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Deloitte is pleased to present the second in our new series of Discussion Papers on Australian 
equivalents to International Financial Reporting Standards (‘A-IFRS’). 
 
The objective of this Discussion Paper is to provide an Australian perspective on the significant 
convergence areas of business combinations, intangibles and impairment.  The new and modified 
concepts and procedures for Australian entities are highlighted and crossed referenced to the Deloitte 
global publications Business Combinations – A guide to IFRS 3 and First-time Adoption – A guide to IFRS 1, 
which are available from our global IFRS website, www.iasplus.com. 
 
A number of unique transitional and on-going issues arise for Australian entities in relation to business 
combinations, intangibles and impairment.  The widespread concern in Australia over the prohibition of 
the recognition and revaluation of intangibles outside business combinations has not resulted in any 
change to the global IFRS standards, leading to a significant reduction in reported net assets by affected 
Australian entities.  However, this change is only one of many that the new requirements will bring, and 
this publication seeks to highlight some of the issues that entities may encounter when applying the new 
requirements, some of which remain unresolved or are subject to debate. 
 
At the date of this publication, the majority of entities are currently in their comparative period for their 
first A-IFRS financial report, meaning that the new requirements will need to be applied to all future 
business combinations without the benefits of the transitional adjustments available.  The revised 
intangibles and impairment requirements will also need to be fully applied. 
 
Deloitte is globally committed to the international convergence of accounting standards, as evidenced by 
our global IFRS web site, IAS PLUS, which contains a wealth of information, thought leadership articles, 
publications and a myriad of other resources.  In Australia, we have been recognised for our work on 
IFRS with a special ‘Accounting Services Special Award’ in the CFO Magazine 2004 Awards – this 
Discussion Paper continues our tradition of delivering real value to our clients. 
 
We trust that our clients will find this Discussion Paper a useful tool in their transition process and that this 
publication makes a positive contribution to the resolution of the various issues raised. 
 
 
 
 
 
 
Bruce Porter 
Lead Partner – Technical 
National Assurance & Advisory Services 
Deloitte 
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1 Executive summary 
1.1 Background 
The new business combination, intangible assets and impairment requirements were developed by the 
International Accounting Standards Board (IASB) as one of its key projects in preparation for the widespread 
adoption of International Financial Reporting Standards (IFRS) in Europe (and Australia) from 2005.  

From a global perspective, some of the requirements in relation to accounting for business combinations 
were new, whilst many others eliminated options (such as the removal of the ‘pooling/uniting of interests’ 
method), or clarified existing requirements.  Due to the move in the United States to eliminate the pooling of 
interests method of accounting for business combinations, and the contemporaneous change in accounting 
for goodwill on an impairment basis, rather than amortisation basis, consequential changes were proposed by 
the IASB in relation to intangibles and impairment to more closely align IFRS with US GAAP. 

This document is designed to be read in conjunction with the Deloitte global publications Business 
Combinations – A guide to IFRS 3 and First-time Adoption – A guide to IFRS 1.  As a result, cross references to 
these publications are included throughout this document. 

 For more details on the general topic of business combinations, see page 4 of the IFRS 3 publication. 

1.2 Major differences from current Australian practice 
Accounting for business combinations in the Australian context has long been based on the so-called 
‘purchase method’ (or ‘acquisition method’) which is now dictated by IFRS 3 Business Combinations and its 
Australian equivalent AASB 3 Business Combinations.  Therefore, one of the major changes to accounting for 
business combinations at the global level, the elimination of the ‘pooling of interests’ method, is of little 
significance from an Australian perspective. 

However, there are other differences from current Australian practice in relation to business combinations 
that are outwardly subtle, but can create significantly different outcomes in the situations with which they 
deal.  For instance, the concept of a ‘business combination’ combined with more prescriptive fair value 
recognition and measurement requirements can result in substantially different outcomes under AASB 3 than 
under current Australian pronouncements.  

The major changes for the vast majority of Australian entities from the new requirements are the changes in 
relation to intangibles and impairment.  For the first time, Australia will have a specific Standard dealing with 
intangible assets, and will also have a very prescriptive impairment testing regime. 

The key impacts from an Australian perspective of the new requirements are covered in the following 
sections of this publication. 

Some of the major accounting impacts 
▪ goodwill and intangibles with indefinite useful lives are not amortised but are subject to an annual 

impairment test 
▪ many more intangibles will be recognised when accounting for business combinations 
▪ the legal acquirer in a business combination is not always the acquirer from an accounting perspective 
▪ impairment testing is much more rigorous and impairment losses must be reversed in some circumstances 
▪ mandatory expensing of costs such as start-up costs, research, training, relocation costs and internally 

generated intangibles such as brands, mastheads, publishing titles, customer lists and similar items 
▪ intangibles cannot be revalued unless there is an ‘active market’ – with an explicit ban on the revaluation of 

brands, newspaper mastheads, music and film publishing rights, patents or trademarks because each asset is 
considered unique. 
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1.3 Commercial considerations 
A lot of the changes in accounting for business combinations, impairment and intangibles will have a 
significant commercial impact on Australian entities. 

For instance, the effect of the new requirements when accounting for business combinations, combined with 
the strong prohibition under A-IFRS on the recognition of internally generated intangibles, is that 
profitability in the period immediately after a business combination is likely to be more volatile. 

In some cases, there may be opportunity to structure deals to lower fair values recognised, such as reverse 
acquisitions, mergers involving a new holding company, etc. 

Care will need to be taken when planning future business combinations to ensure that the accounting 
outcomes are aligned with the commercial and economic objectives of the business combination.  The 
metrics applied in assessing possible business combinations may require revision to incorporate the impacts 
of the new requirements. 

Furthermore, the new standards introduce a raft of new disclosure requirements, many of which may be 
considered commercially sensitive. 

Key messages 
▪ early consideration needs to be given to how potential business combinations are assessed and monitored in 

light of the new requirements and any opportunities to structure deals to achieve particular outcomes 
▪ managing profitability in the context of business combinations will be more difficult, with the general 

outcome being lower profits in the period immediately after a business combination 
▪ much more volatility in reported profits may also be introduced from the new impairment requirements 
▪ impacts on business development objectives, and the related budgets and forecasts need to be considered  

1.4 Special considerations on transition 
There is a lot of choice on transition to A-IFRS in relation to business combinations.  Entities can choose to 
restate all past business combinations, only those from a particular date, or none at all. 

Whilst the free choice offered appears to offer a lot of flexibility in outcomes, the decision making process 
needs to be cognisant of the implications and issues of the various choices available.  Entities will also need to 
be realistic insofar as how good records are to allow restatements of business combinations, particularly those 
that occurred a long time before transition. 

Furthermore, even though past business combinations may not be restated, all assets and liabilities at the date 
of transition generally need to be recognised in accordance with the requirements of A-IFRS, leading to 
potentially large adjustments to opening retained earnings where business combinations are not restated.  
This is particularly true in relation to deferred taxes arising on intangible assets and fair value adjustments. 

The requirements in relation to intangibles need to be retrospectively applied and, from a practical 
perspective, transitional impairment testing should be performed.. 

Considering transition 
▪ the decision as to which pre-transition business combinations (if any) are restated is a critical decision in the 

transition process and can materially impact reported profitability, financial position and distributable 
reserves 

▪ choosing not to restate business combinations only provides limited exemptions from the general 
recognition and measurement requirements of other A-IFRS pronouncements 

▪ transitional impairment testing is always required for goodwill and any other asset that may have an 
indication that impairment exists 

  This topic is discussed in more detail in section 4.5 of this publication and in the IFRS 1 publication. 
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1.5 Further changes expected 
The IASB has issued a new exposure draft which proposes to make scope changes to IFRS 3 to include 
accounting for business combinations involving mutual entities or those by contract alone, e.g. dual listed and 
‘stapled’ securities.  The changes from this exposure draft appear likely to be implemented in the Australian 
context with effect from 1 January 2005, and whilst this may undermine the so-called ‘stable platform’, is 
necessary to ensure that affected entities can still make an unreserved statement of compliance with IFRS. 

In addition, although the IASB has issued IFRS 3 Business Combinations in preparation for the 2005 transition 
to IFRS by many countries around the world, this standard is only the first stage in the overall business 
combinations project.  ‘Phase II’ of the project being worked on by the IASB as joint project with the FASB 
from the United States, will make further changes and change accounting for business combinations yet 
again. 

Possible developments in business combinations from the IASB’s Phase II project 
▪ new ‘fair value’ guidance that may materially impact assets and liabilities recognised 
▪ ‘full’ goodwill accounting – recognition of 100% of the goodwill even though not all the equity holdings of 

the acquiree are acquired 
▪ elimination of the requirement to recognise acquired contingent liabilities 
▪ requiring the use of ‘fresh-start’ accounting in some business combinations, i.e. full fair value accounting for 

both the acquirer and acquiree 

 For more information on this topic, see page 7 of the IFRS 3 publication.  Major impacts of the proposed changes are also 
highlighted throughout this document. 
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2 Business combinations 
2.1 Overview and key differences 
A business combination involves the bringing together of two or more entities or businesses into one 
reporting entity.  A business combination cannot occur if no business is acquired, or if control already exists. 

All business combinations must be accounted for using the ‘purchase method’, which requires the 
identification of an ‘acquirer’ which may not be the same as the acquirer from a legal perspective. 

The total cost of the combination is allocated to the acquiree’s assets, liabilities and contingent liabilities on 
the basis of their fair values.  Prescriptive guidance is provided on the determination of the fair values of 
various items.  Identifiable intangible assets acquired in a business combination must be recognised separately 
from goodwill when accounting for the business combination unless strict criteria are met.  Restructuring 
provisions cannot be recognised unless they are a pre-existing liability of the acquiree. 

The excess of the cost of a business combination over the aggregate of the fair values of the acquired assets, 
liabilities and contingent liabilities of the acquiree must be recognised as goodwill.  If the aggregate fair values 
are higher than the cost of the combination, income is recognised for the excess, after the reassessment of the 
fair values of the acquired assets, liabilities and contingent liabilities. 

 An overview flowchart of the process of accounting for business combinations is contained in section 2.7. 

Goodwill is not amortised, but is allocated to individual cash-generating units (or groups of cash-generating 
units) and is subject to an annual impairment test. 

Key differences from current Australian pronouncements 
▪ concept of a business combination – excludes acquisitions of entities with a ‘single’ asset, restructurings 

involving new shell parent entities, etc 
▪ reverse acquisitions – the requirement to fair value is restricted to the acquiree’s net assets and contingent 

liabilities, meaning that the acquirer (who is generally not the legal acquirer) retains its existing book values 
and thereby limits the quantum of fair value uplifts recognised in transactions 

▪ fair values – the ‘rules based’ requirements for the determination of fair values can be different to past 
practice and lead to recorded amounts that are different to current requirements, e.g. market appraisal for 
plant and equipment, recognition of all beneficial and onerous contracts.  There is also a 12 month limit on 
adjustments to accounting estimates used when measuring the fair values of assets, liabilities and contingent 
liabilities acquired in a business combination. 

▪ goodwill no longer amortised, but allocated to cash-generating units (CGUs) and tested for impairment on 
an annual basis – may increase volatility in reported profits as impairment losses may only occur infrequently

▪ discount on acquisition - where the total cost of a business combination is less than the aggregate fair values 
of assets, liabilities and contingent liabilities acquired, the excess is recognised as a gain in the profit or loss 

▪ contingent liabilities – the separate recognition of contingent liabilities acquired in a business combination 
will increase the amount of goodwill recognised 

▪ restructuring provisions – the recognition of liabilities for restructuring costs will be much more difficult, 
leading to the recognition of restructuring expenditure as an expense in the period after the combination, 
e.g. redundancies, closures 

 For more information on this topic, see section II of the IFRS 3 publication and Discussion Paper 2004-01 ‘An Overview of 
Australian Equivalents to International Financial Reporting Standards – a guide for boards and audit committees’ 
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2.2 Reverse acquisitions 
2.2.1 Concept of a ‘reverse acquisition’ 
Under AASB 3, there is a fundamental requirement that an ‘acquirer’ be identified for all business 
combinations.  However, unlike the practice under current A-GAAP, the ‘acquirer’ for the purposes of 
AASB 3 may not necessarily be the same as the acquirer from a legal perspective.  In substance, sometimes 
the entity legally acquired is actually the acquirer for the purposes of AASB 3.  As AASB 3 only requires the 
assets, liabilities and contingent liabilities of the acquired entity to be fair valued, this may result in lower fair 
value uplifts being recognised in some types of business combinations. 

Example 
Company M and its smaller rival Company N agree to a friendly merger.  To effect the business combination, a 
new entity, Company MN is formed and makes a share-for-share offer for all the outstanding shares of M and 
N.  The final group structure is illustrated below. 

Under current A-GAAP, MN would be seen to be the 
acquirer (as it is the acquirer from a legal perspective).  
Therefore, the assets and liabilities of both M and N 
would be fair valued in the consolidated financial 
report. 

Under AASB 3, the new entity MN could not be the 
acquirer in any circumstance, as it is a ‘shell’ company 
and the businesses involved in the business 
combination are derived from each of the combining 
entities (M and N).  Depending upon the nature of the 
arrangement of the merger and the various other 
factors to be taken into account in making a final 
assessment, it is likely that M would be seen to be the 
acquirer in the business combination under AASB 3 because the shareholders of M have majority ownership in 
the combined entity. 

Therefore, only the assets, liabilities and contingent liabilities of N would be subject to fair value accounting and 
the existing book values of M would be used in the consolidated financial report of MN.  This is the same 
outcome as if M had acquired N directly, which is the substance of the arrangement. 

 For more information on this topic, see pages 8 – 11 of the IFRS 3 publication. 

2.2.2 Treatment within the separate financial report of the parent 
The concept of a ‘reverse acquisition’ can only be applied in consolidated financial statements (see 
AASB 3.B8).  In the acquirer’s separate financial statements (if any), the investment in the legal subsidiary is 
accounted for in accordance with the requirements in AASB 127 Consolidated and Separate Financial Statements, 
i.e. on the cost basis or in accordance with AASB 139 Financial Instruments: Recognition and Measurement. 

As a result of these requirements, accounting for the business combination by the legal acquirer will be 
consistent with current practice, meaning that the investment in the subsidiary will normally be initially 
recognised based on the fair value of all legally acquired interests. 

This has the following implications: 

•  the reported net assets in the separate financial statements of the parent entity may be substantially 
higher than the net asset position in the consolidated financial statements as any uplift in fair values of 
the acquirer’s own assets and liabilities is not recognised when accounting for the ‘reverse acquisition’ on 
consolidation 

•  there may be impacts on distributable reserves of the parent entity if an impairment loss is recognised in 
relation to the investments in its legal subsidiaries, even though this value is not reflected in the 
consolidated financial report 

MN 

M N 

M’ s shareholders N’s shareholders

100% 

35% 65%

100%



Business combinations 
Reverse acquisitions 

 

Business combinations – insights for Australian entities 6 

2.2.3 Reverse acquisitions without an acquired entity 
Business combinations do not require the acquisition of a legal entity for the requirements of AASB 3 to 
apply.  The most common example of this situation is the acquisition of the net assets, working capital and 
employees of another entity due to concerns over a previous legal structure, or to acquire only one business 
of another entity. 

Issues arise when applying the concept of a ‘reverse acquisition’ where legal entities are not involved in a 
business combination, as it is unclear whether the ‘business’ acquired from a legal perspective can be the 
‘acquirer’ from the perspective of AASB 3. 

The potential impacts of this issue are significant and ultimate resolution may require the involvement of the 
AASB or IASB, or their committees (IFRIC or UIG) to resolve.  The issue is amplified in the Australian 
context due to the scope inclusion under AASB 3 of business combinations involving entities under common 
control, where these types of transactions might commonly occur. 

Example 
The ‘P’ family operates a large successful business currently structured as a trust and needs additional capital to 
continue its rapid growth.   Company Q is a listed company that operates a number of small businesses, but its 
operations are largely winding down.  After negotiations between the entities and the necessary approvals, a 
‘backdoor listing’ is achieved whereby the P family business is sold into Q in exchange for shares in Q.  The 
trust itself remains wholly-owned by the P family members but becomes largely inoperative.  However, the 
previous management of the P family business take the majority of the executive positions in the combined 
entity and a majority of the board members are members of the P family. 

Based on the facts presented, it is clear that the members of the P family have majority ownership and control 
of the business of the P unit trust both before and after the combination.  Furthermore, the P family effectively 
becomes the controlling entity in relation to Q’s original business.  In substance, a reverse acquisition has 
occurred.  However, because the net assets were transferred out of the unit trust, some argue that there is no 
‘entity’ that can be identified as the acquirer other than Q itself. 

Others argue that although there is no entity legally acquired, that in the absence of adopting reverse acquisition 
accounting, an incongruous accounting outcome results.  The economic outcome would not be different if the 
unit trust rather than the net assets were acquired by Q, but the accounting outcome could be markedly 
different unless the net assets acquisition was also treated as a reverse acquisition.  These differing outcomes 
might be seen to undermine the principle that ‘reverse acquisitions’ reflect the substance of business 
combinations over their legal form. 

On balance, we believe that adopting reverse acquisition accounting in this situation is the most appropriate 
outcome, but this approach can be seen as problematic under A-IFRS. 

Q Limited 

P family business

P family members Q’s shareholders 

25% 75%

P family members

P family business

P unit trust

Q’s shareholders

100%

Q’s original business

Q Limited

Q’s original business

Original structure After the business combination 

100%

P unit trust

100%
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2.3 Business combinations involving entities under 
common control 
2.3.1 Scope differences between AASB 3 and IFRS 3 
IFRS 3 Business Combinations includes scope exemptions in relation to business combinations that involve 
entities under common control, e.g. internal reconstructions.  Similar exclusions are also contained in the 
equivalent standards in the United States. 

However, the AASB has chosen to include these types of transactions within the scope of its equivalent 
standard for entities reporting under the Corporations Act 2001.  This outcome may have indirectly resulted 
from the Senate’s disallowance a number of years ago of equivalent provisions in the current standard dealing 
with acquisitions, AASB 1015 “Acquisitions of Assets”. 

The scope inclusion in the Australian context effectively acts to put Australian entities at a significant 
disadvantage to their international counterparts that apply IFRS 3 or US-GAAP in areas such as 
restructurings, demergers and similar transactions. 

2.3.2 Impact on accounting in Australia 
Australian entities will be required to recognise business combinations involving entities under common 
control in accordance with the requirements of AASB 3 – meaning the identification of an acquirer, and the 
fair valuing of the net assets and contingent liabilities of the acquired entity.  Under IFRS 3, the transactions 
are excluded from scope and many entities commonly recognise these types of business combinations based 
on existing book values. 

Numerous difficulties arise, including: 

•  the Australian treatment gives differential outcomes where ‘business combination’ transactions occur 
before entities are floated, split up, demerged, etc – where combinations have occurred, the subsequent 
accounting will be performed on the basis of fair values, whereas other entities that do not restructure, or 
which apply the equivalent international or United States standard will retain original book values. 

•  the determination of true ‘fair values’ in relation to these types of business combinations may be difficult, 
as there is no ‘external’ transaction occurring on which to base such a measurement, including the 
consideration given in many cases, e.g. where share swaps occur 

•  where combinations lead to substantial fair value increases and/or goodwill, subsequent amortisation 
and impairment testing will need to be adjusted, even though no transaction outside the group has 
occurred.  This treatment is required in cases where an acquiring entity is required to prepare separate 
financial reports or subsequently becomes a reporting entity, even though the impacts of the 
combination are initially eliminated on consolidation. 
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Example 
Entity K is a major listed conglomerate that is undertaking a restructuring in preparation for floating its widget 
division as a separate entity.  K already has an entity that has some of the operations to be floated, and this 
entity is renamed ‘Widgets Australia Limited’ (WAL).  K then transfers its remaining widget making operations, 
including working capital, intangibles, goodwill and employees, into the renamed entity and the entity is then 
floated on the stock exchange.  The original book value of the widgets operations prior to the restructure was 
$150 million, but it is expected that the float price will value WAL at closer to $500 million. 

Because of the scope differences between AASB 3 and IFRS 3, this transaction must be accounted for as a 
business combination under AASB 3.  Therefore, an acquirer will need to be determined in relation to the 
transfer of the remaining widget making operations to WAL, and the acquired assets will be required to be 
recognised at their fair values.  The impact of this treatment is that some portion of the total $500 million 
attributable to the widgets operation will be recognised in the balance sheet of WAL when it floats. 

If the transaction were accounted for under IFRS, the transactions would be scoped out of IFRS 3 and these 
types of transactions are commonly accounted for at book value and the balance sheet of WAL would recognise 
the existing book values of $150 million.  The same result would occur if the widget operations were already in 
WAL and no pre-float restructuring was required. 

Whilst the Australian approach will result in a higher net asset value, this may impact future profitability 
through increased amortisation and depreciation and potential impairment losses.   However, if no restructure 
occurs, or if the transaction is accounted for under IFRS, many of the uplifts in fair value may not be able to be 
recognised as these may represent the revaluation of internally generated intangibles. 

2.3.3 Other issues 
There are numerous significant issues in relation to the application of the requirements of AASB 3 to 
business combinations involving entities or businesses under common control.  Although these transactions 
are accounted for as ‘acquisitions’ under existing A-GAAP, the interaction with the new and revised 
requirements in AASB 3 causes numerous issues. 

Some of these issues include: 

•  the identification of an ‘acquirer’ – which entity under common control is to be considered the acquirer 
considering that AASB 3 does not require it to be the legal acquirer?  This can be difficult in practice and 
is important as only the acquired entity in the combination is subject to fair value accounting 

•  the introduction of new entities within a group structure, e.g. new holding company, interposed 
intermediate parent entity – if ‘shell’ companies are used in this process, it is arguable that there is no 
business combination at all, so there can be no ‘reverse acquisition’ and therefore no explicit guidance on 
how to account for the transaction 

•  ‘reverse acquisition’ accounting cannot be applied in the separate financial statements of entities affected 
by a business combination involving entities under common control – this leads to the unusual situation 
in some cases where the original book values are used in the group consolidated financial statements, but 
fair value accounting occurs in the legal acquirer’s parent and consolidated financial statements. 
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2.4 Changes in ownership interests after control is 
obtained 
2.4.1 Australian guidance on accounting for changes in ownership interests 
In the additional commentary that accompanies AASB 127 Consolidated and Separate Financial Statements, the 
AASB has included an analysis of differences between AASB 127 and existing Accounting Standard AASB 
1024 “Consolidated Accounts”.  In this analysis, the AASB notes that changes in ownership interests that 
occur after control is obtained are to be effectively treated as equity transactions. 

This approach is consistent with the concept that a business combination involves one entity obtaining 
control over a business.  In effect, this means that a business combination occurs only once in relation to 
each subsidiary, at the time that control is obtained.  Where additional ownership interests in a subsidiary are 
acquired, there can be no ‘business combination’ because the businesses of the subsidiary are already 
controlled.  The same principle applies where ownership interests in an entity decrease but the entity remains 
controlled. 

Because AASB 3 requires the recognition of goodwill in relation to the controlling entity’s ownership interest 
only, when these new requirements are applied, adjustments also need to be made to recognise the increase or 
decrease in goodwill that is attributable to the controlling entity. 

Example 
Company P acquires 70% of Company Q in a business combination.  The total cost of the combination is $77 
million and the aggregate of the fair values of Q’s assets, liabilities and contingent liabilities is $100 million.  For 
simplicity, assume that the aggregate of the recognised book values of Q’s assets is also $100 million. 

When accounting for the business combination, P calculates the goodwill as follows: 

 Total cost of the business combination $77 million 
 Less: P’s share of the aggregate fair values of Q  (70 million)   (70% x $100m) 

 Goodwill recognised $7 million 

The following consolidation entry would be recognised: 

 DR Equity of Q 100 million 
 DR Goodwill 7 million 
    CR    Investment in Q  77 million 
    CR    Minority interest  30 million 

Subsequently, P acquires a further 10% interest in Q for an additional $14 million.  As P already controls Q, no 
business combination has occurred and the transaction is treated as an equity transaction between owners other 
than for the recognition of additional goodwill.  At the time of the purchase of the additional ownership 
interest, the aggregate fair values of Q’s net assets and contingent liabilities are $120 million but the recognised 
book value remains at $100 million. 

P will calculate the adjustments to be made as follows: 

 Total cost of the additional ownership interest $14 million 
 Less: Additional share of the consolidated book value of Q (10 million)   (10% x $100m) 
 Less: Additional goodwill to be recognised    (1 million)   (10% x $7m/70%) 

 Amount recognised directly in equity $3 million 

The following consolidation entry would be recognised: 

 DR Minority interest 10 million 
 DR Goodwill 1 million 
    CR    Investment in Q  14 million 
 DR  Equity of P 3 million 

 For more discussion on the issues surrounding step acquisitions on transition to A-IFRS, see section 0. 
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2.4.2 Alternate approaches under IFRS 
The additional guidance provided by the AASB in the annexure to AASB 127 is not the only approach that 
may be available under IFRS standards.  Because changes in ownership interests are not considered business 
combinations under IFRS 3, they are outside the requirements for accounting for business combinations.  

As there is no specific guidance under IFRS on accounting for post-control step acquisitions, the 
requirements of IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors must be followed to 
determine an appropriate accounting treatment.  Commentators have suggested many approaches that may be 
acceptable under IFRS in this situation, including the following: 

•  accounting for it in the same manner as a business combination, resulting in fair value adjustments being 
recognised in the normal manner and an asset revaluation reserve in relation to the existing ownership 
interest, i.e. the current Australian approach 

•  recognise an increase in goodwill calculated by reference to the amount paid and the additional interest 
acquired in the book value of the subsidiary’s net assets, i.e. no fair value adjustments 

•  recognise an increase in goodwill and make fair value adjustments in relation to that additional ownership 
interest acquired, i.e. if a 10% additional ownership interest is acquired, only recognise an adjustment for 
10% of the fair value of all assets and liabilities 

•  treat the acquisition of the additional ownership interest as a stand-alone acquisition, determine goodwill 
on that basis and ‘balance’ the acquisition entry by directly debiting reserves, i.e. goodwill is separately 
determined and recognised, however the additional amount paid in relation to unrecognised fair value 
adjustments is effectively debited to reserves and the carrying amount of assets and liabilities is not 
adjusted 

•  adjust goodwill based on the value of goodwill recognised at the time of the business combination and 
treat any residual as a transaction between equity interests, i.e. the AASB 127 approach. 

In the Australian context, the existence of the AASB’s guidance effectively provides their preferred view on 
which approach is to be taken, i.e. adjusting goodwill and treating any difference as an equity transaction.  In 
the longer term, it is expected that IFRIC may consider this issue and if the conclusions are different to the 
AASB’s view expressed in AASB 127, may result in changes in accounting practices under A-IFRS. 

In addition, the IASB and FASB are jointly working on the ‘Business Combinations Phase II’ project and are 
considering the accounting treatment of so-called ‘non-controlling interests’ in subsidiaries.  Preliminary 
decisions include that accounting for business combinations should recognise a full amount of goodwill that 
relates to both the controlling entity and non-controlling entities, i.e. goodwill is grossed up to 100% even 
when the controlling entity owns less than 100% of the subsidiary.   
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Example of accounting under Phase II decisions 
This example uses the same facts as that on the previous page and illustrates the alternative accounting that 
would result under the preliminary decisions of the IASB/FASB in ‘Phase II’ of the business combinations 
project. 

Company P acquires 70% of Company Q in a business combination.  The total cost of the combination is $77 
million and the aggregate of the fair values of Q’s assets, liabilities and contingent liabilities is $100 million.  For 
simplicity, assume that the aggregate of the recognised book values of Q’s assets is also $100 million. 

When accounting for the business combination, P calculates the goodwill as follows: 

 Total cost of P’s interest $77 million 

 Gross up to determine the entire value of Q 110 million    ($77m / 70%) 
 Less: Aggregate fair value of Q  (100 million)    

 Goodwill recognised $10 million 

The following consolidation entry would be recognised: 

 DR Equity of Q 100 million 
 DR Goodwill 10 million 
    CR    Investment in Q  77 million 
    CR    Non-controlling interest  33 million    (30% x $110m) 

Subsequently, P acquires a further 10% interest in Q for an additional $14 million.  As P already controls Q and 
goodwill is already fully recognised, the transaction is treated as a pure equity transaction between owners.  At 
the time of the purchase of the additional ownership interest, the aggregate fair values of Q’s net assets and 
contingent liabilities are $120 million but the recognised book value remains at $100 million. 

P will calculate the adjustments to be made as follows: 

 Total cost of the additional ownership interest $14 million 
 Less: Share of non-controlling interest purchased (11 million)   (33% x $33m) 

 Amount recognised directly in equity $3 million 

The following consolidation entry would be recognised: 

 DR Non-controlling interest 11 million 
    CR    Investment in Q  14 million 
 DR  Equity of P 3 million 

 

The AASB 127 approach is therefore an attempt to achieve a similar result to that currently being proposed 
under Phase II of the business combinations project of the IASB, compromised however because current 
standards do not permit the full goodwill method. 
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2.5 Determination of fair values in business 
combinations 
2.5.1 New guidance in the Australian context 
Under current A-GAAP, there is little guidance on how the fair values of assets and liabilities acquired in a 
business combination are to be determined.  IFRS 3 carries forward guidance on the determination of fair 
values from the superseded IAS 22 Business Combinations.  Although this guidance is not new in the 
international context, it will in many cases change the methodology currently used in the Australian context. 

The table on the next page outlines the guidance on the determination of fair values for various assets and 
liabilities that might arise in a business combination (obtained from Appendix B of AASB 3). 

The impact of these new requirements is that business combinations will now be fully accounted based on a 
‘fair value snapshot’ at the acquisition date – all actions, decisions and transactions of the previous owners of 
a business will be treated as ‘pre-acquisition’ from the acquiring entity’s perspective. 

For example: 

•  new types of intangibles will be separately recognised from goodwill for the first time, many of which 
may be amortised over short useful lives  

•  favourable supply contracts will be reflected as an asset, meaning future profits are based on market rates 
not the contracted rates – where business combinations are driven by access to particular contracts there 
may be very little gain from a profit perspective 

•  financial instruments acquired as part of a business combination will be recognised that their fair values 
based on market rates at the acquisition date, even where those instruments are measured on an 
amortised cost basis after the combination 

•  acquired inventories are measured at a true ‘fair value’ – sales of inventories immediately after the 
acquisition date may therefore contribute little to reported profits 

•  the fair values of property, plant and equipment must be by reference to appraised values, not existing 
book values as sometimes occurs under existing practice in Australia, potentially leading to increased 
depreciation and amortisation 

•  restructurings and other costs of integrating an acquired entity will reduce profits immediately after the 
business combination in most cases 

The combined effect of the requirements when compared to current practice may be to substantially reduce 
reported profitability in the period immediately after a business combination. 

 

Future changes to fair value guidance 
The determination of fair values within the context of IFRS 3 is currently being reconsidered as part of the 
IASB’s Business Combinations Phase II project.  An exposure draft dealing exclusively with the determination 
of fair values is expected to be issued some time in calendar 2005.  As a result, the requirements on how to 
determine fair values can be expected to be revised again in the near future.  
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Item Amount treated as ‘fair value’ 

Financial instruments traded 
in an active market 

Current market value. 

Financial instruments not 
traded in an active market 

Estimated values that take into consideration features such as price-earnings ratios, 
dividend yields and expected growth rates of comparable instruments of entities with 
similar characteristics. 

Receivables, and other 
identifiable assets 

Present values of the amounts to be received, determined at appropriate current 
interest rates, less allowances for uncollectibility and collection costs, if necessary.  
Discounting is not required for short-term assets when the difference between the 
nominal and discounted amount is not material. 

Inventories – finished goods 
and merchandise 

Selling prices less the sum of: 
(a) the costs of disposal 
(b) a reasonable profit allowance for the selling effort of the acquirer based on profit 

for similar finished goods and merchandise. 

Inventories – work in 
progress 

Selling prices of finished goods, less the sum of: 
(a) costs to complete 
(b) costs of disposal 
(c) a reasonable profit allowance for the completing and selling effort based on profit 

for similar finished goods. 

Inventories – raw materials Current replacement costs. 

Land and buildings Market values. 

Plant and equipment Market values, normally determined by appraisal.  If there is no market-based 
evidence of fair value because of the specialised nature of the item of plant and 
equipment and the item is rarely sold, except as part of a continuing business, an 
acquirer may need to estimate fair value using an income or a depreciated replacement 
cost approach. 

Intangible assets By reference to an ‘active market’ as defined in AASB 138 Intangible Assets, or, if no 
active market exists, on a basis that reflects the amounts the acquirer would have paid 
for the assets in an arm’s length transaction between knowledgeable willing parties, 
based on the best information available. 

Net employee benefit assets 
or liabilities for defined 
benefit plans 

Present value of the defined benefit obligation less the fair value of any plan assets.  
An asset is only recognised to the extent that it is probable it will be available to the 
acquirer in the form of refunds from the plan or a reduction in future contributions. 

Tax assets and liabilities The tax benefit arising from tax losses or the taxes payable in respect of the profit or 
loss in accordance with AASB 112 Income Taxes, assessed from the perspective of the 
combined entity.  The tax asset or liability is determined after allowing for the tax 
effect of restating identifiable assets, liabilities and contingent liabilities to their fair 
values and is not discounted. 

Accounts and notes payable, 
long-term debt, liabilities, 
accruals and other claims 
payable 

Present values of amounts to be disbursed in settling the liabilities determined at 
appropriate current interest rates.  Discounting is not required for short-term 
liabilities when the difference between the nominal and discounted amount is not 
material. 

Other identifiable liabilities 
of the acquiree 

Present value of amounts to be disbursed in settling the obligations determined at 
appropriate current interest rates. 

Onerous and beneficial 
contracts 

Present value of the incremental amounts to be received or disbursed determined at 
appropriate current interest rates. 

Contingent liabilities The amounts that a third party would charge to assume those contingent liabilities.  
Such an amount shall reflect all expectations about possible cash flows and not the 
single most likely or the expected maximum or minimum cash flow. 
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2.5.2 Recognising deferred taxes in business combinations 
It is common practice under current Australian standards when accounting for a business combination to 
only recognise deferred taxes associated with timing differences existing in the acquired entity. 

Under AASB 3 and AASB 112 Income Taxes, entities are required to recognise deferred taxes arising in relation 
differences between the carrying amount (fair value) of assets and liabilities and their respective ‘tax bases’. 

Whilst a comprehensive analysis of accounting for deferred taxes is outside the scope of this document, 
entities can expect to recognise deferred taxes in business combinations in relation to: 

•  fair value adjustments, including in relation to intangible assets (other than goodwill) 

•  deferred taxes arising in the acquired entity where the initial recognition exception has been applied, e.g. 
luxury motor vehicles and assets purchased from governments 

•  the deferred tax implications of the investment in the subsidiary where the tax base is different to the 
aggregate net assets recognised at the acquisition date 

•  adjustments arising from the impacts of tax consolidation. 

 For information on the transitional impact of deferred taxes see section 5.2 and section III.P of the IFRS 1 publication. 

2.5.3 Deferred taxes and fair values 
In addition to the requirement to recognise all deferred taxes arising in a business combination when 
accounting for a combination, the inter-relationship between deferred taxes and the determination of fair 
values can be problematic and may have wide-ranging consequences in some situations. 

Most entities do not separately consider deferred taxes when accounting for business combinations under 
current Australian requirements, but may effectively take those consequences into account when assigning 
fair values.  For instance, if discounted cash flow projections are used to determine the fair value of acquired 
assets, they would normally include the cash flows related to taxes that would be paid on the future profits 
generated from the asset. 

A significant issue can result where the ‘tax base’ of an asset acquired in a business combination is different 
(usually lower) than its fair value, as often occurs under Australian taxation law.  Situations where this arises 
include: 

•  intangible assets, particularly those arising prior to substantive enactment of tax consolidation or outside 
tax-consolidated groups 

•  fair value adjustments recognised on consolidation but where future tax depreciation is based on pre-
combination book values 

•  acquisitions of businesses from governments where future tax deductions are limited 

In this situation, the future tax cash flows taken into account in the measurement of fair value under existing 
requirements would generally take the lower tax base into account by increasing the cash flow for tax paid on 
future profits due to lower available tax depreciation or other allowances.  In other words, an acquired asset 
with limited future tax deductions would be worth less than one where the amount paid is fully deductible for 
tax purposes. 

Under existing Australian pronouncements, many entities would assign fair values to acquired assets and 
liabilities that take into account any future tax consequences, i.e. fair values are assigned on a ‘net of tax’ basis. 

Under AASB 112 and AASB 3, deferred taxes must be recognised in relation to all temporary differences 
arising in a business combination, except for goodwill.  Therefore, many commentators argue that if the fair 
value is ‘net of tax’ and then deferred taxes are also recognised, that this is effectively ‘double-counting’ the 
future tax consequences associated with a business combination.  These commentators argue that fair values 
should be determined on the basis that the tax base is the same as the fair value, leading to a higher 
recognised carrying amount of the asset and the separate recognition of any deferred taxes. 
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There is support for this view under current and proposed IFRS literature.   The basis for conclusions on 
AASB 136 Impairment of Assets notes that deferred taxes cannot be recognised in relation to some assets and 
liabilities and that these assets are effectively measured on a ‘net of tax’ basis, e.g. goodwill, assets and 
liabilities to which the initial recognition exception applies, and that the impact of taxes on recoverable 
amount calculations should be considered.  Furthermore, in the joint IASB/FASB deliberations on the 
removal of the initial recognition exception from IAS 12 (and so AASB 112), the preliminary conclusion is 
that the determination of fair value of an acquired asset in these circumstances should typically assume full 
deductibility of the assigned fair value for tax purposes. 

Therefore, on balance, we believe that this supports the argument for the determination of fair values in 
business combinations on a similar basis, i.e. fair values should be determined on the basis that the fair value 
is fully deductible for tax purposes, and any deferred taxes arising are recognised separately.  However, there 
is still some uncertainty surrounding the acceptability of this approach and entities relying upon it should 
closely monitor developments at the IASB and FASB levels. 

Example 
Company D acquires Company E in a business combination for a total cash consideration of $28 million.  E’s 
main business operates a television service in a particular licence area.  The consideration paid for the 
combination is based on a risk-adjusted discounted cash flow analysis taking into account all future tax 
consequences and there is no premium for control, particular workforces or other assets commonly associated 
with ‘goodwill’.  The fair and tax values of the net assets (net of liabilities and including associated deferred 
taxes) other than intangibles amount to $18 million.  Due to the nature of the combination and other factors, 
the television licence has no tax base, i.e. no tax depreciable amount and no capital gains tax cost base or other 
future tax offset. 

The difference between the total consideration paid ($28 million) and the aggregate net assets excluding 
intangibles ($18 million) will be comprised of several different components – the value of the licence, the 
deferred taxes associated with the licence and goodwill. 

If it assumed that there is truly no goodwill arising in this business combination, then the licence would, under 
current Australian pronouncements, be assigned a value of $10 million, with no deferred taxes or goodwill 
being recognised.  However, this value would implicitly take into account the future tax consequences of the 
licence and therefore effectively be a ‘net of tax’ valuation. 

If a fair value of $10 million was assigned to the licence under A-IFRS, a deferred tax liability of $3 million (at 
30%) would also be recognised, leading to the recognition of goodwill of $3 million. 

Alternatively, the discounted cash flow analysis could be reworked to assume that the assigned fair value of the 
licence also gave rise to equivalent amounts of tax depreciation.  In this case, the licence may have an assigned 
fair value of approximately $14 million and a deferred tax liability of approximately $4 million would be 
recognised, leading to little goodwill being recognised.  This outcome is far more consistent with the economic 
substance of the business combination. 
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2.5.4 Limitation on changes to allocated fair values 
If the initial accounting for a business combination can be determined only provisionally by the end of the 
period in which the combination is effected because either the assigned fair values or cost of the combination 
can only be determined provisionally, the provisional values are used to account for the business 
combination. 

Where adjustments to provisional values arise, they must be made within 12 months of the acquisition date 
and be affected from the acquisition date.  This means: 

•  adjustments must be made to depreciation and amortisation (if necessary) from the acquisition date 

•  goodwill or any gain on acquisition recognised is adjusted 

•  any comparative information in the financial report is restated as though the adjustment had been made 
at the acquisition date. 

After the 12 month period, corrections can only be made for errors, not changes in estimates.  Where an error 
is identified, it is treated in the same way as above, i.e. present the financial report as though the error had 
never occurred, meaning a full recalculation and restatement of comparatives. 

The 12 month limit period does not apply to contingent consideration. 

Determining the difference between estimates and errors 
Under AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors, ‘errors’ include the effects of 
mathematical mistakes, mistakes in applying accounting policies, oversights or misinterpretations of facts, and 
fraud.  Errors result from the misuse of, or failure to use, reliable information that was available at the time the 
business combination occurred, and which could reasonably be expected to have been obtained and taken into 
account in the original accounting for the combination. 

A change in accounting estimate is an adjustment of the carrying amount of an asset or liability, or the amount 
of the periodic consumption of an asset, which results from the assessment of the present status of, and 
expected future benefits and obligations associated with, assets and liabilities.  Changes in accounting estimates 
result from new information or new developments and, accordingly, are not corrections of errors. 

Because of the strict definitions and treatments of corrections of errors, it may be likely that correction of errors 
in relation to past business combinations would not arise often in practice. 

For example, if additional liabilities arising in a business combination are only identified more than 12 months 
after the combination occurred, they could only be corrected where an error arose, e.g. not recognising a 
defined benefit fund liability.  Other types of subsequently identified liabilities may not be so easily shown to be 
an error, e.g. claim for damages in relation to past supplies to customers that arise a number of years after the 
business combination due to a souring of relationships, or a material increase in a provision due to discovery of 
more information about the nature and amount of the provision. 

Even if liabilities are recognised as errors and corrected against the original acquisition entry for the business 
combination, care needs to be taken in relation to the ‘flow on’ impacts, including full retrospective adjustment 
to all affected balances, and the possibility of impairment losses in relation to any increased amount of goodwill, 
particularly where the determination of the purchase consideration did not contemplate the existence of the 
liability. 

 

There are special requirements in relation to deferred tax assets that are recognised after the initial accounting 
for the business combination is complete.  Where deferred tax assets existed at the acquisition date but were 
not recognised, the following approach is required: 

•  the acquirer recognises the deferred tax asset in accordance with the requirements of AASB 112 Income 
Taxes, i.e. recognises the deferred tax asset and income tax income 

•  the carrying amount of goodwill is reduced to the amount that would have been recognised if the 
deferred tax assets had been recognised from the acquisition date 

•  the reduction in goodwill is recognised as an expense. 

However, this procedure cannot result in the creation of an excess of fair values over the cost of the 
combination, nor increase any such gain previously recognised. 
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Example – unrecognised deferred tax assets 
Entity W acquires Entity X in a business combination in 20X3.  At the time of the combination, X had deferred 
tax assets attributable to tax losses of $100,000 (at a 30% tax rate), but these were not recognised as part of the 
initial accounting for the business combination as they did not meet the ‘probable’ criterion in AASB 112 Income 
Taxes.  The initial accounting for the business combination gave rise to the recognition of goodwill of $70,000, 
and no impairment losses have been recognised in respect of the goodwill since the combination occurred. 

In 20X7, the tax losses remain available for use and the circumstances surrounding the recoverability of those 
losses mean that they are considered ‘probable’.  In accordance with AASB 3 the following entries are recorded: 

 DR  Deferred tax asset 100,000 
  CR  Deferred tax income  100,000 
  (recognition of the deferred tax asset now considered ‘probable’) 
 
 DR  Goodwill write-off expense 70,000 
  CR  Goodwill  70,000 
  (reducing the carrying amount of goodwill to recognise the post-combination  recognition of deferred tax assets) 

Because the carrying amount of goodwill is only $70,000, the amount of the goodwill expense recognised is 
limited to this amount. 

Because of these entries, a net gain of $30,000 is recognised.  If the goodwill balance was $120,000, the gain 
arising on the recognition of the deferred tax asset would be fully offset by an expense arising from an 
equivalent reduction in the carrying amount of goodwill. 
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2.6 New disclosure requirements 
Under AASB 3, there are rafts of disclosures required in relation to business combinations, many of which 
will be new in the Australian context and which may be considered commercially sensitive by many entities. 

The disclosures for business combinations are presented in AASB 3 in terms of core ‘principles’ and then 
minimum detailed requirements to satisfy those principles.  Therefore, entities must not only ensure that they 
meet the detailed requirements in their disclosures, but must also consider whether any additional disclosures 
should be made to ensure that the principles themselves are adequately met. 

Some of the more significant new disclosure requirements under AASB 3 include: 

•  disclosure of information for each business combination that is individually material, including a break 
down of the net assets both at their assigned fair values and their book values in the acquired entity’s 
books before the business combination occurred 

•  detailed information supporting the recognition of goodwill that has arisen in a business combination, 
including a description of each intangible asset that was not recognised separately from goodwill and an 
explanation of why the intangible asset’s fair value could not be measured reliably 

•  explanations as to why the accounting for any business combination could only be provisionally 
determined (if applicable) 

•  the acquired entity’s contribution to the reporting entity since acquisition, unless disclosure would be 
impracticable in which case an explanation of why it is impracticable is required 

•  pro-forma information about business combinations that occurred during the reporting period as if the 
business combinations had occurred at the beginning of the reporting period, including revenue and 
consolidated profit or loss. 

•  details of any error corrections or other material adjustments made in relation to past business 
combinations 

•  a movement schedule for the carrying amount of goodwill. 

In some cases, the disclosures are designed to reinforce the other requirements of AASB 3.  For instance, the 
requirement to detail intangible assets that could not be separately recognised from goodwill is designed to 
reinforce the requirement to separately recognise intangibles acquired in a business combination. 

 For information on disclosure requirements of AASB 3, including checklists and illustrative disclosures, see appendices A and B of 
the IFRS 3 publication. 
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2.7 Summary flowchart 
The following flowchart provides an overview summary of accounting for business combinations under the 
requirements of AASB 3 Business Combinations.  References are to the relevant paragraphs of AASB 3. 

 

No 

Is the transaction a 
business combination? 

(¶2) 

Is the transaction within 
the scope of AASB 3? 

(¶3) 

Apply the purchase 
method of accounting 

(¶14) 

Account for the 
transaction under other 

pronouncements 

Identify the acquirer in 
the business 

combination (¶17) 

Determine the cost of 
the business 

combination (¶24) 

Allocate the cost of the 
business combination to 

identifiable assets, 
liabilities and contingent 

liabilities (¶36) 

Does the cost exceed the 
net fair values of the net 

assets of the acquired 
business? 

Recognise the excess as 
goodwill (¶51) 

After initial recognition, 
measure goodwill at cost 

less any accumulated 
impairment losses (¶54) 

Reassess the 
identification and 
measurement of 

identified net assets and 
contingent liabilities 

(¶56(a)) 

Recognise immediately 
in the profit or loss any 
excess remaining after 

the reassessment 
(¶56(b)) 

Yes

Yes

No 

No 

Yes

Determine the entity that obtains control of other combining entities or 
businesses (¶17).  Consider control (¶19), fair value of combining entities, 
consideration given and management (¶20). 

Includes fair values of assets given and liabilities assumed, equity instruments 
issued and any costs directly attributed to the business combination (¶24) but 
excludes general administration costs (¶29). Includes contingent amounts 
where probable and reliably measurable (¶32). 

Use fair values at acquisition date (¶36), taking into account recognition 
requirements (¶37).  Use the guidance for the measurement of fair values 
(Appendix B, ¶B16-B17). 

Must involve the bringing together of one or more separate entities or 
businesses into one reporting entity.  Obtaining control of an entity may not 
always be the acquisition of a business (¶4). 

Excludes business combinations forming a joint venture, two or more 
mutual entities and those in which separate entities are brought together by 
contract alone without obtaining an ownership interest. 

Does the business 
combination involve 
entities or businesses 

within the same 
reporting entity? 

Does the excess satisfy 
the definition of a 

contribution by owners? 
(¶Aus56.1) 

Yes

No

Recognise the excess as 
a contribution by 
owners (¶Aus56.1) 

Yes No

Is the transaction a 
reconstruction within an 

economic entity? 

Is the entity reporting 
under the Corporations 

Act 2001?

No

Yes 

Has the entity elected to 
account for the 

combination at book 
values? 

Measure net assets at 
their carrying amounts 
immediately prior to the 
reconstruction (¶Aus3.1) 

No Yes

Yes No
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3 Intangibles 
3.1 Overview and key differences 
An intangible asset is an identifiable non-monetary asset without physical substance.  An intangible asset is 
identifiable when it is either separable or arises from contractual or other rights.  Outside of a business 
combination, intangible assets must be recognised if they meet the ‘probable’ criterion and the cost of the 
asset can be measured reliably.  Intangible assets acquired in a business combination must be recognised if 
their fair value can be measured reliably. 

There are a number of areas with a specific prohibition on the recognition of intangible assets, e.g. internally 
generated goodwill and intangible assets, research activities and start-up costs. 

Intangible assets must be initially measured at cost and can only be revalued if there is an ‘active market’. 

The useful lives of intangible assets must be assessed.  Renewal periods under contractual and other legal 
rights can be included in the assessment of useful where they can be renewed by the entity without significant 
cost.  Where the useful life is indefinite, no amortisation is recognised but the asset is subject to an annual 
impairment test.  Where there useful life is finite, the asset is amortised over the useful life with a 
presumption that the residual value is zero unless certain conditions are met. 

 

Key differences from current Australian pronouncements 
▪ intangibles arising in business combinations – these must be recognised if the criteria are met, leading to 

more intangibles being recognised on the balance sheet 
▪ mandatory expensing of certain costs – expenditure on internally generated intangibles, research and 

development and start-up costs will be required to be expensed as incurred, leading to an earlier impact on 
reported profitability and lower reported net assets 

▪ prohibition on revaluation of intangible assets unless there is an ‘active market’ – many entities will be 
required to derecognise revalued intangibles on transition to A-IFRS 

▪ non-amortisation of intangibles with indefinite useful lives – although not amortised, these intangibles will 
be required to be tested for impairment annually. 

 For more information on this topic, see section IV of the IFRS 3 publication. 

3.2 Limitations on revaluation 
Under AASB 138, intangible assets can only be revalued if there is an ‘active market’.  An active market is one 
in which: 

•  the items traded are homogeneous 

•  willing buyers and sellers can normally be found at any time, and 

•  prices are available to the public. 

AASB 138 explicitly states that an active market cannot exist for brands, newspaper mastheads, music and 
film publishing rights, patents or trademarks, because each such asset is unique. 

In the Australian context, there are very few intangible assets that would have an active market.  Even items 
such as taxi licences may in some cases not meet the strict requirements.  Therefore, the ability of Australian 
entities to revalue intangible assets under A-IFRS is expected to be significantly curtailed. 

Longer term, the AASB is sponsoring the IASB’s intangible asset project which is expected to again 
reconsider the appropriate accounting for intangibles, and the ability to revalue such assets may therefore be 
given further consideration in the future.  However, in the meantime, very few intangible assets are expected 
to qualify for revaluation. 
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3.3 Mandatory expensing of certain expenditure 
The requirements of AASB 138 Intangible Assets introduce a number of strict requirements in relation to the 
recognition of expenditure on activities that are intangible in nature with the large majority of specific 
expenditures required to be expensed as incurred.  In some cases, where intangible assets of a nature normally 
expensed are acquired as part of a business combination, they are required to be recognised as part of the 
business combination where the recognition criteria are met. 

The table below illustrates some of the areas where an expense is immediately required to be recognised, and 
their treatment if acquired as part of a business combination. 

Item Examples 

Recognised in a 
business 

combination? 

Internally generated goodwill cannot be 
recognised as an asset. 

Increase in the value of a business due to 
increased market penetration. 

Yes, as acquired 
goodwill 

Expenditure on research (or on the research 
phase of an internal project) must be recognised 
as an expense when incurred. 

Search for alternatives for materials, 
devices, products and processes. 

Yes, if reliably 
measurable, but not 

subsequent 
expenditure 

Expenditure on development activities can only 
be recognised as an intangible asset if all the 
following can be demonstrated: 
▪ technical feasibility of completing the asset 

for use or sale 
▪ intention to complete the intangible assets 

and use or sell it 
▪ ability to use or sell the intangible asset 
▪ how the intangible asset will generate 

probable future economic benefits 
▪ the availability of adequate technical, 

financial and other resources to use or sell 
the asset 

▪ ability to measure reliably the expenditure 
attributable to the asset during its 
development. 

Design and construction of pre-production 
prototypes, pilot plants. 

Design of tools, jigs, moulds and dies 
involving new technology. 

Testing of new processes, materials, 
systems or services. 

Yes, if reliably 
measurable, but not 

subsequent 
expenditure unless it 

meets the criteria 
listed opposite 

Intangible assets cannot be recognised for 
internally generated brands, mastheads, 
publishing titles, customer lists and items similar 
in substance. 

Costs incurred in developing, advertising 
and launching a new or revised brand. 

Yes, if reliably 
measurable 

Start-up costs must be recognised as an 
expense, unless included in an item of property, 
plant and equipment in accordance with 
AASB 116 Property, Plant and Equipment. 

Establishment costs such as legal and 
secretarial costs to establish a new entity. 

Pre-opening costs incurred to open a new 
facility or business. 

Pre-operating costs for starting a new 
operation or launching a new product or 
processes. 

No, as any benefit 
acquired would 

form part of 
goodwill 

Expenditure on training activities must be 
expensed. 

Training staff in the use of new equipment, 
new legislative requirements, etc. 

No 

Expenditure on advertising and promotional 
activities must be expensed. 

Advertising campaigns, letter box drops, 
etc. 

No 

Expenditure on relocating or reorganising part 
or all of an entity. 

Moving costs for staff to relocate to 
another operating location 

No 
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3.4 Intangible assets arising in business 
combinations 
3.4.1 General requirements 
Under AASB 3 and AASB 138, there is a requirement that intangible assets will be separately identified and 
recognised when they arise in a business combination, so long as they can be reliably measured. 

As a result, an acquirer must recognise intangible assets separately from goodwill if the asset’s fair value can 
be reliably measured, irrespective of whether the asset had been recognised by the acquiree before the 
business combination.  The only circumstances in which it might not be possible to measure reliably the fair 
value of an intangible asset acquired in a business combination are when the intangible asset arises from legal 
or other contractual rights and either: 

•  is not separable, or 

•  is separable, but there is no history or evidence of exchange transactions for the same or similar assets, 
and otherwise estimating the fair value would be dependent on immeasurable variables. 

AASB 3 contains the following examples of items that would normally meet the definition of an intangible 
asset: 

Marketing-related  Customer-related  Contract-based  

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

Internet domain names 

Trade dress (unique colour, shape 
or package design) 

Newspaper mastheads 

Non-competition agreements 

Customer lists 

Order or production backlog 

Customer contracts and related 
customer relationships 

Non-contractual customer 
relationships 

Artistic-related Technology-based 

Plays, operas and ballets 

Books, magazines, newspapers and 
other literary works 

Musical works such as 
compositions, song lyrics and 
advertising jingles 

Pictures and photographs 

Video and audiovisual material, 
including films, music videos and 
television programs 

Patented technology 

Computer software and mask 
works 

Unpatented technology 

Databases 

Trade secrets such as secret 
formulae, processes or recipes 

Licensing, royalty and standstill 
agreements 

Advertising, construction, 
management, service or supply 
contracts 

Lease agreements 

Construction permits 

Franchise agreements 

Operating and broadcasting rights 

‘Use’ rights such as drilling, water, 
air, mineral, timber-cutting and 
route authorities 

Servicing contracts such as 
mortgage servicing contracts 

Employment contracts below 
current market value 

 For more information on this topic, see section IV.B of the IFRS 3 publication. 
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3.4.2 Industry examples 
The following table includes some examples of the types of intangible assets that might be likely to arise in a 
business combination in various industries. 

Industry Examples intangibles that might arise in a business combination 

Telecommunications Customer lists, billing technology, computer programs and customer 
relationship databases, trademarks, customer contracts, domain names 

Utilities (gas, electricity, water, 
etc) 

Operating licences, customers lists/relationships/contracts, trade marks 
and brand names, use rights, technology and know-how 

Manufacturing Trade marks and patents, order backlogs, customer contracts, 
manufacturing technology and trade secrets, below market lease 
agreements 

Retail Customer lists, ‘trade dress’, franchise agreements, supply contracts 

Financial services Trademarks, internet domain names, customer lists, customer contracts 
and related customer relationships, computer software, databases, 
technology. 

Mining Exploration, unexplored acreage, mining and exploration rights, water 
rights, technological know how, production processes 

Agriculture Water rights, supply contracts, other ‘use’ rights (timber, land, etc). 

3.4.3 Practical issues 
There is a vast array of intangible assets that may arise in a typical business combination when the 
requirements of AASB 3 are applied.  The critical issue is whether the various intangible assets that arise can 
actually be measured reliably so that they are recognised separately from goodwill. 

One contentious area is the reliable measurement of customer relationship assets, as most business 
combinations would ordinarily include the acquisition of a number of customer relationship intangible assets 
in various forms.   The reliable measurement of the fair value of these types of intangible assets will depend 
upon the nature and type of these customer relationships, whether outside transactions occur in relation to 
the type of customer relationship asset and so on.  For example, it may be difficult to reliably measure the 
customer relationship assets of a traditional manufacturing operation, whereas it may be relatively easy to 
determine the ‘per subscriber’ value of customers in the telecommunications and technology industries where 
the majority of customers are on fixed contracts. 

AASB 3 and AASB 138 do not permit the non-recognition of the various intangible assets arsing in a 
business combination in favour of recognising an increased amount of goodwill.  The appropriate delineation 
between intangible assets and goodwill is paramount to the operation of the revised requirements for many 
reasons, including the following: 

•  goodwill is not amortised, but is subject to annual impairment testing 

•  many acquired intangibles will have short to medium useful lives and must be amortised over those 
periods 

•  deferred taxes arising in relation to intangible assets must be recognised, but cannot be recognised in 
relation to goodwill 

•  an impairment loss is firstly allocated to goodwill and then any other assets (including intangible assets) 
on a pro-rata basis 

•  impairment losses can be reversed for intangible assets but not for goodwill 

Therefore, entities need to carefully consider their current policies, systems and procedures surrounding 
business combinations in light of the new requirements.  In particular, forecasts, modelling, cash flows and 
other factors taken into account in making decisions about business combinations need to be cognisant of 
the problems that can arise and  the implications for post-combination profitability and financial position. 



Impairment 
Overview and key differences 

 

Business combinations – insights for Australian entities 24 

4 Impairment 
4.1 Overview and key differences 
Impairment must be tested for all assets, both current and non-current, and including those measured on the 
cost and revaluation basis.  There are scope exemptions from the general requirements for assets tested under 
their own specific requirements, e.g. inventories, financial instruments and deferred tax assets. 

The recoverable amount of an asset must be determined if there is an indication that the asset may be impaired.  
There are a number of factors that must be considered as a minimum in making that assessment.  However, 
goodwill and intangible assets with indefinite useful lives or those not yet ready for use, are required to be 
tested for impairment at least annually. 

If an asset cannot be tested individually, i.e. it does not generate independent cash flows, then it must be 
tested as part of the ‘cash-generating unit’ to which it belongs.  There is strict guidance on the determination 
of cash-generating units. 

The recoverable amount of an asset is the higher of its ‘fair value less costs to sell’ and ‘value in use’.  Strict 
guidance is provided on the determination of value in use, including a requirement to discount cash flows, 
exclude the impacts of future capital expenditure and restructurings and to take into account risks specific to 
the asset or cash-generating unit. 

 An overview flowchart of the impairment testing process is contained in section 4.5. 

There are special requirements in relation the testing of impairment for goodwill, intangible assets and 
corporate assets. 

Prior impairment losses are required to be reversed in some circumstances where conditions change.  
However, impairment losses for goodwill can never be reversed. 

Key differences from current Australian pronouncements 
▪ more prescriptive impairment tests – the wider scope and stricter impairment tests will tend to lead to 

impairment losses occurring more often 
▪ impairment testing for goodwill and indefinite life intangibles by cash generating unit – although not 

amortised, these assets need to allocated to cash-generating units and tested for impairment on at least an 
annual basis, potentially leading to impairment losses occurring more often as these assets may be assessed 
at a more detailed, lower level 

▪ mandatory reversal of prior impairment losses – the requirement to reverse impairment losses in certain 
cases will create volatility in the balance sheet and may lead to difficulties in budgets and forecasts due to the 
impacts on profits from reversal of the losses themselves and the related impacts on future amortisation and 
depreciation. 

 For more information on this topic, see section II of the IFRS 3 publication and Discussion Paper 2004-01 ‘An Overview of 
Australian Equivalents to International Financial Reporting Standards – a guide for boards and audit committees’ 
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4.2 Delineation of cash-generating units (CGUs) 
One of the biggest challenges for Australian entities applying the new impairment requirements will be the 
delineation of ‘cash-generating units’ (CGUs) when performing recoverable amount calculations. 

In common with AASB 136, existing Australian requirements require the assessment of recoverable amount 
of a ‘group of assets’ rather than an individual asset where the individual asset does not generate independent 
cash flows.  The main  difference to AASB 136 is the prescriptive requirements that the new standard 
contains. 

It is critically important that entities correctly identify their CGUs and also correctly understand and apply the 
impairment testing requirements, because the impacts of any transitional impairment losses are recognised in 
opening retained earnings of the comparative period and the restrictions on the ability to change the 
delineation of CGUs from period to period. 

Some of the critical factors in the determination of CGUs that may not be universally applied under current 
Australian requirements include: 

•  CGUs must be smallest group of assets that generate cash inflows largely independent of other groups of 
assets – the ability to aggregate groups of assets that share common product types and/or geographical 
locations is very limited and may only occur where ‘corporate assets’ exist 

Example 
A company operates two production lines within the one factory – one line produces products for the 
Australian retail market and the other line produces bulk partially assembled parts for export sale to 
wholesale customers.  There is no interchangeability of employees and production equipment between the 
two production lines due to their specialist natures.  Under current Australian GAAP, the factory as a whole 
may be tested for impairment, but the nature of the production lines is such that they may be considered to 
generate independent cash flows and so be treated as separate CGUs under AASB 136 in the first instance.  
Where jointly used assets and cash outflows cannot be reasonably allocated to the separate production lines, 
these may be considered ‘corporate assets’ or expenditure and the entire factory then tested for impairment 
at that level as well. 

•  there is strong emphasis on identifying where cash inflows from parties external to  the entity occur – the 
existence of shared services or infrastructure is of much less importance as they relate to cash outflows 

Example 
A retail chain operates a central management structure, buying department, human resources and other 
functions for all its stores within each state of Australia.  Prices are set centrally and each store has very little 
autonomy in any decision making process, with most stores being laid out consistently in all locations.  
Because each store generates cash inflows that are largely independent of all other stores, it is highly likely 
that each store would be delineated as a CGU. 

•  if an active market exists for the output produced by an asset or group of assets, that asset or group of 
assets  is identified as a CGU irrespective of whether some or all of the output produced is used 
internally  

Example 
A mining company has an operating mine that produces base metal concentrates that are smelted into 
finished metal products at the company’s own smelter which also buys metal concentrates from other 
entities.  Because the base metal concentrates have an active market and can be sold outside the company, 
the mine must be delineated as a separate CGU from the smelter, regardless of how the entity is managed or 
whether the company actually sells the concentrate in the market. 
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•  financial instruments and other unrelated items are generally excluded from CGUs – this can have a 
significant impact if hedging instruments were previously included in recoverable amount analyses under 
existing Australian pronouncements  

Example 
The cash flow implications of trade receivables and hedging portfolios are largely independent of the 
operations to which they notionally attach.  Cash flows from favourable cash flow hedges may have 
previously supported the carrying value of the related operation if the marked-to-spot hedge asset and 
deferred gain were also added to the carrying amount (which had a net nil impact), or alternatively, the 
hedges were carried off balance sheet.  Under A-IFRS, any gains are deferred in equity and the financial 
instruments are tested for impairment under AASB 139 Financial Instruments: Recognition and Measurement, not 
AASB 136. 

 

When applying the requirements of AASB 136, individual assets may be tested more than once – as a stand-
alone asset, in a CGU or allocated across CGUs, and/or a group of CGUs when testing goodwill. 

Example 
A company has a number of licences required to operate its business.  Licences can be brought and sold on a 
government regulated exchange.  Due to a government decision to increase the total number of licences 
available, there is a drop in the market price of the licences and more operators enter the market in which the 
company operates. 

Each licence would initially be tested for impairment on an individual basis by reference to the market for the 
licences, on the presumption that this price would represent the value of the highest and best use for the asset.  
The value of the licences would also be included in the CGUs that represent the company’s businesses as they 
are required to operate those businesses.  Finally, any goodwill arising in the entity may only be able to be 
allocated to groups of CGUs, which would again include the allocated licences. 

 More information about identifying CGUs, see section III.B of the IFRS 3 publication.  Consideration of the transitional 
impairment tests is discussed in section 5.6. 
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4.3 Determining discount rates in the value in use 
calculation 
Another major change in the determination of recoverable amount under AASB 136 is the determination of 
the discount rate to use in any value in use calculation based on discounted cash flows.   Because current 
A-GAAP allows the use of undiscounted cash flows when determining recoverable amount, the biggest 
impact will be for Australian entities that use this methodology prior to transition. 

However, there are a number of more subtle differences that arise when applying the requirements of 
AASB 136 that should be carefully considered by entities.  These include: 

•  the discount rate is a pre-tax rate, to match the cash flows used in the calculation that are also pre-tax 

•  the discount rate is determined based on a ‘risk-free’ rate, which is then adjusted to take into account the 
various risks where those risks have not be taken into account in the determination of the underlying 
cash flows used – therefore, the use of an entity’s weighted average cost of capital or other entity specific 
measure cannot be used without considering the need for adjustment 

•  the cash flows and discount rates used should take inflation into account in the same manner, i.e. if cash 
flows take inflation into account, a ‘nominal’ discount rate should be used, whereas if inflation is ignored 
in future cash flows, the discount rate should be a ‘real’ rate. 

Because AASB 136 has a requirement to use a discount rate that reflects the risks that are specific to the asset, 
it might be expected that a different discount rate would need to be used for each CGU when assessing 
impairment, unless all risks are taken into account in the determination of cash flows (which might be 
unlikely).  

Impact of the requirement to use pre-tax discount rates and cash flows 
The requirement to use pre-tax discount rates and cash flows is often contrary to an entity’s internal modelling, 
budgeting and forecasting.  The basis for conclusions to AASB 136 notes that conceptually, discounting post-tax 
cash flows using a post-tax discount rate and discounting pre-tax cash flows at a pre-tax discount rate should give 
the same result, as long as the pre-tax discount rate is the post-tax discount rate adjusted to reflect the specific 
amount and timing of the future tax cash flows, not a simple gross up by the rate of tax. 

Whilst conceptually the determination of cash flows and discount rates on a pre or post tax basis should not 
materially alter recoverable amount calculations, in practice, switching between the two methods is not easily 
achieved, for many reasons, including the following: 

▪ AASB 136 mandates a pre-tax treatment and its disclosure requirements are premised on this basis, leading 
to difficulties in meeting the disclosure requirements (see section 4.4) where a post-tax basis is used 

▪ the timing of the tax cash flows is usually different to the timing of the cash flows that give rise to the tax 
obligation 

▪ the reversal of deferred tax balances will impact future tax outflows and therefore cause a difference 
between pre-tax and post-tax discount rates and cash flows 

▪ an entity’s effective tax rate may not equal the statutory rate due to significant non-assessable and non-
deductible items, special rebates and deductions, etc. 

▪ there are often differences between the fair values of assets and liabilities and their respective tax bases, 
some of which are on ‘capital’ account under Australian tax law (see the discussion of the related issue on 
the determination of fair values themselves in section 2.5.3), leading to further complications in the 
determination of the timing of tax cash flows  

▪ the impacts of tax consolidation (where applicable) can make it difficult to allocate tax cash flows to 
individual CGUs 

Entities need to carefully assess the interaction of impairment tests, tax cash flows, internal accounting and 
strategic decision-making systems and the determination of fair values when determining the appropriate 
approach to use when assessing impairment. 

 More information about determining the recoverable amount of CGUs, see section V.B of the IFRS 3 publication 
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4.4 New disclosure requirements 
In addition to the prescriptive requirements on the application of the impairment test, a number of new and 
potentially onerous disclosures are introduced with AASB 136.  Many of the disclosures have been required 
under the equivalent IFRS, IAS 36 Impairment of Assets for some time and therefore will represent an 
additional transition challenge for Australian entities. 

Some of the more significant new disclosure requirements from an Australian perspective include: 

•  detailed justification for any material impairment losses or reversals of impairment losses that occurred 
during the reporting period, including the events and circumstances that gave rise to the impairment or 
its reversal, how recoverable amount was determined, and a description of the cash-generating unit 

•  detailed descriptions of for each significant CGU (or groups of CGUs) to which goodwill or an 
intangible with an indefinite useful life has been allocated, regardless of whether an impairment loss has 
occurred or been reversed, including: 

•  how recoverable amount has been determined 

•  if value in use has been used to determine recoverable amount, a description of the key assumptions 
and how they were determined, the key growth rates, and so on 

•  if a reasonably possible change in a key assumption would cause the carrying amount of the CGU to 
exceed its recoverable amount, the excess of the carrying amount over recoverable amount, and the 
amount of change in the key variable that would cause carrying amount to equal recoverable 
amount. 

We envisage that directors and auditors will find these disclosures particularly daunting, because they mostly 
relate to forward looking information about the entity’s financial performance and position that is difficult to 
verify and is often commercially sensitive.  Shareholders, analysts and other users of the financial report may 
focus on the disclosures and hold the entity accountable in subsequent periods if forecast information is not 
ultimately achieved.  In addition, potential hostile acquirers of an entity would find the information presented 
in accordance with these requirements particularly useful in assessing the entity for a possible business 
combination. 

As a result, the disclosure requirements add an additional level of complexity and concern for boards of 
directors, management and auditors to consider when preparing, reviewing and auditing impairment tests, 
particularly where there are material levels of goodwill or intangible assets with indefinite useful lives. 

Critical considerations resulting from the disclosure requirements 
The disclosures required by AASB 136, whilst potentially onerous in themselves in terms of their complexity, 
also introduce a number of additional commercial and other considerations into the impairment testing process. 

Some of these considerations are outlined below: 

▪ the disclosure requirements introduce a new level of scrutiny on what was previously effectively an internal 
process – more robust systems and review processes may therefore need to be considered, particularly at the 
board and audit committee levels 

▪ benchmarking of key financial information about the company against its peers and competitors will be 
more readily performed 

▪ monitoring industry and peer developments through participation in discussion groups and other forums 
will be important to ensure consistency, and avoiding too much or too little disclosure  

▪ early identification of key hotspots within the entity where impairment losses, or reversal of prior 
impairment losses, may or have occurred will be critical in ensuring that appropriate disclosures are made 
considering commercial sensitivities and the mandatory disclosure requirements 

▪ the allocation of goodwill to CGUs requires a robust internal reporting structure – entities should carefully 
consider their existing internal reporting and management structures to ensure that they best reflect the 
sources of the entity’s risks and the levels and responsibilities for the monitoring of goodwill. 
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4.5 Summary flowchart 
The following flowchart provides an overview summary of the impairment testing process under the 
requirements of AASB 136 Impairment of Assets.  References are to the relevant paragraphs of AASB 136. 

 

Is there an indication of 
impairment of the asset? 

(¶9) 

Can the asset’s VIU be 
estimated to be close to its 
FV less costs to sell? (¶22(b)) 

Does the asset generate 
cash inflows largely 

independent of other 
assets? (¶22) 

Calculate the RA for the 
individual asset (¶66) 

Is RA > CA? 

Write the asset down to 
the greater of its 

recoverable amount and 
zero (¶59) 

Adjust subsequent 
depreciation and 

amortisation to take the 
impairment losses into 

account (¶63) 
NO FURTHER 

ACTION REQUIRED 

Identify the smallest CGU 
to which the asset belongs 

(¶66) 

Calculate the RA for the 
CGU (¶66)

Calculate the CA of the 
CGU on a basis consistent 
with the way in which RA 
has been determined (¶75) 

Is RA > CA?

Write down any goodwill 
allocated to the CGU first 

(¶59) 

Recognise a liability for 
any remaining impairment 

loss only if required by 
another Standard (¶62, ¶108) 

Pro-rate any remaining 
impairment loss on the 

basis of CA (¶104), so long 
as each individual asset is 

not reduced below the 
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sell (if known), VIU (if 
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(¶105)
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(¶9) 

Allocate goodwill to 
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groups of CGUs (¶80) 

Test each CGU for 
impairment if required 

and recognise any losses 
(¶97) 

Test any individual assets 
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and recognise any losses 
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Key to abbreviations 
CGU = cash-generating unit 
VIU = value in use 
CA = carrying amount 
RA = recoverable amount 
FV = fair value 
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Estimate RA based on FV 
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Review useful life, 
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arose, review useful life, 
depreciation methods 
and residual value (¶17) 
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5 Transitional issues 
5.1 Overview of the requirements on transition to 
A-IFRS 
On first-time adoption of A-IFRS, an entity must apply the requirements of AASB 1 First-time Adoption of 
Australian Equivalents to International Financial Reporting Standards (AASB 1).   Appendix B of AASB 1 outlines 
the requirements in relation to the treatment of pre-transition business combinations, and provides many 
options. 

In summary, on transition to A-IFRS, entities may choose to do any of the following: 

•  restate all pre-transition business combinations in accordance with the new A-IFRS requirements 

•  not restate any pre-transition business combinations and only make limited adjustments as required by 
AASB 1 to past acquisition entries 

•  restate only those business combinations which occur after a particular date. 

The table below summarises how the requirements of AASB 1 are applied to those business combinations 
which are restated, and those which are not. 

Area Where restatement occurs Where no restatement occurs1 

General 
principle 

Full restatement of business combination as 
though AASB 3, AASB 136 and AASB 138 
were always applied. 

Limited adjustments to original accounting 
for the business combination, but many 
other adjustments still required to ensure 
that assets and liabilities recognised at the 
date of transition comply with the full suite 
of A-IFRS standards. 

Classification Reassess all past business combinations as 
to whether they are business combinations 
at all, who the acquirer is in substance, etc. 

Do not reassess the classification of the past 
business combination, e.g. continue past 
treatments even though an acquisition may 
be treated as a ‘reverse acquisition’ under the 
revised requirements. 

Goodwill Fully remeasured and restated in accordance 
with new requirements, past amortisation 
fully reversed. 

Balance of goodwill is only changed in 
relation to derecognised or recognised 
intangibles (in limited cases) and changes in 
contingent consideration.  Accumulated 
amortisation at the date of transition is 
netted against the gross carrying amount. 

Intangibles All intangibles arising in the original 
business combination are recognised where 
the recognition criteria are met. 

The other requirements in relation in 
intangibles must also be retrospectively 
applied from the date of the earliest business 
combination restated, e.g. expensing of 
start-up costs, derecognition of most 
revalued intangible assets, etc. 

Derecognise intangibles that fail the A-IFRS 
recognition criteria.  Do not recognise new 
intangible assets unless they would be 
required to be recognised by the acquiree 
under A-IFRS. 

Adjustments from applying these 
requirements are made to the carrying 
amount of goodwill. 

Other adjustments in relation to intangibles 
made at the date of transition, e.g. restating 
amortisation. 

                                                        
1  The requirements in this column also apply to those business combinations that occurred prior to the date of the first business 

combination restated.  However, references to the ‘date of transition’ would be to the date of the earliest business combination that 
is restated. 
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Area Where restatement occurs Where no restatement occurs1 

Other assets 
and liabilities 

Retrospectively reassess and remeasure all 
assets and liabilities that arose in the past 
business combination in accordance with 
A-IFRS and adjust the initial recognition of 
goodwill. 

Derecognise any assets or liabilities that 
would not be recognised under A-IFRS. 

Only recognise any other asset or liability if 
it were required under A-IFRS to be 
recognised by the acquiree. 

Any changes are recognised as an 
adjustment to opening retained earnings. 

Measurement Retrospectively measure all assets and 
liabilities at the time of the business 
combination in accordance with A-IFRS 
and adjust goodwill if necessary. 

Post-acquisition measurement would also be 
in accordance with A-IFRS requirements. 

Do not remeasure assets and liabilities 
arising from past business combinations, but 
use the original fair values at acquisition date 
under A-GAAP as a ‘deemed cost’. 

Post-acquisition measurements under 
A-IFRS impact retained earnings rather than 
goodwill. 

Impairment Fully retrospectively apply the revised 
impairment requirements from the date of 
the earliest restated business combination. 

This requirement applies to all assets, not 
just those arising in past business 
combinations. 

Apply the revised impairment requirements 
at the date of transition.   A mandatory test 
must be applied to goodwill at the date of 
transition, but other assets are only tested if 
an indication of impairment exists at the 
date of transition. 

Associates and 
joint ventures 

All past acquisitions of investments in 
associates and interests in joint ventures 
must also be restated from the date of the 
earliest business combination restated. 

Adjustments are only made from the date of 
transition, e.g. no reversal of past 
amortisation of notional goodwill related to 
associates. 

Deferred taxes 
and minority 
interests 

Deferred taxes recognised at the original 
date of acquisition and taken into account in 
the measurement of goodwill. 

Minority interests also retrospectively 
recalculated based on the restated A-IFRS 
amounts of assets and liabilities. 

The measurement of deferred taxes and 
minority interests follows from the 
established values of other assets and 
liabilities (as outlined above). 

Adjustments generally made to opening 
retained earnings unless direct recognition in 
equity is appropriate. 

 

Business combinations during the transition period 
It is important to note that the AASB 1 requirements cannot be applied to any business combination that 
occurs after an entity’s ‘date of transition’ under A-IFRS, which is the beginning of the comparative reporting 
period in an entity’s first A-IFRS compliant financial report.  For example, for entities with a June balance date, 
all business combinations that occur on or after 1 July 2004 will be required to be fully accounted for in 
accordance with the new requirements in the entity’s first A-IFRS compliant report, regardless of how that 
business combination is accounted for under current Australian pronouncements. 

  For more information on this topic, see pages 21-25 of the IFRS 3 publication and the IFRS 1 publication in general, particularly 
the summary in Appendix B - table of implications by line item. 
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5.2 Deferred taxes 
One of the most significant impacts that may arise from the transition to A-IFRS is the impact of deferred 
taxes in relation to past business combinations.  In some cases, the impacts of recognising deferred taxes will 
be so significant as to effectively ‘force’ an entity to restate at least some past business combinations, unless 
an entity has early adopted revised Accounting Standard AASB 1020 “Income Taxes” prior to the transition 
to A-IFRS. 

Deferred taxes are determined by applying the relevant tax rate to the ‘temporary differences’ between the 
carrying amounts of assets and liabilities and their associated ‘tax bases’ determined in accordance with 
AASB 112 Income Taxes.  Deferred taxes can arise in respect of business combinations as follows: 

•  fair value adjustments – changing the carrying amount of assets and liabilities changes the temporary 
differences and so the amount of the resultant deferred tax assets or liabilities 

•  intangible assets and other items not previously tax-effected – many intangibles, particularly those arising 
in business combinations that occurred prior to substantive enactment of the tax consolidation system in 
Australia, had no tax base (capital gains tax cost base or tax depreciable amount), leading to the 
recognition of substantial deferred tax liabilities under AASB 112 

•  investments – differences between the carrying amount of the net assets of a controlled entity and the 
tax base of the investment in the immediate parent entity can give rise to deferred tax consequences 

•  tax consolidation – AASB 112 requires the determination of acquired deferred taxes to be measured 
from the perspective of the combined group, i.e. after the business combination has occurred – the 
impacts of tax consolidation will therefore need to be included in the measurement of deferred taxes at 
acquisition date where a tax-consolidated group exists 

•  recognition exceptions – the acquired entity may have applied the initial recognition exception when 
accounting for deferred taxes, e.g. motor vehicle in excess of the depreciation cost limit, but any deferred 
taxes must still be recognised on consolidation when accounting for the business combination. 

As noted above, entities that under current A-GAAP have significant unrecognised deferred tax liabilities will 
need to carefully consider their restatement decision.  The example on the next page illustrates the impacts 
that can result. 
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Example 
Entity H acquired entity J on 1 July 2001.  At that time, an intangible asset in the form of a brand name was 
recognised at an amount of $100 million separately from goodwill, which was separately recognised at $20 
million and is being amortised over 10 years.  At the time of the acquisition, the brand name had no tax 
depreciable amount or a CGT cost base.  No deferred taxes were recognised when accounting for the 
acquisition under current A-GAAP.  For the purposes of this simplified example, assume that no adjustments 
other than in relation to deferred taxes would be required on application of AASB 3, no impairment losses or 
other issues arise and ignore any amortisation of the intangible. 

If the business combination is restated on transition to A-IFRS, the deferred tax of $30 million ($100 million x 
30%) arising at the original acquisition date would be recognised and a corresponding adjustment made to 
goodwill and or the carrying amount of the intangible itself (depending on how the fair value was originally 
determined – see section 2.5.3). 

If the business combination is not restated, the deferred tax liability of $30 million is still required to be 
recognised, but the initial accounting for the business combination cannot be adjusted.  Therefore, a 
corresponding $30 million debit is made to opening retained earnings. 

In summary terms, the following impacts occur at the date of transition to A-IFRS: 

 Deferred tax 
liability 

Goodwill and/or 
intangibles Net assets  

If the business combination is 
restated 

$30 million increase $36 million increase 
(deferred tax + past 

amortisation of goodwill) 

$6 million increase  

If no restatement occurs $30 million increase No change $30 million decrease  

As can be seen from the above analysis, the choice between restating or non-restating business combinations 
can have materially different outcomes on the reported net assets on transition to A-IFRS.  Because deferred 
taxes are recognised in opening retained earnings if prior business combinations are not restated, the impact on 
consolidated net assets and/or distributable reserves can be significant. 
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5.3 Intangible assets 
The treatment of previously recognised intangible assets on transition to A-IFRS will depend on the nature of 
the intangible asset and how it arose. 

5.3.1 Mandatory derecognition of certain intangibles 
Many Australian entities currently recognise intangible assets in relation to such items as research and 
development, certain start-up costs and other related items.  As noted in section 3.3, such items must be 
expensed under A-IFRS and must be derecognised on transition to A-IFRS unless they were acquired in a 
business combination and satisfy the modified criteria for such assets. 

5.3.2 Previous revaluations 
Where intangible assets have been revalued in the past under AASB 1041 “Revaluation of Non-Current 
Assets”, these revaluations will only be able to be retained on transition to A-IFRS if there is an ‘active 
market’ for the intangible.  As noted in section 3.2, AASB 138 notes that an active market can never exist for 
brands, newspaper mastheads, music and film publishing rights, patents or trademarks, and similar assets, 
because each such asset is unique. 

There are no special exemptions which would permit the ‘deeming’ of a cost for these items on transition to 
A-IFRS.  Therefore, any such items which have been revalued will need to be adjusted on transition to their 
‘true’ A-IFRS cost.  Because of the operation of the other requirements of AASB 138, it is highly likely that 
intangible assets that were not acquired in a business combination would have a cost of zero and therefore 
will be derecognised on transition. 

Even where an intangible asset has been acquired in a business combination and subsequently revalued, the 
effects of any revaluations recognised after the initial accounting for the business combination will need to be 
derecognised. 

Furthermore, where the fair values of intangible assets have been ‘pushed down’ to the separate financial 
statements of an acquired entity, the acquired entity would be required to derecognise the intangible asset, 
even though it may still qualify for recognition in the consolidated financial statements. 

Adjustments resulting from the above requirements have the potential to significantly reduce the reported net 
asset positions of many entities, both on a consolidated basis and in individual companies, perhaps leading to 
‘flow on’ impacts in other areas such as distributions, banking covenants and thin capitalisation calculations. 

5.3.3 Distinguishing intangible assets from goodwill 
One of the difficulties that may arise often for Australian entities is the determination of whether intangible 
assets previously recognised would satisfy the recognition criteria under A-IFRS.  Because Australia has not 
previously had a comprehensive standard on intangible assets, many different practices have developed and 
may cause difficulties on transition. 

This is particularly the case where, in line with current Australian practice, a ‘composite’ intangible asset has 
previously been recognised when accounting for a past acquisition, e.g. brand name, marketing rights, 
licences, etc.  If the amount allocated to an intangible asset in a pre-transition business combination 
effectively includes a number of intangible assets under A-IFRS, or subsumes within it some value that would 
be considered goodwill under A-IFRS, it may be likely that the entire asset will be required to be reclassified 
to goodwill on transition if the business combination is not restated. 

This outcome can arise because where business combinations are not restated, assets and liabilities not 
previously recognised can only be recognised if they are required to be recognised by the acquiree.  As most 
intangible assets arising in a business combination would not normally also be recognised in the separate 
financial statements of the acquiree, this rule acts to effectively prohibit ‘splitting’ of intangible assets 
previously recognised.  In other words, if past business combinations are not restated, the entire intangible 
asset previously recognised must continue to be recognised (provided it meets the A-IFRS recognition 
criteria), or the whole amount is subsumed into goodwill. 
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Example 
Company KL operates a utilities distribution business.  It holds a number of ‘retail licences’ that were acquired 
through past business combinations and which originally provided the holder with monopoly rights over the 
sale of  various utilities to customers within identified geographical boundaries.  At the time of acquisition, 
returns from customers were regulated by a government body and provided exclusive rights of supply to 
various groups of customers, including contracted commercial/industrial customers (fixed term price and 
supply agreements), uncontracted commercial/industrial customers, and uncontracted ‘retail’ customers. 

Subsequent to the acquisition, the utilities markets were deregulated allowing competitor suppliers to enter each 
geographical market.  This development was foreseen at the time of the acquisition. 

When originally accounting for the acquisition, KL assigned a large amount to an asset called ‘retail licences’.  
The value (and consideration paid for the acquisition) was supported on the basis of detailed modelling taking 
into account various factors, including the ‘monopoly’ period, growth in the market and loss of customers to 
competitors. 

On transition to A-IFRS, the treatment of the ‘retail licences’ intangible asset will depend on the decision made 
with respect to restatement. 

If the business combination is not restated, the treatment will then depend on the nature of the original ‘retail 
licences’ asset.  If the ‘retail licences’ asset was originally recognised separately from goodwill and represented 
the value of the acquired customer relationships, then it may be able to recognised separately from goodwill on a 
go-forward basis. 

If however, the value assigned to the ‘retail licences’ intangible included amounts related to items such as 
expected growth in the market, synergies and the benefits of skilled employees, then the ‘retail licences’ asset 
would not satisfy the recognition criteria on transition and would need to be transferred to goodwill.  The asset 
cannot be ‘split’ into an amount representing the ‘retail licence’ asset under the AASB 138 recognition criteria 
and a residual amount reclassified as goodwill, as this would be effectively recognising a new asset that would not 
be recognised by the acquiree. 

If the business combination is restated, it is likely that a number of difference customer-related intangible assets 
would be recognised in lieu of the ‘retail licences’ asset, so long as these assets can be reliably measured.  Each 
group of customer relationships may be separate intangible assets with varying useful lives, and there may be 
different assets recognised in relation to the ‘monopoly’ period. 

5.3.4 Amortisation adjustments 
Once any adjustments have been determined in relation to the carrying amounts of intangible assets, the 
associated amortisation of those intangible assets also need to be reconsidered in light of the requirements of 
AASB 138.  A transitional impairment test may also be required (see section 5.6). 

Significant sources of adjustments of amortisation in relation to past intangible assets may result from many 
impacts, including: 

•  reassessment of the useful lives of the intangible assets as ‘indefinite’ to or from ‘finite’ – either requiring 
amortisation for the first time, or resulting in the reversal of past amortisation 

•  changes in the carrying amounts of intangible assets resulting from restating business combinations or 
the derecognition of past revaluations 

•  changing the useful lives of assets, e.g. the ability to renew without significant cost the term of an 
intangible asset must be taken into account in determining the useful life 
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5.3.5 Summary flowchart for intangibles on transition 
The following flowchart provides an overview of the treatment of intangible assets on transition to A-IFRS. 

 

 

 For more information on this topic, see section V of the IFRS 3 publication, which provides guidance on the determination of the 
fair value of intangible assets acquired in business combinations, and section III.VI of the IFRS 1 publication, which specifically 
deals with intangibles on transition. 
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5.4 Financial instruments 
5.4.1 Basic requirements on transition 
Under AASB 1, there are a number of special exemptions from the general requirements in relation to 
financial instruments.  In summary terms, these exemptions are as follows: 

•  hedge accounting requirements of AASB 139 Financial Instruments: Recognition and Measurement are 
effectively only applied on a prospective basis from the date of transition 

•  the designation requirements of financial assets and financial liabilities as fair value through profit and 
loss or as available for sale can be applied at the date of transition, even if they were not applied at initial 
recognition as required by AASB 139 

•  the derecognition requirements of AASB 139 can only applied prospectively from 1 January 2004 unless 
the entity chooses to restate from an earlier date and certain criteria are met 

•  certain compound financial instruments where the liability component is not outstanding at the date of 
transition are not retrospectively restated. 

These exemptions are generally considered as a pragmatic solution to the problem of fully retrospective 
application of AASB 139. 

 For more information on this topic, see section III.E of the IFRS 1 publication. 

5.4.2 Interaction with the business combination exemptions under AASB 1 
The financial instruments exemptions briefly outlined above apply in the same manner whether pre-transition 
business combinations are restated or not. 

If pre-transition business combinations are not restated, the there are no special requirements that need to be 
considered, as most adjustments in relation to financial instruments are recognised in opening retained 
earnings or other equity accounts when applying both the financial instruments and business combinations 
exemptions. 

However, the restatement of pre-transition business combinations does not necessarily result in the same 
outcome and can create additional issues.   

In summary terms, some of these issues include: 

•  measurement of financial instruments in existence at the time of the business combination – financial 
instruments may need to be remeasured in accordance with the more specific fair value requirements of 
AASB 139, potentially causing measurement difficulties if all necessary information is not available to 
retrospectively apply these requirements at the date of acquisition 

•  the treatment of hedging instruments – although the hedging instruments in place at the original 
acquisition date may need to be remeasured, the hedge accounting treatment between the acquisition 
date and date of transition cannot be adjusted to be in accordance with AASB 139, even if this treatment 
was contrary to AASB 139 or whether items previously accounted for as hedges do not qualify for hedge 
accounting under AASB 139.  This may impact the split of pre- and post-acquisition reserves where 
measurement differentials exist, or the instruments may  not have been previously recognised under 
current Australian practice, e.g. interest-rate swaps 

•  embedded derivatives acquired – the identification and measurement of embedded derivatives is one of 
the most difficult transitional challenges for entities in A-IFRS, e.g. an option to renew an operating lease 
based on the original lease terms.   Applying these requirements retrospectively to business combinations 
that occurred well before the date of transition may be even more difficult.  
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Example financial instruments hotspots 
The following broad categories of financial instruments arising in restated business combinations might cause 
additional difficulties in the restatement process: 

▪ hedge accounting – the treatment of items as hedges between the acquisition date and the date of 
transition cannot be adjusted, even though they may not satisfy the AASB 139 criteria, or if hedge 
accounting is not adopted under A-IFRS on a go-forward basis 

▪ hedging instruments – movements from the amount recognised at the acquisition date to the date of 
transition will be recognised in opening equity, not adjusted against the original acquisition entry 

▪ acquired receivables, particularly those that are long-term – need to be remeasured using the effective 
interest rate method based on market rates at the original acquisition date 

▪ embedded derivatives – these may not have been identified and recognised at the time of the original 
acquisition 

▪ interest-bearing liabilities – it is often common practice under current A-GAAP to assign a fair value to 
borrowings equal to their book value.  Under AASB 139, a ‘true’ fair value needs to be determined in 
accordance with AASB 139, and may have particular importance in relation to fixed rate loans and other 
instruments where historical terms are not close to market rates at the acquisition date. 
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5.5 ‘Step’ acquisitions that occurred prior to 
transition 
Under current Accounting Standard AASB 1024 “Consolidated Accounts”, ‘step’ acquisitions that occur after 
control was initially established must be accounted for as an acquisition, resulting in fair value adjustments to 
all the assets and liabilities of the controlled entity, and an increase in a consolidated asset revaluation reserve 
in relation to the controlling entity’s previous ownership interest. 

As noted in section 2.4 of this document, under AASB 3, additional ownership interests acquired in an entity 
after control is initially established are not considered ‘business combinations’.  As a result, there is some 
uncertainty as to whether the business combination exceptions under AASB 1 can be applied to pre-
transition ‘step’ acquisitions. 

There are many views how pre-transition ‘step’ acquisitions can be treated on transition to A-IFRS.  Some of 
these views include: 

•  considering step acquisitions to be ‘business combinations’ that can be chosen not to be restated in the 
same manner as, and along with, all other pre-transition business combinations 

•  not considering past step acquisitions to be business combinations and fully restating all past step 
acquisitions in accordance with the new requirements, as required by the general requirements of 
AASB 1 

•  a ‘hybrid’ approach whereby goodwill in existence at the date of transition to A-IFRS is not restated 
unless business combinations are restated, but other fair value adjustments arising in step acquisitions are 
restated unless another transitional provision permits otherwise, e.g. using a past ‘revaluation’ (fair value) 
as the deemed cost of property, plant and equipment. 

The accounting outcomes can be markedly different depending upon which approach is ultimately adopted.  
It is understood that the AASB discussed this issue when developing the additional guidance to AASB 127, 
but that no firm conclusions were reached.  Because the AASB’s guidance effectively locks Australian entities 
into accounting for post-transition step acquisitions as equity transactions (see section 2.4), the option of 
adopting the full fair value approach (the current A-GAAP approach) that may be available under IFRS 
cannot be used as an entity’s accounting policy both before and after transition under A-IFRS.  This 
significantly compounds the importance of this issue under A-IFRS.  

The determination as to whether post-control ‘step’ acquisitions should be subject to the business 
combinations exemption is important because: 

•  entities may not have sufficient records or resources available to restate all past ‘step’ acquisitions, 
particularly those that occurred long ago 

•  pre-transition ‘step’ acquisitions generally result under current A-GAAP in an uplift in the carrying 
amount of assets, increasing reported net assets but also increasing subsequent depreciation and 
amortisation and the potential for impairment losses. 

We believe that the intention of AASB 1 would be to include past ‘step’ acquisitions within the scope of the 
business combination exception.  Not to adopt this approach would result in a mandatory requirement to 
restate all pre-transition ‘step’ acquisitions regardless of when they occurred or what approach is taken with 
business combinations.  However, this intention needs to be tempered with a lack of explicit guidance under 
AASB 1 on this issue, particularly when considered in light of the other requirements of AASB 1 that the 
exemptions it provides cannot be applied by analogy to other items.  Ideally, IFRIC should consider this issue 
and issue an interpretation as to the appropriate treatment under IFRS 1.   

Dealing with the transitional step acquisition issue 
▪ entities affected by this issue should closely monitor developments at the international and Australian 

levels 
▪ considering  lobbying the UIG and IFRIC for a resolution to this issue 
▪ ensure that contingency planning is in place depending on the ultimate outcome 
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5.6 Transitional impairment tests 
Under AASB 1, an impairment test must effectively be applied on transition in relation to: 

•  goodwill where business combinations have not been restated, after the carrying amount has been 
adjusted by applying the other transitional requirements of AASB 1 (as relevant), e.g. derecognition of 
intangibles that fail the recognition criteria and are subsumed into the carrying amount of goodwill 

•  intangible assets that have indefinite useful lives and goodwill restated from a business combination, 
unless the entity’s existing models and recoverable amount tests have been in compliance with the new 
requirements of AASB 136 

•  any asset or cash-generating unit where an indication of impairment exists. 

Care must be taken to ensure that the requirements of AASB 136 are adequately considered as part of the 
transition process, as the impacts of any post-transition impairment losses will need to be recognised in profit 
or loss, rather than as part of developing the transitional A-IFRS balance sheet.  Furthermore, because 
AASB 136 requires the reversal of impairment losses in certain cases, assets for which an impairment loss has 
been recognised should also be reconsidered. 

In reality, the application of the recoverable amount test under current A-GAAP is not particularly robust 
and rarely applied the full extent of guidance now available under AASB 136.  Therefore, most entities may 
be required to perform a number of transitional impairment tests, and must also prepare their systems and 
procedures to apply the tests on an on-going basis. 

Because of the general requirement under AASB 1 to not retrospectively adjust estimates at the date of 
transition for subsequent developments, special consideration should be given to gathering the information 
necessary for a transitional impairment test as close as possible to the date of transition.  For entities that 
have a December balance date, the date of transition is 1 January 2004 and this process should be well under 
way.  For entities with a June balance date, the date of transition is 1 July 2004 and the period immediately 
following the completion of the 30 June 2004 financial report may provide an excellent opportunity to finalise 
this process. 

Steps in applying a transitional impairment test 
The following are some of the steps required in considering the need for, and applying, a transition impairment 
test: 

▪ ensure the process starts around the date of transition to ensure all information is available and estimates 
are not biased 

▪ delineate CGUs that comply with A-IFRS 
▪ determine the amount of goodwill and its allocation to CGUs or groups of CGUs 
▪ identify any assets or CGUs that may be impaired  
▪ determine the approach to be applied in the determination of recoverable amount considering the guidance 

in AASB 136 
▪ determine the carrying amounts of CGUs in accordance with the requirements of AASB 136, after all 

adjustments to reflect the other requirements of A-IFRS have been made, e.g. deemed cost of property, 
plant and equipment, newly recognised or remeasured assets and liabilities, etc 

▪ apply a transitional impairment test to goodwill from non-restated business combinations and any assets or 
CGUs where an indication of impairment exists using estimates available at the date of transition 

▪ consider whether any assets for which an recoverable amount write down has previously been recognised 
should be reassessed on transition to determine where the impairment loss should be reversed 

▪ consider transitional disclosure and other requirements. 

 For more information on this topic, see section III.J of the IFRS 1 publication. 
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5.7 Making a decision on restatement 
The decision as to whether past business combinations will be restatement or not depends on numerous 
factors.   However, it is important to note that reported financial position and performance after the 
transition to A-IFRS can be significantly impacted by the decisions made in relation to restatement. 

As with all A-IFRS, the impacts will vary widely and be different for each entity.  The table below summarises 
some of the factors that need to be taken into account when making a decision on restatement of pre-
transition business combinations. 

This table is not intended to be exhaustive, but provides an overview of many common determinants in the 
decision making process.  Furthermore, some factors listed may have the opposite impact if alternate 
outcomes are considered optimal, e.g. minimise the amount of recognised goodwill.   

In reality, a decision will often need to be made after considering a balance of opposing factors. 

Area Factors favouring restatement Factors favouring no restatement 

Timing Pre-transition business combinations have 
occurred relatively recently 

The entity has had few business 
combinations, or past business 
combinations occurred long ago 

Availability of 
information 

Project management materials related to 
past business combinations are easily 
available 

Records in relation to past business 
combinations is not available or insufficient 
to retrospectively apply the new 
requirements 

Types of 
business 
combinations 

Past business combinations would be 
considered ‘reverse acquisitions’ under the 
new requirements, and future reported 
profitability is more important than reported 
net assets 

Past business combinations would be largely 
accounted for on a consistent basis with the 
A-IFRS requirements 

Impairment Past business combinations have been 
successful and it is unlikely that impairment 
losses would result if the revised impairment 
requirements were retrospectively applied 

Past business combinations have resulted in 
discounts on acquisition which have been 
applied to assets that have been fully 
depreciated 

Goodwill Goodwill has been amortised over a short 
period and the original gross amount would 
be easily supported when applying the 
revised impairment tests (unless this 
outcome is desired) 

 

Past business combinations occurred long 
ago and most goodwill has been amortised 
or written down. 

The amount of goodwill and intangible 
assets in relation to past business 
combinations is relatively minor. 

Intangibles Intangible assets with short useful lives have 
not been separately recognised in relation to 
past business combinations and carrying 
amounts of other assets are close to their 
recoverable amounts 

There are few intangible assets arising from 
past business combinations 

Particular difficulties exist in measuring the 
fair value of intangibles arising in past 
business combinations 

Fair values Fair values have not been determined in 
accordance with the revised guidance in the 
past, and doing so would produce beneficial 
outcomes in relation to reported net assets 
or profitability, or would favourably impact 
distributable reserves (if applicable) 

No material adjustments would result from 
the application of the strict fair value 
guidance 



Transitional issues 
Making a decision on restatement 
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Area Factors favouring restatement Factors favouring no restatement 

Deferred taxes Large differences exist between the carrying 
amounts of assets and liabilities and their 
respective tax bases – particularly in relation 
to fair value uplifts and intangible assets 
were recognition of deferred tax liabilities 
may adversely impact retained earnings 

Fair values determined in past business 
combinations have taken the future tax 
consequences into account so that the fair 
value is effectively ‘net of tax’. 

Limited fair value adjustments or intangible 
assets recognised in past business 
combinations 

Deferred tax assets in existence at date of 
the business combination have not been 
previously recognised but would be 
considered ‘probable’ at the date of 
transition 

 

Things to consider when weighting factors 
▪ look for major ‘show stoppers’ first, e.g. no records available to restate, net deficiency resulting from the 

recognition of deferred taxes on intangibles where past business combinations are restated 
▪ identify the factors that will give the best outcome on the most important post-transition financial measure, 

i.e. reported profits, reported net assets and/or distributable reserves 
▪ identify those past business combinations that are most likely to result in significant adjustments if restated 

and investigate those combinations first, working backwards through time 
▪ don’t automatically assume that business combinations will or will not be restated - be prepared to conduct 

what-if analyses and look for compromise or best outcomes considering a balance of competing indicators 
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Appendix 
Key A-IFRS pronouncements dealing with business 
combinations 
A-IFRS pronouncement Equivalent current A-GAAP Standards 

AASB 3 Business Combinations AASB 1015 “Acquisitions of Assets” 

AASB 1013 “Accounting for Goodwill” 

UIG 8 “Accounting for Acquisitions – Recognition of 
Acquired Tax Losses” 

UIG 10 “Accounting for Acquisitions – Gold Mining 
Companies” 

UIG 34 “Acquisitions and Goodwill – First-time 
Application of Accounting Standards” 

UIG 41 “Fair Value of Equity Instruments Issued as 
Purchase Consideration” 

UIG 44 “Acquisition of In-process Research and 
Development” 

AASB 136 Impairment of Assets AASB 1010 “Recoverable Amount of Non-Current 
Assets” 

AASB 138 Intangible Assets 

UIG Interpretation 132 Intangible Assets – Web Site Costs

AASB 1010 “Recoverable Amount of Non-Current 
Assets” 

AASB 1011 “Accounting for Research and 
Development” 

AASB 1013 “Accounting for Goodwill” 

AASB 1015 “Acquisitions of Assets” 

AASB 1021 “Depreciation” 

AASB 1041 “Revaluation of Non-Current Assets” 

AI 1 “Amortisation of Identifiable Intangible Assets” 

UIG 37 “Accounting for Web Site Costs” 

UIG 44 “Acquisition of In-process Research and 
Development” 
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Abbreviations used in this document 
Abbreviation Meaning 

AASB Australian Accounting Standards Board 

A-IFRS Australian equivalents to IFRS, comprising Accounting Standards and UIG Interpretations 

A-GAAP Australian generally accepted accounting principles currently applied before the transition to 
the A-IFRS 

FASB Financial Accounting Standards Board of the United States of America 

IASB International Accounting Standards Board 

IFRS International Financial Reporting Standards 

IFRIC International Financial Reporting Interpretations Committee, a committee of the IASB. 

UIG Urgent Issues Group, a committee of the AASB. 
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