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Highlights of the IASB Exposure Drafts 
on Business Combinations 
On 5 December 2002, the International Accounting Standards Board 
published an Exposure Draft (ED 3) of a new International Financial 
Reporting Standard that would replace: 

q IAS 22, Business Combinations 

Concurrently, IASB issued an ED proposing amendments to: 

q IAS 36, Impairment of Assets 

q IAS 38, Intangible Assets 

The EDs also propose consequential amendments to some other IASs.  

The new business combinations standard would be effective for 
business combinations  (and related goodwill or negative goodwill) for 
which the agreement date is on or after the date the final IFRS is 
issued.  The comment deadline is 4 April 2003.  This newsletter 
summarises the main proposals in the EDs. 
 

Key Proposals in the Exposure Drafts 

Method of accounting for business combinations.  All business 
combinations covered by the revised standard must us e the purchase 
method.  Uniting (pooling) of interests would no longer be permitted.  
Therefore, an acquirer must be identified for every business 
combination within the scope of ED 3.  The acquirer is the entity that 
obtains control of the other combining entities or operations. 

Indefinite-lived intangible assets.  Goodwill and other intangible 
assets with indefinite useful lives would not be amortised, but tested 
for impairment annually (or more frequently if there is an indication of 
impairment).  Reversals of impairment losses with respect to goodwill 
are prohibited. 

Negative goodwill.  Any negative goodwill remaining after a 
reassessment of the identification and measurement of the identifiable 
net assets acquired should be recognised immediately in the income 
statement as a gain.  This includes negative goodwill implicit in the 
carrying amount of an equity method investment. 

Liabilities for terminating or reducing the activities of an 
acquiree.  Costs expected to be incurred as a result of a business 
combination to restructure the acquired entity’s (or acquirer’s) 
activities would be treated as post-combination expenses, unless at the 
acquisition date,  the acquired entity has an existing liability in 
accordance with IAS 37.   

Date for measuring the cost of the acquisition.  The consideration 
paid for an entity is measured at the date control passes to the acquirer.  
However, if the acquisition is made in a series of transactions, 
acquisition cost is the aggregate of the cost of the individual 
transactions. 
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Initial measurement of identifiable net assets when less than 100% is acquired.  IAS 22 currently allows a 
choice between (a) acquirer’s share of net assets at fair values plus minority interest’s share at pre-acquisition 
carrying amounts and (b) both acquirer’s and minority’s share measured at fair values.  The ED proposes to prohibit 
choice (a) and require 100% fair value measurement. 

Presentation of minority interest.  Minority interest would be presented within equity in the balance sheet, but 
separately from the parent shareholders’ equity. 

Costs of issuing e quity securities.  The costs of registering and issuing equity instruments are excluded from costs 
directly attributable to the acquisition.  Such costs should be recognised as a deduction from equity. 

Finite -life intangible assets.  Intangible assets acquired in a business combination should be recognised separately 
from goodwill if they arise as a result of contractual or legal rights or are separable from the business.  An assembled 
workforce, in the absence of a legal contract, does not meet the recognition criteria for an intangible asset.  
Intangible assets with finite useful lives should continue to be accounted for in accordance with  IAS 38 after initial 
recognition – that is, an amortisation plus impairment test model.  The exiting rebuttable presumption of a 20-year 
maximum useful life is eliminated. 

Contingent liabilities of the acquiree.  In allocating the cost of an acquisition, t he acquirer will recognise 
separately a contingent liability of the acquiree if its fair value can be measured reliably. 

Intangible asset – change in classification.  If the estimated life of an intangible asset is changed from indefinite to 
a finite life, such change will be accounted for as a change in estimate (prospectively).  Further, an immediate 
impairment test is required, the trigger being the change of estimated life. 

Subsequent identification or changes in value of the acquiree’s identifiable assets and liabilities.  At the 
acquisition date, the best estimate of fair values of net assets should be used.  If new information comes to light after 
the acquisition has been initially accounted for, an adjustment to the initial numbers (and hence to goodwill) should 
only be made where it is an adjustment for an error (prior year adjustment).  Revisions of estimates other than errors 
should not lead to an adjustment to the fair values but, instead, should be recognised in the income statement.   

Identifiable assets and liabilities of the acquiree that do not satisfy the criteria for separate recognition at the time of 
initially accounting for the business combination should be separately recognised (with a corresponding adjustment 
to goodwill or negative goodwill) only when additional evidence later becomes available demonstrating that those 
assets or liabilities satisfied the criteria for separate recognition as at the date of acquisition.  If such adjustment is 
made after the end of the first annual accounting period commencing after the business combination, it should be 
accounted for as the correction of an error in accordance with IAS 8. 

Disclosures. ED 3 proposes the addition of a sizeable number of new disclosures to existing requirements.  Notably, 
comparative disclosures and interim disclosures will be required.  Certain disclosures have been eliminated. 

Effective Date and Transition.  Generally, business combinations  for which the agreement date is on or after the 
date the final IFRS is issued would be subject to the requirements of that IFRS.  Previously recognised goodwill  – 
including equity method goodwill – will not be amortised (and must be tested for impairment in accordance with 
IAS 36 revised) from the beginning of the first annual reporting period beginning on or after the date the IFRS is 
issued.  Previously recognised negative goodwill must be derecognised at the beginning of the first annual reporting 
period after the IFRS is issued.   

Phase II of the Business Combinations Project.  Phase II is a joint project with the FASB.  It focuses on the 
specific accounting procedures related to the application of the purchase method.  Additionally, the IASB and FASB 
will explore the merit of fresh-start or new -basis accounting for business combinations.  This phase will also addr ess 
certain issues outside of the scope of the phase I project, such as combinations of entities under common control, 
combinations of entities to form a joint venture, and combinations to form a reporting entity by contract only without 
the obtaining of an ownership interest. 
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