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New Zealand Equivalent to International Financial &&pg Standard 3Business
CombinationgNZ IFRS 3) is set out in paragraphs 1-68 and Apigesd®—C. NZ IFRS 3
is based on International Financial Reporting Saath@ Business Combination$FRS 3)
(2008) as revised by the International Accountingn8ards Board (IASB). All the
paragraphs have equal authority. Paragrapbsliohtype state the main principles. Terms
defined in Appendix A are iitalics the first time they appear in the NZ IFRS. Defuonits
of other terms are given in the New Zealand Gloss&y. IFRS 3 should be read in the
context of its objective and the IASB’s Basis for nClusions on IFRS 3 and the
New Zealand Equivalent to the IASBonceptual Framework for Financial Reporting
(NZ Frameworl. NZ IAS 8 Accounting Policies, Changes in Accounting Estimated
Errors provides a basis for selecting and applying actiogrpolicies in the absence of
explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdratlements. NZ IAS Bresentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stnddmay need to amend the descriptions
used for particular line items in the financialtetaents and for the financial statements
themselves. For example, profit/loss may be reteto as surplus/deficit and capital or
share capital may be referred to as equity.
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HISTORY OF AMENDMENTS

Table of Pronouncements — NZ IFRS Business Combinations

This table lists the pronouncements establishing) substantially amending NZ IFRS 3
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Introduction to NZ IFRS 3

Reasons for issuing the IFRS

IN1

IN2

The revised International Financial Reportingrigtard 3Business Combinations
(IFRS 3) is part of a joint effort by the Interratal Accounting Standards Board
(IASB) and the US Financial Accounting Standards Bq&#SB) to improve
financial reporting while promoting the internatibranvergence of accounting
standards. Each board decided to address the dowpufor business
combinations in two phases. The IASB and the FASEbdrted the first phase
separately. The FASB concluded its first phase meJR001 by issuing FASB
Statement No. 14Business Combination¥he IASB concluded its first phase in
March 2004 by issuing the previous version of IFRBusiness Combinations
The boards’ primary conclusion in the first phases whaat virtually all business
combinations are acquisitions. Accordingly, the dsatecided to require the use
of one method of accounting for business combinatiethe acquisition method.

The second phase of the project addressed tlidargie for applying the
acquisition method. The boards decided that a fgignit improvement could be
made to financial reporting if they had similar retards for accounting for
business combinations. Thus, they decided to cdnithecsecond phase of the
project as a joint effort with the objective of rhag the same conclusions. The
boards concluded the second phase of the projeisshing this IFRS and FASB
Statement No. 141 (revised 200Business Combinationand the related
amendments to IAS 2Tonsolidated and Separate Financial Statemeard
FASB Statement No. 166loncontrolling Interests in Consolidated Financial
Statements

Main features of the NZ IFRS

IN3

IN4

NZ IFRS 3 (as revised in 2008) is based on IFR8s3revised in 2008). The
NZ IFRS replaces NZ IFRS 3 (as issued in 2004) andesointo effect for
business combinations for which the acquisition d&in or after the beginning
of the first annual reporting period beginning onadter 1 July 2009. Earlier
application is permitted, provided that NZ IAS 27 @wended in 2008) is
applied at the same time.

The objective of the NZ IFRS is to enhance thkvence, reliability and

comparability of the information that an entity pides in its financial statements
about a business combination and its effects. ksdthat by establishing
principles and requirements for how an acquirer:

(a) recognises and measures in its financial stxtésrthe identifiable assets
acquired, the liabilities assumed and any non-odiittg interest in the
acquiree;

9 © Copyright
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INS

ING

IN7

IN8

IN9

(b) recognises and measures the goodwill acquiredthi@ business
combination or a gain from a bargain purchase; and

(c) determines what information to disclose to eealders of the financial
statements to evaluate the nature and financiaceffof the business
combination.

Core principle

An acquirer of a business recognises the assqtgrad and liabilities assumed at
their acquisition-date fair values and disclosderination that enables users to
evaluate the nature and financial effects of thrgissition.

Applying the acquisition method

A business combination must be accounted for pplyeng the acquisition
method, unless it is a combination of entities oisibesses under common
control. One of the parties to a business comhinatan always be identified as
the acquirer, being the entity that obtains contblthe other business (the
acquiree). Formations of a joint venture or theudsitjon of an asset or a group
of assets that does not constitute a businessoatmisiness combinations.

The NZ IFRS establishes principles for recogmgsiand measuring the

identifiable assets acquired, the liabilities assdmand any non-controlling

interest in the acquiree. Any classifications origiegtions made in recognising
these items must be made in accordance with theamudl terms, economic

conditions, acquirer’'s operating or accounting gie and other factors that exist
at the acquisition date.

Each identifiable asset and liability is measua its acquisition-date fair value.
Non-controlling interests in an acquiree that amspnt ownership interests and
entitle their holders to a proportionate sharehef éntity’s net assets in the event
of liquidation are measured at either fair value tbe present ownership
instruments’ proportionate share in the recogna®dunts of the acquiree’s net
identifiable assets. All other components of nontailing interests shall be
measured at their acquisition-date fair valuesesslanother measurement basis
is required by NZ IFRSs.

The NZ IFRS provides limited exceptions to theseognition and measurement
principles:

(@) Leases and insurance contracts are required ttassified on the basis of
the contractual terms and other factors at thepithme of the contract (or
when the terms have changed) rather than on the bahe factors that
exist at the acquisition date.

(b) Only those contingent liabilities assumed inusibess combination that
are a present obligation and can be measured Isetiad recognised.

© Copyright 10



IN1O

IN11

IN12

IN13
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(c) Some assets and liabilities are required toelsegnised or measured in
accordance with other NZ IFRSs, rather than at falwe. The assets and
liabilities affected are those falling within theope of NZ IAS 12ncome
Taxes NZ IAS 19 Employee BenefitdNZ IFRS 2Share-based Payment
and NZ IFRS 5Non-current Assets Held for Sale and Discontinued
Operations

(d) There are special requirements for measurirggequired right.

(e) Indemnification assets are recognised and medson a basis that is
consistent with the item that is subject to the md#ication, even if that
measure is not fair value.

The NZ IFRS requires the acquirer, having reggeghthe identifiable assets, the
liabilities and any non-controlling interests, tentify any difference between:

(a) the aggregate of the consideration transfeeg non-controlling interest
in the acquiree and, in a business combinationeaeldi in stages, the
acquisition-date fair value of the acquirer's poasly held equity interest
in the acquiree; and

(b) the net identifiable assets acquired.

The difference will, generally, be recognised asdyab. If the acquirer has
made a gain from a bargain purchase that gairceggresed in profit or loss.

The consideration transferred in a business bamation (including any
contingent consideration) is measured at fair value

In general, an acquirer measures and accoantaskets acquired and liabilities
assumed or incurred in a business combination #iféebusiness combination has
been completed in accordance with other applicabld A®Ss. However, the
NZ IFRS provides accounting requirements for reaeglirights, contingent
liabilities, contingent consideration and indentafion assets.

Disclosure

The NZ IFRS requires the acquirer to disclogerination that enables users of
its financial statements to evaluate the nature famahcial effect of business
combinations that occurred during the current répgrperiod or after the

reporting date but before the financial statemamtsauthorised for issue. After a
business combination, the acquirer must discloseaajustments recognised in
the current reporting period that relate to businemmbinations that occurred in
the current or previous reporting periods.

11 © Copyright
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New Zealand specific changes

IN14

IN15

IN16

IN17

Public benefit entities

In adopting IFRS 3 for application as NZ IFRStBe following changes have
been made in respect of public benefit entities. INZS 3:

(@) does not apply to a local authority reorganisatidrere the assets and
liabilities are transferred to a local authoritgrft another local authority
at no cost, or for nominal consideration, pursuaat legislation,
ministerial directive or other externally imposedequirement
(paragraph NZ 2.1); and

(b) contains additional definitions specific to publibenefit entities
(Appendix A).

Qualifying entities

NZ IFRS 3 defines qualifying entities (Appendix A)Qualifying entities are
given several concessions to the specific disciosemuirements of this Standard
(as identified in paragraphs B64, B66 and B67 of émlx B of NZ IFRS 3).
Qualifying entities applying these concessions will comply with IFRS 3.

Compliance with IFRS 3

Profit-oriented entities, other than qualifyiegtities applying any differential
reporting concessions, that comply with NZ IFRS 3l wimultaneously be in
compliance with IFRS 3. Public benefit entitiesngsihe “NZ” paragraphs in the
Standard that specifically apply to public benefitities may not simultaneously
be in compliance with IFRS 3. Whether a public Bignentity will be in
compliance with IFRS 3 will depend on whether the “N&ragraphs provide
additional guidance for public benefit entities @mtain requirements that are
inconsistent with the corresponding IASB Standard aiiibe applied by the
public benefit entity.

[Deleted]
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New Zealand Equivalent to International

Financial Reporting Standard 3
Business Combinations (NZ IFRS 3)

Objective

1 The objective of this NZ IFRS is to improve thdewance, reliability and

comparability of the information that a reportingtiey provides in

statements about a business combination and #@steffTo accomplish that, this

its financial

NZ IFRS establishes principles and requirementfider theacquirer.

(@) recognises and measures in its financial seatésrthe identifiable assets

acquired, the liabilities assumed and any non-odiittg interest in the

acquiree;

(b) recognises and measures the goodwill acquiredthe business

combination or a gain from a bargain purchase; and
(c) determines what information to disclose to eealders of

statements to evaluate the nature and financiaceffof the business

combination.

Scope

the financial

2 This NZ IFRS applies to a transaction or otheneteat meets the definition of a

business combination. This NZ IFRS does not apply to

(@) the formation of a joint venture.

(b) the acquisition of an asset or a group of astf&it does not constitute a

business. In such cases the acquirer shall idemtify recognise the

individual identifiable assets acquired (includihgse assets that meet the

definition of, and recognition criteria for, intabge assets in NZ IAS 38
Intangible Asse)sand liabilities assumed. The cost of the grouglldhe

allocated to the individual identifiable assets &adilities on the basis of
their relative fair values at the date of purcha&ech a transaction or

event does not give rise to goodwill.

(c) a combination of entities or businesses undemmoon control

(paragraphs B1-B4 provide related application guidy

13
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Public Benefit Entities
NZ 2.1

This NZ IFRS does not apply to a business cdmmation arising from a local
authority reorganisation.

Qualifying Entities
NZ 2.2 Entities which qualify for differential reporting concessions in accordance

with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) are not required to comply with the disclasre
requirements in this Standard denoted with an astesk (*).

Identifying a business combination

3

An entity shall determine whether a transactionothrer event is a business
combination by applying the definition in this NZRB, which requires that the
assets acquired and liabilities assumed consttligsiness. If the assets acquired
are not a business, the reporting entity shall actéor the transaction or other
event as an asset acquisition. Paragraphs B5—Bi#lprguidance on identifying
a business combination and the definition of armegs.

The acquisition method

4

An entity shall account for each business comlaindiy applying the acquisition
method.

Applying the acquisition method requires:
(a) identifying the acquirer;
(b) determining th@cquisition datg

(c) recognising and measuring the identifiable @saequired, the liabilities
assumed and any non-controlling interest in theiiaeq; and

(d) recognising and measuring goodwill or a gaimfi@ bargain purchase.

Identifying the acquirer

For each business combination, one of the combmg entities shall be
identified as the acquirer.

The guidance in NZ IAS 2Consolidated and Separate Financial Statemehts|
be used to identify the acquirer—the entity thatiscontrol of the acquiree. If a
business combination has occurred but applyinggthéance in NZ IAS 27 does
not clearly indicate which of the combining enttis the acquirer, the factors in
paragraphs BH4B18 shall be considered in making that determinatio

© Copyright 14
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Determining the acquisition date

The acquirer shall identify the acquisition datewhich is the date on which it
obtains control of the acquiree.

The date on which the acquirer obtains controthef acquiree is generally the
date on which the acquirer legally transfers thesm®ration, acquires the assets
and assumes the liabilities of the acquiree—thesictp date. However, the

acquirer might obtain control on a date that iheitearlier or later than the

closing date. For example, the acquisition dategaes the closing date if a
written agreement provides that the acquirer obtegmdrol of the acquiree on a

date before the closing date. An acquirer shall idensall pertinent facts and

circumstances in identifying the acquisition date.

Recognising and measuring the identifiable
assets acquired, the liabilities assumed and any
non-controlling interest in the acquiree

Recognition principle

As of the acquisition date, the acquirer shall mognise, separately from
goodwill, the identifiable assets acquired, the lialities assumed and any
non-controlling interest in the acquiree. Recognitia of identifiable assets
acquired and liabilities assumed is subject to theonditions specified in
paragraphs 11 and 12.

Recognition conditions

To qualify for recognition as part of applyinget acquisition method, the
identifiable assets acquired and liabilities asslimmeist meet the definitions of
assets and liabilities in the New Zealand Equivalerthe IASBFramework for
the Preparation and Presentation of Financial Staéatsat the acquisition date.
For example, costs the acquirer expects but i®bliged to incur in the future to
effect its plan to exit an activity of an acquireto terminate the employment of
or relocate an acquiree’s employees are not lisdsliat the acquisition date.
Therefore, the acquirer does not recognise thoseés as part of applying the
acquisition method. Instead, the acquirer recognig®se costs in its post-
combination financial statements in accordance wiitler NZ IFRSs.

In addition, to qualify for recognition as paftapplying the acquisition method,
the identifiable assets acquired and liabilitiesuased must be part of what the
acquirer and the acquiree (or its formmwnerg exchanged in the business
combination transaction rather than the result epasate transactions. The
acquirer shall apply the guidance in paragraph$321e determine which assets
acquired or liabilities assumed are part of theharge for the acquiree and

15 © Copyright
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13

14

15

16

17

which, if any, are the result of separate transastim be accounted for in
accordance with their nature and the applicable NZSi&:

The acquirer’s application of the recognitiompiple and conditions may result

in recognising some assets and liabilities thatabguiree had not previously

recognised as assets and liabilities in its fin@instatements. For example, the
acquirer recognises the acquired identifiable igitale assets, such as a brand
name, a patent or a customer relationship, thaatogiree did not recognise as
assets in its financial statements because it dpedlthem internally and charged
the related costs to expense.

Paragraphs B28-B40 provide guidance on recognisperating leases and
intangible assets. Paragraphs 22—-28 specify thestgp identifiable assets and
liabilities that include items for which this NZ IFR8ovides limited exceptions
to the recognition principle and conditions.

Classifying or designating identifiable assets acquired and
liabilities assumed in a business combination

At the acquisition date, the acquirer shall clasty or designate the
identifiable assets acquired and liabilities assuntkas necessary to apply
other NZ IFRSs subsequently. The acquirer shall makéhose classifications
or designations on the basis of the contractual ters, economic conditions, its
operating or accounting policies and other pertinehconditions as they exist
at the acquisition date.

In some situations, NZ IFRSs provide for difféaraocounting depending on how
an entity classifies or designates a particulaetass liability. Examples of
classifications or designations that the acquitezllsmake on the basis of the
pertinent conditions as they exist at the acqoisitdate include but are not
limited to:

(a) classification of particular financial assetsddiabilities as a financial
asset or liability at fair value through profit less, or as a financial asset
available for sale or held to maturity, in accoranwith NZ IAS 39
Financial Instruments: Recognition and Measurement

(b) designation of a derivative instrument as adimegl instrument in
accordance with NZ IAS 39; and

(c) assessment of whether an embedded derivativddshe separated from
the host contract in accordance with NZ IAS 39 (whishaimatter of
‘classification’ as this NZ IFRS uses that term).

This NZ IFRS provides two exceptions to the pptein paragraph 15:

(a) classification of a lease contract as eithepperating lease or a finance
lease in accordance with NZ IAS Léasesand

© Copyright 16
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(b) classification of a contract as an insurancetremt in accordance with
NZ IFRS 4Insurance Contracts

The acquirer shall classify those contracts onbgis of the contractual terms
and other factors at the inception of the contfactif the terms of the contract
have been modified in a manner that would changgdssification, at the date of
that modification, which might be the acquisiticaie).

Measurement principle

The acquirer shall measure the identifiable asseacquired and the liabilities
assumed at their acquisition-date fair values.

For each business combination, the acquiref sfedsure at the acquisition date
components of non-controlling interests in the @eguthat are present ownership
interests and entitle their holders to a propogtershare of the entity’s net assets
in thee event of liquidation at either:

(@) fair value; or

(b) the present ownership instruments’ proportiorshitere in the recognised
amounts of the acquiree’s identifiable net assets.

All other components of non-controlling interestsalstbe measured at their
acquisition-date fair values, unless another mesmsent basis is required by
NZ IFRSs.

Paragraphs B41-B45 provide guidance on measutlireg fair value of
particular identifiable assets and a non-contrgllimterest in an acquiree.
Paragraphs 24-31 specify the types of identifisddeets and liabilities that
include items for which this NZ IFRS provides liett exceptions to the
measurement principle.

Exceptions to the recognition or measurement princi ples

This NZ IFRS provides limited exceptions to iEEagnition and measurement
principles. Paragraphs 22-31 specify both the q@dar items for which
exceptions are provided and the nature of thosepiamns. The acquirer shall
account for those items by applying the requiresmé@nparagraphs 22-31, which
will result in some items being:

€) recognised either by applying recognition ctinds in addition to those
in paragraphs 11 and 12 or by applying the requerem of other
NZ IFRSs, with results that differ from applying trezognition principle
and conditions.

(b) measured at an amount other than their actuisitate fair values.
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Exception to the recognition principle

Contingent liabilities

22 NZ IAS 37 Provisions, Contingent Liabilities and Contingengésatsdefines a
contingent liability as:

(a) a possible obligation that arises from pash&ssand whose existence will
be confirmed only by the occurrence or non-occureeof one or more
uncertain future events not wholly within the contwbthe entity; or

(b) a present obligation that arises from past ®véaut is not recognised
because:

0] it is not probable that an outflow of resourcembodying
economic benefits will be required to settle theégailon; or

(i)  the amount of the obligation cannot be meadundth sufficient
reliability.

23 The requirements in NZ IAS 37 do not apply inedwining which contingent
liabilities to recognise as of the acquisition daliestead, the acquirer shall
recognise as of the acquisition date a contingabtlity assumed in a business
combination if it is a present obligation that assfrom past events and its fair
value can be measured reliably. Therefore, conti@ifdz IAS 37, the acquirer
recognises a contingent liability assumed in a ries§ combination at the
acquisition date even if it is not probable thaiartflow of resources embodying
economic benefits will be required to settle theigdilon. Paragraph 56 provides
guidance on the subsequent accounting for contiriganilities.

Exceptions to both the recognition and measurement principles

Income taxes

24 The acquirer shall recognise and measure arddféax asset or liability arising
from the assets acquired and liabilities assumed usiness combination in
accordance with NZ IAS 1thcome Taxes

25 The acquirer shall account for the potential ééfects of temporary differences
and carryforwards of an acquiree that exist at dwuigition date or arise as a
result of the acquisition in accordance with NZ IAS 12

Employee benefits

26 The acquirer shall recognise and measure dityafgir asset, if any) related to the
acquiree’s employee benefit arrangements in acocsdawith NZ IAS 19
Employee Benefits

*

NZ IAS 12Income Taxepermits a qualifying entity to account for inconages using the taxes payable
method. See NZ IAS 12 for the concessions grawategialifying entities.

© Copyright 18
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Indemnification assets

The seller in a business combination may cototadly indemnify the acquirer for
the outcome of a contingency or uncertainty relabeall or part of a specific asset
or liability. For example, the seller may indemnifye acquirer against losses above
a specified amount on a liability arising from atjgallar contingency; in other
words, the seller will guarantee that the acqusrdidbility will not exceed a
specified amount. As a result, the acquirer obtaimsndemnification asset. The
acquirer shall recognise an indemnification asst#teasame time that it recognises
the indemnified item measured on the same basf®easdemnified item, subject to
the need for a valuation allowance for uncollectialeounts. Therefore, if the
indemnification relates to an asset or a liabilitst is recognised at the acquisition
date and measured at its acquisition-date faireyahe acquirer shall recognise the
indemnification asset at the acquisition date meakat its acquisition-date fair
value. For an indemnification asset measured avé#ie, the effects of uncertainty
about future cash flows because of collectibiliypsiderations are included in the
fair value measure and a separate valuation allogvais not necessary
(paragraph B41 provides related application guidanc

In some circumstances, the indemnification nedgte to an asset or a liability that
is an exception to the recognition or measuremeinciples. For example, an
indemnification may relate to a contingent lialilihat is not recognised at the
acquisition date because its fair value is notabd§i measurable at that date.
Alternatively, an indemnification may relate to asset or a liability, for example,
one that results from an employee benefit, thahéssured on a basis other than
acquisition-date fair value. In those circumstanties indemnification asset shall
be recognised and measured using assumptions teomswgith those used to
measure the indemnified item, subject to managémesgsessment of the
collectibility of the indemnification asset and aogntractual limitations on the
indemnified amount. Paragraph 57 provides guidancie subsequent accounting
for an indemnification asset.

Exceptions to the measurement principle

Reacquired rights

The acquirer shall measure the value of a resuight recognised as an
intangible asset on the basis of the remainingreontal term of the related
contract regardless of whether market participantaldvaconsider potential
contractual renewals in determining its fair vallRaragraphs B35 and B36
provide related application guidance.

Share-based payment transactions

The acquirer shall measure a liability or aniggimstrument related to share-
based payment transactions of the acquiree orefplaaement of an acquiree’s
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share-based payment transactions with share-basedepttransactions of the
acquirer in accordance with the method in NZ IFRShare-based Paymeat
the acquisition date. (This NZ IFRS refers to thsuteof that method as the
‘market-based measure’ of the share-based paymaarsection.)

Assets held for sale

31 The acquirer shall measure an acquired nonftuasset (or disposal group) that
is classified as held for sale at the acquisitiatedn accordance with NZ IFRS 5
Non-current Assets Held for Sale and Discontinued &mrs at fair value less
costs to sell in accordance with paragraphs 15-18a0NZ IFRS.

Recognising and measuring goodwill or a gain
from a bargain purchase

32 The acquirer shall recognise goodwill as of thecquisition date measured as
the excess of (a) over (b) below:

(a) the aggregate of:

0] the consideration transferred measured in accatance with
this NZ IFRS, which generally requires acquisition-cte fair
value (see paragraph 37);

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

(i) in a business combination achieved in stages(see
paragraphs 41 and 42), the acquisition-date fair Vae of the
acquirer’s previously held equity interest in the @quiree.

(b)  the net of the acquisition-date amounts of thadentifiable assets
acquired and the liabilities assumed measured in aordance with this
NZ IFRS.

33 In a business combination in which the acquiret the acquiree (or its former
owners) exchange only equity interests, the acdpisdate fair value of the
acquiree’s equity interests may be more reliablasneable than the acquisition-
date fair value of the acquirer’s equity interefftso, the acquirer shall determine
the amount of goodwill by using the acquisition-diie value of the acquiree’s
equity interests instead of the acquisition-dafe ¥alue of the equity interests
transferred. To determine the amount of goodwilkibbusiness combination in
which no consideration is transferred, the acqusball use the acquisition-date
fair value of the acquirer’s interest in the acqaidetermined using a valuation
technique in place of the acquisition-date fair uealof the consideration
transferred (paragraph 32(a)(i)). Paragraphs B46-B4vide related application
guidance.
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Bargain purchases

Occasionally, an acquirer will make a bargain pase, which is a business
combination in which the amount in paragraph 32fgeeds the aggregate of the
amounts specified in paragraph 32(a). If that exgesnains after applying the
requirements in paragraph 36, the acquirer shatigeise the resulting gain in
profit or loss on the acquisition date. The gaiallshe attributed to the acquirer.

A bargain purchase might happen, for example, business combination that is
a forced sale in which the seller is acting undemmalsion. However, the
recognition or measurement exceptions for particutems discussed in
paragraphs 22—-31 may also result in recognisingia (@r change the amount of
a recognised gain) on a bargain purchase.

Before recognising a gain on a bargain purch#se,acquirer shall reassess
whether it has correctly identified all of the asseicquired and all of the

liabilities assumed and shall recognise any adthfi@ssets or liabilities that are
identified in that review. The acquirer shall theview the procedures used to
measure the amounts this NZ IFRS requires to begnésed at the acquisition

date for all of the following:

(a) the identifiable assets acquired and liabgiissumed;
(b) the non-controlling interest in the acquiréegny;

(c) for a business combination achieved in statfes,acquirer’s previously
held equity interest in the acquiree; and

(d) the consideration transferred.

The objective of the review is to ensure that theasurements appropriately
reflect consideration of all available informatias of the acquisition date.

Consideration transferred

The consideration transferred in a business gwtibn shall be measured at fair
value, which shall be calculated as the sum of tuwiigition-date fair values of
the assets transferred by the acquirer, the ltedslincurred by the acquirer to
former owners of the acquiree and the equity interessued by the acquirer.
(However, any portion of the acquirer's share-basgghent awards exchanged
for awards held by the acquiree’s employees thandkided in consideration
transferred in the business combination shall basmed in accordance with
paragraph 30 rather than at fair value.) Exampléspatential forms of
consideration include cash, other assets, a bussores subsidiary of the acquirer,
contingent consideratignordinary or preference equity instruments, opgjon
warrants and member interestanufitual entities

The consideration transferred may include asseiabilities of the acquirer that
have carrying amounts that differ from their faawes at the acquisition date (for
example, non-monetary assets or a business ofctpgrar). If so, the acquirer
shall remeasure the transferred assets or liasilitb their fair values as of the
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39

40

41

42

acquisition date and recognise the resulting gamksses, if any, in profit or
loss. However, sometimes the transferred assetsltities remain within the
combined entity after the business combination ¢kample, because the assets
or liabilities were transferred to the acquiree eatian to its former owners), and
the acquirer therefore retains control of themthlat situation, the acquirer shall
measure those assets and liabilities at their icgrgmounts immediately before
the acquisition date and shall not recognise a gaifoss in profit or loss on
assets or liabilities it controls both before aftdrahe business combination.

Contingent consideration

The consideration the acquirer transfers in amgk for the acquiree includes any
asset or liability resulting from a contingent ciolesation arrangement (see
paragraph 37). The acquirer shall recognise theiisitign-date fair value of
contingent consideration as part of the considematiansferred in exchange for
the acquiree.

The acquirer shall classify an obligation to maytingent consideration as a
liability or as equity on the basis of the defioits of an equity instrument and a
financial liability in paragraph 11 of NZ IAS 3ZFinancial Instruments:
Presentation or other applicable NZ IFRSs. The acquirer shkibgify as an
asset a right to the return of previously transf@rconsideration if specified
conditions are met. Paragraph 58 provides guidandbe subsequent accounting
for contingent consideration.

Additional guidance for applying the acquisition
method to particular types of business
combinations

A business combination achieved in stages

An acquirer sometimes obtains control of an &equin which it held an equity
interest immediately before the acquisition dater Example, on 31 December
20X1, Entity A holds a 35 per cent non-controllieguity interest in Entity B. On
that date, Entity A purchases an additional 40qgeett interest in Entity B, which
gives it control of Entity B. This NZ IFRS refers $uch a transaction as a business
combination achieved in stages, sometimes alsoedféo as a step acquisition.

In a business combination achieved in stages,atiyuirer shall remeasure its
previously held equity interest in the acquireétsacquisition-date fair value and

recognise the resulting gain or loss, if any, iofipor loss. In prior reporting periods,

the acquirer may have recognised changes in the \lits equity interest in the

acquiree in other comprehensive income (for exantieause the investment was
classified as available for sale). If so, the amdhat was recognised in other
comprehensive income shall be recognised on the basis as would be required if
the acquirer had disposed directly of the previphbsld equity interest.
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A business combination achieved without the transfe r of
consideration

An acquirer sometimes obtains control of an aeguiwithout transferring
consideration. The acquisition method of accountorga business combination
applies to those combinations. Such circumstamussde:

(a) The acquiree repurchases a sufficient numbétsodwn shares for an
existing investor (the acquirer) to obtain control.

(b) Minority veto rights lapse that previously kegtte acquirer from
controlling an acquiree in which the acquirer héié tmajority voting
rights.

(c) The acquirer and acquiree agree to combine theiinesses by contract
alone. The acquirer transfers no considerationxgh&nge for control of
an acquiree and holds no equity interests in tlipiieee, either on the
acquisition date or previously. Examples of bussneombinations
achieved by contract alone include bringing two besses together in a
stapling arrangement or forming a dual listed caapon.

In a business combination achieved by contiactea the acquirer shall attribute
to the owners of the acquiree the amount of theieegs net assets recognised in
accordance with this NZ IFRS. In other words, the ®goterests in the acquiree
held by parties other than the acquirer are a mutrolling interest in the
acquirer’s post-combination financial statementsnei¥ the result is that all of the
equity interests in the acquiree are attributethéonon-controlling interest.

Measurement period

If the initial accounting for a business combinton is incomplete by the end
of the reporting period in which the combination ocurs, the acquirer shall

report in its financial statements provisional amouts for the items for which

the accounting is incomplete. During the measuremergeriod, the acquirer

shall retrospectively adjust the provisional amoungé recognised at the
acquisition date to reflect new information obtainel about facts and

circumstances that existed as of the acquisition ¢t and, if known, would

have affected the measurement of the amounts recdged as of that date.
During the measurement period, the acquirer shall &o recognise additional
assets or liabilites if new information is obtained about facts and

circumstances that existed as of the acquisition ¢t and, if known, would

have resulted in the recognition of those assets @tiabilities as of that date.

The measurement period ends as soon as the acquiregeceives the
information it was seeking about facts and circumsinces that existed as of
the acquisition date or learns that more informati;m is not obtainable.

However, the measurement period shall not exceed enyear from the

acquisition date.
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The measurement period is the period after theisition date during which the
acquirer may adjust the provisional amounts recmghifor a business
combination. The measurement period provides tlygiieer with a reasonable
time to obtain the information necessary to idgrdifid measure the following as
of the acquisition date in accordance with the nemeénts of this NZ IFRS:

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

(b) the consideration transferred for the acqufoeehe other amount used in
measuring goodwill);

(c) in a business combination achieved in stades,eguity interest in the
acquiree previously held by the acquirer; and

(d) the resulting goodwill or gain on a bargain fharge.

The acquirer shall consider all pertinent fagtan determining whether
information obtained after the acquisition datewtiaesult in an adjustment to
the provisional amounts recognised or whether thédrination results from
events that occurred after the acquisition datetirfeat factors include the date
when additional information is obtained and whetler acquirer can identify a
reason for a change to provisional amounts. Inftionahat is obtained shortly
after the acquisition date is more likely to refleccumstances that existed at the
acquisition date than is information obtained salvaronths later. For example,
unless an intervening event that changed its fainescan be identified, the sale
of an asset to a third party shortly after the &itjan date for an amount that
differs significantly from its provisional fair vaé determined at that date is likely
to indicate an error in the provisional amount.

The acquirer recognises an increase (decreasehei provisional amount
recognised for an identifiable asset (liability) tmgans of a decrease (increase)
in goodwill. However, new information obtained duginhe measurement
period may sometimes result in an adjustment toptwvisional amount of
more than one asset or liability. For example,abgquirer might have assumed
a liability to pay damages related to an accidentone of the acquiree’s
facilities, part or all of which are covered by thequiree’s liability insurance
policy. If the acquirer obtains new information ohg the measurement period
about the acquisition-date fair value of that lidij the adjustment to goodwill
resulting from a change to the provisional amowtiognised for the liability
would be offset (in whole or in part) by a corresgimg adjustment to goodwiill
resulting from a change to the provisional amowetognised for the claim
receivable from the insurer.

During the measurement period, the acquirer shatignise adjustments to the
provisional amounts as if the accounting for theibess combination had been
completed at the acquisition date. Thus, the aeqguhall revise comparative
information for prior periods presented in finahcitatements as needed,
including making any change in depreciation, arsatibn or other income

effects recognised in completing the initial acdingm
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After the measurement period ends, the acquiat revise the accounting for a
business combination only to correct an error icoatance with NZ IAS 8
Accounting Policies, Changes in Accounting EstimatesErrors

Determining what is part of the business
combination transaction

The acquirer and the acquiree may have a pre-esting relationship or other

arrangement before negotiations for the business ntbination began, or they
may enter into an arrangement during the negotiatios that is separate from
the business combination. In either situation, thecquirer shall identify any

amounts that are not part of what the acquirer andthe acquiree (or its
former owners) exchanged in the business combinatipie amounts that are
not part of the exchange for the acquiree. The acduer shall recognise as
part of applying the acquisition method only the casideration transferred

for the acquiree and the assets acquired and lialiles assumed in the
exchange for the acquiree. Separate transactions ah be accounted for in
accordance with the relevant NZ IFRSs.

A transaction entered into by or on behalf of sloguirer or primarily for the
benefit of the acquirer or the combined entityheatthan primarily for the benefit
of the acquiree (or its former owners) before thmlgimation, is likely to be a
separate transaction. The following are examplesepérate transactions that are
not to be included in applying the acquisition noeth

(@) a transaction that in effect settles pre-axistielationships between the
acquirer and acquiree;

(b) a transaction that remunerates employees ordioowners of the acquiree
for future services; and

(c) a transaction that reimburses the acquireésdbimer owners for paying
the acquirer’'s acquisition-related costs.

Paragraphs B50-B62 provide related applicationandd.

Acquisition-related costs

Acquisition-related costs are costs the acquineurs to effect a business
combination. Those costs include finder's fees;isaly, legal, accounting,
valuation and other professional or consulting feeseral administrative costs,
including the costs of maintaining an internal dsifions department; and costs
of registering and issuing debt and equity se@sitiThe acquirer shall account
for acquisition-related costs as expenses in theg® in which the costs are
incurred and the services are received, with oneman. The costs to issue debt
or equity securities shall be recognised in acawdawith NZ IAS 32 and
NZ IAS 39.
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In general, an acquirer shall subsequently mease and account for assets
acquired, liabilities assumed or incurred and equiy instruments issued in a
business combination in accordance with other applable NZ IFRSs for

those items, depending on their nature. However, th NZ IFRS provides

guidance on subsequently measuring and accountingrfthe following assets
acquired, liabilities assumed or incurred and equiy instruments issued in a
business combination:

(a) reacquired rights;

(b) contingent liabilities recognised as of the aegsition date;
(c) indemnification assets; and

(d) contingent consideration.

Paragraph B63 provides related application guidance

Reacquired rights

A reacquired right recognised as an intangibgetashall be amortised over the
remaining contractual period of the contract in vahibe right was granted. An
acquirer that subsequently sells a reacquired t@htthird party shall include the
carrying amount of the intangible asset in detemmgithe gain or loss on the sale.

Contingent liabilities

After initial recognition and until the liabilitis settled, cancelled or expires, the
acquirer shall measure a contingent liability redsgd in a business combination
at the higher of:

(@) the amount that would be recognised in accomariih NZ IAS 37; and

(b) the amount initially recognised less, if appiag, cumulative
amortisation recognised in accordance with NZ IARRE8enue

This requirement does not apply to contracts ademlifor in accordance with
NZ IAS 39.

Indemnification assets

At the end of each subsequent reporting petioel,acquirer shall measure an
indemnification asset that was recognised at thaisitiqn date on the same basis
as the indemnified liability or asset, subject tty @ontractual limitations on its
amount and, for an indemnification asset that issutbsequently measured at its
fair value, management’s assessment of the cdiiiggtiof the indemnification
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asset. The acquirer shall derecognise the inderatidn asset only when it collects
the asset, sells it or otherwise loses the rigfit to

Contingent consideration

Some changes in the fair value of contingentsicemation that the acquirer
recognises after the acquisition date may be theltref additional information
that the acquirer obtained after that date aboatsfand circumstances that
existed at the acquisition date. Such changes aasunement period adjustments
in accordance with paragraphs 45-49. However, charggesting from events
after the acquisition date, such as meeting anreggnarget, reaching a specified
share price or reaching a milestone on a reseatll@velopment project, are not
measurement period adjustments. The acquirer abaflunt for changes in the
fair value of contingent consideration that are moeasurement period
adjustments as follows:

(a) Contingent consideration classified as equigllsnot be remeasured and
its subsequent settlement shall be accounted faiméguity.

(b) Contingent consideration classified as an awmsatliability that:

0] is a financial instrument and is within the seopf NZ IAS 39
shall be measured at fair value, with any resultyain or loss
recognised either in profit or loss or in other guehensive
income in accordance with that NZ IFRS.

(ii) is not within the scope of NZ IAS 39 shall be aoated for in
accordance with NZ IAS 37 or other NZ IFRSs as appabgri

Disclosures

59

60

61

The acquirer shall disclose information that enbles users of its financial
statements to evaluate the nature and financial eftt of a business
combination that occurs either:

(a) during the current reporting period; or

(b) after the end of the reporting period but befoe the financial
statements are authorised for issue.

To meet the objective in paragraph 59, the aegshall disclose the information
specified in paragraphs B64—B66.

The acquirer shall disclose information that enbles users of its financial
statements to evaluate the financial effects of ad§tments recognised in the
current reporting period that relate to business cenbinations that occurred

in the period or previous reporting periods.

See Appendix B paragraphs B64-B66 for the commesgranted to qualifying entities.
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To meet the objective in paragraph 61, the aegshall disclose the information
specified in paragraph B67.

If the specific disclosures required by this atider NZ IFRSs do not meet the
objectives set out in paragraphs 59 and 61, theiegshall disclose whatever
additional information is necessary to meet thdgeatives.

Effective date and transition

64

Effective date

This NZ IFRS shall be applied prospectively tgibass combinations for which
the acquisition date is on or after the beginnifithe first annual reporting period
beginning on or after 1 July 2009. Earlier applmatis permitted. However, this
NZ IFRS shall be applied only at the beginning ofianual reporting period that
begins on or after 30 June 2007 and only when aityecomplies, or has
complied, with New Zealand Equivalent to Internatiof@hancial Reporting
Standard 1First-time Adoption of New Zealand Equivalents tdetnational
Financial Reporting Standardslf an entity applies this NZ IFRS before 1 July
2009, it shall disclose that fact and apply NZ 1A5(as amended in 2008) at the
same time.

Public Benefit Entities
NZ 64.1 Amendment to NZ IFRS 3—Scope Exempiiserted paragraph NZ 2.1. A

S5 S

entity shall apply that amendment prospectivelygonual periods beginning g
or after 1 July 2009. Earlier application is peted.

64B

64C

Improvements to NZ IFRSssued in July 2010 amended paragraphs 19, 30 and
B56 and added paragraphs B62A and B62B. An entityl siply those
amendments for annual periods beginning on or aftefuly 2010. Earlier
application is permitted. If an entity applies #maendments for an earlier period

it shall disclose that fact. Application should begpective from the date when
the entity first applied this NZ IFRS.

Paragraphs 65A-65E were addedrbprovements to NIFFRSsissued in July
2010. An entity shall apply those amendments fouahperiods beginning on or
after 1 July 2010. Earlier application is permittdél an entity applies the
amendments for an earlier period it shall disctbse fact. The amendments shall
be applied to contingent consideration balancessingri from business
combinations with an acquisition date prior to tpelecation of this NZ IFRS, as
issued in 2008.

See Appendix B paragraph B67 for the concesgmansted to qualifying entities.
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Transition

Assets and liabilities that arose from businesshinations whose acquisition
dates preceded the application of this NZ IFRS shatl be adjusted upon
application of this NZ IFRS.

Contingent consideration balances arising frousiness combinations whose
acquisition dates preceded the date when an emstyapplied this NZ IFRS as
issued in 2008 shall not be adjusted upon firstliegon of this NZ IFRS.
Paragraphs 65B—65E shall be applied in the subséqezounting for those
balances. Paragraphs 65B—65E shall not apply tat¢kheunting for contingent
consideration balances arising from business coatibims with acquisition dates
on or after the date when the entity first applieid NZ IFRS as issued in 2008.
In paragraphs 65B—65E business combination refectusively to business
combinations whose acquisition date preceded tpécagion of this NZ IFRS as
issued in 2008.

If a business combination agreement providearicadjustment to the cost of the
combination contingent on future events, the aeguhall include the amount of
that adjustment in the cost of the combination et &cquisition date if the

adjustment is probable and can be measured reliably

A business combination agreement may allow farsamhents to the cost of the
combination that are contingent on one or moreréuevents. The adjustment
might, for example, be contingent on a specifieetll®f profit being maintained
or achieved in future periods, or on the marketgf the instruments issued
being maintained. It is usually possible to estametie amount of any such
adjustment at the time of initially accounting ftme combination without
impairing the reliability of the information, evéhough some uncertainty exists.
If the future events do not occur or the estimaeds to be revised, the cost of
the business combination shall be adjusted acagigdin

However, when a business combination agreementide® for such an
adjustment, that adjustment is not included indbst of the combination at the
time of initially accounting for the combination iif either is not probable or
cannot be measured reliably. If that adjustmenssgbently becomes probable
and can be measured reliably, the additional censitn shall be treated as an
adjustment to the cost of the combination.

In some circumstances, the acquirer may beireshjuo make a subsequent
payment to the seller as compensation for a realuéti the value of the assets
given, equity instruments issued or liabilitiesuned or assumed by the acquirer
in exchange for control of the acquiree. This is tiase, for example, when the
acquirer guarantees the market price of equityetnt thstruments issued as part
of the cost of the business combination and isirequo issue additional equity

or debt instruments to restore the originally deieed cost. In such cases, no
increase in the cost of the business combinatioredésgnised In the case of
equity instruments, the fair value of the additiopayment is offset by an equal

reduction in the value attributed to the instrursanttially issued. In the case of
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debt instruments, the additional payment is reghrde a reduction in the
premium or an increase in the discount on theanigsue.

An entity, such as a mutual entity, that hasyebtapplied NZ IFRS 3 and had
one or more business combinations that were acobdateusing the purchase
method shall apply the transition provisions inggmaphs B68 and B69.

Income taxes

For business combinations in which the acquoisitlate was before this NZ IFRS
is applied, the acquirer shall apply the requiretmenf paragraph 68 of
NZ IAS 12, as amended by this NZ IFRS, prospectivélyat is to say, the
acquirer shall not adjust the accounting for prhrsiness combinations for
previously recognised changes in recognised defaere assets. However, from
the date when this NZ IFRS is applied, the acquitallsrecognise, as an
adjustment to profit or loss (or, if NZ IAS 12 recpsr outside profit or loss),
changes in recognised deferred tax assets.

Withdrawal of NZ IFRS 3 (2004)

68

This NZ IFRS supersedes NZ IFR8&siness Combinatior(as issued in 2004).
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Defined terms
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This appendix is an integral part of the NZ IFRS.

acquiree

acquirer

acquisition date

business

business combination

contingent consideration

control

equity interests

fair value

goodwill

identifiable

The business or businesses thatabguirer obtains control of
in abusiness combination

The entity that obtains control of taequiree

The date on which theacquirer obtains control of the
acquiree

An integrated set of activities and assets thaajmble of being
conducted and managed for the purpose of providiregurn in
the form of dividends, lower costs or other econobgaefits
directly to investors or other owners, members otigpants.

A transaction or other event in which atquirer obtains
control of one or moréusinesses Transactions sometimes
referred to as ‘true mergers’ or ‘mergers of equafe also
business combinationss that term is used in this NZ IFRS.

Usually, an obligation of thecquirer to transfer additional
assets oequity intereststo the former owners of acquiree

as part of the exchange foontrol of theacquireeif specified

future events occur or conditions are met. Howewventingent

consideration also may give thequirer the right to the return
of previously transferred consideration if spedifieonditions
are met.

The power to govern the financial and operatinggiedi of an
entity so as to obtain benefits from its activities

For the purposes of this NZ IFR®&quity interestsis used
broadly to mean ownership interests of investor-owertities
and owner, member or participant interestmatual entities.

The amount for which an asset could be exchangeda or
liability settled, between knowledgeable, willing pestin an
arm’s length transaction.

An asset representing the future economic benefimg from
other assets acquired inbaisiness combinationthat are not
individually identified and separately recognised.

An asset isdentifiable if it either:

@) is separable, ie capable of being separatedivided
from the entity and sold, transferred, licensedieé or
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intangible asset

mutual entity

non-controlling interest

owners

Public benefit entities

business

equity interests

local authority

32

exchanged, either individually or together with kated
contract, identifiable asset or liability, regasie of
whether the entity intends to do so; or

(b) arises from contractual or other legal righieggardless
of whether those rights are transferable or separab
from the entity or from other rights and obligaton

An identifiable non-monetary asset without physical substance.

An entity, other than an investor-owned entity, thabvides
dividends, lower costs or other economic benefitsatliy to its
owners members or participants. For example, a mutual
insurance company, a credit union and a co-operatiiity are

all mutual entities.

The equity in a subsidiary not attributable, dileor indirectly,
to a parent.

For the purposes of this NZ IFR8wnersis used broadly to
include holders okquity interests of investor-owned entities
and owners or members of, or participantsnnfual entities.

In the context of this Standard, “business” alsoludes an
integrated set of activities that is capable ohfetonducted or
managed for the primary objective of providing gsodr

services for community or social benefit, rathertta financial
return to equity holders.

In the context of this Standard “equity interestsly also mean
ownership interests established by other mechan@mh as
deed or statute.

In the context of this NZ IFRS, “local authority” ems a
regional council or territorial authority in accamte with the
Local Government Act 2002, together with all entities
controlled by that regional council or territoraalthority.
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local authority
reorganisation

public benefit entities

Qualifying entities

qualifying entities
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In the context of this NZ IFRS, “local authority rganisation”
means:

(@) the union of districts or regions; or

(b) the constitution of a new district or region, indhgl the
constitution of a new local authority for that distror
region; or

(c) the abolition of a district or region, including eth
dissolution or abolition of the local authority fahat
district or region; or

(d) the alteration of boundaries of any district orioag or

(e) the transfer of a statutory obligation from one aloc
authority to another; or

(f) a proposal that a territorial authority assumepbeer of
a regional council

where assets and liabilities are transferred tocal lauthority
from another local authority at no cost, or for rioah
consideration, pursuant to legislation, ministexalective or
other externally imposed requirement.

Reporting entities whose primary objective is tovite goods
or services for community or social benefit and vehany
equity has been provided with a view to supportieg primary
objective rather than for a financial return to igholders.

Entities which meet the requirements of thexmework for
Differential Reporting for Entities Applying the NeXealand
Equivalents to International Financial ReportingaBtiards
Reporting Regimeto qualify for differential reporting
concessions in standards.
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Appendix B
Application guidance

This appendix is an integral part of the NZ IFRS.

Business combinations of entities under common
control (application of paragraph 2(c))

Bl

B2

B3

B4

34

This NZ IFRS does not apply to a business coatimn of entities or
businesses under common control. A business comimiamvolving entities or
businesses under common control is a business oaitn in which all of the
combining entities or businesses are ultimatelytmdied by the same party or
parties both before and after the business combimaand that control is not
transitory.

A group of individuals shall be regarded as adgllitrg an entity when, as a result
of contractual arrangements, they collectively halve power to govern its
financial and operating policies so as to obtaimefiés from its activities.
Therefore, a business combination is outside thpesof this NZ IFRS when the
same group of individuals has, as a result of emtlial arrangements, ultimate
collective power to govern the financial and opa@tpolicies of each of the
combining entities so as to obtain benefits froeirthctivities, and that ultimate
collective power is not transitory.

An entity may be controlled by an individual or & group of individuals acting
together under a contractual arrangement, and itidividual or group of
individuals may not be subject to the financial agimg requirements of
NZ IFRSs. Therefore, it is not necessary for commgrentities to be included as
part of the same consolidated financial statemimta business combination to
be regarded as one involving entities under comawwrtrol.

The extent of non-controlling interests in eadhthe combining entities before
and after the business combination is not reletardetermining whether the
combination involves entities under common cont8inilarly, the fact that one
of the combining entities is a subsidiary that Heen excluded from the
consolidated financial statements is not relevamtdetermining whether a
combination involves entities under common control.
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Identifying a business combination (application of
paragraph 3)

BS

B6

This NZ IFRS defines a business combination &aresaction or other event in
which an acquirer obtains control of one or moreimsses. An acquirer might
obtain control of an acquiree in a variety of wdgs,example:

@)

(b)
(©
(d)
(e)

by transferring cash, cash equivalents or agssets (including net assets
that constitute a business);

by incurring liabilities;
by issuing equity interests;
by providing more than one type of consideratiar

without transferring consideration, including lepntract alone (see
paragraph 43).

A business combination may be structured in &tyaof ways for legal, taxation
or other reasons, which include but are not limited

@)
(b)

(©

(d)

one or more businesses become subsidiaries @cquirer or the net
assets of one or more businesses are legally mergethe acquirer;

one combining entity transfers its net assetsts owners transfer their
equity interests, to another combining entity sratvners;

all of the combining entities transfer theirt rassets, or the owners of
those entities transfer their equity interests,atmewly formed entity
(sometimes referred to as a roll-up or put-togettarsaction); or

a group of former owners of one of the combinémgities obtains control
of the combined entity.

Definition of a business (application of paragraph 3)

B7

A business consists of inputs and processeseapplithose inputs that have the
ability to create outputs. Although businesses Ugdeve outputs, outputs are
not required for an integrated set to qualify dsigsiness. The three elements of a
business are defined as follows:

@

(b)

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

Process: Any system, standard, protocol, convention or thigt when
applied to an input or inputs, creates or has thktyato create outputs.
Examples include strategic management processesatamal processes
and resource management processes. These prodgpéeally are
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B8

B9

B10

B1l1

B12
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documented, but an organised workforce having tleessary skills and
experience following rules and conventions may pfevihe necessary
processes that are capable of being applied totsnfpucreate outputs.
(Accounting, billing, payroll and other administradi systems typically
are not processes used to create outputs.)

(c) Output: The result of inputs and processes applied toetlioguts that
provide or have the ability to provide a returntfie form of dividends,
lower costs or other economic benefits directly nwestors or other
owners, members or participants.

To be capable of being conducted and managedh#émpurposes defined, an
integrated set of activities and assets requiresesgential elements—inputs and
processes applied to those inputs, which togetreeroamwill be used to create
outputs. However, a business need not include ahefnputs or processes that
the seller used in operating that business if mapketicipants are capable of
acquiring the business and continuing to productpuis, for example, by

integrating the business with their own inputs aratesses.

The nature of the elements of a business vhsiésdustry and by the structure of
an entity's operations (activities), including tbatity’'s stage of development.
Established businesses often have many differgastyf inputs, processes and
outputs, whereas new businesses often have few irgndsprocesses and
sometimes only a single output (product). Nearly lalisinesses also have
liabilities, but a business need not have lialeiiti

An integrated set of activities and assetshim development stage might not
have outputs. If not, the acquirer should considrer factors to determine
whether the set is a business. Those factors irclbdt are not limited to,

whether the set:

(@) has begun planned principal activities;

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

(c) is pursuing a plan to produce outputs; and
(d) will be able to obtain access to customerswlilapurchase the outputs.

Not all of those factors need to be present for diquéar integrated set of
activities and assets in the development stagedbfgas a business.

Determining whether a particular set of assetkaativities is a business should
be based on whether the integrated set is capableeiofy conducted and
managed as a business by a market participant., Tinusvaluating whether a
particular set is a business, it is not relevanttivrea seller operated the set as a
business or whether the acquirer intends to op#rateet as a business.

In the absence of evidence to the contrargrtiqoular set of assets and activities
in which goodwill is present shall be presumed toabbusiness. However, a
business need not have goodwill.
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Identifying the acquirer (application of
paragraphs 6 and 7)

B13

B14

B15

B16

The guidance in NZ IAS 2Zonsolidated and Separate Financial Statemshtd|
be used to identify the acquirer—the entity thaaaots control of the acquiree. If a
business combination has occurred but applyinggthiéance in NZ IAS 27 does
not clearly indicate which of the combining enttis the acquirer, the factors in
paragraphs B14-B18 shall be considered in makiaigditermination.

In a business combination effected primarilyttansferring cash or other assets
or by incurring liabilities, the acquirer is usyathe entity that transfers the cash
or other assets or incurs the liabilities.

In a business combination effected primarilyexghanging equity interests, the
acquirer is usually the entity that issues its gguiterests. However, in some
business combinations, commonly called ‘reversaiia@tgpns’, the issuing entity

is the acquiree. Paragraphs BB27 provide guidance on accounting for reverse
acquisitions. Other pertinent facts and circumstarstell also be considered in
identifying the acquirer in a business combinatfiected by exchanging equity
interests, including:

(@) the relative voting rights in the combined entityteafthe business
combination—The acquirer is usually the combiningitg whose owners
as a group retain or receive the largest portiothefvoting rights in the
combined entity. In determining which group of owneetains or
receives the largest portion of the voting riglas, entity shall consider
the existence of any unusual or special votingngeaents and options,
warrants or convertible securities.

(b)  the existence of a large minority voting interesthie combined entity if
no other owner or organised group of owners hasgmificant voting
interest—The acquirer is usually the combining entity whesgjle owner
or organised group of owners holds the largest ritingoting interest in
the combined entity.

(c) the composition of the governing body of the combieetity—The
acquirer is usually the combining entity whose owrerge the ability to
elect or appoint or to remove a majority of the rhers of the governing
body of the combined entity.

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

(e) the terms of the exchange of equity interesihe acquirer is usually the
combining entity that pays a premium over the presbination fair value
of the equity interests of the other combining tgrdr entities.

The acquirer is usually the combining entity edoelative size (measured in, for
example, assets, revenues or profit) is signiflgagteater than that of the other
combining entity or entities.
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B17

B18

In a business combination involving more thamw tentities, determining the
acquirer shall include a consideration of, amonleotthings, which of the
combining entities initiated the combination, asIvad the relative size of the
combining entities.

A new entity formed to effect a business comilbdmais not necessarily the
acquirer. If a new entity is formed to issue equitlerests to effect a business
combination, one of the combining entities thatsted before the business
combination shall be identified as the acquirer dpplying the guidance in
paragraphs B13-B17. In contrast, a new entity ttaaisfers cash or other assets
or incurs liabilities as consideration may be tbquarer.

Reverse acquisitions

B19

B20

38

A reverse acquisition occurs when the entity ikates securities (the legal
acquirer) is identified as the acquiree for accmgnpurposes on the basis of the
guidance in paragraphs B13—-B18. The entity whoséyeiuerests are acquired
(the legal acquiree) must be the acquirer for actiog purposes for the
transaction to be considered a reverse acquisitieor. example, reverse
acquisitions sometimes occur when a private opeyaitity wants to become a
public entity but does not want to register its ggshares. To accomplish that,
the private entity will arrange for a public entity acquire its equity interests in
exchange for the equity interests of the publiétgnin this example, the public
entity is thelegal acquirer because it issued its equity interests, and thater
entity is thelegal acquireebecause its equity interests were acquired. However,
application of the guidance in paragraphs B13—BE8ilts in identifying:

(a) the public entity as thecquiree for accounting purposes (the accounting
acquiree); and

(b) the private entity as thecquirer for accounting purposes (the accounting
acquirer).

The accounting acquiree must meet the definitioa béisiness for the transaction
to be accounted for as a reverse acquisition, dndfahe recognition and
measurement principles in this NZ IFRS, including tequirement to recognise
goodwill, apply.

Measuring the consideration transferred

In a reverse acquisition, the accounting aequisually issues no consideration for
the acquiree. Instead, the accounting acquiredlysssues its equity shares to the
owners of the accounting acquirer. Accordingly, #ftguisition-date fair value of
the consideration transferred by the accountinguieeq for its interest in the
accounting acquiree is based on the number ofyetiérests the legal subsidiary
would have had to issue to give the owners ofefgallparent the same percentage
equity interest in the combined entity that resfrtien the reverse acquisition. The

© IFRS Foundation



B21

B22

NZ IFRS 3

fair value of the number of equity interests caltedl in that way can be used as the
fair value of consideration transferred in exchaiogehe acquiree.

Preparation and presentation of consolidated
financial statements

Consolidated financial statements preparedviglig a reverse acquisition are
issued under the name of the legal parent (acaayitquiree) but described in
the notes as a continuation of the financial stateém of the legal subsidiary
(accounting acquirer), with one adjustment, whiclioisadjust retroactively the
accounting acquirer’s legal capital to reflect thgal capital of the accounting
acquiree. That adjustment is required to refleetdapital of the legal parent (the
accounting acquiree). Comparative information press in those consolidated
financial statements also is retroactively adjusteceflect the legal capital of the
legal parent (accounting acquiree).

Because the consolidated financial statemegsesent the continuation of the
financial statements of the legal subsidiary exdeptits capital structure, the
consolidated financial statements reflect:

(a) the assets and liabilities of the legal sulasid{the accounting acquirer)
recognised and measured at their pre-combinatiogicg amounts.

(b) the assets and liabilities of the legal par@éhe accounting acquiree)
recognised and measured in accordance with this RBIF

(c) the retained earnings and other equity balamdethe legal subsidiary
(accounting acquireb)efore the business combination.

(d) the amount recognised as issued equity intergstthe consolidated
financial statements determined by adding the dsmuity interest of
the legal subsidiary (the accounting acquirer) @nding immediately
before the business combination to the fair valighe legal parent
(accounting acquiree) determined in accordance Witk NZ IFRS.
However, the equity structure (ie the number ame t9f equity interests
issued) reflects the equity structure of the lggadent (the accounting
acquiree), including the equity interests the lgumlent issued to effect
the combination. Accordingly, the equity structudd the legal
subsidiary (the accounting acquirer) is restatadguthe exchange ratio
established in the acquisition agreement to refieetnumber of shares
of the legal parent (the accounting acquiree) idsire the reverse
acquisition.

(e) the non-controlling interest's proportionate ah of the legal
subsidiary’s (accounting acquirer’'s) pre-combinaticarrying amounts
of retained earnings and other equity interests déscussed in
paragraphs B23 and B24.
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B23

B24

B25

B26

B27
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Non-controlling interest

In a reverse acquisition, some of the owneth®fegal acquiree (the accounting
acquirer) might not exchange their equity interéstequity interests of the legal
parent (the accounting acquiree). Those ownersraatetl as a non-controlling
interest in the consolidated financial statemefter ghe reverse acquisition. That
is because the owners of the legal acquiree thatadcexchange their equity
interests for equity interests of the legal acquhrave an interest in only the
results and net assets of the legal acquimeet in the results and net assets of the
combined entity. Conversely, even though the legajuirer is the acquiree for
accounting purposes, the owners of the legal aagh@ge an interest in the
results and net assets of the combined entity.

The assets and liabilities of the legal acquaee measured and recognised in the
consolidated financial statements at their pre-doatlon carrying amounts (see
paragraph B22(a)). Therefore, in a reverse acimrisihe non-controlling interest
reflects the non-controlling shareholders’ propmréte interest in the pre-
combination carrying amounts of the legal acquse®t assets even if the non-
controlling interests in other acquisitions are swad at their fair value at the
acquisition date.

Earnings per share

As noted in paragraph B22(d), the equity stmécto the consolidated financial
statements following a reverse acquisition refléutsequity structure of the legal
acquirer (the accounting acquiree), including theity interests issued by the
legal acquirer to effect the business combination.

In calculating the weighted average numberrdinary shares outstanding (the
denominator of the earnings per share calculationing the period in which the
reverse acquisition occurs:

(@) the number of ordinary shares outstanding ftbm beginning of that
period to the acquisition date shall be computedttmn basis of the
weighted average number of ordinary shares of tlgal lecquiree
(accounting acquirer) outstanding during the pennditiplied by the
exchange ratio established in the merger agreerapdt;

(b) the number of ordinary shares outstanding ftloenacquisition date to the
end of that period shall be the actual number dinary shares of the
legal acquirer (the accounting acquiree) outstandinring that period.

The basic earnings per share for each comparpériod before the acquisition
date presented in the consolidated financial stamesn following a reverse
acquisition shall be calculated by dividing:

(a) the profit or loss of the legal acquiree atttéble to ordinary shareholders
in each of those periods by

© IFRS Foundation



NZ IFRS 3

(b) the legal acquiree’s historical weighted avenagmber of ordinary shares
outstanding multiplied by the exchange ratio esshbd in the acquisition
agreement.

Recognising particular assets acquired and liabilit ies
assumed (application of paragraphs 10 —13)

B28

B29

B30

B31

B32

Operating leases

The acquirer shall recognise no assets oflitiabirelated to an operating lease in
which the acquiree is the lessee except as reqoyr@aragraphs B29 and B30.

The acquirer shall determine whether the tesfnsach operating lease in which
the acquiree is the lessee are favourable or uofabte. The acquirer shall
recognise an intangible asset if the terms of agraijng lease are favourable
relative to market terms and a liability if therter are unfavourable relative to
market terms. Paragraph B42 provides guidance camsunieg the acquisition-
date fair value of assets subject to operatingele@s which the acquiree is the
lessor.

An identifiable intangible asset may be assediatith an operating lease, which
may be evidenced by market participants’ willingnespay a price for the lease
even if it is at market terms. For example, a lezsgates at an airport or of retail
space in a prime shopping area might provide e@ntoya market or other future
economic benefits that qualify as identifiable imgéole assets, for example, as a
customer relationship. In that situation, the aggyushall recognise the associated
identifiable intangible asset(s) in accordance ihagraph B31.

Intangible assets

The acquirer shall recognise, separately froodwill, the identifiable intangible
assets acquired in a business combination. An iitiengsset is identifiable if it
meets either the separability criterion or the mtual-legal criterion.

An intangible asset that meets the contracegadticriterion is identifiable even if
the asset is not transferable or separable fronatiqeiree or from other rights
and obligations. For example:

(@) an acquiree leases a manufacturing facilityeurzth operating lease that
has terms that are favourable relative to markehge The lease terms
explicitly prohibit transfer of the lease (throughther sale or sublease).
The amount by which the lease terms are favouraimepeared with the
terms of current market transactions for the samsinoilar items is an
intangible asset that meets the contractual-legtdrion for recognition
separately from goodwill, even though the acquirannot sell or
otherwise transfer the lease contract.
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(b) an acquiree owns and operates a nuclear powat. pfae licence to
operate that power plant is an intangible assetrtiests the contractual-
legal criterion for recognition separately from dwall, even if the
acquirer cannot sell or transfer it separately friva acquired power
plant. An acquirer may recognise the fair valuehsf bperating licence
and the fair value of the power plant as a singlgetagor financial
reporting purposes if the useful lives of thoseetssare similar.

(c) an acquiree owns a technology patent. It handied that patent to others
for their exclusive use outside the domestic mantazteiving a specified
percentage of future foreign revenue in exchangeh Bhe technology
patent and the related licence agreement meet ¢tmeractual-legal
criterion for recognition separately from goodwilvea if selling or
exchanging the patent and the related licence agneeseparately from
one another would not be practical.

The separability criterion means that an aaglintangible asset is capable of
being separated or divided from the acquiree and, smansferred, licensed,
rented or exchanged, either individually or togethdth a related contract,
identifiable asset or liability. An intangible assleat the acquirer would be able
to sell, license or otherwise exchange for somethalse of value meets the
separability criterion even if the acquirer doeg imdend to sell, license or
otherwise exchange it. An acquired intangible asmeets the separability
criterion if there is evidence of exchange transast for that type of asset or
an asset of a similar type, even if those transastiare infrequent and
regardless of whether the acquirer is involvedhiem. For example, customer
and subscriber lists are frequently licensed angs tmeet the separability
criterion. Even if an acquiree believes its custoiigts have characteristics
different from other customer lists, the fact tlcastomer lists are frequently
licensed generally means that the acquired custdistameets the separability
criterion. However, a customer list acquired in &ibass combination would
not meet the separability criterion if the terms adnfidentiality or other
agreements prohibit an entity from selling, leasorgotherwise exchanging
information about its customers.

An intangible asset that is not individually asgble from the acquiree or
combined entity meets the separability criterioit iE separable in combination
with a related contract, identifiable asset or lighiFor example:

(a) market participants exchange deposit liabditend related depositor
relationship intangible assets in observable exgbartransactions.
Therefore, the acquirer should recognise the dapogsklationship
intangible asset separately from goodwill.

(b) an acquiree owns a registered trademark andndexted but unpatented
technical expertise used to manufacture the tradesdaproduct. To
transfer ownership of a trademark, the owner is edsired to transfer
everything else necessary for the new owner to pedugroduct or
service indistinguishable from that produced by tiloemer owner.
Because the unpatented technical expertise museparated from the
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acquiree or combined entity and sold if the relarademark is sold, it
meets the separability criterion.

Reacquired rights

As part of a business combination, an acquiray reacquire a right that it had
previously granted to the acquiree to use one oembthe acquirer's recognised or
unrecognised assets. Examples of such rights iecudght to use the acquirer’s
trade name under a franchise agreement or a agltd the acquirer’'s technology
under a technology licensing agreement. A reacduiight is an identifiable
intangible asset that the acquirer recognises agghafrom goodwill. Paragraph 29
provides guidance on measuring a reacquired right @aragraph 55 provides
guidance on the subsequent accounting for a reachught.

If the terms of the contract giving rise toemcquired right are favourable or
unfavourable relative to the terms of current matkensactions for the same or
similar items, the acquirer shall recognise a eeitint gain or loss.
Paragraph B52 provides guidance for measuringstitiement gain or loss.

Assembled workforce and other items that are not
identifiable

The acquirer subsumes into goodwill the valuaro&cquired intangible asset that
is not identifiable as of the acquisition date. Foample, an acquirer may
attribute value to the existence of an assembledfmae, which is an existing
collection of employees that permits the acquimrcobntinue to operate an
acquired business from the acquisition date. Anrabka workforce does not
represent the intellectual capital of the skilledrkfiorce—the (often specialised)
knowledge and experience that employees of an amuiring to their jobs.
Because the assembled workforce is not an idengfiabset to be recognised
separately from goodwill, any value attributed tisisubsumed into goodwill.

The acquirer also subsumes into goodwill anyevaltributed to items that do not
qualify as assets at the acquisition date. For pi@nthe acquirer might attribute
value to potential contracts the acquiree is nagioj with prospective new

customers at the acquisition date. Because thosentml contracts are not
themselves assets at the acquisition date, theracgloes not recognise them
separately from goodwill. The acquirer should ndbsagquently reclassify the
value of those contracts from goodwill for eventattbccur after the acquisition
date. However, the acquirer should assess the fagts @rcumstances

surrounding events occurring shortly after the &itjan to determine whether a
separately recognisable intangible asset existdtkaicquisition date.

After initial recognition, an acquirer accoufas intangible assets acquired in a
business combination in accordance with the pronssiof NZ IAS 38Intangible
Assets However, as described in paragraph 3 of NZ IAS 38,atcounting for
some acquired intangible assets after initial radam is prescribed by other
NZ IFRSs.
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The identifiability criteria determine whethemn @ntangible asset is recognised
separately from goodwill. However, the criteria neaitlpgovide guidance for
measuring the fair value of an intangible assetresirict the assumptions used in
estimating the fair value of an intangible asset. €&ample, the acquirer would
take into account assumptions that market parttgpavould consider, such as
expectations of future contract renewals, in meaguffiair value. It is not
necessary for the renewals themselves to meet thgtifidbility criteria.
(However, see paragraph 29, which establishes an toxeep the fair value
measurement principle for reacquired rights recegphi in a business
combination.) Paragraphs 36 and 37 of NZ IAS 38 pmi®vguidance for
determining whether intangible assets should be @wdbinto a single unit of
account with other intangible or tangible assets.

Measuring the fair value of particular identifiable assets
and a non-controlling interest in an acquiree (appl ication
of paragraphs 18 and 19)

B41

B42

44

Assets with uncertain cash flows (valuation
allowances)

The acquirer shall not recognise a separateatiah allowance as of the
acquisition date for assets acquired in a busic@sination that are measured at
their acquisition-date fair values because thectsfef uncertainty about future
cash flows are included in the fair value measum. é&xample, because this
NZ IFRS requires the acquirer to measure acquire€livables, including loans,
at their acquisition-date fair values, the acquilees not recognise a separate
valuation allowance for the contractual cash flowsatthre deemed to be
uncollectible at that date.

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

In measuring the acquisition-date fair valueanfasset such as a building or a
patent that is subject to an operating lease inlwttie acquiree is the lessor, the
acquirer shall take into account the terms of #aesé. In other words, the acquirer
does not recognise a separate asset or liabilityeifterms of an operating lease
are either favourable or unfavourable when compavéd market terms as
paragraph B29 requires for leases in which the aegus the lessee.
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Assets that the acquirer intends not to use or to
use in a way that is different from the way other
market participants would use them

For competitive or other reasons, the acquiray intend not to use an acquired
asset, for example, a research and developmenmigibta asset, or it may intend
to use the asset in a way that is different fromwlag in which other market
participants would use it. Nevertheless, the acqsinall measure the asset at fair
value determined in accordance with its use by atraket participants.

Non-controlling interest in an acquiree

This NZ IFRS allows the acquirer to measure acunrtrolling interest in the
acquiree at its fair value at the acquisition d&emetimes an acquirer will be
able to measure the acquisition-date fair valua nbn-controlling interest on the
basis of active market prices for the equity shamesheld by the acquirer. In
other situations, however, an active market pricete equity shares will not be
available. In those situations, the acquirer woukhsure the fair value of the
non-controlling interest using other valuation teicjues.

The fair values of the acquirer’s interesthie ficquiree and the non-controlling
interest on a per-share basis might differ. Thenndéfiference is likely to be the
inclusion of a control premium in the per-sharer faalue of the acquirer's
interest in the acquiree or, conversely, the inoluf a discount for lack of
control (also referred to as a minority discount}he per-share fair value of the
non-controlling interest.

Measuring goodwill or a gain from a bargain purchas e

B46

Measuring the acquisition-date fair value of the
acquirer’s interest in the acquiree using valuation
techniques (application of paragraph 33)

In a business combination achieved without thasfer of consideration, the
acquirer must substitute the acquisition-date failue of its interest in the
acquiree for the acquisition-date fair value of ttensideration transferred to
measure goodwill or a gain on a bargain purchase faeagraphs 32—-34). The
acquirer should measure the acquisition-date falues of its interest in the
acquiree using one or more valuation technigues @@ appropriate in the
circumstances and for which sufficient data are lakbd. If more than one
valuation technique is used, the acquirer shouldluate the results of the
techniques, considering the relevance and reltghilf the inputs used and the
extent of the available data.
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Special considerations in applying the acquisition
method to combinations of mutual entities
(application of paragraph 33)

When two mutual entities combine, the fair vabfethe equity or member

interests in the acquiree (or the fair value of daguiree) may be more reliably
measurable than the fair value of the member isteteansferred by the acquirer.
In that situation, paragraph 33 requires the aequo determine the amount of
goodwill by using the acquisition-date fair valuetioé acquiree’s equity interests
instead of the acquisition-date fair value of theguarer's equity interests

transferred as consideration. In addition, the &eqin a combination of mutual

entities shall recognise the acquiree’s net agsets direct addition to capital or
equity in its statement of financial position, na¢ an addition to retained
earnings, which is consistent with the way in whicheottypes of entities apply
the acquisition method.

Although they are similar in many ways to othesinesses, mutual entities have
distinct characteristics that arise primarily besmuheir members are both
customers and owners. Members of mutual entitiegergdip expect to receive
benefits for their membership, often in the formrefluced fees charged for
goods and services or patronage dividends. Theopoof patronage dividends
allocated to each member is often based on the minwdbusiness the member
did with the mutual entity during the year.

A fair value measurement of a mutual entity $thanclude the assumptions that
market participants would make about future memlmelits as well as any
other relevant assumptions market participants wooéke about the mutual
entity. For example, an estimated cash flow mode} beaused to determine the
fair value of a mutual entity. The cash flows usedrguts to the model should
be based on the expected cash flows of the mutuay,ewhich are likely to
reflect reductions for member benefits, such asiced fees charged for goods
and services.

Determining what is part of the business combinatio n
transaction (application of paragraphs 51 and 52)

B50

46

The acquirer should consider the following fegtavhich are neither mutually
exclusive nor individually conclusive, to determiwlether a transaction is part
of the exchange for the acquiree or whether theséietion is separate from the
business combination:

(@) the reasons for the transactior-Understanding the reasons why the
parties to the combination (the acquirer and tlipiee and their owners,
directors and managers—and their agents) entertm an particular
transaction or arrangement may provide insight akether it is part of
the consideration transferred and the assets achairliabilities assumed.
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For example, if a transaction is arranged primdiolythe benefit of the
acquirer or the combined entity rather than pritgddr the benefit of the
acquiree or its former owners before the combinatibat portion of the
transaction price paid (and any related assetalilifies) is less likely to
be part of the exchange for the acquiree. Accorgirtbe acquirer would
account for that portion separately from the bussneombination.

who initiated the transaction—Understanding who initiated the
transaction may also provide insight into whethés ftart of the exchange
for the acquiree. For example, a transaction oerogivent that is initiated
by the acquirer may be entered into for the purpafsproviding future
economic benefits to the acquirer or combined entiith little or no
benefit received by the acquiree or its former ownéefore the
combination. On the other hand, a transaction @ngement initiated by
the acquiree or its former owners is less likelypéofor the benefit of the
acquirer or the combined entity and more likelyotopart of the business
combination transaction.

the timing of the transaction—The timing of the transaction may also
provide insight into whether it is part of the exeba for the acquiree. For
example, a transaction between the acquirer ancdheiree that takes
place during the negotiations of the terms of a@r®ss combination may
have been entered into in contemplation of therassi combination to
provide future economic benefits to the acquirethercombined entity. If
so, the acquiree or its former owners before thénbss combination are
likely to receive little or no benefit from the trsaction except for benefits
they receive as part of the combined entity.

Effective settlement of a pre-existing relationship
between the acquirer and acquiree in a business
combination (application of paragraph 52(a))

The acquirer and acquiree may have a relatipnstat existed before they
contemplated the business combination, referrechdoe as a ‘pre-existing
relationship’. A pre-existing relationship betweee ticquirer and acquiree may
be contractual (for example, vendor and customelicensor and licensee) or
non-contractual (for example, plaintiff and defemiga

If the business combination in effect settlepra-existing relationship, the
acquirer recognises a gain or loss, measured lasviol

@)

(b)

for a pre-existing non-contractual relationsfgoich as a lawsuit), fair
value.

for a pre-existing contractual relationshipe tesser of (i) and (ii):

0] the amount by which the contract is favourabteunfavourable
from the perspective of the acquirer when comparéid terms for
current market transactions for the same or simtlms. (An
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unfavourable contract is a contract that is unfaable in terms of
current market terms. It is not necessarily anraune contract in
which the unavoidable costs of meeting the obligetiander the
contract exceed the economic benefits expectedetoebeived
under it.)

(i)  the amount of any stated settlement provisiomsthe contract
available to the counterparty to whom the contseinfavourable.

If (ii) is less than (i), the difference is incluleas part of the
business combination accounting.

The amount of gain or loss recognised may depengaim on whether the
acquirer had previously recognised a related amséability, and the reported
gain or loss therefore may differ from the amoualcelated by applying the
above requirements.

A pre-existing relationship may be a contractt tthe acquirer recognises as a
reacquired right. If the contract includes termes thre favourable or unfavourable
when compared with pricing for current market tratisas for the same or
similar items, the acquirer recognises, separdtely the business combination,
a gain or loss for the effective settlement of ¢batract, measured in accordance
with paragraph B52.

Arrangements for contingent payments to
employees or selling shareholders (application of
paragraph 52(b))

Whether arrangements for contingent paymentsermaployees or selling
shareholders are contingent consideration in th&nbgs combination or are
separate transactions depends on the nature afrthegements. Understanding
the reasons why the acquisition agreement includpeoasion for contingent
payments, who initiated the arrangement and wherpénges entered into the
arrangement may be helpful in assessing the nafutre arrangement.

If it is not clear whether an arrangement foympents to employees or selling
shareholders is part of the exchange for the agguir is a transaction separate
from the business combination, the acquirer shatddsider the following
indicators:

(@  Continuing employmentThe terms of continuing employment by the
selling shareholders who become key employees reagnbindicator of
the substance of a contingent consideration arraege The relevant
terms of continuing employment may be included m employment
agreement, acquisition agreement or some otherngeciu A contingent
consideration arrangement in which the payments ar@matically
forfeited if employment terminates is remuneratfon post-combination
services. Arrangements in which the contingent paysnare not affected
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by employment termination may indicate that theticgent payments are
additional consideration rather than remuneration.

Duration of continuing employmentif the period of required
employment coincides with or is longer than the t@@nt payment
period, that fact may indicate that the conting@alyments are, in
substance, remuneration.

Level of remuneratier-Situations in which employee remuneration other
than the contingent payments is at a reasonabét ile\xcomparison with
that of other key employees in the combined emigyy indicate that the
contingent payments are additional considerationthera than
remuneration.

Incremental payments to employeds selling shareholders who do not
become employees receive lower contingent paymemts ger-share

basis than the selling shareholders who become gegdo of the

combined entity, that fact may indicate that therémental amount of
contingent payments to the selling shareholders dumme employees is
remuneration.

Number of shares ownedrlhe relative number of shares owned by the
selling shareholders who remain as key employeeshman indicator of
the substance of the contingent consideration geraent. For example,
if the selling shareholders who owned substantidllgfahe shares in the
acquiree continue as key employees, that fact malcate that the
arrangement is, in substance, a profit-sharingngement intended to
provide remuneration for post-combination servic@#ternatively, if
selling shareholders who continue as key employeesd only a small
number of shares of the acquiree and all sellirgediolders receive the
same amount of contingent consideration on a pateshasis, that fact
may indicate that the contingent payments are idaik consideration.
The pre-acquisition ownership interests held byigarelated to selling
shareholders who continue as key employees, sudanaky members,
should also be considered.

Linkage to the valuatierIf the initial consideration transferred at the
acquisition date is based on the low end of a ragjablished in the
valuation of the acquiree and the contingent foemtélates to that
valuation approach, that fact may suggest thatdmeingent payments are
additional consideration. Alternatively, if the cimgent payment formula
is consistent with prior profit-sharing arrangemetttat fact may suggest
that the substance of the arrangement is to proeiceineration.

Formula for determining consideratieaThe formula used to determine
the contingent payment may be helpful in asses$iagsubstance of the
arrangement. For example, if a contingent paymemtetermined on the
basis of a multiple of earnings, that might sugdkat the obligation is

contingent consideration in the business combinadind that the formula
is intended to establish or verify the fair valdete acquiree. In contrast,
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a contingent payment that is a specified percent#fgearnings might
suggest that the obligation to employees is a psbiiring arrangement to
remunerate employees for services rendered.

(h)  Other agreements and issue¥he terms of other arrangements with
selling shareholders (such as agreements not topetem executory
contracts, consulting contracts and property lesgeements) and the
income tax treatment of contingent payments maicatd that contingent
payments are attributable to something other tharsideration for the
acquiree. For example, in connection with the adtiois the acquirer
might enter into a property lease arrangement withigaificant selling
shareholder. If the lease payments specified inl¢fase contract are
significantly below market, some or all of the cognt payments to the
lessor (the selling shareholder) required by a regpaarrangement for
contingent payments might be, in substance, payrfentthe use of the
leased property that the acquirer should recogseparately in its post-
combination financial statements. In contrast, hie tlease contract
specifies lease payments that are consistent wittkahdaerms for the
leased property, the arrangement for contingentmeays to the selling
shareholder may be contingent consideration ibtlgness combination.

Acquirer share-based payment awards exchanged
for awards held by the acquiree’s employees
(application of paragraph 52(b))

An acquirer may exchange its share-based payamerts (replacement awards)

for awards held by employees of the acquiree. Exgbmrof share options or
other share-based payment awards in conjunctionanitissiness combination are
accounted for as modifications of share-based payrawards in accordance
with NZ IFRS 2Share-based Paymerif the acquirer is obliged to replace the
acquiree awards, either all or a portion of the miBbdased measure of the
acquirer's replacement awards shall be includethéasuring the consideration
transferred in the business combination. ParagrBpfisB62 provide guidance

on how to allocate the market-based measure.

However, in situations in which acquiree awards woulgirexas a consequence
of a business combination and if the acquirer ggdhose awards when it is not
obliged to do so, all of the market-based meastiteeoreplacement awards shall
be recognised as remuneration cost in the postioatibn financial statements

in accordance with NZ IFRS 2. That is to say, nonthefmarket-based measure
of those awards shall be included in measuring tiresideration transferred in

the business combination. The acquirer is obligeteplace the acquiree awards
if the acquiree or its employees have the abilityehforce replacement. For

In paragraphs B56-B62 the term ‘share-based patyaveards’ refers to vested or unvested share-based
payment transactions.
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example, for the purposes of applying this guidatiee acquirer is obliged to
replace the acquiree’s awards if replacement isimedby:

(a) the terms of the acquisition agreement;
(b) the terms of the acquiree’s awards; or
(c) applicable laws or regulations.

To determine the portion of a replacement awlaatlis part of the consideration
transferred for the acquiree and the portion tlgatrémuneration for post-
combination service, the acquirer shall measuré ltbe replacement awards
granted by the acquirer and the acquiree awardd #éiseoacquisition date in
accordance with NZ IFRS 2. The portion of the mabated measure of the
replacement award that is part of the consideratamsferred in exchange for the
acquiree equals the portion of the acquiree awaad ith attributable to pre-
combination service.

The portion of the replacement award attribtebl pre-combination service is
the market-based measure of the acquiree awardpiiedtiby the ratio of the
portion of the vesting period completed to the tgeaf the total vesting period
or the original vesting period of the acquiree awdrde vesting period is the
period during which all the specified vesting coilis are to be satisfied.
Vesting conditions are defined in NZ IFRS 2.

The portion of a non-vested replacement awdribatiable to post-combination

service, and therefore recognised as remuneratish in the post-combination

financial statements, equals the total market-basedsure of the replacement
award less the amount attributed to pre-combinatiervice. Therefore, the

acquirer attributes any excess of the market-basedsure of the replacement
award over the market-based measure of the accaivesd to post-combination

service and recognises that excess as remunexdgirin the post-combination

financial statements. The acquirer shall attriugortion of a replacement award
to post-combination service if it requires post-tomation service, regardless of
whether employees had rendered all of the servigained for their acquiree

awards to vest before the acquisition date.

The portion of a non-vested replacement awdriatable to pre-combination
service, as well as the portion attributable to fposhbination service, shall
reflect the best available estimate of the numiheeplacement awards expected
to vest. For example, if the market-based measitteegportion of a replacement
award attributed to pre-combination service is CUa0@ the acquirer expects
that only 95 per cent of the award will vest, the antdncluded in consideration
transferred in the business combination is CU95.nGesa in the estimated
number of replacement awards expected to vest fieetesl in remuneration cost
for the periods in which the changes or forfeituwesur—not as adjustments to
the consideration transferred in the business coatioin. Similarly, the effects of
other events, such as modifications or the ultimatécome of awards with
performance conditions, that occur after the adtiuisdate are accounted for in
accordance with NZ IFRS 2 in determining remuneratiost for the period in
which an event occurs.
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The same requirements for determining the @uastiof a replacement award
attributable to pre-combination and post-combimagervice apply regardless of
whether a replacement award is classified as ditiabr as an equity instrument
in accordance with the provisions of NZ IFRS 2. Alanbes in the market-based
measure of awards classified as liabilities aftergbquisition date and the related
income tax effects are recognised in the acquirpdst-combination financial
statements in the period(s) in which the changesroc

The income tax effects of replacement awardshafe-based payments shall be
recognised in accordance with the provisions of NZ 128come Taxes

Equity-settled share-based payment transactions
of the acquiree

The acquiree may have outstanding share-bpagthent transactions that the
acquirer does not exchange for its share-based gratytransactions. If vested,
those acquiree share-based payment transactionsagref the non-controlling
interest in the acquiree and are measured at thainket-based measure. If
unvested, they are measured at their market-basedure as if the acquisition
date were the grant date in accordance with paragré@land 30.

The market-based measure of unvested shaeelbpayment transactions is
allocated to the non-controlling interest on theipaf the ratio of the portion of
the vesting period completed to the greater of ttital vesting period or the
original vesting period of the share-based payntemsaction. The balance is
allocated to post-combination service.

Other NZ IFRSs that provide guidance on subsequent
measurement and accounting (application of
paragraph 54)

B63

52

Examples of other NZ IFRSs that provide guidaoeesubsequently measuring
and accounting for assets acquired and liabiliaesumed or incurred in a
business combination include:

(@) NZ IAS 38 prescribes the accounting for identiéaintangible assets
acquired in a business combination. The acquiresores goodwill at the
amount recognised at the acquisition date less angumulated
impairment losses. NZ IAS 3@mpairment of Assetprescribes the
accounting for impairment losses.

(b) NZ IFRS 4Insurance Contractprovides guidance on the subsequent
accounting for an insurance contract acquiredbosiness combination.

(c) NZ IAS 12 prescribes the subsequent accountingléferred tax assets
(including unrecognised deferred tax assets) adllilies acquired in a
business combination.
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NZ IFRS 2 provides guidance on subsequent measnt and accounting
for the portion of replacement share-based payraemirds issued by an
acquirer that is attributable to employees’ futseevices.

NZ IAS 27 (as amended in 2008) provides guidasrtexccounting for
changes in a parent's ownership interest in a sigvgidfter control is
obtained.

Disclosures (application of paragraphs 59 and 61)

B64

To meet the objective in paragraph 59, the iaegshall disclose the following
information for each business combination that eecduring the reporting
period:

@)
(b)
(©
*(d)

*(e)

()

©)

the name and a description of the acquiree.
the acquisition date.
the percentage of voting equity interests aegli

the primary reasons for the business combamagéind a description of how
the acquirer obtained control of the acquiree.

a qualitative description of the factors thatake up the goodwill
recognised, such as expected synergies from congboperations of the
acquiree and the acquirer, intangible assets thabtl qualify for separate
recognition or other factors.

the acquisition-date fair value of the totahsaleration transferred and the
acquisition-date fair value of each major classmfsideration, such as:

0] cash;

(ii) other tangible or intangible assets, includirg business or
subsidiary of the acquirer;

(i) liabilities incurred, for example, a liabilit for contingent
consideration; and

(iv)  equity interests of the acquirer, includingethnumber of
instruments or interests issued or issuable andnikéhod of
determining the fair value of those instrumentmbterests.

for contingent consideration arrangements adérnification assets:
0] the amount recognised as of the acquisitioe;dat

(ii) a description of the arrangement and the bfsigletermining the
amount of the payment; and

*(iii)  an estimate of the range of outcomes (undistted) or, if a range
cannot be estimated, that fact and the reasons whgge cannot
be estimated. If the maximum amount of the payrigeuanlimited,
the acquirer shall disclose that fact.
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*(h)

0

*(K)

o

(m)

(n)

for acquired receivables:
0] the fair value of the receivables;
(i) the gross contractual amounts receivable; and

(i) the best estimate at the acquisition datetha# contractual cash
flows not expected to be collected.

The disclosures shall be provided by major classeogivable, such as
loans, direct finance leases and any other classcefvables.

the amounts recognised as of the acquisitide @& each major class of
assets acquired and liabilities assumed.

for each contingent liability recognised in aodance with paragraph 23,
the information required in paragraph 85 of NZ IAS Bvovisions,
Contingent Liabilities and Contingent Asselfsa contingent liability is
not recognised because its fair value cannot besuned reliably, the
acquirer shall disclose:

0] the information required by paragraph 86 of M&I37; and
(i)  the reasons why the liability cannot be meadurdiably.

the total amount of goodwill that is expected to be deduetifur tax
purposes.

for transactions that are recognised separdt@i the acquisition of
assets and assumption of liabilities in the businesmbination in
accordance with paragraph 51.:

0] a description of each transaction;
(ii) how the acquirer accounted for each transagtion

(i)  the amounts recognised for each transactiod the line item in
the financial statements in which each amountdegeised; and

(iv) if the transaction is the effective settlemenit a pre-existing
relationship, the method used to determine théesstint amount.

the disclosure of separately recognised traises required by (I) shall

include the amount of acquisition-related costs, aseparately, the

amount of those costs recognised as an expensthatide item or items

in the statement of comprehensive income in whidsehexpenses are
recognised. The amount of any issue costs not nised as an expense
and how they were recognised shall also be disclosed.

in a bargain purchase (see paragraphs 34—36):

0] the amount of any gain recognised in accordangith
paragraph 34 and the line item in the statemembaiprehensive
income in which the gain is recognised; and

(ii) a description of the reasons why the transactesulted in a gain.
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(o) for each business combination in which the aeguiolds less than 100
per cent of the equity interests in the acquiredb@ncquisition date:

0] the amount of the non-controlling interest ihet acquiree
recognised at the acquisition date and the measuntebasis for
that amount; and

*(ii) for each non-controlling interest in an acopeé measured at fair
value, the valuation techniques and key model mpusged for
determining that value.

(p) in a business combination achieved in stages:

0] the acquisition-date fair value of the equityerest in the acquiree
held by the acquirer immediately before the actjoisidate; and

(i)  the amount of any gain or loss recognised agesult of
remeasuring to fair value the equity interest i @lequiree held by
the acquirer before the business combination (seegpaph 42)
and the line item in the statement of comprehengigeme in
which that gain or loss is recognised.

Q) the following information:

0] the amounts of revenue and profit or loss &f #ltquiree since the
acquisition date included in the consolidated stet® of
comprehensive income for the reporting period; and

*(ii) the revenue and profit or loss of the comlanentity for the
current reporting period as though the acquisititate for all
business combinations that occurred during the lyadrbeen as of
the beginning of the annual reporting period.

If disclosure of any of the information required thys subparagraph is
impracticable, the acquirer shall disclose that fawd explain why the
disclosure is impracticable. This NZ IFRS uses #rent‘impracticable’
with the same meaning as in NZ IASA8counting Policies, Changes in
Accounting Estimates and Errors

For individually immaterial business combinasaccurring during the reporting
period that are material collectively, the acqushall disclose in aggregate the
information required by paragraph B64(e)—(q).

If the acquisition date of a business combamait after the end of the reporting
period but before the financial statements are aighd for issue, the acquirer
shall disclose the information required by parabrag64 unless the initial
accounting for the business combination is incomeps the time the financial
statements are authorised for issue. In that &tuathe acquirer shall describe
which disclosures could not be made and the reagbypshey cannot be made.

Quialifying entities are required to disclose dhly information required by paragraph B64(a)-(@) éh
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B67 To meet the objective in paragraph 61, the iaegshall disclose the following
information for each material business combinat@nin the aggregate for
individually immaterial business combinations theg material collectively:

*(a)

(b)

©

*(d)

if the initial accounting for a business comdtion is incomplete (see
paragraph 45) for particular assets, liabilitiesn4tontrolling interests or
items of consideration and the amounts recognisedhé financial
statements for the business combination thus haee determined only
provisionally:

0] the reasons why the initial accounting for thusibess combination
is incomplete;

(i)  the assets, liabilities, equity interests tanis of consideration for
which the initial accounting is incomplete; and

(i) the nature and amount of any measurementogeddjustments
recognised during the reporting period in accordangith
paragraph 49.

for each reporting period after the acquisititate until the entity collects,
sells or otherwise loses the right to a contingemtsieration asset, or
until the entity settles a contingent consideratiahility or the liability is
cancelled or expires:

0] any changes in the recognised amounts, inctudimy differences
arising upon settlement;

*(ii) any changes in the range of outcomes (undisted) and the
reasons for those changes; and

*(iii)  the valuation techniques and key model irputsed to measure
contingent consideration.

for contingent liabilities recognised in a mess combination, the
acquirer shall disclose the information requiredpayagraphs 84 and 85
of NZ IAS 37 for each class of provision.

a reconciliation of the carrying amount of ghwdll at the beginning and
end of the reporting period showing separately:

0] the gross amount and accumulated impairmensewsat the
beginning of the reporting period.

(ii) additional goodwill recognised during the refiog period, except
goodwill included in a disposal group that, on asdign, meets
the criteria to be classified as held for sale @coadance with
NZ IFRS 5 Non-current Assets Held for Sale and Discontinued
Operations.

See NZ IAS 37 paragraph 84 for concessions gidntgualifying entities.
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(i) adjustments resulting from the subsequenbgaition of deferred
tax assets during the reporting period in accoreamdgth
paragraph 67.

(iv)  goodwill included in a disposal group clasdifias held for sale in
accordance with NZ IFRS 5 and goodwill derecogniseihduhe
reporting period without having previously been udgd in a
disposal group classified as held for sale.

v) impairment losses recognised during the repgrtperiod in
accordance with NZ IAS 36. (NZ IAS 36 requires disclesaf
information about the recoverable amount and inmpait of
goodwill in addition to this requirement.)

(vi)  net exchange rate differences arising durhrgreporting period in
accordance with NZ IAS 2The Effects of Changes in Foreign
Exchange Rates

(vii) any other changes in the carrying amountirdurthe reporting
period.

(viii) the gross amount and accumulated impairniesses at the end of
the reporting period.

the amount and an explanation of any gain es Ieecognised in the
current reporting period that both:

0] relates to the identifiable assets acquiretatnilities assumed in a
business combination that was effected in the cuwemprevious
reporting period; and

(ii) is of such a size, nature or incidence thachtisure is relevant to
understanding the combined entity’s financial stegets.

Transitional provisions for business combinations
involving only mutual entities or by contract alone
(application of paragraph 66)

B68

Paragraph 64 provides that this NZ IFRS appfiesspectively to business

combinations for which the acquisition date is onmafier the beginning of the
first annual reporting period beginning on or aftetuly 2009. Earlier application

is permitted. However, an entity shall apply this NeRS only at the beginning

of an annual reporting period that begins on cera®0 June 2007. If an entity
applies this NZ IFRS before its effective date, #mity shall disclose that fact
and shall apply NZ IAS 27 (as amended in 2008) estdme time.
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The requirement to apply this NZ IFRS prospetyihas the following effect for
a business combination involving only mutual eesitor by contract alone if the
acquisition date for that business combination efote the application of this
NZ IFRS:

@)

(b)

(©

(d)

(e)

Classification—An entity shall continue to classify the prior mess
combination in accordance with the entity’s previegsounting policies
for such combinations.

Previously recognised goodwillAt the beginning of the first annual
period in which this NZ IFRS is applied, the carryemgount of goodwill
arising from the prior business combination shalitb carrying amount at
that date in accordance with the entity’s previoasoanting policies. In
determining that amount, the entity shall elimingdie carrying amount of
any accumulated amortisation of that goodwill and tlorresponding
decrease in goodwill. No other adjustments shall bdarto the carrying
amount of goodwill.

Goodwill previously recognised as a deduction fromitgg—The entity’s
previous accounting policies may have resulteddadyvill arising from
the prior business combination being recogniseda ateduction from
equity. In that situation the entity shall not rgotse that goodwill as an
asset at the beginning of the first annual penodiich this NZ IFRS is
applied. Furthermore, the entity shall not recogrirs profit or loss any
part of that goodwill when it disposes of all or paftthe business to
which that goodwill relates or when a cash-generatinity to which the
goodwill relates becomes impaired.

Subsequent accounting for goodwifFrom the beginning of the first
annual period in which this NZIFRS is applied, antitgnshall
discontinue amortising goodwill arising from the qori business
combination and shall test goodwill for impairmentadccordance with
NZ IAS 36.

Previously recognised negative goodwiln entity that accounted for
the prior business combination by applying the pase method may
have recognised a deferred credit for an exceis biterest in the net fair
value of the acquiree’s identifiable assets anblilitees over the cost of
that interest (sometimes called negative goodwillso, the entity shall
derecognise the carrying amount of that deferreditat the beginning of
the first annual period in which this NZ IFRS is hpg with a
corresponding adjustment to the opening balancetained earnings at
that date.
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Appendix C
Amendments to other pronouncements

The amendments in this appendix shall be appliedfioual reporting periods beginning
on or after 1 July 2009. If an entity applies ttN&Z IFRS for an earlier period, these
amendments shall be applied for that earlier peridchended paragraphs are shown with
new text underlined and deleted text struck through

*kkkk

The amendments contained in this appendix whenekisad Standard was issued in 2008
have been incorporated into the relevant pronouncesngublished in this volume.
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Appendix D

FRSB Basis for Conclusions — Scope exemption for
a local authority reorganisation

This Basis for Conclusions — Scope exemption foroall authority reorganisation
accompanies, but is not part of, NZ IFRS3.

Introduction

NZBC1

This Basis for Conclusions summarises the idenstions of the Financial
Reporting Standards Board (FRSB) in reaching itsckmions on the scope
exemption from NZ IFRS 3 for a local authority remngsation. It sets out the
rationale for the scope exemption and the futurection. In proposing the scope
exemption, individual FRSB members gave greateghtdb some factors than to
others.

Rationale for scope exemption

NZBC2

NZBC3

NZBC4

NZBC5

60

In December 2007 the Australian Accounting Stedgl&oard (AASB) amended
AASB 3 Business Combinatiores a consequence of the AASB’s review of its
accounting standards dealing with financial repgrtily governments,
government departments, and local governments. AR®B incorporated into
AASB 3 the long-standing Australian-specific accougtinequirements for
restructures of local governments.

In May 2009, the International Public Sectorcéenting Standards Board
(IPSASB) issued ED 4Entity Combinations from Exchange Transactionih

a comment date of 15 August 2009. ED 41 is basedF&®S 3 Business
Combinationswith proposed modifications so that the forthcominggrnational
Public Sector Accounting Standard based on the EDbeaapplied by public
sector entities.

Paragraph IN2 of the Introduction to ED 4lestahat entity combinations which
do not arise from exchange transactions, for exangl amalgamation of

municipalities or a restructuring of activities, Wile considered in the second
component of the IPSASB’s entity combinations prbjdearagraph IN2 goes on
to explain that the reason for this scope exclugahat the IPSASB has not yet
examined in detail the specific public sector isswnd therefore the appropriate
accounting treatment, which arise from these typesntity combinations.

Paragraph BC4 of the Basis for ConclusionsE@n41 further expands on this
scope exclusion by explaining that entity combioradi in the public sector
generally do not represent an exchange transabtibrather are based on a non-
exchange transaction. The former owners of theayerficompensated, are not
compensated at an amount approximately equal tovithee of the entity.
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Because this is a public sector specific issuatyecwmbinations that result from
non-exchange transactions were excluded from thpesobthe ED 41 and will
be dealt with in a separate project.

The FRSB supports the proposed scope exclugiorED 41 relating to
amalgamations of municipalities or a restructuririgactivities, but only on the
grounds that the IPSASB has not yet discussed tbeifgppublic sector issues
that arise from these types of entity combinations.

The FRSB has provided a public benefit erdgitgmption from NZ IFRS 3 for a
local authority reorganisation until such time he tPSASB and the FRSB are
able to consider the specific public sector issi@essuch entity combinations.
The scope exemption applies to the local authsr{ged the entities they control)
that are involved in the reorganisation.

The FRSB plans to consider the appropriatowting for a local authority
reorganisation when the IPSASB proceeds with that ephak its entity
combinations project. Issues to be consideredaattime could include:

()  whether there are sufficient, if any, differescbetween profit-oriented
entities and PBEs that warrant modifications to NR¥R3 for its
application to a local authority reorganisation;

(i)  whether a local authority reorganisation isexthange or a non-exchange
transaction;

(i)  the appropriateness of the requirements of IRBS 3, and therefore the
accounting required, in relation to a local auttyoréorganisation; and

(iv)  whether a local authority reorganisation isoanbination of entities under
common control.
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