but no gain can be recognised in profit or loss
under the revised Standards.

3.6 Measurement of Cost or Fair Value of Investment in an
Investee

Unlike the original IFRS 3, cost of investment in an investee is no longer
prescribed as a standard in the revised IFRS 3. The revised Standard
only clarifies that the consideration transferred by the acquirer should be
measured at fair value (with limited exceptions) and that expenses incurred
in connection with the business combination should be recognised as an

Consolidated Financial Statements 3.6
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expense in profit or loss (
n g except for th i
costs of issuing financial instruments) ¢ expenses which are trag

IAS 127 prescrib
21 es that the inv i
joint estment in idi
jount venture shall be accounted for either: (a) a? cSOI:;::)'S Iodlatlt;})r’ W
¢ » or at fair y

requirements in the revised IFRS

e Vi _3 apply only to busin inati

of cosl:ilill)l IAé) fz%Et;Mng goodWl_H; they do not relate i(s)stflgnijmatmns 3

bk pn'n-c' rloponents of this latter view argue that the “nomaale

el mlp e should‘apply to measure the cost of in i

g :)fi eans.that directly attributable expens e
nvestment in the separate financial statemeriss ?)lf-’ili

Also, if an inv i i
estor avails the fair value measurement, the fair value of th :
@,«

investment in an inve
. ; stee would be det i
Price, or if that price i c esturuied by refar i ket
; price is unavailable, by reference to a Separ:?ecfrazz;? market
: 1on. That

3.7 Reclassification Adjustments

The consolidation require

i e >quirement pf IFRS 10 for the sta

that revem(l):an I;I:;ZI;S;VB income is based on the entit; e:;lnezl;;flr);];’f el

Comprehensi\;e LS Sa;r gains and losses, including compone;lts (Smfm?';ns

group as a single econo;n' © aggregated a 100% to reflect the performan ’ f? i

to the parent and the ¢ entity. The comprehensive income is then all oy :

ownership interests. IFI?E? Ii;gz;ﬁlizg intg:eslt e dhei rESpZCCTi:e

A — : ] new disclosure :

asddln paigigﬁavid:hre:;?re useful information to non-coi;l:)(ﬁlifl nm;l-controlhng
4 share of the results in the group hae

2 p d b
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loss of the previously recognised components of other comprehensive income
(such as exchange translation reserve) are restricted to the parent’s portions
only. The NCIs’ portions of the components of other comprehensive income
are derecognised but should not be recycled to profit or loss. The net effect of
this requirement is that the derecognition event is reported in the statement
of profit or loss and other comprehensive income using a proprietary concept
(i.e. only the parent’s portions), which is contrary to the entity concept used

for consoh'dat\ion of comprehensive income.

4 Reciprocal Shareholdings between Parent and
Subsidiaries

Teciinically, a reciprocal shareholding between a parent and its
gubzidiary arises when the subsidiary holds equity shares in the parent. In
soine jurisdictions, the company laws may prohibit a subsidiary company
from being a member of its holding company. In other words, a subsidiary
company cannot hold any equity share in its parent company as this would be
tantamount to a reduction of capital. Note that shares of a parent company
held by a subsidiary company as a personal representative or as a trustee
in which the parent company or the subsidiary company has no beneficial
interest is outside the scope of this prohibition. In other jurisdictions,
shareholdings between a parent and its subsidiaries are permitted

reciprocal
provided certain conditions are met.

41 WMethods of Accounting for Reciprocal Shareholdings

Accounting standards to date generally do not address the issues of
reciprocal shareholdings within a group. For example, IAS 1 requires that “an
entity shall disclose for each class of share capital, shares in the entity held
by the entity or by its subsidiaries or associates” but does not prescribe the
accounting treatment. This is probably because such reciprocal shareholdings
are rare in practice, even in some developed economies, which permit such
holdings. Some limited guidance can be assessed from the practices in the

United States of America.

Conceptually, shares of a parent that are held by its subsidiary are no longer
outstanding (i.e. no longer in issue) from the viewpoint of the consolidated
entity and should be reflected as such. The equivalent of this is as if the

s own shares. Thus, the accounting issue

parent company has bought back it
is not on whether or not the parent’s equity shares held by the subsidiary

should be eliminated upon consolidation, but it is on how the equity shares
should be eliminated in the consolidated accounts.
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