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Before we start

Housekeeping

The views expressed are those of the presenters, not necessarily those of the International
Accounting Standard Board (IASB) or the IFRS Foundation.

The Discussion Paper is available for download on the IFRS website at
www.ifrs.org/projects/work-plan/business-combinations-under-common-control/.

Copyright © 2021 IFRS® Foundation

Used with permission of the IFRS Foundation. All rights reserved. Reproduction and use rights are strictly limited. Please contact the IFRS Foundation for further
details at licences@ifrs.org. Copies of IASB® publications may be obtained from the IFRS Foundation’s Publications Department. Please address publication
and copyright matters to licences@ifrs.org or visit our webshop at http://shop.ifrs.org.

Disclaimer: To the extent permitted by applicable law, the Board and the IFRS Foundation expressly disclaim all liability howsoever arising from these materials
and this video or any translation thereof whether in contract, tort or otherwise to any person in respect of any claims or losses of any nature including direct,
indirect, incidental or consequential loss, punitive damages, penalties or costs. Information contained in this publication does not constitute advice and should not

be substituted for the services of an appropriately qualified professional. e o
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Agenda

I Introduction

I The acquisition method or a book-value method?
I How to apply the acquisition method?

I How to apply a book-value method?

I Next steps
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Business combinations under common control
An illustration

HoldingCo

ITCo buys SoftwareCo from PrivateCo.

ITCo and SoftwareCo are controlled by
HoldingCo, both before and after the
combination.

o _ o PrivateCo
This is a business combination under

common control.

— InternetCo

We are ConSIderlng the reportlng by the e eeeeeeereeneeaaeeeennn ...

receiving company, ITCo, and focus on

information needs of users of its financial
statements.
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Why is the Board doing the project?

A gap in IFRS Standards results in diversity in practice and lack of transparency

Business combinations The acquisition method is applied

HI I

i Addressed by IFRS 3 Business Combinations

The acquisition method and a variety

Business combinations under common control of book-value methods are applied

NOT addressed by IFRS Standards

6 HEEAIFRS



What information do those methods provide?

Acquisition method as per IFRS 3 Book-value method is not defined
RESEIE anq igtefllies Measured at fair values Measured at various book values
received
Intangibles and All identifiable assets and liabilities Only previously recognised assets and
contingent liabilities received are recognised liabilities are recognised
Goodwill Recognised Not recognised
Prg-comblr)atlon Excludes the transferred company Diversity in practice
information
Comprehensive disclosure Little disclosure
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What improvements is the Board aiming for?

Better information for investors without imposing unnecessary costs on preparers

Relevance Accounting method used provides useful information

Comparability Similar transactions are reported in a similar way

Transparency Disclosures are improved

8| HEEAIFRS
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What are the Board’s views?

One size does not fit all

A single method in all cases? Neither the acquisition method nor a book-value method

In principle, the acquisition method should apply when non-
controlling shareholders are affected

How to ‘draw the line’?

What about the cost-benefit There is an exception to and an exemption from the
trade-off? acquisition method for privately held companies

IS @ Sy &1 SoRCtEL U A book-value method should apply in all other cases
method?

10| EEEAIFRS




The Board’s decision tree

The underlying
principle

Outcome for
public companies

Special conditions
for privately held
companies due to
the cost-benefit
trade-off

Book-value
method

A

y

Does the transaction affect non-controlling shareholders
of the receiving company?

Are the receiving company’s shares traded in a public market?

Are all non-controlling shareholders related parties of the
receiving company (related-party exception)?

Has the receiving company chosen to use a book-value
method, and have its non-controlling shareholders not objected
(optional exemption)?

\ 4

Acquisition
method

11\ B3 IFRS




lllustrating the Board’s views
Non-controlling shareholders

Receiving company with a majority shareholder

. HoIc_Iing(_:o wishes to seek funding HoldingCo Non-controlling
against its successful SoftwareCo, and shareholders
decides to move SoftwareCo into the
ITCo group.

>50% <50%

» |TCo shares are publicly traded. It is
controlled by HoldingCo but has non-
controlling shareholders.

ITCo

PrivateCo

Shares publicly traded

100%
* |ITCo buys SoftwareCo from PrivateCo

for cash.

The Board's view is that the receiving company, [T

— |nternetCo

ITCo, should use the acquisition method.

12| EEE|FRS



Why use the acquisition method?

Reporting by the receiving company, ITCo

Acquisition method

Book-value method

Cash consideration paid CU 500 CU 500
Software CU 380 CU 20
Brand name CU 50 -
Other net assets CuU 40 CuU 40
Goodwill CU 30 -
Total net assets recognised CU 500 CuU 60
Difference (recognised in equity) n/a CU 440

T

|

Provides information about fair values of
SoftwareCo identifiable assets and
liabilities, including:

brand name (previously unrecognised);
software (previously measured at book
value).

Y
Does not provide information about fair
values of SoftwareCo identifiable
assets and liabilities; instead, reports a
reduction in equity.

13 IELIFRS



lllustrating the Board’s views
Wholly-owned receiving company

Preparing for an IPO

HoldingCo wishes to sell its wholly-
owned businesses, SoftwareCo and
InternetCo, together in an IPO.

To organise its businesses into a
single sub-group in preparation for an
IPO, HoldingCo could, for example,
transfer SoftwareCo to InternetCo...

HoldingCo

PrivateCo

100%

...........

InternetCo

lllllllllllllllllllllllll

E --------------------------------------- Software Co

14| EEEIFRS



lllustrating the Board’s views
Wholly-owned receiving company (continued)

Preparing for an IPO (continued)

: . : HoldingCo
» Alternatively, to organise its businesses

into a single sub-group in preparation ‘
for an IPO, HoldingCo could transfer
InternetCo to SoftwareCo.

» HoldingCo could also introduce a new
holding company (NewCo) to acquire
both businesses or legally merge the

combining businesses into a single
company. SoftwareCo

PrivateCo

InternetCo

The Board’s view is that the receiving company
should apply a book-value method so consistent

information is provided regardless of how the
combination is structured.

15| IEE|FRS
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What are the Board’s views?

The acquisition method is specified in IFRS 3 Business Combinations

Apply the acquisition method as set out in IFRS 3,
including all disclosure requirements

General principle

In rare cases of a ‘bargain purchase’, recognise a

Special feature contribution to equity instead of recognising a gain

Disclose information about how
the transaction price was determined

Additional disclosure

17| EEEIFRS



lllustrating the Board’s views

Applying the acquisition method to business combinations...

Fair value of

consideration
paid

Goodwill
MEESIEES
a residual

Fair value
of acquired
business

Assets and liabilities
acquired measured
at fair value

Gain measured
as a residual

Fair value of
consideration
paid

Fair value
of acquired
business

Assets and liabilities
acquired measured
at fair value

18| MEAIFRS



lllustrating the Board’s views

...and to business combinations under common control

Fair value of

consideration
paid

Goodwill
MEESIEES
a residual

Fair value
of acquired
business

Assets and liabilities
acquired measured
at fair value

Contribution
measured as
a residual

Fair value of
consideration
paid

Fair value
of acquired
business

Assets and liabilities
acquired measured
at fair value

19| EEA|FRS
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What are the Board’s views?

A single book-value method to be specified in IFRS Standards

Assets and liabilities received Measure at transferred company’s book values

Consideration paid Generally measure at book value

Transaction costs Generally recognised as an expense

Difference Recognise as an increase or decrease in equity

Pre-combination information Include the transferred company prospectively, without restatement

Disclosure A subset of IFRS 3 disclosure requirements and the difference in equity

21 EEAIFRS



lllustrating the Board’s views

Which book values to use?

« SoftwareCo’s assets and liabilities
might be recognised at different book
values by different companies.

» For example, PrivateCo could have
acquired SoftwareCo in a business
combination, recognising SoftwareCo
identifiable assets and liabilities at fair
value, and recognising goodwill.

The Board’s view is that the transferred

company’s book values should be used.

HoldingCo

SoftwareCo’s
net assets CU90

0,
100% SoftwareCo’s

net assets CU?
PrivateCo

SoftwareCo’s
100%  net assets CU90 100%

ESoftwareCo — InternetCo

SoftwareCo’s

net assets CU60
e EEssEEEEEEssEEEEEEEEEsESEEEEssssEEEEEEsEEEEEE N SoftwareCO
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lllustrating the Board’s views

If a retrospective approach is applied, pre-combination information is restated.

InternetCo

SoftwareCo

Combination date

_—

30 June 20X1
profit (CU)

31 December 20X1
profit (CU)

30 June 20X2
profit (CU)

31 December 20X2

profit (CU)

5

4

3

6

\

J

|

Receiving company’s consolidated financial statements for previous periods include
the transferred company and so present a group that did not exist at that time.

23 IEIIFRS



lllustrating the Board’s views

The Board’s view is that the receiving company should use a prospective approach.

InternetCo

SoftwareCo

Combination date

\

30 June 20X1 31 December 20X1 30 June 20X2 31 December 20X2
profit (CU) profit (CU) profit (CU) profit (CU)
5 4 3 6
30

Y

Receiving company’s consolidated financial statements for previous periods do not
include the transferred company and so present the group that existed at that time.

24 HEDIFRS
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Next steps

December 2020-August 2021

November 2020 (Comments due 1 September 2021)

Publication of the Comment period
Discussion Paper and outreach

S0
& How you can help
e Participate in outreach activities

e Submit a comment letter

Q4 2021

Discussion Paper

Feedback

26 IEEIIFRS



Useful resources

o For more information, please refer to the following materials on the IFRS website:
» Debrief Business Combinations under Common Control
» Fact Sheet Business Combinations under Common Control—At a glance
» Snapshot Discussion Paper Business Combinations under Common Control
* Project update Combinations of businesses under common control—one size does not fit all
* Webinar Explaining Discussion Paper Business Combinations under Common Control
» Discussion Paper Business Combinations under Common Control

e Investor webcast The IASB seeks investor views on how to account for M&ASs between
companies under common control

27 HEDIFRS



Find us online

www.ifrs.org

IFRS Foundation | International Accounting Standards Board
@IFRSFoundation
IFRS Foundation

IFRS Foundation

Join our team: go.ifrs.org/careers




