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NZ ACCOUNTING
STANDARDS
BOARD

EXTERNAL REPORTING BOARD

Te Kawai Arahi Pirongo Mawaho

Memorandum

Date: 31 August 2018

To: NZASB Members

From: Aimy Luu Huynh

Subject: Exposure Draft PBE IPSAS 40 PBE Combinations

Recommendations?

1. We recommend that the Board:

(a)  REVIEWS and APPROVES for issue NZASB ED 2018-X PBE IPSAS 40 PBE Combinations
(the ED);

(b)  REVIEWS and APPROVES for issue the accompanying Invitation to Comment (ITC);
(c)  AGREES with a comment period of four months from the date the ED is issued; and

(d) CONFIRMS the process to be followed in finalising the ITC and ED.
Structure of the memo

2. This memo is structured as follows:
(a)  Background;
(b)  Changes to the August papers;
(c) ITG;
(d) Comments on the ED;
(e) Amendments to other standards;
(f) Comment period;
(g)  Process to finalise the ED and ITC; and
(h)  Proposed outreach.
3. The clean version of the ED is attached as agenda item 3.3. The proposed modifications to

IPSAS 40 Public Sector Combinations are marked-up in the ED (see agenda item 3.4 in the
supporting papers).

1 This memo refers to the work of the International Accounting Standards Board (IASB) and uses registered trademarks
of the IFRS Foundation (for example, IFRS® Standards, IFRIC® Interpretations and IASB® papers).

Page 1 of 12
201146



Agenda Iltem 3.1

Background

4, At the June NZASB meeting, the Board reviewed and provided comments on drafts of the ITC
and ED. We have updated the documents for the Board’s feedback and included the proposed
consequential amendments to other standards in the ED (see Appendix B of the ED).

5. Since the August papers were distributed, we have made changes to the ED and ITC for
comments received from a Board member and from staff’s review. These changes are outlined
in the next section of the memo.

6. At this meeting we are seeking the Board’s review and approval to issue the ITC and ED.
Changes to the August papers

7. To assist the Board’s review of this agenda item we have highlighted the significant changes to
the ED and ITC since the papers for the August meeting were distributed. The Board can,
therefore, focus on these changes rather than reviewing everything again.

ITC
Use of the term “new entity”

8. We received comments that paragraph 32 of the ITC (August version) does not reflect our
reason for deleting paragraph AG22 of the ED. We deleted paragraph AG22 to address the
inconsistency in the use of new entity. This reason is already in paragraph 27 of the ITC.

9. We have deleted paragraph 32 from the ITC and add the deletion of paragraph AG22 in new
paragraph 33(c) of the ITC.

Applying the modified pooling of interests method

10. We received a suggestion to provide further explanation on why we added guidance for
New Zealand. The guidance was added to cater for our tiered Accounting Standards
Framework when entities have been reporting under Tier 3 or 4 and they move to Tier 1 or 2.
We have added this explanation in paragraph 35 of the ITC.

11. We also received feedback that Diagram 2 of the ITC is not easy to follow, and it is not clear
how the diagram links with the additional guidance added in the ED. Diagram 2 has been
updated to show the requirements in the ED that apply to the resulting entity, which depend
on whether the resulting entity is a new reporting or continuing reporting entity and whether
the resulting entity and the combining operations have applied PBE Standards prior to the
amalgamation.

Transition

12. In PBE FRS 46 First-time Adoption of PBE Standards by Entities Previously Applying NZ IFRS, we
are proposing that entities that have been applying NZ IFRS do not restate prior combinations
(see Table 2 below). This is consistent with the general principle in PBE FRS 46 that entities do
not change their accounting policies previously applied under NZ IFRS on first-time adoption
of PBE Standards.
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13. This requirement is different from PBE FRS 47 First-time Adoption of PBE Standards by Entities
Other Than Those Previously Applying NZ IFRS where entities are permitted to apply the ED
retrospectively on first-time adoption of PBE Standards.

14. We have received feedback that the difference between PBE FRS 46 and PBE FRS 47 is not
clear in the ITC.

15. We have added paragraph 43(d) to the ITC to clarify that retrospective application of the ED is
prohibited under PBE FRS 46.

16. We have added reference to PBE FRS 47 in paragraphs 43(a)—(c) of the ITC to clarify which
first-time adopter it applies to.

Other changes

17. We received feedback that the explanation for paragraph 24 of the ED (classifying or
designating assets and liabilities in an amalgamation) is not clear. The explanation has been
amended and now states that the change in requirement is to allow for situations where the
resulting entity might be required to adopt a different classification or designation in order to
comply with PBE Standards. IPSAS 40 does not allow for that possibility.

Amendments to other standards
PBE IPSAS 26 paragraphs 90A.1 and 97B.1

18. Inthe August paper, we asked for the Board’s feedback on paragraphs 90A.1 and 97B.1 of
PBE IPSAS 26 Impairment of Cash-Generating Assets. These paragraphs deal with goodwill
previously recognised by one of the combining operations in an amalgamation. These
paragraphs are based on paragraphs 90A and 97B respectively, which deal with goodwill
acquired in an acquisition.

19. A Board member noted that copying the text from paragraph 90A of PBE IPSAS 26 and
applying it to amalgamations does not work because the goodwill arises from different types
of combinations.

20. We have amended paragraphs 90A.1 and 97B.1 of PBE IPSAS 26. These paragraphs propose
that goodwill previously recognised by one of the combining operations in an amalgamation
be allocated to the cash-generating unit (CGU) or group of CGUs of the combining operations
integrated into the resulting entity.

PBE IPSAS 26 paragraph 90A

21. A Board member has raised a potential issue with paragraph 90A. This matter is discussed in
the Amendments to other standards section of the memo and we are seeking the Board'’s
feedback.

Comment period

22. We propose to change the comment period from three and a half months to four months to
cater for the Christmas and New Year period.
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The ITC has been updated for the Board’s feedback from the June meeting. The main changes

between this version and the version in the June agenda papers are:

(a)

(b)

(d)
(e)

(f)

Background — expanded the discussion on why the Board is developing a PBE Standard
based on IPSAS 40, given the existence of PBE IFRS 3 Business Combinations;

Use of the term “new entity” — updated the rationale for the proposed changes to
IPSAS 40 and added a diagram on the types of amalgamations;

Applying the modified pooling of interests method — updated the rationale for the
proposed changes to IPSAS 40 and added a diagram on the scenarios for entities
applying different suites of standards prior to the amalgamation;

Other changes — added Table 2 outlining the other changes made to IPSAS 40;

Other matters — added background and a question on the citizen referenda indicator.
This matter was raised at the June Board meeting (see point 2 in Table 1 below); and

Effective date — changed the proposed effective date to 1 January 2021 and provided

the rationale for this proposed date.

Question for the Board

Q1.

Does the Board agree with the changes to the ITC?

Comments on the ED

24.

201146

At the June meeting, the Board raised some comments on the ED. The comments and staff’s

response are summarised in Table 1 below.

Table 1

No. Comments on previous draft Staff response

1 Classification of PBE combinations
Both paragraphs 11 and 14 discuss what to | We propose to keep both paragraphs 11 and 14.
do if application of the indicators does not | Paragraph 11 complements paragraph 10.
lead to a definite conclusion. Paragraph 14 could be rewritten to reduce
Are they both required? duplication but, in our view, the repeated text is

not doing any harm.
2 Referenda

One of the amalgamation indicators is that
the combination is subject to approval via

Is this really a distinguishing indicator given
that private sector acquisitions may require
approval from shareholders?

The Board suggested three options for this
matter:

referenda (see paragraphs 13(b) and AG36).

We propose to retain paragraphs 13(b) and AG36.

The Board had previously considered this matter in
March 2017 and agreed to retain the indicator and
related guidance.

Paragraph AG36 suggests that approval via
referenda could be indicative of an amalgamation
but it does not rule out the possibility that such
combinations could be acquisitions.
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No. Comments on previous draft Staff response
(a) Clarify the discussion; We have revised the ITC to include discussion of
(b) Remove the indicator; or this indicator and an additional question (see
(c) Retain the indicator and include a paragraph 50 of the ITC).
question in the ITC.
3 Types of amalgamation
It was not clear why paragraph 18 jumped We propose to change paragraph 18 as shown
straight into a discussion of control. The below.
Board suggested linking paragraph 18 back | g = paragraph 5 of this Standard defines a resulting
to the paragraphs on classification. entity as “the entity that is the result of two or
more  operations  combining in  an
amalgamation.” As explained in paragraph 8,
one of the parties to the amalgamation may
have gained control of one or more of the
combining operations. The existence or
absence of control determines whether the
resulting entity ismay-be a new reporting entity
or a continuing reporting entity. When none of
the parties to the combination that existed prior
to the combination gain control over the
combining operations, the resulting entity is a
new reporting entity. When one of the parties to
the combination that existed prior to the
combination gains control of the other
combining operations, the resulting entity is
that continuing reporting entity.
4 Amalgamation date

The example in paragraph 20 seems to
suggest someone else determines when
control is obtained. Even if a date is
specified in legislation, this is not
necessarily the date that control is
obtained.

We propose to delete the example in

paragraph 20. The necessary information is
contained in the other sentences. The key points
are highlighted below.

20. The date on which the resulting entity obtains
control of the combining operations may be the
date on which the resulting entity receives the
assets and assumes the liabilities of the
combining operations. It is possible that the
resulting entity will not receive legal title to the
assets or assume legal responsibility for the
liabilities of the combining operations. In these
circumstances, the resulting entity will often
obtain control of the assets and liabilities of the
combining operations on the date on which
responsibility for the assets and liabilities is
formally delegated to the resulting entity.
However, the resulting entity might obtain
control on a different date. For—example;
tegislation-o & writien agreement-may provice
that-the ESEIE'I.Q .EI.'E.'B ggt;" 'SI control IG.I .EI €

operations—on—a—specified—date: A resulting

entity shall consider all pertinent facts and
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No. Comments on previous draft Staff response
circumstances in identifying the amalgamation
date.

5 Recognition and measurement principles Paragraphs 21 and 26 are revised as shown below.
for amalgamation 21. As of the amalgamation date, the resulting
Add “...and subject to the exceptions entity shall, in accordance with PBE
specified in paragraph 31” at the end of Standards, recognise in the combined
paragraphs 21 and 26. operation’s financial statements the assets,

liabilities and any non-controlling interests
of the combining operations as of the
amalgamation date. Recognition of assets
received and liabilities assumed is subject to
the conditions specified in paragraph 22 and
the exceptions specified in paragraph 31.
26. The resulting entity shall measure the assets
and liabilities of the combining operations at
their carrying amounts in the financial
statements of the combining operations as of
the amalgamation date, subject to the
requirements of paragraph 27
(paragraphs AG53-AG54 provide related
application guidance) and the exceptions
specified in paragraph 31.
We thought about whether equivalent changes
were required for acquisitions (in paragraphs 64
and 72) but decided that they weren’t required
(the exception in paragraph 21 of NZ IFRS 3
Business Combinations is not in paragraphs 10
and 18 of that standard and there would be no
PBE-specific reason for the difference).

6 Economic substance of combination We concur and propose to delete paragraph AG25.
It appears that paragraph AG25 may not be | The issue is highlighted when one looks at
consistent with paragraphs 11 and 14. paragraphs AG21 and AG25 together.
AG25.Where, after consideration of the Paragraph AG21 (see below) already says what to

indicators and the nature of the PBE | do if there is insufficient evidence to determine

combination, there is insufficient | the economic substance of the combination.

evidence that the PBE combination has . ] o )

the economic substance of an AG21.Where consideration of the mdlcators_ in

amalgamation, the combination shall be paragraphs 12-13  produces inconclusive

classified as an acquisition. results or does not provide sufficient evidence
to clearly determine the economic substance of
the combination, an entity considers the
additional matters in paragraph 14.

7 Carrying amounts to be used in an

amalgamation

Paragraph AG53 (which explains which
carrying amounts to use in a combination
when a combining entity was previously an
acquired operation) is difficult to

We propose to delete paragraph AG53 because it
is difficult to understand and could create
confusion.

Paragraph AG53 is referring to the situation shown
below.
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No. Comments on previous draft Staff response
understand. Staff to check that the The parent would have applied acquisition
requirements work. accounting for the two subsidiaries. If subsidiary C
then amalgamates with subsidiary B, subsidiary B
would recognise the assets and liabilities of
subsidiary C at their carrying value in subsidiary C's
statements, not at the fair value used in the
parent’s consolidated statements.
Acquisition
accounting - parent Acquisition
fair value accounting -
fair value
Subsidiary | Subsidiary
B C
Amalgamation -
carrying value
8 Voluntary combination not under common

control

Scenario 15 in the illustrative examples
seems to suggest that all not-for-profit
(NFP) voluntary combinations not under
common control are amalgamations.

Staff to review scenario 15, make sure that
it avoids implying this and to consider
adding an additional example.

We propose to change paragraph AG17.1 (as
shown below).

We propose no changes to scenario 15.

AG17.1 A PBE combination in which
operations not under common control
voluntarily agree to combine could be classified
as either an amalgamation or an acquisition.
The operations could combine to improve
services to their recipients or to reduce
operating costs. In this type of combination, if
the combining operations aremay be uniting
rather than one party gaining control of the
other party, this could be classified as an
amalgamation. This type of combination is
more frequent in the not-for-profit sector than
the public sector.

Background
The sub-Board had previously considered whether

scenario 15 should have a variation in which the
management of one party dominated the
management of the combined operations (which
could lead to the combination being classified as
an acquisition). The sub-Board decided not to
develop this variation because it would be quite
hard to develop the fact pattern.

There are some other examples which show that
voluntary combinations not under common
control could give rise to amalgamations.

(i) Inscenario 6 (which is a combination between
a public sector and NFP) the Board agreed to
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No. Comments on previous draft Staff response

change the classification from an
amalgamation to an acquisition.

(ii) Scenario 11 is a donated operation and is
classified as an acquisition.

Question for the Board

Q2. Does the Board agree with the proposed changes to address the issues in Table 1?

Amendments to other standards

25. IPSAS 40 amends a number of other IPSAS. In developing the ED we have identified the
amendments required to other PBE Standards (see Appendix B of the ED). There are a few PBE
Standards that we want to highlight for the Board’s information and/or feedback (Table 2

below).
Table 2
Standard Comments
Paragraph
PBE IPSAS 26 The IPSASB amended IPSAS 26 to add requirements on dealing with goodwill

Impairment of
Cash-Generating Assets
90A

acquired in an acquisition, including goodwill arising from the acquisition of a

non-cash generating operation. (see the highlighted text in IPSAS 26,

paragraph 90A below).

90A. For the purpose of impairment testing, goodwill acquired in an

acquisition shall, from the acquisition date, be allocated to each of the
acquirer’s cash-generating units, or groups of cash-generating units,
that is expected to benefit from the synergies of the combination,
irrespective of whether other assets or liabilities of the acquired
operation are assigned to those units or groups of units. Where goodwill
is acquired in an acquisition of a non-cash-generating operation that
results in a reduction in the net cash outflows of the acquirer, the
acquirer shall be considered as the cash-generating unit. Except where
goodwill relates to the acquisition of a non-cash-generating operation,
each unit or group of units to which the goodwill is so allocated shall:

(@  Represent the lowest level within the entity at which the goodwill
is monitored for internal management purposes; and

(b)  Not be larger than a segment as defined by paragraph 9 of
IPSAS 18, Segment Reporting.

A Board member expressed doubt about the feasibility and appropriateness of

the subsequent impairment testing in relation to the highlighted requirement.

The concerns were as follows.

Under IPSAS 26 goodwill has to be tested for impairment annually, so
paragraph 90A would require that value in use (VIU)/fair value less costs to
sell (FVLCTS) be calculated for the entire entity every year.

Both FVLCTS and VIU are based on the assets concerned being treated as
cash-generating units, not non-cash generating units. The service potential

201146
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Standard
Paragraph

Comments

of assets (which can be significant for PBEs) is not taken into account when
determining FVLCTS or VIU.

e It would be difficult to estimate FV (based on an estimate of how much the
entity would receive for selling its assets, including goodwill) and VIU (based
on estimates of future cash flows) for the entire entity.

An alternative to recognising and subsequently impairment testing the goodwill
arising on the acquisition of a non-cash generating operation (as required by
paragraph 90A) is to expense the resulting loss in surplus or deficit. This can be
achieved by amending paragraphs 862 and AG93 of the ED to specify that
goodwill is recognised only if it results in the generation of net cash inflows and
the goodwill arises from the acquisition of a cash-generating operation. Goodwill
related to the acquisition of a non-cash generating operation would be
recognised as a loss in surplus or deficit. The proposed changes to paragraphs 86
and AG93 are shown below.

85. The acquirer shall recognise goodwill as of the acquisition date
measured as the excess of (a) over (b) below, subject to the requirements
of paragraph 86:

86. The acquirer shall recognise goodwill only to the extent that the
A " tin:

(@  The acquisition will result in the generation of net cash inflows

{such-as-the-acquisition-of-a-cash-generating-operation}; and/or

(b)  The goodwill arises from the acquisition of a cash-generating

operationA-reduction-in-the-net-cash-outflows-of the-acquirer.

An acquirer shall recognise any further excess of (a) over (b) in
paragraph 85 above as a loss in surplus or deficit. Paragraph AG93
provides related application guidance.

AG93. The acquirer shall recognise goodwill only to the extent that the acquirer
estimates there will be favourable changes to its net cash flows, either from
increased cash inflows or decreased cash outflows, and the goodwill relates
to the acquisition of a cash-generating operation. An acquirer shall not
recognise goodwill related to service potential other than cash flows nor
goodwill related to the acquisition of a non-cash-generating operation.

2 |PSAS 40 has additional requirements on when goodwill is recognised. In addition to the consideration transferred
exceeding the fair value of the net assets acquired, goodwill is recognised only to the extent that the acquisition results
in the generation of cash inflows and/or a reduction in the net cash outflows of the acquirer (paragraph 86 of
IPSAS 40). Goodwill related to service potential is not recognised (paragraph AG93 of IPSAS 40, paragraph 20A of
IPSAS 21 and paragraph 18A of IPSAS 26).

201146
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Standard Comments
Paragraph
As a consequence, we also propose:
(a) to omit from PBE IPSAS 26 the requirements in paragraphs 90A and 90B of
IPSAS 26 dealing with goodwill acquired on the acquisition of a non-cash
generating operation; and
(b) toamend paragraph 20A of IPSAS 21 and paragraph 18A of IPSAS 26 in
PBE IPSAS 21 Impairment of Non-Cash-Generating Assets and PBE IPSAS 26
respectively to be consistent with paragraphs 86 and AG93 of the ED.
If the Board agrees with these proposals, we will include a discussion of this
issue in the ITC and BC.
PBE IPSAS 26 We have updated paragraphs 90A.1 and 97B.1 since the August papers were
90A.1, 97B.1 distributed. The updated paragraphs propose that goodwill previously

recognised by one of the combining operations in an amalgamation be allocated
to the CGU or group of CGUs of the combining operations integrated into the
resulting entity.

PBE IPSAS 31 Intangible
Assets

40(a), 41, 66(b) and 67

Paragraphs 40(a), 41, 66(b) and 67 deal with intangible assets acquired
separately or in an acquisition. We have not referred to amalgamations in these
paragraphs because the combining operations would have applied PBE
Standards prior to the amalgamation and any intangible assets recognised would
be in accordance with PBE Standards.

PBE IPSAS 35
Consolidated Financial
Statements

PBE IPSAS 36
Investments in
Associates and Joint
Ventures

BC3.1 in both standards

We have drafted BC paragraphs to explain why (in contrast to IPSAS 40) the ED
does NOT include the consequential amendments from Investments in
Associates and Joint Ventures to reflect Sale or Contribution of Assets between
an Investor and its Associate or Joint Venture (Amendments to IFRS 10 and

IAS 28).

PBE FRS 5 Non-current
Assets Held for Sale and
Discontinued Operations

11, 16

We considered whether paragraphs 11 and 16 should be expanded to cover
assets obtained in an amalgamation with the intention of resale. We decided the
answer was “no”. These paragraphs refer to assets “acquired” with the intention
of resale. This type of transaction is more likely to be a factor of an acquisition
rather than an amalgamation.

We are proposing no amendment to paragraph 11 and proposing only an
amendment to a reference in paragraph 16.

PBE FRS 46 First-time
Adoption of PBE
Standards by Entities
Previously Applying
NZ IFRS
29.1,43.3,BC7.1

We are proposing to add transitional provisions for PBE IPSAS 40 in PBE FRS 46.
These provisions prohibit a first-time adopter that previously applied NZ IFRS to
apply PBE IPSAS 40 to PBE combinations that occurred before the date of
transition to PBE Standards. An entity is not required to restate PBE
combinations that occurred before the date of transition to PBE Standards.

PBE IPSAS 40 mandates prospective application (retrospective application is
limited to certain circumstances) and prior combinations are not restated.
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Standard Comments

Paragraph

PBE FRS 47 First-time In addition to updating the references to PBE IFRS 3 in Appendix B of PBE FRS 47,

Adoption of PBE we are taking the opportunity to rectify an earlier omission of guidance on non-

Standards by Entities controlling interests from Appendix A (see PBE FRS 47 paragraphs Al and A7).

Other Than Those The IASB added guidance on non-controlling interests in IFRS 1 First-time

Previously Applying Adoption of International Financial Reporting Standards when it issued IFRS 10

NZ IFRS Consolidated Financial Statements in 2011. When we developed the standards

AL, A7 on interests in other entities we amended PBE FRS 47 to align it with the
relevant parts of IFRS 1, but inadvertently omitted paragraph A7.

PBE FRS 47 In the June agenda papers we had omitted these paragraphs. Although fair value

B6, B7 adjustments and goodwill arising in past amalgamations accounted for in a
foreign currency may not be applicable to many entities, they may occur.
These paragraphs are added to be consistent with paragraphs B2—B3 for
acquisitions.

PBE FRS 47 In the June agenda papers we had omitted the asterisk from this paragraph. This

B8(c)(ii) asterisk is added to be broadly consistent with the asterisk in paragraph B4(c)(ii)
for acquisitions.

PBE FRS 47 In the June agenda papers we had omitted the last two sentences from this

B8(f) paragraph. These sentences are added to be consistent with paragraph B4(f) for
acquisitions.

Question for the Board

Q3. Does the Board agree with the proposed changes to the ED and the other standards covered

in Table 27?

Comment period

26. We propose that the ED is issued with a comment period of four months. This period takes

into consideration the Christmas and New Year time. If we issue the ED by the end of

September 2018 the due date will be the end of January 2019. We plan to conduct outreach in

November (see proposals for outreach below).

Question for the Board

Q4. Does the Board agree with a comment period of four months?

Process to finalise the ED and ITC

27. Although we are seeking approval to issue the ED and ITC, there could be further changes

required to the documents as a result of the Board’s discussions at the meeting. We would

201146
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like to confirm the process for finalising the documents. Depending on how many changes are
required and their significance, the options are:

(a)  sign off by the Chair; or

(b)  sign-off by the Chair and the sub-Board.

Question for the Board

Q5. What process shall we follow in finalising the documents?

Proposed outreach

28. The proposed outreach will focus on those aspects of the ED that are different from
PBE IFRS 3. The main differences are the need to consider whether a combination is an
amalgamation or an acquisition and the proposals for accounting for amalgamations.

29. Our proposals for outreach activities are to:
(a) hold a webinar;
(b)  present at the CA ANZ NFP special interest groups if this fits in with their schedules;
(c) seekfeedback from the Technical Reference Group; and

(d)  promote the webinar and ED through Charities Services’ communication channels such
as its newsletter and website.

Question for the Board

Q6. Does the Board agree with the proposed outreach for the ED?

Attachments

Agenda item 3.2: Draft Invitation to Comment

Agenda item 3.3: Draft ED PBE IPSAS 40 PBE Combinations

Agenda item 3.4: Draft ED PBE IPSAS 40 PBE Combinations (marked-up) (in supporting

papers)
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Information for respondents

Invitation to Comment

The New Zealand Accounting Standards Board (NZASB)! is seeking comments on the specific matters
raised in this Invitation to Comment. We will consider all comments before finalising a new PBE
Standard based on IPSAS 40 Public Sector Combinations.

If you want to comment, please supplement your opinions with detailed comments, whether
supportive or critical of the proposals, as both supportive and critical comments are essential to a
balanced view.

Comments are most useful if they indicate the specific paragraph to which they relate, contain a
clear rationale and, where applicable, provide a suggestion for an alternative. Feel free to provide
comments only for those questions, or issues that are relevant to you.

Submissions should be sent to:

Chief Executive

External Reporting Board

PO Box 11250

Manners St Central

Wellington 6142

New Zealand

Email: submissions@xrb.govt.nz

(please refer to PBE Combinations in the subject line)

We would appreciate receiving a copy of your submission in electronic form (preferably Microsoft
Word format) as that helps us to efficiently collate and analyse comments.

Please note in your submission on whose behalf the submission is being made (for example, own
behalf, a group of people, or an entity).

The closing date for submissions is XX Month 2019.

Publication of Submissions, the Official Information Act and the Privacy Act

We intend publishing all submissions on the XRB website (xrb.govt.nz), unless the submission may be
defamatory. If you have any objection to publication of your submission, we will not publish it on
the internet. However, it will remain subject to the Official Information Act 1982 and, therefore, it
may be released in part or in full. The Privacy Act 1993 also applies.

If you have an objection to the release of any information contained in your submission, we would
appreciate you identifying the parts of your submission to be withheld, and the grounds under the
Official Information Act 1982 for doing so (e.g. that it would be likely to unfairly prejudice the
commercial position of the person providing the information).

1 The NZASB is a sub-Board of the External Reporting Board (XRB Board), and is responsible for setting accounting
standards.
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List of abbreviations

The following abbreviations are used in this Invitation to Comment.

ED Exposure Draft

IFRS International Financial Reporting Standard

IPSASB International Public Sector Accounting Standards Board

IPSAS International Public Sector Accounting Standard

ITC Invitation to Comment

NFP Not-for-Profit

NZASB New Zealand Accounting Standards Board, a sub-Board of the External
Reporting Board

NZ IFRS New Zealand equivalents to International Financial Reporting Standards

PBE Public Benefit Entity

PBE IPSAS Public Benefit Entity International Public Sector Accounting Standard

RDR Reduced Disclosure Regime




Agenda Item 3.2

Questions for respondents

Paragraphs

1 Do you agree with the changes (as listed below) made by the NZASB in
developing the proposed PBE IPSAS 40? If not, please explain why not and 19-49
identify what you think would be more appropriate.

(a) Indicators relating to consideration 19-23
(b)  Definitions of equity interests and owners 24-25
(c)  Use of the term “new entity” 26-33
(d)  Applying the modified pooling of interests method 34-36
(e) Presentation of financial statements and disclosures 37-40
(f) Identifying an acquirer 41

(g)  Transition 42-44
(h)  Voluntary combination not under common control 45

(i) Selection of accounting policies by the resulting entity 46

(i) Income taxes 47-48

2 Do you agree with the changes (as listed in Table 2) made by the NZASB in

4

developing the proposed PBE IPSAS 40? If not, please explain why not and 9
. . . . See Table 2
identify what you think would be more appropriate.

3 Do you agree with retaining paragraphs 13(b) and AG36 in the proposed 50
PBE IPSAS 407 If you disagree, please provide reasons.

4 Do you agree with the concessions and associated RDR paragraphs in the
proposed PBE IPSAS 407 If you disagree, please provide reasons and 51-53
indicate any additional concessions or RDR paragraphs that you consider See ED
would be appropriate.

5 Do you agree with the proposed effective date of 1 January 2021, with 55-56

early adoption permitted? If you disagree, please provide reasons.

6 Do you have any other comments on the Exposure Draft?
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Introduction

The NZASB is proposing to issue a new PBE Standard based on IPSAS 40 Public Sector
Combinations. This new PBE Standard would supersede PBE IFRS 3 Business Combinations, the
current PBE Standard dealing with business combinations.

PBE IFRS 3 is based on NZ IFRS 3 Business Combinations, which in turn is based on IFRS 3
Business Combinations issued by the International Accounting Standards Board. Hence, the
requirements in PBE IFRS 3 are largely based on IFRS 3. IPSAS 40 is also based, in part, on
IFRS 3 but the IPSASB also developed requirements for amalgamations.

In accordance with the Accounting Standards Framework the NZASB considers each new IPSAS
for adoption in New Zealand. The matters that the NZASB considers are outlined in the Policy
Approach to Developing the Suite of PBE Standards (the PBE Policy Approach). Having applied
the PBE Policy Approach to IPSAS 40, the NZASB considers that it is desirable to issue a new
PBE Standard based on IPSAS 40 rather than retaining PBE IFRS 3.

IPSAS 40 has a more comprehensive scope than PBE IFRS 3 — the scope of PBE IFRS 3 excludes
combinations under common control and combinations arising from local authority
reorganisations. PBE IFRS 3 also requires that for each business combination, one of the
combining entities be identified as an acquirer. This requirement has been challenging to
apply in the public sector and NFP sector. In contrast IPSAS 40 has a broader scope and
establishes requirements for accounting for both acquisitions and amalgamations (using the
modified pooling of interests method).

In developing the proposed PBE IPSAS 40 the NZASB looked first to the requirements in
IPSAS 40 but it also drew upon its knowledge of the practical issues in respect of accounting
for combinations in New Zealand. This led the NZASB to propose some modifications to the
requirements in IPSAS 40. The NZASB is now seeking feedback on the adoption of the
requirements in IPSAS 40, with some modifications, as a PBE Standard.

The purpose of this ITC and associated ED is to seek comments on the proposed PBE Standard
which would be applicable to Tier 1 and Tier 2 public benefit entities (PBEs).

Submissions on NZASB ED 2018-XX are due by XX 2019. Information on how to make
submissions is provided on page 4 of this ITC.

After the consultation period ends, we will consider the submissions received, and subject to
the comments in those submissions, we expect to finalise and issue the new PBE Standard.
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Overview of Invitation to Comment and ED

This ITC seeks feedback on NZASB ED 2018-XX PBE IPSAS 40 PBE Combinations, and in
particular, on the proposals which differ from IPSAS 40.

In order to assist constituents in forming an opinion on the proposals, the NZASB has
organised the discussion of the ED as follows:

(a)  Approach taken in developing the ED;

(b)  Overview of the main differences between PBE IFRS 3 and the proposed PBE IPSAS 40;
(c)  Keychanges made to IPSAS 40 in developing the proposed PBE IPSAS 40;

(d)  Other changes made to IPSAS 40 in developing the proposed PBE IPSAS 40;

(e)  Other matters; and

(f) Proposed RDR concessions.

The NZASB'’s approach to developing a PBE Standard based on an IPSAS depends in part on the
approach taken by the IPSASB in developing that standard. The IPSASB frequently uses a
convergence approach when it is developing an IPSAS based on an underlying IFRS®Standard.
In convergence projects the IPSASB adopts the requirements in the underlying IFRS Standard,
subject to making changes to address public sector specific transactions or circumstances. In
developing a PBE Standard based on a converged IPSAS the NZASB then focuses on whether
those modifications are appropriate for PBEs in New Zealand and considers whether there are
any other New Zealand-specific transactions or circumstances that need to be addressed. This
generally results in few changes to the IPSAS and leads to better alignment between NZ IFRS
and PBE Standards.

Although IPSAS 40 is based, in part, on IFRS 3, this was not a typical convergence project. The
IPSASB began with IFRS 3, but then made a number of changes, particularly to address the
need for guidance on amalgamations in a public sector context. The IPSASB developed an
approach to classify a combination as an acquisition or an amalgamation and developed
requirements on accounting for amalgamations.

The NZASB has considered the relevance of these requirements for New Zealand PBEs, taking
into account current practice under PBE IFRS 3 and the types of combinations that can occur
in New Zealand. In developing the ED, the NZASB considered the following issues.

(a)  Differences between IPSAS 40 and IFRS 3 in respect of accounting for acquisitions — the
NZASB considered why the IPSASB has diverged from IFRS 3 and whether such
divergences would cause any problems for New Zealand PBEs.

(b)  The distinction between amalgamations and acquisitions —the NZASB considered
whether this distinction is clear enough and whether the proposed approach to
classification would lead to sensible answers in New Zealand.

(c)  Requirements which might be open to interpretation or could be clarified —the NZASB
has proposed a number of changes to clarify requirements.
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As a result of considering these issues the NZASB has proposed a number of changes to the
requirements of IPSAS 40. The significant changes are discussed in this ITC. They include:

(a)  changes to the requirements in IPSAS 40;
(b)  clarifications to the guidance in IPSAS 40;

(c)  NFP enhancements to ensure that the proposed PBE Standard is appropriate for
application by NFP PBEs as well as public sector PBEs; and

(d) changes to ensure coherence within the suite of PBE Standards by acknowledging the
existence of certain PBE Standards (for example, PBE IFRS 5 Non-current Assets Held for
Sale and Discontinued Operations) for which there is no corresponding IPSAS.

Although the ED has been issued in clean form, a marked-up copy of the ED showing the
changes proposed to the underlying IPSAS is also available on the XRB website.2

The main differences between the requirements in PBE IFRS 3 and the proposed requirements

in PBE IPSAS 40 are set out in Table 1 below.

Table 1
PBE IFRS 3 Proposed PBE IPSAS 40
Scope
Excludes Applies to all PBE combinations as defined

e  business combinations arising from a
local authority reorganisation
e combinations under common control

Classification of combination

All business combinations within the scope
of the standard are accounted for as
acquisitions

PBE combinations are classified as either
acquisitions or amalgamations

Accounting for amalgamations

Not addressed — one of the combining
entities must be identified as the acquirer

Requirements on accounting for
amalgamations

Identifying an acquirer

One of the combining entities must be
identified as the acquirer

Less guidance on identifying an acquirer
because of the classification approach

Recognition of goodwill

Goodwill is recognised if the consideration
transferred exceeds the fair value of the net
assets acquired

Additional requirements on when goodwill is
recognised. Goodwill is recognised if the
acquisition results in the generation of net
cash inflows and it arises from the acquisition
of a cash-generating operation, this is in
addition to the consideration transferred

2

The marked-up copy of the ED shows most of the New Zealand specific changes to the IPSAS. It does not show the New
Zealand specific changes to the consequential amendments.
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PBE IFRS 3

Proposed PBE IPSAS 40

exceeding the fair value of the net assets
acquired

Non-exchange acquisitions

Requirements on combinations achieved
without the transfer of consideration

Does not address the types of non-exchange
acquisitions covered by PBE IPSAS 40

Requirements on common non-exchange
acquisitions in the PBE sector

Tax forgiven

No requirements on tax forgiven in a
combination

Requirements on tax forgiven in a
combination

The significant changes proposed to the requirements of IPSAS 40 are discussed under the

following headings:

(a) Keychanges;

(b)  Other changes;

(c) Proposed RDR concessions; and

(d)  Amendments to other standards.

All the paragraph references below refer to the proposed PBE IPSAS 40 unless otherwise

indicated.

Indicators relating to consideration

In reflecting on the types of PBE combinations that it has observed in New Zealand and the
role of consideration in those combinations, the NZASB notes that the absence of
consideration is a common feature of PBE combinations. The NZASB is of the view that the
absence of consideration, in itself, does not provide evidence that the combination is an
amalgamation. The NZASB is concerned that application of the guidance in IPSAS 40 about
consideration without any changes, could lead to some PBE combinations, particularly some
involving NFP entities, being inappropriately classified as amalgamations. For example, the
NZASB considers that a transaction involving a donated operation could be an acquisition. This
has led the NZASB to modify the sections of IPSAS 40 dealing with consideration and the
classification of combinations. The requirements in IPSAS 40 and the changes made by the

NZASB are discussed in more detail below.

Paragraph 12 of IPSAS 40 (shown below) sets out indictors supporting the classification of a

combination as an amalgamation.

Extract from IPSAS 40

12.  The following indicators may provide evidence that the combination is an amalgamation:

(@)  Consideration is paid for reasons other than to compensate those with an entitlement to the
net assets of a transferred operation for giving up that entitlement (paragraphs AG27-AG28

provide additional guidance);

10
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(b)  Consideration is not paid to those with an entitlement to the net assets of a transferred
operation (paragraphs AG29-AG30 provide additional guidance); or

(c)  Consideration is not paid because there is no-one (whether an individual or an entity) with
an entitlement to the net assets of a transferred entity (paragraph AG31 provides additional
guidance).

In developing the ED the NZASB has combined the indicators in paragraphs 12(a) and 12(b)
and removed the indicator in paragraph 12(c). The NZASB combined paragraphs 12(a) and
12(b) because of its view that, on its own, the indicator in paragraph 12(a) is not a helpful
indicator of an amalgamation. The NZASB is of the view that, when classifying combinations, it
is necessary to consider the reasons why no consideration has been paid to compensate those
with an entitlement to the net assets of a transferred operation.

Consistent with its view that the absence of consideration does not in itself provide evidence
that a PBE combination is an amalgamation, and the broader view of equity interests and
owners by PBEs in New Zealand, the NZASB removed paragraph 12(c). In the New Zealand
public sector and NFP sector the concept of equity interests is not limited to equity
participants with an equity instrument, and the use of the term owners is not limited to
owners with a quantifiable ownership interest. Paragraph 12 in the proposed PBE IPSAS 40
therefore reads:

Extract from the proposed PBE IPSAS 40

12.  The absence of consideration paid to compensate those with an entitlement to the net assets of a
transferred operation for giving up that entitlement may provide evidence that the combination is
an amalgamation if the reasons for the absence of consideration do not provide evidence of an
acquisition (paragraphs AG26—-AG30 provide additional guidance).

The changes to paragraph 12 led to a number of other changes throughout the ED including:
(a)  thereordering of the guidance in paragraphs AG27-AG30;

(b)  the replacement of the examples in paragraph AG30;

(c)  theremoval of paragraph AG31 which contained guidance on paragraph 12(c);

(d)  the removal of the reference to the indicator in paragraph 12(c) in the illustrative
examples (scenario 2 variation, scenario 3 and scenario 14);

(e)  the updating of the analysis in the illustrative examples; and

(f)  the reclassification of scenario 6 in the illustrative examples from an amalgamation to
an acquisition.

Definitions of equity interests and owners

The NZASB has modified the definitions of equity interests and owners in IPSAS 40 so that
they broadly align with the definitions in PBE IFRS 3 (see paragraph 5). The NZASB is of the
view that these definitions should be broad enough to capture the different types of PBEs and
different types of residual interests in PBEs in New Zealand.

As a result of changing these definitions the NZASB has also replaced the phrase “quantifiable
ownership interests” with “equity interests” where appropriate.

11
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Use of the term “new entity”

The meaning of the term “new entity” in IPSAS 40 is unclear because IPSAS 40 uses the same
term to refer to both new legal entities and new economic entities (see paragraphs AG17 and
AG22 of IPSAS 40).

IPSAS 40 also uses the term “new entity” inconsistently. For example, paragraphs AG1 and
AG22 take the view that an amalgamation creates a new entity but there are different
presentation requirements for amalgamations in IPSAS 40 depending upon whether the
amalgamation results in a new entity or a continuing entity (see paragraphs 50 and 51 of
IPSAS 40).

These inconsistencies and lack of clarity caused the NZASB to review the use of the term “new
entity” and “continuing entity”. Providing clarity is important because it affects presentation,
disclosure and how to apply the modified pooling of interests method. The NZASB thought the
best way to clarify these terms is to specify when a new reporting entity and continuing
reporting entity can arise from an amalgamation.

When considering how best to provide that clarity, the NZASB noted that IPSAS 40 contains
requirements for two types of amalgamations, which could be used to differentiate between a
new reporting entity and a continuing reporting entity. These two types of amalgamations are
as follows.

(a)  Amalgamations in which no party to an amalgamation gains control of one or more
operations as a result of an amalgamation (see paragraph 7 of the ED).

(b)  Amalgamations in which one party to the combination gains control of one or more
operations but the entity determines that the combination has the substance of an
amalgamation rather than an acquisition (see paragraphs 8 to 14 of the ED).

The NZASB added guidance in paragraph 18 of the proposed PBE IPSAS 40 to specify that in
the first type of amalgamation, the resulting entity is a new reporting entity, and in the second
type of amalgamation, the resulting entity is a continuing reporting entity.

The NZASB has not based the requirements in the ED on whether or not an entity is a new
legal entity, because any new entities established as part of a PBE combination would not
necessarily be separate legal entities.

Diagram 1 summarises the types of amalgamations in the proposed PBE IPSAS 40.

12
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Amalgamation: new
reporting entity

The clarification of these terms led to a number of other changes throughout the proposed
PBE IPSAS 40 including:

(a) clarifying that the resulting entity is a new reporting entity in paragraph 50;

(b) clarifying that the resulting entity is a continuing reporting entity in paragraph 51; and

(c)  theremoval of paragraphs AG1 and AG22.

Applying the modified pooling of interests method

The NZASB thought about application of the proposed standard to PBE combinations (in which
the resulting entity could be either a continuing reporting entity or new reporting entity)
where the combining operations have reported in accordance with different suites of
standards. The NZASB thought that it was important for the proposed PBE IPSAS 40 to be clear
about was is required if (i) one of the combining entities had previously recognised assets and
liabilities that did not meet the recognition and measurement requirements in PBE Standards;
and/or (ii) one of the combining entities had failed to recognise assets and liabilities that
should be recognised in accordance with PBE Standards. The NZASB also thought that the
proposed standard needed to be clear about the circumstances in which the resulting entity
would be expected to go through a first-time adoption process.

The NZASB is of the view that IPSAS 40 does not contained sufficient guidance about these
issues for New Zealand PBEs. For example, IPSAS 40 does not establish requirements about
when the first-time adoption standard would be applied; this has been left to the judgement
of the reporting entity. This guidance is particularly important in New Zealand because of our
tiered Accounting Standards Framework. The NZASB considered scenarios where the
amalgamation involves combining operations that have been reporting under the Tier 3 or
Tier 4 PBE Accounting Requirements. The NZASB therefore added guidance to address these
situations (see the proposed amendments to paragraphs 20.1, AG50.1, AG50.2 and
paragraphs B6 to B9 of PBE FRS 47 First-time Adoption of PBE Standards by Entities Other Than

Those Previously Applying NZ IFRS).

The IPSASB did not permit the recognition of previously unrecognised assets/liabilities of the
combining operations on the grounds that the IPSASB considered it would be costly for
entities to identify, measure and recognise these assets/liabilities. The NZASB has previously
established requirements for first-time adoption of PBE Standards and, as a consequence, the
prohibition in IPSAS 40 on the recognition of previously unrecognised assets and liabilities had

13
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to be modified. This was necessary because application of PBE FRS 47 may result in the
recognition of assets and liabilities as at the date of amalgamation that were not previously
recognised by the first-time adopter. Hence, retaining the prohibition in IPSAS 40 would have
created an inconsistency between the proposed PBE IPSAS 40 and PBE FRS 47. The NZASB
therefore changed paragraph 21, omitted paragraph 23 and added paragraphs B6 to B9 of
PBE FRS 47. Diagram 2 below summarises the scenarios for entities applying different suites
of standards prior to the amalgamation.

Diagram 2
Type of resulting entity
New reporting entity Continuing reporting entity
Combining operations have Continuing reporting enti
Yes i v Mo Yes . erep N v Mo
applied PBE Standards? has applied PBE Standards?
Apply para AGS0.2 of the
proposed ED PBE IPSAS 40
Combine the assets, 1. Create a PBE Standards 1. Apply the requirements for
lizbilities and non- compliant statement of Other combining operations moving between tiers under
controlling interests financial position applying have applied PBE Standards? XRB Al (e.g. Tier 3 to Tier 1 or
applying PBE IPSAS 40 PBE FRS 47 and 2)and
2. Combine the assets, 2. When moved to Tier 1 or 2
liabilities and non- apply PBE FRS 47 including
controlling interests applying Yes No the requirements for prior
PBE IPSAS 40 period amalgamations

Apply para AG50.1 of the
proposed ED PBE IPSAS 40

1. Create a PBE Standards
compliant statement of
financial position applying
PBE FRS 47 and

2. Combine the assets,
liabilities and non-
controlling interests applying
PBE IPSAS 40

Presentation of financial statements and disclosures

IPSAS 40 permits, but does not require, the resulting entity to present the combining
operations’ comparatives in the first set of financial statements following an amalgamation.

The NZASB's view is that the continuing reporting entity’s comparatives are useful to readers
and that a requirement to present such comparatives would not be onerous because the
information would have already been prepared. The NZASB has therefore required that the
continuing reporting entity present comparative information (see paragraph 51 of the ED).
The comparative information is not restated for the combining operations. This requirement
has been clarified in paragraphs 51 and 52 of the proposed PBE IPSAS 40.

The NZASB has also clarified that a new reporting entity shall not present comparatives
because it has not been in existence prior to the amalgamation (see paragraph 50 of the ED).

The NZASB considered what information should be presented in respect of amalgamations
that occur part way through a reporting period. Generally, disestablished or newly established
public sector entities are required to prepare financial statements following an amalgamation
in accordance with legislative requirements (which are intended to ensure that users receive
appropriate financial information up to, and following, the amalgamation). Other PBEs such as
registered charities do not have equivalent legislative requirements. To address the potential
information gap that could occur, the NZASB has clarified that PBEs are required to provide

14
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historical information up to the date of the amalgamation (see paragraphs 52, 54(g) and 54(h)
of the ED).

Identifying an acquirer

The NZASB noted that guidance from IFRS 3 (and PBE IFRS 3) on identifying an acquirer in a
reverse acquisition was omitted from IPSAS 40 (see paragraphs B14-B18 of PBE IFRS 3). The
IPSASB may have omitted this guidance from IPSAS 40 on the grounds that the exchange of
equity instruments in the public sector is uncommon and is likely to occur only if there is a
corporation involved. The NZASB acknowledged that PBE combinations are unlikely to involve
reverse acquisitions and that guidance on identifying the acquirer in this situation is not
required. However, the NZASB is of the view that it would be helpful to add guidance on
whether one entity (and, if so, which entity) has gained control of another entity. The NZASB
therefore added guidance from PBE IFRS 3 paragraph B15(c) and (d) in paragraphs AG14 and
AG17.

Transition

IPSAS 40 requires prospective application. However, when providing guidance for first-time
adopters of PBE Standards, the NZASB decided to permit retrospective application for prior
amalgamations, consistent with the existing requirements in PBE FRS 47 for prior acquisitions,
where retrospective application is permitted. Hence, the NZASB modified the transitional
provisions to provide an exception for first-time adopters of PBE Standards — these are entities
not previously applying NZ IFRS.

The NZASB is therefore proposing to:

(a)  retain the approach in IPSAS 40 of mandating prospective application, except for first-
time adopters of PBE Standards to which PBE FRS 47 applies (see paragraph 125.1 of the
ED);

(b)  provide additional requirements in paragraph 125.2 to clarify that, as a consequence of
mandating prospective application (except for first-time adopters of PBE Standards to
which PBE FRS 47 applies), restatement of combinations that occurred before the
effective date of the proposed PBE IPSAS 40 is prohibited;

(c)  provide an exception for first-time adopters of PBE Standards to which PBE FRS 47
applies in paragraph 125.3 and guidance for first-time adopters of PBE Standards in PBE
FRS 47;

(d)  prohibit retrospective application for first-time adopters of PBE Standards to which
PBE FRS 46 First-time Adoption of PBE Standards by Entities Previously Applying NZ IFRS
applies. This is consistent with the general principle in PBE FRS 46 which restricts an
entity changing its accounting policies previously used under NZ IFRS on first-time
adoption of PBE Standards (see paragraph 29.1 of PBE FRS 46); and

(e) retain the approach in IPSAS 40 of permitting early application.

The transitional provisions are set out in paragraphs 125.2-125.4 of the proposed
PBE IPSAS 40.

Voluntary combination not under common control

IPSAS 40 does not provide guidance for voluntary combinations not under common control.
These combinations are more common in the NFP sector than the public sector. The NZASB
thought it would be helpful to add guidance and a related illustrative example for such
combinations (see paragraph AG17.1 and scenario 15 in the illustrative examples).

15
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Selection of accounting policies by the resulting entity

The NZASB’s view is that New Zealand PBEs required clear guidance on the selection of
accounting policies by the resulting entity and the interaction between the proposed PBE
IPSAS 40 and PBE IPSAS 3 Accounting Policies, Changes in Accounting Estimates and Errors.
The NZASB is proposing to clarify the requirements in IPSAS 40, including making it clear that a
continuing reporting entity would retain its prior accounting policies. The NZASB has added
guidance on the selection of accounting policies by a new reporting entity and a continuing
reporting entity (see paragraphs AG54.1 and AG54.2).

Income taxes

The NZASB noted that the IPSASB had included some requirements on the recognition and
measurement of income taxes following acquisitions and amalgamations and how to account
for taxes forgiven as a result of a combination (see paragraphs 34, 79, AG58 and AG86 of
IPSAS 40).

The NZASB is of the view that some of these requirements are not necessary and could create
confusion. The NZASB therefore omitted paragraphs 34 and 79 and the related
paragraphs AG58 and AG86.

Question for respondents

1. Do you agree with the changes (as listed below) made by the NZASB in developing the
proposed PBE IPSAS 407? If not, please explain why not and identify what you think would be
more appropriate.

(a) Indicators relating to consideration
(b)  Definitions of equity interests and owners
(c)  Use of the term “new entity”
(d)  Applying the modified pooling of interests method
(e)  Presentation of financial statements and disclosures
(f) Identifying an acquirer
(g) Transition
(h)  Voluntary combination not under common control
(i) Selection of the accounting policies by the resulting entity
(i4) Income taxes
49. Other changes made by the NZASB in developing the ED are outlined in Table 2 below.

Table 2
Paragraph Comments
5 Aligned the definition of an operation with the definition of a business in

PBE IFRS 3.

16(c), 21, 26, Removed reference to “identifiable” assets in the guidance for

28, 30, 41, 42, | amalgamations. This is a defined term that is specifically linked to the
AG54, IE166, recognition of intangible assets. The use of the word identifiable is

IE173, IE174 appropriate under acquisition accounting which requires the separation of
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Paragraph

Comments

identifiable intangible assets but does not seem necessary when discussing
amalgamations.

20

Deleted the example because the necessary information about
determining the date control is obtained is in the other sentences in
paragraph 20.

21,26

Clarified that the recognition and measurement principles of an
amalgamation are subject to the exceptions in paragraph 31 of the
proposed PBE IPSAS 40.

24

Changed the requirement to allow for situations where the resulting entity
might be required to adopt a different classification or designation in order
to comply with PBE Standards. IPSAS 40 does not allow for that possibility.

37

Clarified that the net amount from the total of sub-paragraphs (a)—(c) is
recognised in net assets/equity.

37(a)

Provided clarity as to which combining operations are being referred to.

39(b)

Clarified that the existing net assets/equity balances, such as reserves of
the combining operations can be retained and shown separately by the
resulting entity.

87

Clarified that the recognition of goodwill in an acquisition where no
consideration is transferred is limited to situations where achieved through
changes in voting rights, by contract alone or similar circumstances.

94

Removed the reference to paragraph 86 because that paragraph provides
requirements on the recognition of goodwill. Paragraph 94 does not permit
the recognition of goodwill.

106

Clarified that increases or decreases in goodwill are subject to the
requirements for recognition of goodwill in paragraph 86.

AG4

Added examples of inputs and processes from PBE IFRS 3 paragraph B7.
Aligned the description of an output with PBE IFRS 3 paragraph B7.

AG23

Clarified that there might be circumstances in which there are controlling
entity/controlled entity relationships after an amalgamation and added an
example to illustrate this.

AG24

Removed the discussion of the types of benefits or service potential
obtained because this does not affect the classification of the combination.

AG25

Removed paragraph because it repeats matters already covered in
paragraph AG21.

AG43, AGA4,
table in AG45

Deleted the sentence about future cash flows associated with assets and
liabilities as other considerations tend to be more important in the public
sector and NFP sector context.

AG44, table in
AG45

Added “where paid” because not all investments would have involved
consideration.

AG53

Removed paragraph because it was not necessary and could create
confusion.
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Paragraph Comments

AG54 Deleted the last sentence because it does not seem to be consistent with
paragraphs 26-27 and therefore could create confusion.

AG65, AG113 | Removed paragraphs because regulators always have the option to require
additional information and these paragraphs are not establishing a
requirement.

AG66 Replaced “public sector entity” with “unlisted entity” to allow for
application by both NFPs and public sector entities.

AG79 Added an example of the acquirer’s trade name (under a network and
partner agreement) to broadly align with PBE IFRS 3 paragraph B35.

IE6Y, IE79, Replaced the word “seller” with references to either the owner of the

IE83, IE127, acquired operation or the acquired operation because the combination

IE136 does not involve the actual sale of the acquired operation.

IE145, IE154 Removed reference to compensating the seller for giving up an entitlement
to the net assets of an operation because both examples are bailouts
where the seller receives no compensation and there is a transfer of net
liabilities rather than net assets.

IE154 Removed the phrase “...analogous to paying consideration” because it was
not clear how taking on net liabilities is analogous to paying consideration.
Added the phrase “...no payment of consideration is necessary” because
the acquirer is taking on net liabilities and there is no payment for the
acquired operation.

Question for respondents

2. Do you agree with the changes (as listed in Table 2 above) made by the NZASB in developing
the proposed PBE IPSAS 407 If not, please explain why not and identify what you think would
be more appropriate.

50. InIPSAS 40 one of the indicators that the combination may be an amalgamation is a
requirement that the combination be subject to approval by each party’s citizens through
referenda (see paragraphs 13(b) and AG36). The IPSASB included this indicator because, in
some jurisdictions, citizens may be part of the decision-making process. The NZASB has
considered whether this indicator is appropriate in the New Zealand context and is of the view
that it could be appropriate, even though it is not a common feature of PBE combinations.

Question for respondents

3. Do you agree with retaining paragraphs 13(b) and AG36 in the proposed PBE IPSAS 40?
If you disagree, please provide reasons.

51. The NZASB has identified proposed RDR concessions for Tier 2 PBEs in the ED.
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The proposed concessions and associated RDR paragraphs for disclosures related to
acquisitions are based on the concessions and RDR paragraphs in PBE IFRS 3. The proposed
concessions and associated RDR paragraphs for disclosures related to amalgamations have
been identified using the approach currently applied to the for-profit standards. Consistency
between the disclosures related to acquisitions and amalgamations has also been considered.

The NZASB is currently reviewing the policy for determining RDR concessions in the for-profit
standards. Once this policy has been finalised, a policy for determining RDR concessions in
PBE Standards will be developed. The NZASB would consult separately on any changes to RDR
concessions in PBE Standards as a result of any new policy developed.

Question for respondents

4.

Do you agree with the concessions and associated RDR paragraphs in the proposed
PBE IPSAS 407 If you disagree, please provide reasons and indicate any additional concessions
or RDR paragraphs that you consider would be appropriate.

54.

55.

56.

The ED also identifies proposed amendments to other PBE Standards to update and align
references and requirements in those standards with the proposed PBE IPSAS 40.

The proposed effective date for PBE IPSAS 40 is 1 January 2021, with early adoption
permitted. This date is based on the assumption that this project will be completed by the end
of 2019. The proposed effective date would be reviewed prior to issuing any standard.

The NZASB considers that this proposed effective date is appropriate because:

(a)  most PBEs would have applied PBE IFRS 3 to combinations within the scope of that
standard and would have applied acquisition accounting. The requirements for the
accounting of acquisitions in the proposed PBE IPSAS 40 are very similar to the
requirements in PBE IFRS 3; and

(b)  the standard would be applied prospectively — retrospective application would be
limited to certain circumstances.

Questions for respondents

5.

6.

Do you agree with the proposed effective date of 1 January 2021, with early adoption
permitted? If you disagree, please provide reasons.

Do you have any other comments on the Exposure Draft?

19




Agenda Iltem 3.3

NZ ACCOUNTING
STANDARDS
BOARD

EXTERNAL REPORTING BOARD

Te Kawai Arahi Piirongo Mowaho

NZASB EXPOSURE DRAFT 2018-X
PUBLIC BENEFIT ENTITY INTERNATIONAL PUBLIC SECTOR ACCOUNTING
STANDARD 40 PBE COMBINATIONS (PBE IPSAS 40)
Issued [Date]

This [draft]* Standard was issued on [date] by the New Zealand Accounting Standards Board of the External
Reporting Board pursuant to section 12(a) of the Financial Reporting Act 2013.

This [draft] Standard is a disallowable instrument for the purposes of the Legislation Act 2012, and pursuant to
section 27(1) of the Financial Reporting Act 2013 takes effect on [date].

Reporting entities that are subject to this [draft] Standard are required to apply the [draft] Standard in accordance
with the effective date set out in paragraph 126.1.

In finalising this [draft] Standard, the New Zealand Accounting Standards Board has carried out appropriate
consultation in accordance with section 22(1) of the Financial Reporting Act 2013.

This [draft] New Zealand Tier 1 and Tier 2 Public Benefit Entity Accounting Standard has been issued as a result
of a new International Public Sector Accounting Standard, IPSAS 40 Public Sector Combinations.

This [draft] Standard when applied, supersedes PBE IFRS 3 Business Combinations.

1 References to “this Standard” throughout this Exposure Draft should be read as referring to “this draft Standard”.

1 PBE IPSAS 40



PBE IPSAS 40 PBE COMBINATIONS

COPYRIGHT
© External Reporting Board (XRB) 2018

This XRB standard contains copyright material and reproduces, with the permission of the International
Federation of Accountants (IFAC), parts of the corresponding international standard issued by the International
Public Sector Accounting Standards Board (IPSASB), and published by IFAC. Reproduction within New Zealand
in unaltered form (retaining this notice) is permitted for personal and non-commercial use subject to the inclusion
of an acknowledgement of the source.

Requests and enquiries concerning reproduction and rights for commercial purposes within New Zealand should
be addressed to the Chief Executive, External Reporting Board at the following email address:
enquiries@xrb.govt.nz

All existing rights (including copyrights) in this material outside of New Zealand are reserved by IFAC, with the
exception of the right to reproduce for the purposes of personal use or other fair dealing. Further information can
be obtained from IFAC at www.ifac.org or by writing to permissions@ifac.org

ISBN

PBE IPSAS 40 2


mailto:enquiries@xrb.govt.nz
http://www.ifac.org/
mailto:permissions@ifac.org

PBE IPSAS 40—PBE COMBINATIONS

CONTENTS

from paragraph

(0 10} [T A SRR PRSPPI 1
170 o1 PP PR PR PRTRPROPRPRRPIN 1.1
DEfINITIONS ... 5
Identifying @ PBE COMDBINAtION .....ccovviiiiiiiiiiiiiitiesceee e 6
Classification of PBE Combinations ...........ccoeiiiiiiiiiiii s 7
Indicators that May Provide Evidence that the Combination is an Amalgamation ................. 12
Accounting for AMalamations............coverririirierieenie e 15
The Modified Pooling of Interests Method of ACCOUNtING ........c.cvvrveiiiiiiiiiie e 16
Identifying the ReSulting ENtity .......ccccviiviiiiiiiiieiieies e 17
Determining the Amalgamation Date.............coiveiieiiiiiiiiie s 19

Recognising and Measuring the Assets Received, Liabilities Assumed and any
Non-Controlling Interests in the Combining OPerations. ...........cevvereererieerinesiessiesseeseeeneeenns 20.1

Recognising and Measuring Components of Net Assets/Equity Arising as a Result of an

AMAIZAMATION ..ottt e s b e e sre e ne e r e r e e are e n Rt e re e n e e nneas 36
Measurement Period..........ccoouiiiiiiiiiiiii 40
Amalgamation-Related COStS.......coiiiiiiiiiiiiiesieiieee e 45
Subsequent Measurement and ACCOUNTING ........cccuervirerreereeireere e sree e ne s 46
Presentation of Financial Statements ..........ccccviviiiiiiiiiii i 50
DISCIOSUIES ...t e 53
AcCOUNtING fOT ACGUISIEIONS ....eevvitietietieste ettt ettt sb e sb et b e b sbe e e e sbeenreeneenne 58
The Acquisition Method 0f ACCOUNTING ......cviiiiiieiieiieiesie e 59
Identifying the ACGUITET ........eieiiiieiieiie ettt sb e b e nneas 60
Determining the ACqUiSition Date..........ccoicviiiiiieiieiie e 62
Recognising and Measuring the Identifiable Assets Acquired, the Liabilities Assumed and
any Non-Controlling Interest in the Acquired Operation ............cccecverieerieereenieeneeieseseenieens 64
Recognising and Measuring Goodwill or a Gain from a Bargain Purchase ..............c.ccc.coe.... 85
An Acquisition Achieved N StAZES .......ccvviiiiiiiieiieee e 99

Additional Guidance for Applying the Acquisition Method where an Acquisition is
Achieved Through Changes in Voting Rights, by Contract Alone, and Similar

Circumstances in which no Consideration is Transferred ..........ccccooeriiiiiiiiniiiiinee 101
Measurement PEriod. .........oouiiiiiiiieiie e 103
Determining what is Part of the Acquisition Transaction............c.ccccvevveveiiiininiiiciceie e 109
Subsequent Measurement and ACCOUNLINEG.........vverieieriiiiiisriseeeeee e s 112
DISCLOSUIES ...ttt ettt b bbbt h e b e e bt e ebe e bt e ae e bb e ebe e eb e et e e beenbessneneeas 119
TTanSTtONAL PLOVISIONS ...veiutiitiiitieitie ittt sttt ettt ettt bttt b e sbe e sbe et e et e e beesbesseeneeas 125.1
Limited Retrospective APPlICAtION. .......ccevviiiiiiiiiiiciee e e 125.3
Effective Date and TranSition ..........coeeieieiieiiiesiiesieesie sttt sbe et e bbb seeas 126
EAFECtIVE DALE....eitiiiiiiieiie ettt b e bbbt et b e b e nneas 126

3 PBE IPSAS 40



TTANSILION w.iviiiiii i 127
Withdrawal and Replacement of PBE IFRS 3 (2014) ....ccooviiiiiiiiii e 134.1
Appendix A: Application Guidance
Appendix B: Amendments to Other Standards
Basis for Conclusions
IPSASB Basis for Conclusions?

Implementation Guidance
[lustrative Examples
Comparison with IPSAS 40

History of Amendments

Public Benefit Entity International Public Sector Accounting Standard 40 PBE Combinations is set out in
paragraphs 1-134.1 and Appendices A and B. All the paragraphs have equal authority. PBE IPSAS 40 should be
read in the context of its objective, the NZASB’s Basis for Conclusions on PBE IPSAS 40, the IPSASB’s Basis
for Conclusions on IPSAS 40, the Public Benefit Entities’ Conceptual Framework and Standard XRB Al
Application of the Accounting Standards Framework. PBE IPSAS 3 Accounting Policies, Changes in Accounting
Estimates and Errors provides a basis for selecting and applying accounting policies in the absence of explicit
guidance.

2 For the purpose of this Exposure Draft, the IPSASB’s Basis for Conclusions has been included. When the PBE Standard is issued, the

IPSASB’s Basis for Conclusions will be made available as additional material on the XRB website.

PBE IPSAS 40 4



PBE COMBINATIONS

Objective

1.

The objective of this Standard is to improve the relevance, faithful representativeness and comparability of
the information that a reporting entity provides in its financial statements about a public benefit entity
(PBE) combination and its effects. To accomplish that, this Standard establishes principles and
requirements for how:

€)] A reporting entity classifies a PBE combination as an amalgamation or an acquisition;

(b) A resulting entity recognises and measures in its financial statements the assets received, the
liabilities assumed and any non-controlling interest in an amalgamation;

()  Aresulting entity recognises and measures components of net assets/equity and other adjustments
recognised in an amalgamation;

(d)  An acquirer recognises and measures in its financial statements the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquired operation;

(e)  An acquirer recognises and measures the goodwill acquired in, or the gain or loss arising from, an
acquisition; and

) A reporting entity determines what information to disclose to enable users of the financial
statements to evaluate the nature and financial effects of a PBE combination.

Scope

11
1.2

This Standard applies to Tier 1 and Tier 2 public benefit entities.

A Tier 2 entity is not required to comply with the requirements in this Standard denoted with an
asterisk (*). Where a Tier 2 entity elects to apply a disclosure concession it shall comply with any
RDR paragraphs associated with that concession.

An entity that prepares and presents financial statements shall apply this Standard in accounting for
PBE combinations.

This Standard applies to a transaction or other event that meets the definition of a PBE combination.
This Standard does not apply to:

€)] The accounting for the formation of a joint arrangement in the financial statements of the
joint arrangement itself.

(b)  The acquisition or receipt of an asset or a group of assets (and any related liabilities) that does
not constitute an operation. In such cases an entity shall identify and recognise the individual
identifiable assets acquired or received (including those assets that meet the definition of, and
recognition criteria for, intangible assets in PBE IPSAS 31 Intangible Assets) and liabilities
assumed. Such a transaction or event does not give rise to goodwill.

(c) The assumption of a liability or a group of liabilities that does not constitute an operation. In
such cases an entity shall identify and recognise the individual liabilities assumed.

The requirements of this Standard do not apply to the acquisition by an investment entity, as defined
in PBE IPSAS 35 Consolidated Financial Statements, of an investment in a controlled entity that is
required to be measured at fair value through surplus or deficit.

Definitions

5.

The following terms are used in this Standard with the meanings specified:

Public benefit entities are reporting entities whose primary objective is to provide goods or services
for community or social benefit and where any equity has been provided with a view to supporting
that primary objective rather than for a financial return to equity holders.

A public benefit entity (PBE) combination is the bringing together of separate operations into one
public benefit entity.

General definitions related to all PBE combinations

For the purposes of this Standard, equity interests is used broadly to mean ownership interests of
investor-owned entities and owner, member or participant interests of mutual entities. In the context
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of this Standard equity interests may also mean ownership interests established by other mechanisms
such as deed or statute.

An asset is identifiable if it either:

(@) Isseparable, i.e., is capable of being separated or divided from the entity and sold, transferred,
licensed, rented, or exchanged, either individually or together with a related binding
arrangement, identifiable asset or liability, regardless of whether the entity intends to do so;
or

(b)  Arises from binding arrangements (including rights from contracts or other legal rights),
regardless of whether those rights are transferable or separable from the entity or from other
rights and obligations.

A mutual entity is an entity, other than an investor-owned entity, that provides dividends, lower
costs or other economic benefits directly to its owners, members or participants. For example, a
mutual insurance company, a credit union and a co-operative entity are all mutual entities.

An operation is an integrated set of activities and related assets and/or liabilities that is capable of
being conducted and managed for the purpose of achieving an entity’s objectives, by providing goods
and/or services for community or social benefit, rather than a financial return to equity holders. In
the context of this Standard, “operation” also includes an integrated set of activities that is capable
of being conducted and managed for the purpose of providing a return in the form of dividends,
lower costs or other economic benefits directly to investors or other owners, members or
participants.

For the purposes of this Standard, owners is used broadly to include those with an equity interest.
This includes, but is not limited to, those with an equity interest in investor-owned entities and
owners or members of, or participants in, mutual entities.

A PBE combination under common control is a PBE combination in which all of the entities or
operations involved are ultimately controlled by the same entity both before and after the PBE
combination.

Definitions related to amalgamations
An amalgamation gives rise to a resulting entity and is either:

(@ A PBE combination in which no party to the combination gains control of one or more
operations; or

(b) A PBE combination in which one party to the combination gains control of one or more
operations, and in which there is evidence that the combination has the economic substance
of an amalgamation.

The amalgamation date is the date on which the resulting entity obtains control of the combining
operations.

A combining operation is an operation that combines with one or more other operations to form the
resulting entity in an amalgamation.

A resulting entity is the entity that is the result of two or more operations combining in an
amalgamation.

Definitions relating to acquisitions

An acquired operation is the operation that the acquirer gains control of in an acquisition.

An acquirer is the entity that gains control of one or more operations in an acquisition.

An acquisition is a PBE combination in which one party to the combination gains control of one or
more operations, and there is evidence that the combination is not an amalgamation.

The acquisition date is the date on which the acquirer gains control of the acquired operation.

Contingent consideration is usually an obligation of the acquirer to transfer additional assets or
equity interests to the former owners of an acquired operation as part of the exchange for control of
the acquired operation if specified future events occur or conditions are met. However, contingent
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consideration also may give the acquirer the right to the return of previously transferred
consideration if specified conditions are met.

Goodwill is an asset representing the future economic benefits arising from other assets acquired in
an acquisition that are not individually identified and separately recognised.

Terms defined in other PBE Standards are used in this Standard with the same meaning as in those
Standards, and are reproduced in the Glossary of Defined Terms published separately.

Identifying a PBE Combination

6.

An entity shall determine whether a transaction or other event is a PBE combination by applying
the definitions in this Standard, which requires that the assets and liabilities constitute an operation.
If the assets and liabilities do not constitute an operation, the entity shall account for the transaction
or other event in accordance with other PBE Standards. Paragraphs AG2—-AG9 provide guidance on
identifying a PBE combination.

Classification of PBE Combinations

7.

10.

11.

If no party to a PBE combination gains control of one or more operations as a result of the
combination, the combination shall be classified as an amalgamation. Paragraphs AG10-AG18
provide guidance on determining whether one party to a PBE combination gains control of one or
more operations as a result of that combination.

If one party to a PBE combination gains control of one or more operations as a result of the
combination, an entity shall consider the economic substance of the combination in classifying the
combination as either an amalgamation or an acquisition. A combination in which one party gains
control of one or more operations shall be classified as an acquisition, unless it has the economic
substance of an amalgamation.

In determining the classification of the PBE combination, an entity considers whether the resulting
accounting treatment of the combination provides information that meets the objectives of financial
reporting and that satisfies the qualitative characteristics (QCs). To assess the economic substance
of the combination, an entity considers the indicators relating to consideration and to the decision-
making process in paragraphs 12—13. These indicators, individually or in combination, will usually
provide evidence that the economic substance of the combination is that of an amalgamation. A
combination does not need to satisfy both of these indicators to be classified as an amalgamation.
Paragraphs AG19-AG39 provide additional guidance.

An analysis of the indicators relating to consideration and to the decision-making process in
paragraphs 12—13 will usually produce a conclusive result and provide sufficient evidence about the
economic substance of the PBE combination to determine whether the combination is an amalgamation.
In such circumstances, the resulting classification and the associated accounting treatment will ensure that
users have access to information that meets the objectives of financial reporting and that satisfies the QCs.

In exceptional circumstances, after applying the indicators in paragraphs 12—13, the results may be
inconclusive or may not provide sufficient evidence about the economic substance of the PBE combination.
In such circumstances, an entity also considers which classification would provide information that best
meets the objectives of financial reporting and that best satisfies the QCs, having regard to paragraph 14.
Paragraphs AG40-AG41 provide additional guidance.

Indicators that May Provide Evidence that the Combination is an Amalgamation

Indicator Relating to Consideration

12.

The absence of consideration paid to compensate those with an entitlement to the net assets of a transferred
operation for giving up that entitlement may provide evidence that the combination is an amalgamation if
the reasons for the absence of consideration do not provide evidence of an acquisition (paragraphs AG26—
AG30 provide additional guidance).

(@  [Not used]
(b)  [Notused]
(c)  [Not used]
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Indicators Relating to the Decision-Making Process

13.

The following indicators may provide evidence that the combination is an amalgamation:

(@  APBE combination is imposed by a third party without any party to the combination being involved
in the decision-making process (paragraphs AG32—-AG35 provide additional guidance);

(b) A PBE combination is subject to approval by each party’s citizens through referenda
(paragraph AG36 provides additional guidance); or

(c) A PBE combination under common control occurs (paragraphs AG37-AG39 provide additional
guidance).

Additional matters to be taken into account where the indicators relating to consideration and the decision-
making process do not provide sufficient evidence to determine whether the combination is an amalgamation

14,

The analysis of the indicators relating to consideration and the decision-making process may, in exceptional
circumstances, produce inconclusive results or not provide sufficient evidence to determine whether the
combination is an amalgamation, based on the economic substance of the PBE combination and the
indicators in paragraphs 12—13. In such circumstances, an entity considers which classification and
resulting accounting treatment would provide information that best meets the objectives of financial
reporting. Paragraphs AG42-AG46 provide additional guidance. An entity also considers which
classification and resulting accounting treatment would provide information that best satisfies the QCs of
relevance, faithful representation, understandability, timeliness, comparability and verifiability.
Paragraphs AG47-AG50 provide additional guidance.

Accounting for Amalgamations

15.

A resulting entity shall account for each amalgamation by applying the modified pooling of interests
method of accounting.

The Modified Pooling of Interests Method of Accounting

16.

Applying the modified pooling of interests method of accounting requires:
(@  Identifying the resulting entity;
(b)  Determining the amalgamation date;

()  Recognising and measuring the assets received, the liabilities assumed and any non-controlling
interest in the combining operations, consistent with the requirements in PBE Standards; and

(d)  Recognising and measuring the components of net assets/equity and other adjustments from an
amalgamation.

Identifying the Resulting Entity

17.
18.

For each amalgamation, a resulting entity shall be identified.

Paragraph 5 defines a resulting entity as “the entity that is the result of two or more operations combining
in an amalgamation.” As explained in paragraph 8, one of the parties to the amalgamation may have gained
control of one or more of the combining operations. The existence or absence of control determines whether
the resulting entity is a new reporting entity or a continuing reporting entity. When none of the parties to
the combination that existed prior to the combination gain control over the combining operations, the
resulting entity is a new reporting entity. When one of the parties to the combination that existed prior to
the combination gains control of the other combining operations, the resulting entity is that continuing
reporting entity.

Determining the Amalgamation Date

19.

20.

The resulting entity shall identify the amalgamation date, which is the date on which it obtains
control of the combining operations.

The date on which the resulting entity obtains control of the combining operations may be the date on
which the resulting entity receives the assets and assumes the liabilities of the combining operations. It is
possible that the resulting entity will not receive legal title to the assets or assume legal responsibility for
the liabilities of the combining operations. In these circumstances, the resulting entity will often obtain
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control of the assets and liabilities of the combining operations on the date on which responsibility for the
assets and liabilities is formally delegated to the resulting entity. However, the resulting entity might obtain
control on a different date. A resulting entity shall consider all pertinent facts and circumstances in
identifying the amalgamation date.

Recognising and Measuring the Assets Received, Liabilities Assumed and any Non-Controlling Interests
in the Combining Operations

Recognition Principle

20.1

21.

If, prior to the amalgamation date, all of the combining operations have previously applied PBE
Standards, then the resulting entity shall apply paragraphs 21-35. If, prior to the amalgamation
date, one or more of the combining operations have not previously applied PBE Standards, then the
resulting entity shall apply paragraphs 21-35 and paragraphs AG50.1-AG50.2.

As of the amalgamation date, the resulting entity shall, in accordance with PBE Standards, recognise
in the combined operation’s financial statements the assets, liabilities and any non-controlling
interests of the combining operations as of the amalgamation date. Recognition of assets received
and liabilities assumed is subject to the conditions specified in paragraph 22 and the exceptions
specified in paragraph 31.

Recognition Condition

22.

23.

The effects of all transactions between the combining operations are eliminated in preparing the
financial statements of the resulting entity (paragraphs AG51-AG52 provide related application
guidance).

[Not used]

Classifying or Designating Assets and Liabilities in an Amalgamation

24.

25.

At the amalgamation date, the resulting entity shall classify or designate the assets and liabilities
received in an amalgamation using the classifications or designations previously applied by the
combining operations. A resulting entity shall not adopt different classifications or designations on
initial recognition, unless required to do so by other PBE Standards.

In some situations, PBE Standards provide for different accounting depending on how an entity classifies
or designates a particular asset or liability. Examples of classifications or designations that the resulting
entity shall make on the basis of the classifications or designations previously applied by the combining
operations include, but are not limited to:

@ Classification of particular financial assets and liabilities as measured at fair value or at amortised
cost, in accordance with PBE IPSAS 29 Financial Instruments: Recognition and Measurement;?

(b)  Designation of a derivative instrument as a hedging instrument in accordance with PBE IPSAS 29;
and

(© Assessment of whether an embedded derivative should be separated from a host contract in
accordance with PBE IPSAS 29 (which is a matter of ‘classification’ as this Standard uses that
term).

Measurement Principle

26.

217.

The resulting entity shall measure the assets and liabilities of the combining operations at their
carrying amounts in the financial statements of the combining operations as of the amalgamation
date, subject to the requirements of paragraph 27 (paragraph AG54 provides related application
guidance) and the exceptions specified in paragraph 31.

As of the amalgamation date, the resulting entity shall adjust the carrying amounts of the assets and
liabilities of the combining operations where required to conform to the resulting entity's accounting
policies.

3 If an entity applies this Standard and early adopts PBE IFRS 9 Financial Instruments, the references to PBE IPSAS 29 in this paragraph
shall be read as references to PBE IFRS 9, including the classification of financial assets and financial liabilities in accordance with
PBE IFRS 9.
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28.

29.

30.
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The modified pooling of interests method results in a single combined resulting entity. A single uniform
set of accounting policies, consistent with the requirements of PBE Standards, is adopted by that entity,
and the carrying amounts of the assets and liabilities of the combining operations are adjusted, where
required, to conform to those accounting policies (paragraphs AG54.1-AG54.2 provide related application
guidance).

The resulting entity shall measure any non-controlling interests in a combining operation at their carrying
amounts in the financial statements of that combining operation as of the amalgamation date, adjusted for
the non-controlling interests’ proportionate share of the adjustments made in accordance with
paragraph 27.

Paragraphs 3335 specify the types of assets and liabilities that include items for which this Standard
provides limited exceptions to the measurement principle.

Exceptions to the Recognition or Measurement Principles

3L

This Standard provides limited exceptions to its recognition and measurement principles. Paragraphs 32—
35 specify both the particular items for which exceptions are provided and the nature of those exceptions.
The resulting entity shall account for those items by applying the requirements in paragraphs 32-35, which
will result in some items being:

(@  Recognised either by applying recognition conditions in addition to those in paragraph 22 or by
applying the requirements of other PBE Standards, with results that differ from applying the
recognition principle and conditions.

(b)  Measured at an amount other than their amalgamation date carrying amounts.

Exception to the Recognition Principle

Licences and Similar Rights Previously Granted by One Combining Operation to Another Combining Operation

32.

A licence or similar right, previously granted by one combining operation to another combining operation
and recognised as an intangible asset by the recipient combining operation shall be recognised by the
resulting entity as an intangible asset. The licence or similar right shall not be eliminated in accordance
with paragraph 22 (paragraphs AG55—-AG56 provide related application guidance).

Exceptions to both the Recognition and Measurement Principles

Income Taxes (where Included in the Terms of the Amalgamation)

33.  Amalgamations involving public sector entities may result in a tax authority forgiving amounts of tax due
as part of the terms of the amalgamation. The resulting entity shall not recognise any taxation items that
are forgiven as a result of the terms of the amalgamation (paragraph AGS57 provide related application
guidance).

34.  [Not used]

Employee Benefits

35.  The resulting entity shall recognise and measure a liability (or asset, if any) related to the combining

operation’s employee benefit arrangements in accordance with PBE IPSAS 39 Employee Benefits.

Recognising and Measuring Components of Net Assets/Equity Arising as a Result of an Amalgamation

36.

37.

An amalgamation does not give rise to goodwill (paragraphs AG59-AG60 provide related
application guidance).

The resulting entity shall recognise within net assets/equity the aggregate of:
(@  The carrying amounts of the combining operations’ assets; *
(b)  The carrying amounts of the combining operations’ liabilities; and

(© The carrying amounts of the combining operations’ non-controlling interests.

4

In this paragraph the term “combining operations” refers to the operations being combined into the resulting entity rather than those that
belong to the continuing reporting entity or new reporting entity.

PBE IPSAS 40 10
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39.

PBE COMBINATIONS
The resulting entity shall recognise within net assets/equity the corresponding adjustments in respect
of:

(@ The elimination of transactions between combining operations in accordance with
paragraph 22;

(b)  Adjustments made to the carrying amounts of the assets and liabilities of the combining
operations where required to conform to the resulting entity's accounting policies, in
accordance with paragraph 27; and

()  Adjustments made in respect of the exceptions to the recognition and/or measurement
principles, in accordance with paragraphs 32-35.

The resulting entity may present the amounts recognised within net assets/equity in accordance with
paragraphs 37 and 38 as either:

(@)  Asingle opening balance; or

(b)  As separate opening balances of components of net assets/equity, including any components of
the combining operations retained by the resulting entity.

Measurement Period

40.

41.

42,

43.

If the initial accounting for an amalgamation is incomplete by the end of the reporting period in
which the amalgamation occurs, the resulting entity shall report in its financial statements
provisional amounts for the items for which the accounting is incomplete. During the measurement
period, the resulting entity shall retrospectively adjust the provisional amounts recognised at the
amalgamation date to reflect new information obtained about facts and circumstances that existed
as of the amalgamation date and, if known, would have affected the measurement of the amounts
recognised as of that date. During the measurement period, the resulting entity shall also recognise
additional assets or liabilities if new information is obtained about facts and circumstances that
existed as of the amalgamation date and, if known, would have resulted in the recognition of those
assets and liabilities as of that date. The measurement period ends as soon as the resulting entity
receives the information it was seeking about facts and circumstances that existed as of the
amalgamation date or learns that more information is not obtainable. However, the measurement
period shall not exceed one year from the amalgamation date.

The measurement period is the period after the amalgamation date during which the resulting entity may
adjust the provisional amounts recognised for an amalgamation. The measurement period provides the
resulting entity with a reasonable time to obtain the information necessary to identify and measure the
assets, liabilities and any non-controlling interest in the combining operations as of the amalgamation date
in accordance with the requirements of this Standard. The information necessary to identify and measure
the assets, liabilities and any non-controlling interest in the combining operations will generally be
available at the amalgamation date. However, this may not be the case where combining operations have
previously prepared their financial statements using different accounting policies.

The resulting entity recognises an increase (decrease) in the provisional amount recognised for an asset
(liability) by adjusting components of net assets/equity recognised in accordance with paragraphs 37-38.
However, new information obtained during the measurement period may sometimes result in an adjustment
to the provisional amount of more than one asset or liability. For example, the resulting entity might have
assumed a liability to pay damages related to an accident in one of the combining operation’s facilities,
part or all of which is covered by the combining operation’s liability insurance policy. If the resulting entity
obtains new information during the measurement period about the carrying amount of that liability, the
adjustment to the gain or loss resulting from a change to the provisional amount recognised for the liability
would be offset (in whole or in part) by a corresponding adjustment to the gain or loss resulting from a
change to the provisional amount recognised for the claim receivable from the insurer.

During the measurement period, the resulting entity shall recognise adjustments to the provisional amounts
as if the accounting for the amalgamation had been completed at the amalgamation date. Thus, the resulting
entity shall revise comparative information for prior periods presented in financial statements as needed,
including making any change in depreciation or amortisation recognised in completing the initial
accounting.

11 PBE IPSAS 40



PBE COMBINATIONS

44.  After the measurement period ends, the resulting entity shall revise the accounting for an amalgamation
only to correct an error in accordance with PBE IPSAS 3 Accounting Policies, Changes in Accounting
Estimates and Errors.

Amalgamation-Related Costs

45.  Amalgamation-related costs are costs the resulting entity or combining operations incur to effect an
amalgamation. Those costs include advisory, legal, accounting, valuation and other professional or
consulting fees; general administrative costs; and any costs of registering and issuing debt and equity
securities. The resulting entity and combining operations shall account for amalgamation-related costs as
expenses in the periods in which the costs are incurred and the services are received, with one exception.
The costs to issue debt or equity securities shall be recognised in accordance with PBE IPSAS 28 Financial
Instruments: Presentation, and PBE IPSAS 29.5

Subsequent Measurement and Accounting

46.  In general, a resulting entity shall subsequently measure and account for assets and liabilities received and
equity instruments issued in an amalgamation in accordance with other applicable PBE Standards for those
items, depending on their nature. However, this Standard provides guidance on subsequently measuring
and accounting for the following assets received and liabilities assumed or incurred in an amalgamation:

(@  Licenses and similar rights previously granted by one combining operation to another combining
operation;

(b)  Transfers, concessionary loans and similar benefits received by a combining operation on the basis
of criteria that change as a result of an amalgamation; and

(© Income taxes (where not included in the terms of the amalgamation).

Licences and Similar Rights Previously Granted by One Combining Operation to Another Combining Operation

47.  Alicence or similar right, previously granted by one combining operation to another combining operation
and recognised as an intangible asset shall be amortised over the remaining period of the binding
arrangement in which the right was granted, where the right was granted for a finite period. Where the right
was granted for an indefinite period, the resulting entity shall test the right for impairment at least annually,
and whenever there is an indication that the right may be impaired. A resulting entity that subsequently
sells this licence or similar right to a third party shall include the carrying amount of the intangible asset in
determining the gain or loss on the sale.

Transfers, Concessionary Loans and Similar Benefits Received by a Combining Operation on the Basis of
Criteria that may Change as a Result of an Amalgamation

48.  Atransfer, concessionary loan or similar benefit, previously received by a combining operation on the basis
of criteria that change as a result of an amalgamation, shall be reassessed prospectively in accordance with
other PBE Standards (paragraphs AG61-AG63 provide related application guidance).

Income Taxes (Where not Included in the Terms of the Amalgamation)

49.  Amalgamations involving public sector entities may result in a tax authority forgiving amounts of tax
subsequent to the amalgamation. The resulting entity shall account for the tax forgiven prospectively in
accordance with PBE 1AS 12 Income Taxes.

Presentation of Financial Statements

50. If, following a PBE combination, the resulting entity is a new reporting entity, the resulting entity’s
first set of financial statements following the amalgamation shall comprise:

(8  An opening statement of financial position as of the amalgamation date;
(b) A statement of financial position as at the reporting date;

(c) A statement of comprehensive revenue and expense for the period from the amalgamation
date to the reporting date;

5 Jfan entity applies this Standard and early adopts PBE IFRS 9 Financial Instruments, the references to PBE IPSAS 29 in this paragraph

shall be read as references to PBE IFRS 9.
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(d) A statement of changes in net assets/equity for the period from the amalgamation date to the
reporting date;

(e) A cash flow statement for the period from the amalgamation date to the reporting date;

) When a public sector entity has published general purpose prospective financial statements
for the period from the amalgamation date to the reporting date, the information specified in
paragraph 148.1 of PBE IPSAS 1 Presentation of Financial Reports shall be presented on the
face of the financial statements or as a separate statement. When a not-for-profit entity has
published general purpose prospective financial statements for the period from the
amalgamation date to the reporting date, the information specified in paragraph 148.1 of
PBE IPSAS 1 shall be presented on the face of the financial statements, as a separate
statement or in the notes; and

(@) Notes, comprising a summary of significant accounting policies and other explanatory notes.

The resulting entity shall not present comparative information on the face of its financial statements
for the periods prior to the amalgamation date. The resulting entity is permitted to disclose in the
notes comparative information for the combining operations for the periods prior to the
amalgamation date, in accordance with paragraph 54(g).

If, following a PBE combination, the resulting entity is a continuing reporting entity, the resulting
entity shall disclose as of the amalgamation date:

€)) The amounts recognised of each major class of assets and liabilities, and components of net
assets/equity from combining operations included in the resulting entity;

(b)  Any adjustments made to components of net assets/equity where required to conform the
accounting policies of the combining operations with those of the resulting entity; and

(c) Any adjustments made to eliminate transactions between the combining operations.

The resulting entity shall present comparative financial information, in respect of the continuing
reporting entity only, for the period prior to the amalgamation date on the face of the financial
statements but this information shall not be restated. The resulting entity is permitted to disclose in
the notes comparative financial information for the combining operations for the periods prior to
the amalgamation date, in accordance with paragraph 54(g).

Subject to the requirements in paragraphs 54 and 56, the resulting entity is permitted but not required to
present financial statements for one or more of the combining operations for periods prior to the
amalgamation date (paragraph AG64 provides related application guidance). Where a resulting entity
elects to present financial statements for the combining operations for periods prior to the amalgamation
date, it shall disclose the information required by paragraph 54(g). The resulting entity shall not restate the
combining operations’ financial statements, but shall disclose the information on the same basis as
previously used in the combining operations’ financial statements. Where a resulting entity does not elect
to present financial statements for the combining operations for periods prior to the amalgamation date, it
shall meet the needs of users of the financial statements in one of the ways outlined in paragraph AG64.

Disclosures

*53.

The resulting entity shall disclose information that enables users of its financial statements to
evaluate the nature and financial effect of an amalgamation.

RDR 53.1 A Tier 2 entity is required to comply with the disclosures in paragraphs 54-57 that are not

54.

asterisked (*) as RDR concessions.

To meet the objective in paragraph 53, the resulting entity shall disclose the following information for each
amalgamation that occurs during the reporting period:

@ The name and a description of each combining operation.
(b)  The amalgamation date.

(© The primary reasons for the amalgamation including, where applicable, the legal basis for the
amalgamation.

(d)  The amounts recognised as of the amalgamation date for each major class of assets and liabilities
transferred.

13 PBE IPSAS 40
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The adjustments made to the carrying amounts of assets and liabilities recorded by each combining
operation as of the amalgamation date:

Q) To eliminate the effect of transactions between combining operations in accordance with
paragraph 22; and

(i)  To conform to the resulting entity's accounting policies in accordance with paragraph 27.

An analysis of net assets/equity, including any components that are presented separately, and any
significant adjustments such as revaluation surpluses or deficits, recognised in accordance with
paragraphs 37-38.

If a resulting entity elects to present financial statements for the combining operations for periods
prior to the amalgamation date in accordance with paragraph 52, the resulting entity shall disclose
the following information for each combining operation in the notes:

M A statement of financial position as at the end of the prior period(s);

(i) A statement of comprehensive revenue and expense for the prior period(s);

(ili) A statement of changes in net assets/equity for the prior period(s);

(iv) A cash flow statement for the prior period(s); and

(v)  Notes, comprising a summary of significant accounting policies and other explanatory notes.

The resulting entity shall not restate this information, but shall disclose the information on the same
basis as previously used in the combining operations’ financial statements. The resulting entity shall
describe the significant differences between the resulting entity’s accounting policies and the
accounting policies previously applied by the combining operations. If the combining operations’
prior period financial statements are not for the reporting period immediately prior to the
amalgamation date the resulting entity shall also disclose the information specified in
subparagraph (h) below.

If, at the time the financial statements of the resulting entity are authorised for issue, the last
reporting date of any of the combining operations does not immediately precede the amalgamation
date, the resulting entity shall disclose the following information:

(i) The amounts of revenue and expense, and the surplus or deficit of each combining operation
from the last reporting date of the combining operations until the amalgamation date. The
amounts of revenue shall be analysed in a manner appropriate to the entity’s operations, in
accordance with paragraph 108 of PBE IPSAS 1. The amounts of expense shall be analysed
using a classification based on either the nature of expenses or their function within the
entity, whichever provides information that is faithfully representative and more relevant, in
accordance with paragraph 109 of PBE IPSAS 1.

(i)  The amounts reported by each combining operation immediately prior to the amalgamation
date for each major class of assets and liabilities.

(ili)  The amounts reported by each combining operation immediately prior to the amalgamation
date in net assets/equity.

The resulting entity is not required to disclose this information where it has elected to present
financial statements of the combining operations for the reporting period ending immediately prior
to the amalgamation date as specified in subparagraph (g) above.

*55.  The resulting entity shall disclose information that enables users of its financial statements to
evaluate the financial effects of adjustments recognised in the current reporting period that relate to
amalgamations that occurred in the period or previous reporting periods.

56.  To meet the objective in paragraph 55, the resulting entity shall disclose the following information:

*(a)

PBE IPSAS 40

If the initial accounting for an amalgamation is incomplete (see paragraph 40) for particular assets
or liabilities, and the amounts recognised in the financial statements for the amalgamation thus have
been determined only provisionally:

() The reasons why the initial accounting for the amalgamation is incomplete;

(if)  The assets or liabilities for which the initial accounting is incomplete; and
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(iii)  The nature and amount of any measurement period adjustments recognised during the
reporting period in accordance with paragraph 43.
(b)  Ifamounts of tax due are forgiven as a result of the terms of the amalgamation (see paragraph 33):
M The amount of tax due that was forgiven; and

(i)  Where the resulting entity is the tax authority, details of the adjustment made to tax
receivable.

RDR 56.1 For individually immaterial amalgamations occurring during the reporting period that are material
collectively, the Tier 2 resulting entity shall disclose in aggregate the information required by
paragraphs 54(d) and 56(b).

*57.  If the specific disclosures required by this and other PBE Standards do not meet the objectives set out in
paragraphs 53 and 55, the resulting entity shall disclose whatever additional information is necessary to
meet those objectives.

Accounting for Acquisitions

58.  An acquirer shall account for each acquisition by applying the acquisition method of accounting.

The Acquisition Method of Accounting

59.  Applying the acquisition method of accounting requires:
(@)  Identifying the acquirer;
(b)  Determining the acquisition date;

(c)  Recognising and measuring the identifiable assets acquired, the liabilities assumed and any non-
controlling interest in the acquired operation; and

(d)  Recognising and measuring goodwill, a gain or a loss from an acquisition.

Identifying the Acquirer

60.  For each acquisition, the party to the combination that gains control of one or more operations shall
be identified as the acquirer.

61.  The party to the combination that gains control of one or more operations is identified when determining
the classification of the PBE combination in accordance with paragraphs 7, 8 and AG10—AG18.

Determining the Acquisition Date

62.  The acquirer shall identify the acquisition date, which is the date on which it obtains control of the
acquired operation.

63.  The date on which the acquirer obtains control of the acquired operation is generally the date on which the
acquirer legally transfers the consideration and/or acquires the assets and assumes the liabilities of the
acquired operation—the closing date. However, the acquirer might obtain control on a date that is either
earlier or later than the closing date. For example, the acquisition date precedes the closing date if a written
agreement provides that the acquirer obtains control of the acquired operation on a date before the closing
date. An acquirer shall consider all 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 Acquired Operation

Recognition Principle

64.  As of the acquisition date, the acquirer shall recognise, separately from any goodwill recognised, the
identifiable assets acquired, the liabilities assumed and any non-controlling interest in the acquired
operation. Recognition of identifiable assets acquired and liabilities assumed is subject to the
conditions specified in paragraphs 65 and 66.

Recognition Conditions

65.  To qualify for recognition as part of applying the acquisition method, the identifiable assets acquired and
liabilities assumed must meet the definitions of assets and liabilities in the Public Benefit Entities’
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Conceptual Framework at the acquisition date, and be capable of being measured in a way that achieves
the qualitative characteristics and takes account of constraints on information in general purpose financial
reporting. For example, costs the acquirer expects but is not obliged to incur in the future to effect its plan
to exit an activity of an acquired operation or to terminate the employment of or relocate an acquired
operation’s employees are not liabilities at the acquisition date. Therefore, the acquirer does not recognise
those costs as part of applying the acquisition method. Instead, the acquirer recognises those costs in its
post-combination financial statements in accordance with other PBE Standards.

66. In addition, to qualify for recognition as part of applying the acquisition method, the identifiable assets
acquired and liabilities assumed must be part of what the acquirer and the acquired operation (or its former
owners) exchanged in the acquisition transaction rather than the result of separate transactions. The
acquirer shall apply the guidance in paragraphs 109—-111 to determine which assets acquired or liabilities
assumed are part of the exchange for the acquired operation and which, if any, are the result of separate
transactions to be accounted for in accordance with their nature and the applicable PBE Standards.

67.  The acquirer’s application of the recognition principle and conditions may result in recognising some assets
and liabilities that the acquired operation had not previously recognised as assets and liabilities in its
financial statements. For example, the acquirer recognises the acquired identifiable intangible assets, such
as a patent or a customer relationship, that the acquired operation did not recognise as assets in its financial
statements because it developed them internally and charged the related costs to expense.

68.  Paragraphs AG72—-AG84 provide guidance on recognising operating leases and intangible assets.
Paragraphs 7682 specify the types of identifiable assets and liabilities that include items for which this
Standard provides limited exceptions to the recognition principle and conditions.

Classifying or Designating Identifiable Assets Acquired and Liabilities Assumed in an Acquisition

69. At the acquisition date, the acquirer shall classify or designate the identifiable assets acquired and
liabilities assumed as necessary to subsequently apply other PBE Standards. The acquirer shall make
those classifications or designations on the basis of the terms of the binding arrangement (including
contractual terms), economic conditions, its operating or accounting policies and other pertinent
conditions as they exist at the acquisition date.

70.  In some situations, PBE Standards provide for different accounting depending on how an entity classifies
or designates a particular asset or liability. Examples of classifications or designations that the acquirer
shall make on the basis of the pertinent conditions as they exist at the acquisition date include but are not
limited to:

(@  Classification of particular financial assets and liabilities as measured at fair value or at amortised
cost, in accordance with PBE IPSAS 29;°

(b)  Designation of a derivative instrument as a hedging instrument in accordance with PBE IPSAS 29;
and

(c)  Assessment of whether an embedded derivative should be separated from a host contract in
accordance with PBE IPSAS 29 (which is a matter of ‘classification’ as this Standard uses that
term).

71.  This Standard provides two exceptions to the principle in paragraph 69:

(@  Classification of a lease arrangement as either an operating lease or a finance lease in accordance
with PBE IPSAS 13 Leases; and

(b)  Classification of a contract as an insurance contract in accordance with PBE IFRS 4 Insurance
Contracts.

The acquirer shall classify those binding arrangements on the basis of the terms and other factors at the
inception of the binding arrangement (or, if the terms of the binding arrangement have been modified in a
manner that would change its classification, at the date of that modification, which might be the acquisition
date).

5 Ifan entity applies this Standard and early adopts PBE IFRS 9 Financial Instruments, the references to PBE IPSAS 29 in this paragraph

shall be read as references to PBE IFRS 9.
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Measurement Principle

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

73.  For each acquisition, the acquirer shall measure at the acquisition date components of non-controlling
interests in the acquired operation that are present ownership interests and entitle their holders to a
proportionate share of the entity’s net assets in the event of liquidation at either:

(@  Fair value; or

(b)  The present ownership instruments’ proportionate share in the recognised amounts of the acquired
operation’s identifiable net assets.

All other components of non-controlling interests shall be measured at their acquisition-date fair values,

unless another measurement basis is required by PBE Standards.

74.  Paragraphs 78—84 specify the types of identifiable assets and liabilities that include items for which this

Standard provides limited exceptions to the measurement principle.

Exceptions to the Recognition or Measurement Principles

75.

This Standard provides limited exceptions to its recognition and measurement principles. Paragraphs 76—
84 specify both the particular items for which exceptions are provided and the nature of those exceptions.
The acquirer shall account for those items by applying the requirements in paragraphs 76—84, which will
result in some items being:

(@  Recognised either by applying recognition conditions in addition to those in paragraphs 65-66 or
by applying the requirements of other PBE Standards, with results that differ from applying the
recognition principle and conditions.

(b)  Measured at an amount other than their acquisition-date fair values.

Exception to the Recognition Principle

Contingent Liabilities

76.

77.

PBE IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets, defines a contingent liability as:

(@ A possible obligation that arises from past events, and whose existence will be confirmed only by
the occurrence or non-occurrence of one or more uncertain future events not wholly within the
control of the entity; or

(b) A present obligation that arises from past events, but is not recognised because:

(i) It is not probable that an outflow of resources embodying economic benefits or service
potential will be required to settle the obligation; or

(if)  The amount of the obligation cannot be measured with sufficient reliability.

The requirements in PBE IPSAS 19 do not apply in determining which contingent liabilities to recognise
as of the acquisition date. Instead, the acquirer shall recognise as of the acquisition date a contingent
liability assumed in an acquisition where consideration is transferred if it is a present obligation that arises
from past events and its fair value can be measured reliably’. Therefore, contrary to PBE IPSAS 19, the
acquirer recognises a contingent liability assumed in an acquisition where consideration is transferred at
the acquisition date even if it is not probable that an outflow of resources embodying economic benefits or
service potential will be required to settle the obligation. Paragraph 115 provides guidance on the
subsequent accounting for contingent liabilities.

7

Information that is reliable is free from material error and bias, and can be depended on by users to faithfully represent that which it
purports to represent or could reasonably be expected to represent. Paragraph BC10 of PBE IPSAS 1 discusses the transitional approach
to the explanation of reliability.
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Exceptions to both the Recognition and Measurement Principles

Income Taxes (where Included in the Terms of the Acquisition)

78.  Acquisitions by a public sector entity may result in a tax authority forgiving amounts of tax due as part of
the terms of the acquisition. The acquirer shall not recognise any taxation items that are forgiven as a result
of the terms of the acquisition (paragraphs AG85 and AG87 provide related application guidance).

79.  [Not used]

79.1 The acquirer shall recognise and measure a deferred tax asset or liability arising from the assets acquired
and liabilities assumed in a PBE combination in accordance with PBE IAS 12.

79.2  The acquirer shall account for the potential tax effects of temporary differences and carryforwards of the
acquired operation that exist at the acquisition date or arise as a result of the acquisition in accordance with
PBE IAS 12.

Employee Benefits

80.  The acquirer shall recognise and measure a liability (or asset, if any) related to the acquired operation’s

employee benefit arrangements in accordance with PBE IPSAS 39.

Indemnification Assets

81.

82.

The seller in an acquisition may contractually indemnify the acquirer for the outcome of a contingency or
uncertainty related to all or part of a specific asset or liability. For example, the seller may indemnify the
acquirer against losses above a specified amount on a liability arising from a particular contingency; in
other words, the seller will guarantee that the acquirer’s liability will not exceed a specified amount. As a
result, the acquirer obtains an indemnification asset. The acquirer shall recognise an indemnification asset
at the same time that it recognises the indemnified item measured on the same basis as the indemnified
item, subject to the need for a valuation allowance for uncollectible amounts. Therefore, if the
indemnification relates to an asset or a liability that is recognised at the acquisition date and measured at
its acquisition-date fair value, the acquirer shall recognise the indemnification asset at the acquisition date
measured at its acquisition-date fair value. For an indemnification asset measured at fair value, the effects
of uncertainty about future cash flows because of collectibility considerations are included in the fair value
measure and a separate valuation allowance is not necessary (paragraph AG88 provides related application
guidance).

In some circumstances, the indemnification may relate to an asset or a liability that is an exception to the
recognition or measurement principles. For example, an indemnification may relate to a contingent liability
that is not recognised at the acquisition date because its fair value is not reliably measurable at that date.
Alternatively, an indemnification may relate to an asset or a liability, for example, one that results from an
employee benefit, that is measured on a basis other than acquisition-date fair value. In those circumstances,
the indemnification asset shall be recognised and measured using assumptions consistent with those used
to measure the indemnified item, subject to management’s assessment of the collectibility of the
indemnification asset and any contractual limitations on the indemnified amount. Paragraph 116 provides
guidance on the subsequent accounting for an indemnification asset.

Exceptions to the Measurement Principle

Reacquired Rights

83.

The acquirer shall measure the value of a reacquired right recognised as an intangible asset on the basis of
the remaining term of the related binding arrangement regardless of whether market participants would
consider potential renewals of binding arrangements when measuring its fair value. Paragraphs AG79—
AGS80 provide related application guidance.

Share-Based Payment Transactions

84.

The acquirer shall measure a liability or an equity instrument related to share-based payment transactions
of the acquired operation or the replacement of an acquired operation’s share-based payment transactions
with share-based payment transactions of the acquirer in accordance with the relevant international or
national accounting standard dealing with share-based payments.
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Assets Held for Sale

84.1

The acquirer shall measure an acquired non-current asset (or disposal group) that is classified as held for
sale at the acquisition date in accordance with PBE IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations at fair value less costs to sell in accordance with paragraphs 15-18 of that
Standard.

Recognising and Measuring Goodwill or a Gain from a Bargain Purchase

85.

86.

87.

The acquirer shall recognise goodwill as of the acquisition date measured as the excess of (a) over (b)
below, subject to the requirements of paragraph 86:

(@)  The aggregate of:

() The consideration transferred measured in accordance with this Standard, which
generally requires acquisition-date fair value (see paragraph 95);

(i)  The amount of any non-controlling interest in the acquired operation measured in
accordance with this Standard; and

(ili)  In an acquisition achieved in stages (see paragraphs 99—-100), the acquisition-date fair
value of the acquirer’s previously held equity interest in the acquired operation.

(b) The net of the acquisition-date amounts of the identifiable assets acquired and the liabilities
assumed measured in accordance with this Standard.

The acquirer shall recognise goodwill only to the extent that:
(@  The acquisition will result in the generation of net cash inflows; and
(b)  The goodwill arises from the acquisition of a cash-generating operation.

An acquirer shall recognise any further excess of (a) over (b) in paragraph 85 above as a loss in
surplus or deficit. Paragraph AG93 provides related application guidance.

In an acquisition in which the acquirer and the acquired operation (or its former owners) exchange only
equity interests, the acquisition-date fair value of the acquired operation’s equity interests may be more
reliably measurable than the acquisition-date fair value of the acquirer’s equity interests. If so, the acquirer
shall determine the amount of goodwill by using the acquisition-date fair value of the acquired operation’s
equity interests instead of the acquisition-date fair value of the equity interests transferred. To determine
the amount of goodwill in an acquisition in which no consideration is transferred in those situations covered
in paragraphs 101 and 102, the acquirer shall use the acquisition-date fair value of the acquirer’s interest
in the acquired operation in place of the acquisition-date fair value of the consideration transferred
(paragraph 85(a)(i)). Paragraphs AG94—-AG97 provide related application guidance.

Bargain Purchases

88.

89.

90.

Occasionally in a PBE combination classified as an acquisition, an acquirer will make a bargain purchase,
which is an acquisition in which the amount in paragraph 85(b) exceeds the aggregate of the amounts
specified in paragraph 85(a). If that excess remains after applying the requirements in paragraph 90, the
acquirer shall recognise the resulting gain in surplus or deficit on the acquisition date. The gain shall be
attributed to the acquirer.

A bargain purchase might happen, for example, in an acquisition that is a forced sale in which the seller is
acting under economic compulsion. However, the recognition or measurement exceptions for particular
items discussed in paragraphs 76—-84 may also result in recognising a gain (or change the amount of a
recognised gain) on a bargain purchase.

Before recognising a gain on a bargain purchase, the acquirer shall reassess whether it has correctly
identified all of the assets acquired and all of the liabilities assumed and shall recognise any additional
assets or liabilities that are identified in that review. The acquirer shall then review the procedures used to
measure the amounts this Standard requires to be recognised at the acquisition date for all of the following:

(@  The identifiable assets acquired and liabilities assumed;

(b)  The non-controlling interest in the acquired operation, if any;
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(© For an acquisition achieved in stages, the acquirer’s previously held equity interest in the acquired
operation; and
(d)  The consideration transferred.

The objective of the review is to ensure that the measurements appropriately reflect consideration of all
available information as of the acquisition date.

In the public and not-for-profit sectors, an entity sometimes obtains control of an operation in a non-
exchange transaction in which it transfers consideration that is not approximately equal to the fair value of
the acquired operation. Such circumstances include, but are not limited to:

(@)  Compensated seizures of operations or entities; and
(b)  The transfer of an operation to the acquirer by a donor for nominal consideration.

Where the economic substance of the PBE combination is that of an acquisition, such non-exchange
acquisitions are treated as bargain purchases and accounted for in accordance with paragraphs 88-90.

A Non-Exchange Acquisition without the Transfer of Consideration

93.

94.

In the public and not-for-profit sectors, an entity sometimes obtains control of an operation in a non-
exchange transaction in which it transfers no consideration. Such circumstances include, but are not limited
to:

(@  Uncompensated seizures of operations or entities (also known as forced nationalisations).

(b)  The transfer of an operation to the entity by a donor for no consideration. Such transfers may take
the form of a bequest.

And

()  The transfer of an operation to the entity where the operation has net liabilities. The entity may
accept the transfer of net liabilities to prevent the cessation of the operation. Such transactions are
sometimes known as “bailouts”.

Where the economic substance of the PBE combination is that of an acquisition, the acquirer that obtains
control of an acquired operation in a non-exchange transaction in which it transfers no consideration does
not recognise goodwill. The acquirer recognises a gain or a loss in surplus or deficit.

Consideration Transferred

95.

96.

The consideration transferred in an acquisition shall be measured at fair value, which shall be calculated
as the sum of the acquisition-date fair values of the assets transferred by the acquirer, the liabilities incurred
by the acquirer to former owners of the acquired operation and the equity interests issued by the acquirer.
(However, any portion of the acquirer’s share-based payment awards exchanged for awards held by the
acquired operation’s employees that is included in consideration transferred in the acquisition shall be
measured in accordance with paragraph 84 rather than at fair value.) Examples of potential forms of
consideration include cash, other assets, an operation or a controlled entity of the acquirer, contingent
consideration, ordinary or preference equity instruments, options, warrants and member interests of mutual
entities.

The consideration transferred may include assets or liabilities of the acquirer that have carrying amounts
that differ from their fair values at the acquisition date (for example, non-monetary assets or an operation
of the acquirer). If so, the acquirer shall remeasure the transferred assets or liabilities to their fair values as
of the acquisition date and recognise the resulting gains or losses, if any, in surplus or deficit. However,
sometimes the transferred assets or liabilities remain within the combined entity after the acquisition (for
example, because the assets or liabilities were transferred to the acquired operation rather than to its former
owners), and the acquirer therefore retains control of them. In that situation, the acquirer shall measure
those assets and liabilities at their carrying amounts immediately before the acquisition date and shall not
recognise a gain or loss in surplus or deficit on assets or liabilities it controls both before and after the
acquisition.

Contingent Consideration

97.

The consideration the acquirer transfers in exchange for the acquired operation includes any asset or
liability resulting from a contingent consideration arrangement (see paragraph 95). The acquirer shall
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recognise the acquisition-date fair value of contingent consideration as part of the consideration transferred
in exchange for the acquired operation.

The acquirer shall classify an obligation to pay contingent consideration that meets the definition of a
financial instrument as a financial liability or as a component of net assets/equity on the basis of the
definitions of an equity instrument and a financial liability in paragraph 9 of PBE IPSAS 28. The acquirer
shall classify as an asset a right to the return of previously transferred consideration if specified conditions
are met. Paragraph 117 provides guidance on the subsequent accounting for contingent consideration.

An Acquisition Achieved in Stages

99.

100.

100A.

An acquirer sometimes obtains control of an acquired operation in which it held an equity interest
immediately before the acquisition date. For example, on 31 December 20X1, Entity A holds a 35 percent
non-controlling equity interest in Entity B. On that date, Entity A purchases an additional 40 percent
interest in Entity B, which gives it control of Entity B. This Standard refers to such a transaction as an
acquisition achieved in stages, sometimes also referred to as a step acquisition.

In an acquisition achieved in stages, the acquirer shall remeasure its previously held equity interest in the
acquired operation at its acquisition-date fair value and recognise the resulting gain or loss, if any, in surplus
or deficit or in other comprehensive revenue and expense, as appropriate. In prior reporting periods, the
acquirer may have recognised changes in the value of its equity interest in the acquired operation in other
comprehensive revenue and expense (for example, because the investment was classified as available for
sale). If so, the amount that was recognised in other comprehensive revenue and expense shall be
recognised on the same basis as would be required if the acquirer had disposed directly of the previously
held equity interest.

When a party to a joint arrangement (as defined in PBE IPSAS 37 Joint Arrangements) obtains control of
an operation that is a joint operation (as defined in PBE IPSAS 37), and had rights to the assets and
obligations for the liabilities relating to that joint operation immediately before the acquisition date, the
transaction is an acquisition achieved in stages. The acquirer shall therefore apply the requirements for an
acquisition achieved in stages, including remeasuring its previously held interest in the joint operation in
the manner described in paragraph 100. In doing so, the acquirer shall remeasure its entire previously held
interest in the joint operation.®

Additional Guidance for Applying the Acquisition Method where an Acquisition is Achieved Through
Changes in Voting Rights, by Contract Alone, and Similar Circumstances in which no Consideration is
Transferred

An Acquisition Achieved Through Changes in Voting Rights, by Contract Alone, and Similar Circumstances not
Involving the Transfer of Consideration

101.

102.

An acquirer sometimes obtains control of an acquired operation without transferring consideration. The
acquisition method of accounting for an acquisition applies to those PBE combinations. Such
circumstances include:

(@  The acquired operation repurchases a sufficient number of its own shares for an existing investor
(the acquirer) to obtain control.

(b)  Minority veto rights lapse that previously kept the acquirer from controlling an acquired operation
in which the acquirer held the majority voting rights.

()  The acquirer and acquired operation agree to combine their operations by contract alone. The
acquirer transfers no consideration in exchange for control of an acquired operation and holds no
equity interests in the acquired operation, either on the acquisition date or previously.

In an acquisition achieved by contract alone, the acquirer shall attribute to the owners of the acquired
operation the amount of the acquired operation’s net assets recognised in accordance with this Standard.
In other words, the equity interests in the acquired operation held by parties other than the acquirer are a
non-controlling interest in the acquirer’s post-combination financial statements even if the result is that all
of the equity interests in the acquired operation are attributed to the non-controlling interest.

8  Paragraph 100A aligns with proposed amendments to PBE IFRS 3 Business Combinations (see NZASB ED 2018-3 2018 Omnibus
Amendments to PBE Standards) and IPSAS 40 (see IPSASB ED 65 Improvements to IPSAS, 2018).
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Measurement Period

103.

104.

105.

106.

107.

108.

If the initial accounting for an acquisition is incomplete by the end of the reporting period in which
the acquisition occurs, the acquirer shall report in its financial statements provisional amounts for
the items for which the accounting is incomplete. During the measurement period, the acquirer shall
retrospectively adjust the provisional amounts recognised at the acquisition date to reflect new
information obtained about facts and circumstances that existed as of the acquisition date and, if
known, would have affected the measurement of the amounts recognised as of that date. During the
measurement period, the acquirer shall also recognise additional assets or liabilities if new
information is obtained about facts and circumstances that existed as of the acquisition date and, if
known, would have resulted in the recognition of those assets and liabilities as of that date. The
measurement period ends as soon as the acquirer receives the information it was seeking about facts
and circumstances that existed as of the acquisition date or learns that more information is not
obtainable. However, the measurement period shall not exceed one year from the acquisition date.

The measurement period is the period after the acquisition date during which the acquirer may adjust the
provisional amounts recognised for an acquisition. The measurement period provides the acquirer with a
reasonable time to obtain the information necessary to identify and measure the following as of the
acquisition date in accordance with the requirements of this Standard:

(@  The identifiable assets acquired, liabilities assumed and any non-controlling interest in the acquired
operation;

(b)  The consideration transferred for the acquired operation (or the other amount used in measuring
goodwill);

(¢)  Inanacquisition achieved in stages, the equity interest in the acquired operation previously held by
the acquirer; and

(d)  The resulting goodwill, loss, or gain on a bargain purchase.

The acquirer shall consider all pertinent factors in determining whether information obtained after the
acquisition date should result in an adjustment to the provisional amounts recognised or whether that
information results from events that occurred after the acquisition date. Pertinent factors include the date
when additional information is obtained and whether the acquirer can identify a reason for a change to
provisional amounts. Information that is obtained shortly after the acquisition date is more likely to reflect
circumstances that existed at the acquisition date than is information obtained several months later. For
example, unless an intervening event that changed its fair value can be identified, the sale of an asset to a
third party shortly after the acquisition date for an amount that differs significantly from its provisional fair
value measured at that date is likely to indicate an error in the provisional amount.

The acquirer recognises an increase (decrease) in the provisional amount recognised for an identifiable
asset (liability) by means of a decrease (increase) in goodwill, subject to the requirements for recognition
of goodwill in paragraph 86. However, new information obtained during the measurement period may
sometimes result in an adjustment to the provisional amount of more than one asset or liability. For
example, the acquirer might have assumed a liability to pay damages related to an accident in one of the
acquired operation’s facilities, part or all of which is covered by the acquired operation’s liability insurance
policy. If the acquirer obtains new information during the measurement period about the acquisition-date
fair value of that liability, the adjustment to goodwill resulting from a change to the provisional amount
recognised for the liability would be offset (in whole or in part) by a corresponding adjustment to goodwill
resulting from a change to the provisional amount recognised for the claim receivable from the insurer.

During the measurement period, the acquirer shall recognise adjustments to the provisional amounts as if
the accounting for the acquisition had been completed at the acquisition date. Thus, the acquirer shall revise
comparative information for prior periods presented in financial statements as needed, including making
any change in depreciation, amortisation or other income effects recognised in completing the initial
accounting.

After the measurement period ends, the acquirer shall revise the accounting for an acquisition only to
correct an error in accordance with PBE IPSAS 3.

Determining what is Part of the Acquisition Transaction

1009.

The acquirer and the acquired operation may have a pre-existing relationship or other arrangement
before negotiations for the acquisition began, or they may enter into an arrangement during the
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negotiations that is separate from the acquisition. In either situation, the acquirer shall identify any
amounts that are not part of what the acquirer and the acquired operation (or its former owners)
exchanged in the acquisition, i.e., amounts that are not part of the exchange for the acquired
operation. The acquirer shall recognise as part of applying the acquisition method only the
consideration transferred for the acquired operation and the assets acquired and liabilities assumed
in the exchange for the acquired operation. Separate transactions shall be accounted for in
accordance with the relevant PBE Standards.

A transaction entered into by or on behalf of the acquirer or primarily for the benefit of the acquirer or the
combined entity, rather than primarily for the benefit of the acquired operation (or its former owners) before
the acquisition, is likely to be a separate transaction. The following are examples of separate transactions
that are not to be included in applying the acquisition method:

(@) A transaction that in effect settles pre-existing relationships between the acquirer and acquired
operation;

(b) A transaction that remunerates employees or former owners of the acquired operation for future
services; and

(c)  Atransaction that reimburses the acquired operation or its former owners for paying the acquirer’s
acquisition-related costs.

Paragraphs AG99-AG106 provide related application guidance.

Acquisition-Related Costs

111.

Acquisition-related costs are costs the acquirer incurs to effect an acquisition. Those costs include finder’s
fees; advisory, legal, accounting, valuation and other professional or consulting fees; general administrative
costs, including the costs of maintaining an internal acquisitions department; and costs of registering and
issuing debt and equity securities. The acquirer shall account for acquisition-related costs as expenses in
the periods in which the costs are incurred and the services are received, with one exception. The costs to
issue debt or equity securities shall be recognised in accordance with PBE IPSAS 28 and PBE IPSAS 29.°

Subsequent Measurement and Accounting

112. 1In general, an acquirer shall subsequently measure and account for assets acquired, liabilities
assumed or incurred and equity instruments issued in an acquisition in accordance with other
applicable PBE Standards for those items, depending on their nature. However, this Standard
provides guidance on subsequently measuring and accounting for the following assets acquired,
liabilities assumed or incurred and equity instruments issued in an acquisition:

(&  Reacquired rights;
(b)  Contingent liabilities recognised as of the acquisition date;
(c) Indemnification assets;
(d)  Contingent consideration; and
(e) Income taxes (where not included in the terms of the acquisition).
Paragraphs AG107-AG108 provide related application guidance.
Reacquired Rights
113. A reacquired right recognised as an intangible asset shall be amortised over the remaining period of the

binding arrangement in which the right was granted, where the right was granted for a finite period. Where
the right was granted for an indefinite period, the resulting entity shall test the right for impairment at least
annually, and whenever there is an indication that the right may be impaired. An acquirer that subsequently
sells a reacquired right to a third party shall include the carrying amount of the intangible asset in
determining the gain or loss on the sale.

9

If an entity applies this Standard and early adopts PBE IFRS 9 Financial Instruments, the references to PBE IPSAS 29 in this paragraph

shall be read as references to PBE IFRS 9.
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Transfers, Concessionary Loans and Similar Benefits Received by an Acquirer or Acquired Operation on the
Basis of Criteria that may Change as a Result of an Acquisition

114. A transfer, concessionary loan or similar benefit, previously received by an acquirer or an acquired
operation on the basis of criteria that change as a result of an acquisition, shall be reassessed prospectively
in accordance with other PBE Standards (paragraphs AG109-AG111 provide related application
guidance).

Contingent Liabilities

115. After initial recognition and until the liability is settled, cancelled or expires, the acquirer shall measure a
contingent liability recognised in an acquisition at the higher of:

(@  The amount that would be recognised in accordance with PBE IPSAS 19; and

(b)  The amount initially recognised less, if appropriate, cumulative amortisation recognised in
accordance with PBE IPSAS 9 Revenue from Exchange Transactions.

This requirement does not apply to contracts accounted for in accordance with PBE IPSAS 29.1°

Indemnification Assets

116. At the end of each subsequent reporting period, the acquirer shall measure an indemnification asset that
was recognised at the acquisition date on the same basis as the indemnified liability or asset, subject to any
contractual limitations on its amount and, for an indemnification asset that is not subsequently measured
at its fair value, management’s assessment of the collectibility of the indemnification asset. The acquirer
shall derecognise the indemnification asset only when it collects the asset, sells it or otherwise loses the
right to it.

Contingent Consideration

117. Some changes in the fair value of contingent consideration that the acquirer recognises after the acquisition
date may be the result of additional information that the acquirer obtained after that date about facts and
circumstances that existed at the acquisition date. Such changes are measurement period adjustments in
accordance with paragraphs 103—107. However, changes resulting from events after the acquisition date,
such as meeting an earnings target, reaching a specified share price or reaching a milestone on a research
and development project, are not measurement period adjustments. The acquirer shall account for changes
in the fair value of contingent consideration that are not measurement period adjustments as follows:

(@  Contingent consideration classified as a component of net assets/equity shall not be remeasured and
its subsequent settlement shall be accounted for within net assets/equity.

(b)  Other contingent consideration that:

(i) Is within the scope of PBE IPSAS 29! shall be measured at fair value at each reporting date
and changes in fair value shall be recognised in surplus or deficit in accordance with
PBE IPSAS 29.

(if)  Is not within the scope of PBE IPSAS 29 shall be measured at fair value at each reporting
date and changes in fair value shall be recognised in surplus or deficit.

Income Taxes (where not Included in the Terms of the Acquisition)

118. Acquisitions involving public sector entities may result in a tax authority forgiving amounts of tax
subsequent to the acquisition. The acquirer shall account for the tax forgiven prospectively in accordance
with PBE IAS 12.

Disclosures

*119. The acquirer shall disclose information that enables users of its financial statements to evaluate the
nature and financial effect of an acquisition that occurs either:

1 If an entity applies this Standard and early adopts PBE IFRS 9 Financial Instruments, the references to PBE IPSAS 29 in this paragraph
shall be read as references to PBE IFRS 9.

1 If an entity applies this Standard and early adopts PBE IFRS 9 Financial Instruments, the references to PBE IPSAS 29 in this paragraph
shall be read as references to PBE IFRS 9.
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PBE COMBINATIONS

During the current reporting period; or

After the end of the reporting period but before the financial statements are authorised for
issue.

A Tier 2 entity is required to comply with the disclosures in paragraphs 120—124 that are not

asterisked (*) as RDR concessions.

120. To meet the objective in paragraph 119, the acquirer shall disclose the following information for each
acquisition that occurs during the reporting period:

(@)
(b)
(©)
*(d)

*(©)

¢

(9)

*(h)

@)

*(k)

The name and a description of the acquired operation.
The acquisition date.
The percentage of voting equity interests or equivalent acquired.

The primary reasons for the acquisition and a description of how the acquirer obtained control of
the acquired operation including, where applicable, the legal basis for the acquisition.

A qualitative description of the factors that make up the goodwill recognised, such as expected
synergies from combining the operations of the acquired operation and the acquirer, intangible
assets that do not qualify for separate recognition or other factors.

The acquisition-date fair value of the total consideration transferred and the acquisition-date fair
value of each major class of consideration, such as:

0] Cash;
(if)  Other tangible or intangible assets, including an operation or controlled entity of the acquirer;
(ili)  Liabilities incurred, for example, a liability for contingent consideration; and

(iv)  Equity interests of the acquirer, including the number of instruments or interests issued or
issuable and the method of measuring the fair value of those instruments or interests.

For contingent consideration arrangements and indemnification assets:
(1 The amount recognised as of the acquisition date;

(if) A description of the arrangement and the basis for determining the amount of the payment;
and

(iii)  An estimate of the range of outcomes (undiscounted) or, if a range cannot be estimated, that
fact and the reasons why a range cannot be estimated. If the maximum amount of the
payment is unlimited, the acquirer shall disclose that fact.

For acquired receivables:
0] The fair value of the receivables;
(if)  The gross amounts receivable in accordance with a binding arrangement; and

(ili)  The best estimate at the acquisition date of the cash flows in accordance with a binding
arrangement not expected to be collected.

The disclosures shall be provided by major class of receivable, such as loans, direct finance leases
and any other class of receivables.

The amounts recognised as of the acquisition date for each major class of assets acquired and
liabilities assumed.

For each contingent liability recognised in accordance with paragraph 77, the information required
in paragraph 98 of PBE IPSAS 19. If a contingent liability is not recognised because its fair value
cannot be measured reliably, the acquirer shall disclose:

*(1) The information required by paragraph 100 of PBE IPSAS 19; and
*(ii))  The reasons why the liability cannot be measured reliably.

The total amount of goodwill that is expected to be deductible for tax purposes.
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(n)

(0)
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*(1)

RDR 120.1
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For transactions that are recognised separately from the acquisition of assets and assumption of
liabilities in the acquisition in accordance with paragraph 109:
M A description of each transaction;
(i)  How the acquirer accounted for each transaction;

(ili)  The amounts recognised for each transaction and the line item in the financial statements in
which each amount is recognised; and

(iv)  If the transaction is the effective settlement of a pre-existing relationship, the method used
to determine the settlement amount.

The disclosure of separately recognised transactions required by (1) shall include the amount of
acquisition-related costs and, separately, the amount of those costs recognised as an expense and
the line item or items in the statement of comprehensive revenue and expense in which those
expenses are recognised. The amount of any issue costs not recognised as an expense and how they
were recognised shall also be disclosed.

In an acquisition in which a loss is recognised in surplus or deficit (see paragraph 86):

(1 The amount of the loss recognised in accordance with paragraph 86 and the line item in the
statement of comprehensive revenue and expense in which the loss is recognised; and

*(i1) A description of the reasons why the transaction resulted in a loss.
In a bargain purchase (see paragraphs 88—90):

(1 The amount of any gain recognised in accordance with paragraph 88 and the line item in the
statement of comprehensive revenue and expense in which the gain is recognised; and

*(i1) A description of the reasons why the transaction resulted in a gain.

For each acquisition in which the acquirer holds less than 100 percent of the equity interests or
equivalent in the acquired operation at the acquisition date:

(1 The amount of the non-controlling interest in the acquired operation recognised at the
acquisition date and the measurement basis for that amount; and

(i)  For each non-controlling interest in an acquired operation measured at fair value, the
valuation technique(s) and significant inputs used to measure that value.

In an acquisition achieved in stages:

(i) The acquisition-date fair value of the equity interest in the acquired operation held by the
acquirer immediately before the acquisition date; and

(i)  The amount of any gain or loss recognised as a result of remeasuring to fair value the equity
interest in the acquired operation held by the acquirer before the acquisition (see
paragraph 100) and the line item in the statement of comprehensive revenue and expense in
which that gain or loss is recognised.

The following information:

(i) The amounts of revenue and expense, and the surplus or deficit of the acquired operation
since the acquisition date included in the consolidated statement of comprehensive revenue
and expense for the reporting period; and

(if)  The revenue and expense, and the surplus or deficit of the combined entity for the current
reporting period as though the acquisition date for all acquisitions that occurred during the
year had been as of the beginning of the annual reporting period.

If disclosure of any of the information required by this subparagraph is impracticable, the acquirer
shall disclose that fact and explain why the disclosure is impracticable. This Standard uses the term
‘impracticable’ with the same meaning as in PBE IPSAS 3.

A Tier 2 entity is not required to make the disclosures required by paragraph 120(j)(i) and (ii) if a

contingent liability is not recognised in accordance with paragraph 77 because its fair value cannot be
measured reliably.
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For individually immaterial acquisitions occurring during the reporting period that are material
collectively, the acquirer shall disclose in aggregate the information required by paragraph 120(e)—(r).

RDR 121.1 For individually immaterial acquisitions occurring during the reporting period that are material

*122.

*123.

124.

collectively, a Tier 2 acquirer shall disclose in aggregate the information required by paragraphs 120(f),
120(g), 120(i), 120(n)(i), 120(0)(i), 120(p)(i), 120(q) and the first sentence of paragraph 120(j).

If the acquisition date of an acquisition is after the end of the reporting period but before the financial
statements are authorised for issue, the acquirer shall disclose the information required by paragraph 120
unless the initial accounting for the acquisition is incomplete at the time the financial statements are
authorised for issue. In that situation, the acquirer shall describe which disclosures could not be made and
the reasons why they cannot be made.

The acquirer shall disclose information that enables users of its financial statements to evaluate the
financial effects of adjustments recognised in the current reporting period that relate to acquisitions
that occurred in the period or previous reporting periods.

To meet the objective in paragraph 123, the acquirer shall disclose the following information for each
material acquisition or in the aggregate for individually immaterial acquisitions that are material
collectively:

*(a) If the initial accounting for an acquisition is incomplete (see paragraph 103) for particular assets,
liabilities, non-controlling interests or items of consideration and the amounts recognised in the
financial statements for the acquisition thus have been determined only provisionally:

(1 The reasons why the initial accounting for the acquisition is incomplete;

(if)  The assets, liabilities, equity interests (or equivalent) or items of consideration for which the
initial accounting is incomplete; and

(ili)  The nature and amount of any measurement period adjustments recognised during the
reporting period in accordance with paragraph 107.

*(b)  For each reporting period after the acquisition date until the entity collects, sells or otherwise loses
the right to a contingent consideration asset, or until the entity settles a contingent consideration
liability or the liability is cancelled or expires:

(i) Any changes in the recognised amounts, including any differences arising upon settlement;
(i)  Any changes in the range of outcomes (undiscounted) and the reasons for those changes; and
(ili)  The valuation techniques and key model inputs used to measure contingent consideration.

*(c) For contingent liabilities recognised in an acquisition, the acquirer shall disclose the information
required by paragraphs 97 and 98 of PBE IPSAS 19 for each class of provision.*?

(d)  Areconciliation of the carrying amount of goodwill at the beginning and end of the reporting period
showing separately:

(i) The gross amount and accumulated impairment losses at the beginning of the reporting
period.

(i)  Additional goodwill recognised during the reporting period, except goodwill included in a
disposal group that, on acquisition, meets the criteria to be classified as held for sale in
accordance with PBE IFRS 5.

(iii)  Adjustments resulting from the subsequent recognition of amounts during the reporting
period in accordance with PBE TAS 12.

(iv)  Goodwill included in a disposal group classified as held for sale in accordance with
PBEIFRS 5 and goodwill derecognised during the reporting period without having
previously been included in a disposal group classified as held for sale.

(v)  Impairment losses recognised during the reporting period in accordance with PBE IPSAS 26
Impairment of Cash-Generating Assets. (PBE IPSAS 26 requires disclosure of information
about the recoverable amount and impairment of goodwill in addition to this requirement.)

12 See PBE IPSAS 19 paragraph 97 for disclosure concessions for Tier 2 entities.
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(vi)  Net exchange rate differences arising during the reporting period in accordance with
PBE IPSAS 4 The Effects of Changes in Foreign Exchange Rates.
(vii)  Any other changes in the carrying amount during the reporting period.
(viii) The gross amount and accumulated impairment losses at the end of the reporting period.

*(e) The amount and an explanation of any gain or loss recognised in the current reporting period that
both:

Q) Relates to the identifiable assets acquired or liabilities assumed in an acquisition that was
effected in the current or previous reporting period; and

(i)  Is of such a size, nature or incidence that disclosure is relevant to understanding the
combined entity’s financial statements.

And

(f)  If amounts of tax due are forgiven as a result of the terms of the acquisition (see paragraphs 78):
M The amount of tax due that was forgiven; and
(i)  Where the acquirer is the tax authority, details of the adjustment made to tax receivable.

RDR 124.1 A Tier 2 entity is not required to disclose the reconciliation specified in paragraph 124(d) for prior
periods.

*125. If the specific disclosures required by this and other PBE Standards do not meet the objectives set out in
paragraphs 119 and 123, the acquirer shall disclose whatever additional information is necessary to meet
those objectives.

Transitional Provisions

125.1 Except as provided in paragraph 125.3, this Standard shall be applied prospectively to PBE combinations
for which the amalgamation date or acquisition date is on or after [date].

125.2 Except as provided in paragraph 125.3, an entity shall not restate PBE combinations that occurred from
any date before the effective date in paragraph 126.1.

Limited Retrospective Application

125.3 An entity is permitted to apply the requirements of this Standard to PBE combinations that occurred before
the effective date in paragraph 126.1, provided that on first-time application of this Standard it is also a
first-time adopter of PBE Standards and has adopted PBE FRS 47 First-time Adoption of PBE Standards
by Entities Other Than Those Previously Applying NZ IFRS.

Effective Date and Transition

Effective Date
126. [Not used].

126.1 A public benefit entity shall apply this Standard for annual financial statements covering periods
beginning on or after [date]. Earlier application is permitted. If a public benefit entity applies this
Standard for a period beginning before [date], it shall disclose that fact.

Transition
127-134. [Not used]
Withdrawal and Replacement of PBE IFRS 3 (2014)

134.1 This Standard supersedes PBE IFRS 3 Business Combinations (2014). PBE IFRS 3 remains applicable
until PBE IPSAS 40 is applied or becomes effective, whichever is earlier.
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Appendix A

Application Guidance

This Appendix is an integral part of PBE IPSAS 40

Definitions (see paragraph 5)

AGL.

[Not used]

Identifying a PBE Combination (see paragraph 6)

AG2.

AGS.

AGA4.

AGS.

AG6.

Paragraph 5 defines a PBE combination as “the bringing together of separate operations into one public
benefit entity.” The reference to one public benefit entity may be to a single entity or to an economic
entity. Some public sector or not-for-profit sector reorganisations may involve more than one entity
combination. The circumstances in which a PBE combination might occur include:

(@ By mutual agreement; and
(b) By compulsion (for example by legislation).

Paragraph 5 defines an operation as “an integrated set of activities and related assets and/or liabilities
that is capable of being conducted and managed for the purpose of achieving an entity’s objectives, by
providing goods and/or services.”

An operation consists of inputs and processes applied to those inputs that have the ability to create
outputs. Although operations usually have outputs, outputs are not required for an integrated set of
activities and related assets and/or liabilities to qualify as an operation. For the purposes of this standard,
the three elements of an operation are defined as follows:

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

(b)  Process: Any system, standard, protocol, convention or rule that when applied to an input or
inputs, creates or has the ability to create outputs. Examples include strategic management
processes, operational processes and resource management processes. These processes typically
are documented, but an organised workforce having the necessary skills and experience
following rules and conventions may provide the necessary processes that are capable of being
applied to inputs to create outputs. (Accounting, billing, payroll and other administrative
systems typically are not processes used to create outputs.)

(c) Output: The result of inputs and processes applied to those inputs that provide, or have the
ability to provide a return in the form of dividends, lower costs or other economic benefits
directly to investors or other owners, members or participants. Outputs may also be in the form
of goods and services for community or social benefit.

To be capable of being conducted and managed for the purposes defined, an integrated set of activities
and assets and/or liabilities requires two essential elements—inputs and processes applied to those
inputs, which together are or will be used to create outputs. However, an operation need not include all
of the inputs or processes that the transferor used in operating that operation if the entity that receives
the operation or operations is capable of continuing to produce outputs, for example, by integrating the
operation with its own inputs and processes.

The nature of the elements of an operation varies by sector and by the structure of an entity’s operations
(activities), including the entity’s stage of development. Established operations often have many
different types of inputs, processes and outputs, whereas new operations often have few inputs and
processes and sometimes only a single output (product). Nearly all operations also have liabilities, but
an operation need not have liabilities.
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AG7. An integrated set of activities and assets and/or liabilities in the development stage might not have
outputs. In these cases, the entity that receives the operation should consider other factors to determine
whether the set is an operation. Those factors include, but are not limited to, whether the set:

(@)  Has begun planned principal activities;

(b)  Has employees, intellectual property and other inputs 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 service recipients that will receive the outputs.

Not all of those factors need to be present for a particular integrated set of activities and assets and/or
liabilities in the development stage to qualify as an operation.

AGS. Determining whether a particular set of activities and assets and/or liabilities is an operation should be
based on whether the integrated set is capable of being conducted and managed as an operation by
another entity. Thus, in evaluating whether a particular set is an operation, it is not relevant whether a
transferor operated the set as an operation or whether the acquirer intends to operate the set as an

operation.

AGO. In the absence of evidence to the contrary, a particular set of activities and assets and/or liabilities in
which goodwill is present shall be presumed to be an operation. However, an operation need not have
goodwill.

Classification of PBE Combinations (see paragraphs 7-14)

Assessment of Control (see paragraphs 7-8)

AG10. Where a party to a PBE combination gain controls of one or more operations as a result of that
combination, the combination is classified as either an amalgamation or an acquisition, depending on
the economic substance of the combination. If no party to the combination gains control, the
combination is classified as an amalgamation. In making this assessment the first step is to determine
whether one of the entities that existed prior to the PBE combination has gained control of one or more
operations. Because this determination is made by reference to the entities that existed prior to the PBE
combination, it differs from the assessment of control made in accordance with PBE IPSAS 35
Consolidated Financial Statements,*® where the assessment of control is made by reference to the
entities that exist after a PBE combination has taken place.

AG11. In determining whether one party to a PBE combination gains control of one or more operations as a
result of the combination, an entity applies the principles and guidance in PBE IPSAS 35. In applying
the principles and guidance, references to “an entity controls” are read as “an entity gains control of”
and references to “another entity” are read as “an operation”. For example, in determining whether one
party to a PBE combination gains control of one or more operations as a result of the combination for
the purposes of this Standard, paragraph 20 of PBE IPSAS 35 should be read as follows (amended text
is shown in italics):

Thus, an entity gains control of an operation if and only if the entity gains all the following:
(@)  Power over the operation (see paragraphs 23-29);

(b)  Exposure, or rights, to variable benefits from its involvement with the operation (see paragraphs 30—
34); and

(c)  The ability to use its power over the operation to affect the nature or amount of the benefits from its
involvement with the operation (see paragraphs 35-37).

AG12.  In applying the principles and guidance in PBE IPSAS 35, an entity has regard to paragraphs AG13—
AG18.

13 If an entity applies this Standard before it applies PBE IPSAS 35 Consolidated Financial Statements, any reference to PBE IPSAS 35
shall be read as a reference to PBE IPSAS 6 Consolidated and Separate Financial Statements (PS) or PBE IPSAS 6 Consolidated and
Separate Financial Statements (NFP).
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AG14.

AG15.

AG16.

AGL17.

AG17.1

AG18.

PBE COMBINATIONS

A PBE combination effected primarily by the transfer of consideration (i.e., by transferring cash or
other assets or by incurring liabilities) usually results in one entity gaining control of one or more
operations.

A PBE combination effected primarily by exchanging equity interests usually results in one entity
gaining control of one or more operations. Combinations involving an exchange of equity interests
usually results in one entity having sufficient voting rights to gain control of one or more operations.
This may occur without the entity having a majority of the voting rights where the entity has a large
minority voting interest and no other owner or organised group of owners has a significant voting
interest. Other pertinent facts and circumstances shall also be considered in assessing whether one entity
(and, if so, which entity) has gained control of one or more operations, including:

(@  The composition of the governing body of the combined operation — The acquirer is usually the
combining operation whose owners have the ability to elect a majority of the members of the
governing body of the combined operations.

(b)  The composition of the senior management of the combined operation — The acquirer is usually
the combining operation whose (former) management dominates the management of the
combined operations.

A PBE combination involving the issuance of equity interests may give rise to a reverse acquisition
(see paragraphs AG66—-AG71). An entity considers this possibility in determining whether one party to
a PBE combination gains control of operations.

In a PBE combination involving more than two entities, the party to the PBE combination that initiates
the combination (if any) is more likely to gain control of operations than the other parties to the
combination.

In a PBE combination in which a new entity is formed to effect the combination, but the combination
is not effected by exchanging equity interests (see paragraph AG14), that new entity may gain control
of operations only where it exists prior to the combination taking place. Where this new entity does not
exist prior to the combination taking place, an entity considers other pertinent facts and circumstances
(see paragraph AG14) in deciding whether one of the parties to the combination that existed prior to
the combination taking place gains control of operations.

A PBE combination in which operations not under common control voluntarily agree to combine could
be classified as either an amalgamation or an acquisition. The operations could combine to improve
services to their recipients or to reduce operating costs. In this type of combination, if the combining
operations are uniting rather than one party gaining control of the other party, this could be classified
as an amalgamation. This type of combination is more frequent in the not-for-profit sector than the
public sector.

If the application of this guidance identifies one party to the combination as gaining control of one or
more operations, the combination is classified as either an amalgamation or an acquisition, depending
on the economic substance of the combination. An entity considers the guidance in paragraphs 9-14
and AG19-AG50 to determine whether the economic substance of the combination is that of an
amalgamation. If the application of the guidance does not identify one party to the combination as
gaining control of one or more operations, the combination shall be classified as an amalgamation.

Assessment of the Classification of a PBE Combination (see paragraphs 9—14)

AG19.

If one party to a PBE combination gains control of one or more operations as a result of the combination,
the combination shall be classified as either an amalgamation or an acquisition, depending on the
economic substance of the combination. In assessing whether the economic substance of the
combination is that of an amalgamation, an entity considers the economic substance of the PBE
combination and the indicators in paragraphs 12—-14. A combination that does not have the economic
substance of an amalgamation shall be classified as an acquisition. In making this assessment, an entity
considers the following guidance.

Economic Substance (see paragraph 9)

AG20.

Usually, an analysis of the indicators in paragraphs 12—13, individually or on combination, will produce
a conclusive result and provide sufficient evidence to determine whether the economic substance of the
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AG21.

AG22.
AG23.

AG24.

AG25.

PBE COMBINATIONS

combination is that of an amalgamation. A combination does not need to satisfy both of these indicators
to be classified as an amalgamation.

Where consideration of the indicators in paragraphs 12-13 produces inconclusive results or does not
provide sufficient evidence to clearly determine the economic substance of the combination, an entity
considers the additional matters in paragraph 14.

[Not used]

An amalgamation involves the integration of the operations that are part of the PBE combination.
Generally, an amalgamation does not give rise to a controlling entity/controlled entity relationship
between parties to a combination. If, following the combination, any of the operations operate as
controlled entities of a party to the combination, this may provide evidence that the economic substance
of the combination is that of an acquisition. However, there could be circumstances where a controlling
entity/controlled entity relationship between parties to a combination remains after the combination.
For example, there could be legal, tax or administrative reasons for leaving the existing operations of
the combining operations within their respective existing legal entity structure, which could entail
establishing a controlled entity/controlling entity structure as part of the combination, but that outcome
does not necessarily mean that the economic substance of the combination is an acquisition.

An acquisition is usually a mutual agreement between two or more parties, and usually has commercial
substance. However, it is possible for an acquisition to occur without mutual agreement (for example,
a forced nationalisation).

[Not used]

Indicator Relating to Consideration (see paragraph 12)

AG26.

AG27.

AG28.

AG29.

AG30.

AG31.

Amalgamations usually do not involve the payment of consideration to compensate a seller for giving
up its entitlement to the net assets of an operation. By contrast, acquisitions usually involve an exchange
of consideration between those gaining control of the operations and those losing control of the
operations.

However, there may be a number of reasons why consideration is either paid or not paid. In assessing
the impact of consideration on the classification of a combination as an acquisition or an amalgamation,
it is necessary to consider those reasons.

The payment of consideration to compensate those with an entitlement to the net assets of the
transferred operation for giving up that entitlement provides evidence that the economic substance of
the PBE combination is an acquisition. In such cases, the combination is classified as an acquisition. If
consideration is paid for reasons other than to compensate the seller for giving up its entitlement to the
net assets of an operation, (for example, to reimburse the seller for costs incurred in effecting the PBE
combination), this may provide evidence that the economic substance of the combination is that of an
amalgamation.

The absence of consideration does not in itself provide evidence of the economic substance of the PBE
combination. Acquisitions may occur without an exchange of consideration. If those with an
entitlement to the net assets of an operation have voluntarily given up their entitlement in order to
donate the net assets of the operation to an unrelated entity (for example, an individual bequeaths an
operation to a government entity) this would suggest that the combination is an acquisition. If those
with an entitlement to the net assets of an operation have their entitlement extinguished through
compulsion (for example, in an uncompensated seizure by a public sector entity), this would suggest
that the combination is an acquisition.

In contrast, if there was no compensation paid because the combining operations are under common
control and hence no compensation is necessary, this would suggest that the combination is an
amalgamation. Similarly, in a combination that occurs as part of a local government reorganisation, the
payment of compensation may not be necessary because the citizens served by the combining
operations will continue to be served by the combined operations, which would suggest that the
combination is an amalgamation.

[Not used]
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Indicators Relating to the Decision-Making Process (see paragraph 13)

AG32.

AG33.

AG34.

AG35.

AG36.

AG37.

AG38.

AG39.

An acquisition usually requires the voluntary participation of all the parties to the combination.
Consequently, where a PBE combination is imposed by a third party without any party to the
combination being involved in the decision-making process, this may provide evidence that the
economic substance of the combination is an amalgamation.

In other circumstances, the parties to the PBE combination will be able to influence the terms of the
combination to different degrees even when the combination is imposed by a third party. As the degree
of influence the parties to the combination have increases, particularly the influence of the party that
gains control of one or more operations, it becomes less likely that a conclusion regarding the economic
substance of the combination can be drawn.

For example, the parties to the combination may be directed to combine by a regulator, but the regulator
allows the parties to determine the terms of the combination. The economic substance of this PBE
combination is likely to be determined by the terms of the combination agreed by the parties rather than
by the decision of the regulator that the parties must combine.

Where the party to the PBE combination that gains control of one or more operations is able to impose
the combination on the other party, this does not provide evidence that the economic substance of the
combination is that of an amalgamation. For example, a government may decide to nationalise a private
sector entity, contrary to the wishes of the shareholders. The fact that the government (a party to the
combination) is able to impose the nationalisation, for example through legislation, does not provide
evidence that the economic substance of the combination is an amalgamation. Where the party to the
combination that gains control of one or more operations is able to impose the combination on the other
party, this provides evidence that the economic substance of the combination is that of an acquisition.

Where a PBE combination is subject to approval by each party’s citizens through referenda, this may
provide evidence that the economic substance of the combination is that of an amalgamation. Such a
requirement provides evidence that the parties to the combination do not have freedom to voluntarily
effect the combination and that the ultimate decision as to whether the combination takes place is taken
by third parties. However, it is possible for citizens to approve, through referenda, a combination whose
terms are those of an acquisition.

Where a PBE combination takes place between two parties that are under common control, this may
provide evidence that the economic substance of the combination is that of an amalgamation. PBE
combinations under common control are often instigated by and on behalf of the controlling entity, and
the controlling entity will often determine the terms of the combination. For example, a government
may decide to combine two ministries for administrative or political reasons, and specify the terms of
the combination. In such circumstances, the ultimate decision as to whether the combination takes
place, and the terms of the combination, are determined by the controlling entity. This provides
evidence that the economic substance of the combination is an amalgamation.

In some circumstances, two operations under common control may agree to combine voluntarily.
However, this decision will usually be subject to the approval of the controlling entity, whether this
approval is given explicitly or not. Where the approval of the controlling entity is required, this provides
evidence that the ultimate decision as to whether the combination takes place, and the terms of the
combination, are determined by the controlling entity. Consequently, this provides evidence that the
economic substance of the combination is that of an amalgamation.

Only where there is no evidence that the controlling entity is involved in the PBE combination, either
by instigating the combination, determining the terms of the combination, or approving (whether
explicitly or implicitly) the combination, will there be no evidence that the economic substance of the
combination is that of an amalgamation. In such circumstances, the entity considers all other factors in
determining the classification of the PBE combination.

Additional Matters to be Considered where the Indicators Relating to Consideration and the Decision-Making
Process do not Provide Sufficient Evidence to Determine whether the Economic Substance of the Combination
is that of an Amalgamation (see paragraph 14)

AG40.

Where an analysis of the indicators relating to consideration and the decision-making process produces
inconclusive results or does not provide sufficient evidence to determine whether the economic
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substance of the combination is that of an amalgamation, an entity considers which classification and
resulting accounting treatment would provide information that:

(@)  Best meets the objectives of financial reporting; and

(b)  Best satisfies the qualitative characteristics (QCs).

An analysis of the indicators relating to consideration and the decision-making process will usually

produce a conclusive result and provide sufficient evidence to determine whether the economic
substance of the combination is that of an amalgamation. This is because the indicators relating to
consideration and the decision-making process will provide evidence of the economic substance of a
PBE combination in all but exceptional circumstances. As a result, where it is clear that the indicators
have been met, the additional matters set out in paragraph 14 are not considered in determining the

Where an analysis of the indicators relating to consideration and the decision-making process provides

inconclusive results or does not provide sufficient evidence to determine whether the economic
substance of the combination is that of an amalgamation, an entity considers which classification would
provide information that best meets the objectives of financial reporting. The determination of whether
a PBE combination is classified as an acquisition or an amalgamation can significantly affect the
financial reporting of the combination. Consequently, it is important to consider the information each
method provides and the principal users of that information.

The modified pooling of interests method views the combination from the perspective of each of the

combining operations and their owners or constituents who are uniting their interests in the resulting
entity. Using the modified pooling of interests method of accounting, the combining operations measure
the reported assets and liabilities at their carrying amounts in the financial statements of the combining
operations as of the amalgamation date. Such information may assist users in assessing the performance
of the resulting entity based upon the combined historical assets and liabilities of the combining
operations at the date of the amalgamation and in comparing operating results with prior periods.
However, this comparability may be reduced where adjustments to achieve consistent accounting

The acquisition method views a combination from the perspective of the acquirer—the entity that gains

control of the other operations. The acquirer purchases or otherwise gains control over net assets and
recognises in its financial statements the assets acquired and liabilities assumed, including those not
previously recognised by the acquired operation. Such information assists users of the financial
statements in assessing the initial investments made, where paid, and the subsequent performance of
those investments and comparing them with the performance of other entities based on the investment
made by the acquirer. While it revalues the assets and liabilities of the acquired operation, it does not
affect the valuation of assets and liabilities held by the acquirer prior to the acquisition. Further,
depending on the relationship between the amounts in paragraph 85(a) and 85(b) and other factors (for
example, a bargain purchase), it may result in the immediate recognition of a gain or loss through

AG41.

classification.
AG42.
AG43.

policies are required.
AG44.

surplus or deficit.
AG45.

The information provided by each approach is summarised in the following table.

Amalgamation

Acquisition

Perspective

Perspective of each of the
combining operations and their
owners or constituents.

Perspective of the acquirer.

User information

Assists users of the financial
statements in  assessing  the
performance of the resulting entity
based upon the combined historical
assets and liabilities of the
combining operations at the date of
the amalgamation and in comparing
operating results with prior periods.

Assists users of the financial
statements in assessing the initial
investments made, where paid, and
the subsequent performance of those
investments.
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AGA4T.

AG48.

AG49.

AG50.
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Amalgamation

Acquisition

Basis of reported values

Measures the reported assets and
liabilities at their carrying amounts
in the financial statements of the
combining operations as of the
amalgamation date.

Revalues the identifiable assets and
liabilities of the acquired operation
but does not affect the valuation of
assets and liabilities held by the
acquirer.

Ability to compare to | May facilitate the comparison of | Difficult to compare operating
operating results of prior | operating results with prior periods. | results with prior periods.
periods Comparability may be reduced

where adjustments to achieve

consistent accounting policies are
required.

Consideration of which classification would provide information that best meets the objectives of
financial reporting provides evidence of the economic substance of the PBE combination where an
analysis of the indicators relating to consideration and the decision-making process provides
inconclusive results or does not provide sufficient evidence to determine whether the economic
substance of the combination is that of an amalgamation.

Where an analysis of the indicators relating to consideration and the decision-making process provides
inconclusive results or does not provide sufficient evidence to determine the classification of the
combination, an entity considers which classification would provide information that best satisfies the
QCs of relevance, faithful representation, understandability, timeliness, comparability and verifiability.
In making this assessment, an entity also considers the constraints on information included in general
purpose financial reports, which are materiality, cost-benefit and the balance between the QCs.

When considering the classification of a PBE combination, some QCs will be more significant than
others. For example, timeliness will be less significant than understandability when considering
whether a combination is an amalgamation or an acquisition.

An entity considers the QCs and the constraints on information from the perspective of the users of the
financial statements. This will include consideration of the following questions; this list is not
exhaustive.

(@  Which classification most faithfully represents the economic substance of the PBE combination,
which may be different from its legal form? Does that classification faithfully represent an
entity’s financial performance and financial position?

(b)  Which classification will help users understand the nature of the PBE combination? For
example, in an amalgamation, any difference between the total recognised assets and total
recognised liabilities is recognised in net assets/equity, whereas in an acquisition, the acquirer
recognises goodwill, or a gain or loss in the reporting period. Which approach best helps the
user to understand the nature of the combination?

()  Users’ needs are best served when the information provided in respect of a transaction is
comparable. How are similar PBE combinations classified?

Consideration of which classification would provide information that best meets the QCs provides
evidence of the economic substance of the PBE combination where an analysis of the indicators relating
to consideration and the decision-making process provides inconclusive results or does not provide
sufficient evidence to determine whether the economic substance of the combination is that of an
amalgamation.
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Accounting for Amalgamations

Combining Operations that Have not Previously Applied PBE Standards (see paragraph 20.1)

AG50.1

AG50.2

Where the resulting entity is a continuing reporting entity and has previously applied PBE Standards
prior to the amalgamation but one or more of the combining operations have not previously applied
PBE Standards prior to the amalgamation, the resulting entity shall:

@) Prepare an opening statement of financial position as at the amalgamation date (this shall be the
date of transition to PBE Standards) in accordance with paragraphs 10-23 of PBE FRS 47 First-
time Adoption of PBE Standards by Entities Other Than Those Previously Applying NZ IFRS
for each of the combining operations that have not previously applied PBE Standards; and

(b)  Use the same accounting policies for those combining operations as are already being applied
by the continuing reporting entity.

After preparing the combining operations’ statements of financial position the resulting entity shall then
apply the requirements in paragraphs 21-35.

Where the resulting entity is a new reporting entity and one or more of the combining operations have
not previously applied PBE Standards prior to the amalgamation, the resulting entity shall:

(@  Apply XRB Al Application of the Accounting Standards Framework to determine the
appropriate tier of reporting for the resulting entity. It shall not apply the requirements for
moving between tiers in XRB Al as it was not in existence as a reporting entity prior to the
amalgamation;

(b)  Prepare an opening statement of financial position as at the amalgamation date (this shall be the
date of transition to PBE Standards) in accordance with paragraphs 10-23 of PBE FRS 47 for
each of the combining operations that have not previously applied PBE Standards; and

(c)  Use the same accounting policies as were previously used by those combining operations that
have previously applied PBE Standards.

After preparing the combining operations’ statements of financial position the resulting entity shall then
apply the requirements in paragraphs 21-35.

Eliminating Transactions Between the Combining Operations (see paragraph 22)

AG51.

AG52.

A resulting entity eliminates the effects of all transactions between the combining operations. For many
transactions, elimination will take place automatically. For example, one combining operation provided
services for a fee to another combining operation prior to the amalgamation date. The revenue of the
combining operation that provided the services is reflected in that combining operation’s accumulated
comprehensive revenue and expense at the amalgamation date. The expense of the combining operation
receiving the services is reflected in that combining operation’s accumulated comprehensive revenue
and expense at the amalgamation date. The resulting entity will recognise both amounts in net
assets/equity.

Elimination may not take place automatically where one combining operation has recognised an asset,
and another combining operation has recognised a corresponding liability as a result of the transaction
between two combining operations. The resulting entity eliminates both the asset and the liability, and
recognises any difference between the asset and liability in net assets/equity.

Carrying Amounts to be Used (see paragraphs 26-27)

AG53.
AG54.

[Not used]

To meet the requirements in paragraphs 26-27, a resulting entity measures the assets and liabilities of
the combining operations at their carrying amounts in the financial statements of the combining
operations as of the amalgamation date, subject to the requirement to adjust the carrying amounts to
conform to the resulting entity's accounting policies.

Accounting Policies to be Used (see paragraph 28)

AG54.1

Where the resulting entity is a new reporting entity and the combining operations have applied different
accounting policies for similar transactions and events, the resulting entity shall select the accounting
policies that result in the financial statements providing the most relevant and faithfully representative
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information, subject to the requirements in paragraphs 31-35. If a resulting entity has transactions,
other events or conditions that differ in substance from those previously occurring, that did not
previously occur, or that were previously immaterial, it shall select or develop accounting policies in
accordance with PBE IPSAS 3 Accounting Policies, Changes in Accounting Estimates and Errors.

Where the resulting entity is a continuing reporting entity, it shall continue to apply its previous
accounting policies to transactions and events, subject to the requirements in paragraphs 31-35. There
are some limited circumstances in which a resulting entity that is a continuing reporting entity may
need to apply PBE IPSAS 3 in preparing its first set of financial statements following the amalgamation.
These include:

(@)  The identification of a prior period error, in which case PBE IPSAS 3 (paragraphs 46-54)
applies; or

(b)  The resulting entity voluntarily changes an accounting policy, including the selection of a
different option permitted under PBE Standards, in which case PBE IPSAS 3 (paragraphs 17—
34) applies; or

(c)  The resulting entity will have transactions, other events or conditions that differ in substance
from those previously occurring, that did not previously occur, or that were previously
immaterial, in which case PBE IPSAS 3 (paragraphs 9-15) applies.

Licences and Similar Rights Previously Granted by One Combining Operation to Another Combining Operation
(see paragraph 32)

AG55.

AG56.

As part of an amalgamation, a resulting entity may receive a licence or similar right that had previously
been granted by one combining operation to another combining operation to use one or more of the
grantor’s recognised or unrecognised assets. Examples of such rights include a right to use the
acquirer’s technology under a technology licencing agreement. The resulting entity recognises this
licence or similar right as an identifiable intangible asset, and measures the intangible asset at its
carrying amount in the financial statements of the combining operation as of the amalgamation date.
Because the licence or similar right has previously been part of a binding arrangement, the licence
satisfies both the separability and binding arrangement criteria in PBE IPSAS 31 Intangible Assets.
Paragraph 47 provides guidance on the subsequent accounting for a licence or similar right previously
granted by one combining operation to another combining operation.

The resulting entity assesses both the licence or similar right previously granted by one combining
operation to another combining operation, and the underlying asset (where the underlying asset is a
recognised asset) for impairment in accordance with PBE IPSAS 21 Impairment of Non-Cash-
Generating Assets and/or PBE IPSAS 26 Impairment of Cash-Generating Assets, at the amalgamation
date.

Forgiveness of Amounts of Tax Due in an Amalgamation (where Included in the Terms of the Amalgamation)
(see paragraph 33)

AG57.

AGH58.

The resulting entity shall not recognise any amounts in respect of a combining operation’s tax due
where these amounts have been forgiven by a tax authority as part of the terms of the amalgamation.
Where tax forgiveness occurs subsequent to an amalgamation, the resulting entity applies the
requirements in paragraph 49. In applying the modified pooling of interests method of accounting, the
resulting entity shall treat those amounts included in the terms of the amalgamation as having been
derecognised prior to the amalgamation. The resulting entity shall account for a combining operation’s
tax due that has not been forgiven by a tax authority in accordance with PBE IAS 12.

[Not used]

Recognition of Goodwill (see paragraph 36)

AG59.

AG60.

Amalgamations do not give rise to goodwill, and consequently a resulting entity does not recognise
goodwill arising from an amalgamation. Paragraphs 37—38 specify the treatment of the net assets/equity
arising as a result of the amalgamation.

Where a combining operation has previously recognised goodwill as a result of a previous acquisition,
the resulting entity recognises this goodwill in its opening statement of financial position.
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Subsequent Measurement of Transfers, Concessionary Loans and Similar Benefits Received by a Combining
Operation on the Basis of Criteria that may Change as a Result of an Amalgamation (see paragraph 48)

AG61.

AG62.

AG63.

Prior to an amalgamation taking place, a combining operation may receive a transfer from a third party,
based on specified criteria. For example, a national government may provide grants to those
municipalities where the average household income is below a threshold. An amalgamation of two
municipalities may involve one municipality which met the criteria and received the grant, and one
municipality which did not meet the criteria and which did not receive the grant. Following the
amalgamation, the average household income of the new, combined municipality will either be above
or below the threshold, which may cause the grantor to reassess the amount of grant given.

The resulting entity shall not account for any revisions to the grant amount as part of the amalgamation,
but shall account for any revisions at the point the grantor makes its intentions known in accordance
with other PBE Standards.

Similar circumstances may arise in respect of concessionary loans and other benefits. The resulting
entity shall not account for any revisions to those transactions as part of the amalgamation, but shall
account for any revisions at the point the grantor makes its intentions known in accordance with other
PBE Standards.

Amalgamations Occurring During a Reporting Period (see paragraphs 50-52)

AG64.

AG65.

To meet the requirements of paragraphs 50-52, the resulting entity is not required to present financial
statements of the combining operations for periods prior to the amalgamation date, although it may
elect to do so by making the disclosures specified in paragraph 54(g). Where the resulting entity does
not elect to present financial statements of the combining operations for periods prior to the
amalgamation date, it meets the needs of the users of its financial statements for information about the
combining operations prior to the amalgamation in one of two ways:

(@)  Directing the users of its financial statements to the financial statements issued on behalf of each
of the combining operations. This is appropriate where financial statements have been issued on
behalf of the combining operations for a reporting period ending immediately prior to the
amalgamation date (which may be a partial period).

(b)  Making the disclosures required by paragraph 54(h) in respect of each of the combining
operations. This is appropriate where no financial statements have been issued on behalf of the
combining operations for a reporting period ending immediately prior to the amalgamation date
(which may be a partial period).

[Not used]

Accounting for Acquisitions

Reverse Acquisitions

AG66.

A reverse acquisition occurs when the entity that issues securities (the legal acquirer) is identified as
the acquired operation for accounting purposes on the basis of the guidance in paragraphs AG10—
AG18. The entity whose equity interests are acquired (the legal acquired operation) must be the acquirer
for accounting purposes for the transaction to be considered a reverse acquisition. For example, reverse
acquisitions sometimes occur when an unlisted entity wants to become a listed entity but does not want
to register its equity shares. To accomplish that, the unlisted entity will arrange for a listed entity to
acquire its equity interests in exchange for the equity interests of the listed entity. In this example, the
listed entity is the legal acquirer because it issued its equity interests, and the unlisted entity is the legal
acquired operation because its equity interests were acquired. However, application of the guidance in
paragraphs AG10-AG18 results in identifying:

(@)  The listed entity as the acquired operation for accounting purposes (the accounting acquired
operation)—i.e., the listed entity does not gain control of one or more operations; and

(b)  The unlisted entity as the acquirer for accounting purposes (the accounting acquirer)—i.e., the
unlisted entity does gain control of one or more operations.

The accounting acquired operation must meet the definition of an operation for the transaction to be
accounted for as a reverse acquisition, and all of the recognition and measurement principles in this
Standard, including the requirement to recognise goodwill, apply.
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Measuring the Consideration Transferred

AG67.

In a reverse acquisition, the accounting acquirer usually issues no consideration for the acquired
operation. Instead, the accounting acquired operation usually issues its equity shares to the owners of
the accounting acquirer. Accordingly, the acquisition-date fair value of the consideration transferred by
the accounting acquirer for its interest in the accounting acquired operation is based on the number of
equity interests the legal controlled entity would have had to issue to give the owners of the legal
controlling entity the same percentage equity interest in the combined entity that results from the
reverse acquisition. The fair value of the number of equity interests calculated in that way can be used
as the fair value of consideration transferred in exchange for the acquired operation.

Preparation and Presentation of Consolidated Financial Statements

AG68.

AG69.

Consolidated financial statements prepared following a reverse acquisition are issued under the name
of the legal controlling entity (accounting acquired operation) but described in the notes as a
continuation of the financial statements of the legal controlled entity (accounting acquirer), with one
adjustment, which is to adjust retroactively the accounting acquirer’s legal capital to reflect the legal
capital of the accounting acquired operation. That adjustment is required to reflect the capital of the
legal controlling entity (the accounting acquired operation). Comparative information presented in
those consolidated financial statements also is retroactively adjusted to reflect the legal capital of the
legal controlling entity (accounting acquired operation).

Because the consolidated financial statements represent the continuation of the financial statements of
the legal controlled entity except for its capital structure, the consolidated financial statements reflect:

(@)  The assets and liabilities of the legal controlled entity (the accounting acquirer) recognised and
measured at their pre-combination carrying amounts.

(b)  The assets and liabilities of the legal controlling entity (the accounting acquired operation)
recognised and measured in accordance with this Standard.

(c)  The accumulated comprehensive revenue and expense and other equity balances of the legal
controlled entity (accounting acquirer) before the acquisition.

(d)  The amount recognised as issued equity interests in the consolidated financial statements
determined by adding the issued equity interest of the legal controlled entity (the accounting
acquirer) outstanding immediately before the acquisition to the fair value of the legal controlling
entity (accounting acquired operation). However, the equity structure (i.e., the number and type
of equity interests issued) reflects the equity structure of the legal controlling entity (the
accounting acquired operation), including the equity interests the legal controlling entity issued
to effect the acquisition. Accordingly, the equity structure of the legal controlled entity (the
accounting acquirer) is restated using the exchange ratio established in the acquisition agreement
to reflect the number of shares of the legal controlling entity (the accounting acquired operation)
issued in the reverse acquisition.

(e)  The non-controlling interest’s proportionate share of the legal controlled entity’s (accounting
acquirer’s) pre-acquisition carrying amounts of accumulated comprehensive revenue and
epxense and other equity interests as discussed in paragraphs AG70 and AG71.

Non-Controlling Interest

AGT70.

AGT1.

In a reverse acquisition, some of the owners of the legal acquired operation (the accounting acquirer)
might not exchange their equity interests for equity interests of the legal controlling entity (the
accounting acquired operation). Those owners are treated as a non-controlling interest in the
consolidated financial statements after the reverse acquisition. That is because the owners of the legal
acquired operation that do not exchange their equity interests for equity interests of the legal acquirer
have an interest in only the results and net assets of the legal acquired operation—not in the results and
net assets of the combined entity. Conversely, even though the legal acquirer is the acquired operation
for accounting purposes, the owners of the legal acquirer have an interest in the results and net assets
of the combined entity.

The assets and liabilities of the legal acquired operation are measured and recognised in the
consolidated financial statements at their pre-combination carrying amounts (see paragraph AG69(a)).
Therefore, in a reverse acquisition the non-controlling interest reflects the non-controlling
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shareholders’ proportionate interest in the pre-acquisition carrying amounts of the legal acquired
operation’s net assets even if the non-controlling interests in other acquisitions are measured at their
fair value at the acquisition date.

Recognising Particular Assets Acquired and Liabilities Assumed in an Acquisition (see paragraphs 64—68)

Operating Leases

AG72.

AGT73.

AGT74.

The acquirer shall recognise no assets or liabilities related to an operating lease in which the acquired
operation is the lessee except as required by paragraphs AG73-AG74.

The acquirer shall determine whether the terms of each operating lease in which the acquired operation
is the lessee are favourable or unfavourable. The acquirer shall recognise an intangible asset if the terms
of an operating lease are favourable relative to market terms and a liability if the terms are unfavourable
relative to market terms. Paragraph AG89 provides guidance on measuring the acquisition-date fair
value of assets subject to operating leases in which the acquired operation is the lessor.

An identifiable intangible asset may be associated with an operating lease, which may be evidenced by
market participants’ willingness to pay a price for the lease even if it is at market terms. For example,
a lease of gates at an airport or of retail space in a prime shopping area might provide entry into a
market or other future economic benefits or service potential that qualify as identifiable intangible
assets, for example, as a relationship with users of a service. In that situation, the acquirer shall
recognise the associated identifiable intangible asset(s) in accordance with paragraph AG75.

Intangible Assets

AGT5.

AGT76.

AGTT.

The acquirer shall recognise, separately from goodwill, the identifiable intangible assets acquired in an
acquisition. An intangible asset is identifiable if it meets either the separability criterion or the binding
arrangement criterion.

An intangible asset that meets the binding arrangement criterion is identifiable even if the asset is not
transferable or separable from the acquired operation or from other rights and obligations. For example:

(@  Anacquired operation leases a facility under an operating lease that has terms that are favourable
relative to market terms. The lease terms explicitly prohibit transfer of the lease (through either
sale or sublease). The amount by which the lease terms are favourable compared with the terms
of current market transactions for the same or similar items is an intangible asset that meets the
binding arrangement criterion for recognition separately from goodwill, even though the
acquirer cannot sell or otherwise transfer the lease arrangement.

(b)  An acquired operation owns and operates a nuclear power plant. The licence to operate that
power plant is an intangible asset that meets the binding arrangement criterion for recognition
separately from goodwill, even if the acquirer cannot sell or transfer it separately from the
acquired power plant. An acquirer may recognise the fair value of the operating licence and the
fair value of the power plant as a single asset for financial reporting purposes if the useful lives
of those assets are similar.

()  Anacquired operation owns a technology patent. It has licensed that patent to others for their
exclusive use outside the domestic market, receiving a specified percentage of future foreign
revenue in exchange. Both the technology patent and the related licence agreement meet the
binding arrangement criterion for recognition separately from goodwill even if selling or
exchanging the patent and the related licence agreement separately from one another would not
be practical.

The separability criterion means that an acquired intangible asset is capable of being separated or
divided from the acquired operation and sold, transferred, licensed, rented or exchanged, either
individually or together with a related binding arrangement, identifiable asset or liability. An intangible
asset that the acquirer would be able to sell, license or otherwise exchange for something else of value
meets the separability criterion even if the acquirer does not intend to sell, license or otherwise
exchange it. An acquired intangible asset meets the separability criterion if there is evidence of
exchange transactions for that type of asset or an asset of a similar type, even if those transactions are
infrequent and regardless of whether the acquirer is involved in them. For example, lists of users of a
service are frequently licensed and thus meet the separability criterion. Even if an acquired operation
believes its lists of users of a service have characteristics different from other lists of users of a service,
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the fact that lists of users of a service are frequently licensed generally means that the acquired list of
users of a service meets the separability criterion. However, a list of users of a service acquired in an
acquisition would not meet the separability criterion if the terms of confidentiality or other agreements
prohibit an entity from selling, leasing or otherwise exchanging information about its users of a service.

An intangible asset that is not individually separable from the acquired operation or combined entity
meets the separability criterion if it is separable in combination with a related binding arrangement,
identifiable asset or liability. For example, an acquired operation owns a registered trademark and
documented but unpatented technical expertise used to manufacture the trademarked product. To
transfer ownership of a trademark, the owner is also required to transfer everything else necessary for
the new owner to produce a product or service indistinguishable from that produced by the former
owner. Because the unpatented technical expertise must be separated from the acquired operation or
combined entity and sold if the related trademark is sold, it meets the separability criterion.

Reacquired Rights

AGT79.

AGS80.

As part of an acquisition, an acquirer may reacquire a right that it had previously granted to the acquired
operation to use one or more of the acquirer’s recognised or unrecognised assets. Examples of such
rights include a right to use the acquirer’s trade name under a network or partner agreement or a right
to use the acquirer’s technology under a technology licensing agreement. A reacquired right is an
identifiable intangible asset that the acquirer recognises separately from goodwill or a gain from a
bargain purchase. Paragraph 83 provides guidance on measuring a reacquired right and paragraph 113
provides guidance on the subsequent accounting for a reacquired right.

If the terms of the binding arrangement giving rise to a reacquired right are favourable or unfavourable
relative to the terms of current market transactions for the same or similar items, the acquirer shall
recognise a settlement gain or loss. Paragraph AG100 provides guidance for measuring that settlement
gain or loss.

Assembled Workforce and Other Items that are not Identifiable

AGS81.

AG82.

AGS83.

AG84.

The acquirer subsumes into goodwill the value of an acquired intangible asset that is not identifiable as
of the acquisition date. For example, an acquirer may attribute value to the existence of an assembled
workforce, which is an existing collection of employees that permits the acquirer to continue to operate
an acquired operation from the acquisition date. An assembled workforce does not represent the
intellectual capital of the skilled workforce—the (often specialised) knowledge and experience that
employees of an acquired operation bring to their jobs. Because the assembled workforce is not an
identifiable asset to be recognised separately from goodwill or a gain from a bargain purchase, any
value attributed to it is subsumed into goodwill or a gain from a bargain purchase.

The acquirer also subsumes into goodwill or a gain from a bargain purchase any value attributed to
items that do not qualify as assets at the acquisition date. For example, the acquirer might attribute
value to potential binding arrangements the acquired operation is negotiating with prospective new
customers at the acquisition date. Because those potential binding arrangements are not themselves
assets at the acquisition date, the acquirer does not recognise them separately from goodwill or a gain
from a bargain purchase. The acquirer should not subsequently reclassify the value of those binding
arrangements from goodwill for events that occur after the acquisition date. However, the acquirer
should assess the facts and circumstances surrounding events occurring shortly after the acquisition to
determine whether a separately recognisable intangible asset existed at the acquisition date.

After initial recognition, an acquirer accounts for intangible assets acquired in an acquisition in
accordance with the provisions of PBE IPSAS 31. However, as described in paragraph 6 of
PBE IPSAS 31, the accounting for some acquired intangible assets after initial recognition is prescribed
by other PBE Standards.

The identifiability criteria determine whether an intangible asset is recognised separately from
goodwill. However, the criteria neither provide guidance for measuring the fair value of an intangible
asset nor restrict the assumptions used in measuring the fair value of an intangible asset. For example,
the acquirer would take into account the assumptions that market participants would use when pricing
the intangible asset, such as expectations of future renewals of binding arrangements, in measuring fair
value. It is not necessary for the renewals themselves to meet the identifiability criteria. (However, see
paragraph 83, which establishes an exception to the fair value measurement principle for reacquired
rights recognised in an acquisition.) Paragraphs 39D and 39E of PBE IPSAS 31 provide guidance for
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determining whether intangible assets should be combined into a single unit of account with other
intangible or tangible assets.

Forgiveness of Amounts of Tax Due in an Acquisition (where Included in the Terms of the Acquisition)
(see paragraphs 78—79.2)

AGS85.

AGS86.
AGS87.

The acquirer shall not recognise any amounts in respect of an acquired operation’s tax due where these
amounts have been forgiven by a tax authority as part of the terms of the acquisition. Where tax
forgiveness occurs subsequent to an acquisition, the resulting entity applies the requirements in
paragraph 118. The acquirer shall account for an acquired operation’s tax due that has not been forgiven
by a tax authority in accordance with PBE 1AS 12.

[Not used]

If, as a consequence of the terms of an acquisition, a tax authority forgives an amount of the acquirer’s
tax due, the acquirer shall derecognise those amounts in accordance with PBE IAS 12.

Measuring the Fair Value of Particular Identifiable Assets and a Non-Controlling Interest in an Acquired
Operation in an Acquisition (see paragraphs 72—73)

Assets with Uncertain Cash Flows (Valuation Allowances)

AGS8.

The acquirer shall not recognise a separate valuation allowance as of the acquisition date for assets
acquired in an acquisition that are measured at their acquisition-date fair values because the effects of
uncertainty about future cash flows are included in the fair value measure. For example, because this
Standard requires the acquirer to measure acquired receivables, including loans, at their acquisition-
date fair values in accounting for an acquisition, the acquirer does not recognise a separate valuation
allowance for the cash flows of the binding arrangement that are deemed to be uncollectible at that
date. 4

Assets Subject to Operating Leases in which the Acquired Operation is the Lessor

AG89.

In measuring the acquisition-date fair value of an asset such as a building that is subject to an operating
lease in which the acquired operation is the lessor, the acquirer shall take into account the terms of the
lease. In other words, the acquirer does not recognise a separate asset or liability if the terms of an
operating lease are either favourable or unfavourable when compared with market terms as
paragraph AG73 requires for leases in which the acquired operation is the lessee.

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

AG90.

To protect its competitive position, or for security or other reasons, the acquirer may intend not to use
an acquired non-financial asset actively, or it may not intend to use the asset according to its highest
and best use. For example, that might be the case for an acquired research and development intangible
asset that the acquirer plans to use defensively by preventing others from using it. Nevertheless, the
acquirer shall measure the fair value of the non-financial asset assuming its highest and best use by
market participants in accordance with the appropriate valuation premise, both initially and when
measuring fair value less costs of disposal for subsequent impairment testing.

Non-Controlling Interest in an Acquired Operation

AGI1.

This Standard allows the acquirer to measure a non-controlling interest in the acquired operation at its
fair value at the acquisition date. Sometimes an acquirer will be able to measure the acquisition-date
fair value of a non-controlling interest on the basis of a quoted price in an active market for the equity
shares (i.e., those not held by the acquirer). In other situations, however, a quoted price in an active
market for the equity shares will not be available. In those situations, the acquirer would measure the
fair value of the non-controlling interest using other valuation techniques.

14

If an entity that applies this Standard and early adopts PBE IFRS 9, this paragraph should be read as follows:

The acquirer shall not recognise a separate valuation allowance as of the acquisition date for assets acquired in an acquisition that are
measured at their acquisition-date fair values because the effects of uncertainty about future cash flows are included in the fair value
measure. For example, because this Standard requires the acquirer to measure acquired receivables, including loans, at their acquisition-
date fair values in accounting for an acquisition, the acquirer does not recognise a separate valuation allowance for the cash flows of the
binding arrangement that are deemed to be uncollectible at that date. or a loss allowance for expected credit losses.
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The fair values of the acquirer’s interest in the acquired operation and the non-controlling interest on a
per-share basis might differ. The main difference is likely to be the inclusion of a control premium in
the per-share fair value of the acquirer’s interest in the acquired operation or, conversely, the inclusion
of a discount for lack of control (also referred to as a non-controlling interest discount) in the per-share
fair value of the non-controlling interest if market participants would take into account such a premium
or discount when pricing the non-controlling interest.

Measuring Goodwill or a Gain from a Bargain Purchase in an Acquisition (see paragraphs 85-98)

Relationship between Goodwill and Cash Flows (see paragraph 86)

AG93.

The acquirer shall recognise goodwill only to the extent that the acquirer estimates there will be
favourable changes to its net cash flows, either from increased cash inflows or decreased cash outflows,
and the goodwill relates to the acquisition of a cash-generating operation. An acquirer shall not
recognise goodwill related to service potential other than cash flows nor goodwill related to the
acquisition of a non-cash-generating operation.

Measuring the Acquisition-Date Fair Value of the Acquirer’s Interest in the Acquired Operation Using Valuation
Techniques (see paragraph 87)

AGY4.

In an acquisition achieved without the transfer of consideration, the acquirer must substitute the
acquisition-date fair value of its interest in the acquired operation for the acquisition-date fair value of
the consideration transferred to measure goodwill, a loss or a gain on a bargain purchase (see
paragraphs 85-87).

Special Considerations in Applying the Acquisition Method to Combinations of Mutual Entities (Application of
paragraph 87)

AG95.

AG96.

AGI7.

When two mutual entities combine, the fair value of the equity or member interests in the acquired
operation (or the fair value of the acquired operation) may be more reliably measurable than the fair
value of the member interests transferred by the acquirer. In that situation, paragraph 87 requires the
acquirer to determine the amount of goodwill by using the acquisition-date fair value of the acquired
operation’s equity interests instead of the acquisition-date fair value of the acquirer’s equity interests
transferred as consideration. In addition, the acquirer in a combination of mutual entities shall recognise
the acquired operation’s net assets as a direct addition to capital or equity in its statement of financial
position, not as an addition to accumulated comprehensive revenue and expense, which is consistent
with the way in which other types of entities apply the acquisition method.

Although they are similar in many ways to other entities, mutual entities have distinct characteristics
that arise primarily because their members are both customers and owners. Members of mutual entities
generally expect to receive benefits for their membership, often in the form of reduced fees charged for
goods and services or patronage dividends. The portion of patronage dividends allocated to each
member is often based on the amount of business the member did with the mutual entity during the
year.

A fair value measurement of a mutual entity should include the assumptions that market participants
would make about future member benefits as well as any other relevant assumptions market participants
would make about the mutual entity. For example, a present value technique may be used to measure
the fair value of a mutual entity. The cash flows used as inputs to the model should be based on the
expected cash flows of the mutual entity, which are likely to reflect reductions for member benefits,
such as reduced fees charged for goods and services.

Determining what is Part of the Acquisition Transaction (see paragraphs 109—111)

AG98.

The acquirer should consider the following factors, which are neither mutually exclusive nor
individually conclusive, to determine whether a transaction is part of the exchange for the acquired
operation or whether the transaction is separate from the acquisition:

(@)  The reasons for the transaction. Understanding the reasons why the parties to the acquisition
(the acquirer and the acquired operation and their owners, directors and managers—and their
agents) entered into a particular transaction or arrangement may provide insight into whether it
is part of the consideration transferred and the assets acquired or liabilities assumed. For
example, if a transaction is arranged primarily for the benefit of the acquirer or the combined
entity rather than primarily for the benefit of the acquired operation or its former owners before
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the combination, that portion of the transaction price paid (and any related assets or liabilities)
is less likely to be part of the exchange for the acquired operation. Accordingly, the acquirer
would account for that portion separately from the acquisition.

(b)  Who initiated the transaction. Understanding who initiated the transaction may also provide
insight into whether it is part of the exchange for the acquired operation. For example, a
transaction or other event that is initiated by the acquirer may be entered into for the purpose of
providing future economic benefits to the acquirer or combined entity with little or no benefit
received by the acquired operation or its former owners before the combination. On the other
hand, a transaction or arrangement initiated by the acquired operation or its former owners is
less likely to be for the benefit of the acquirer or the combined entity and more likely to be part
of the acquisition transaction.

(c)  The timing of the transaction. The timing of the transaction may also provide insight into
whether it is part of the exchange for the acquired operation. For example, a transaction between
the acquirer and the acquired operation that takes place during the negotiations of the terms of
an acquisition may have been entered into in contemplation of the acquisition to provide future
economic benefits to the acquirer or the combined entity. If so, the acquired operation or its
former owners before the acquisition are likely to receive little or no benefit from the transaction
except for benefits they receive as part of the combined entity.

Effective Settlement of a Pre-Existing Relationship between the Acquirer and Acquired Operation in an
Acquisition (see paragraph 110(a))

AG99.

AG100.

AG101.

The acquirer and acquired operation may have a relationship that existed before they contemplated the
acquisition, referred to here as a ‘pre-existing relationship’. A pre-existing relationship between the
acquirer and acquired operation may arise from a binding arrangement (for example, vendor and
customer or licensor and licensee) or may arise outside of a binding arrangement (for example, plaintiff
and defendant).

If the acquisition in effect settles a pre-existing relationship, the acquirer recognises a gain or loss,
measured as follows:

(@)  Fora pre-existing relationship arising outside of a binding arrangement (such as a lawsuit), fair
value.

(b)  For a pre-existing relationship arising from a binding arrangement, the lesser of (i) and (ii):

(i) The amount by which the binding arrangement is favourable or unfavourable from the
perspective of the acquirer when compared with terms for current market transactions for
the same or similar items. (An unfavourable binding arrangement is a binding
arrangement that is unfavourable in terms of current market terms. It is not necessarily
an onerous binding arrangement in which the unavoidable costs of meeting the
obligations under the binding arrangement exceed the economic benefits expected to be
received under it.)

(i)  The amount of any stated settlement provisions in the binding arrangement available to
the counterparty to whom the binding arrangement is unfavourable.

If (ii) is less than (i), the difference is included as part of the acquisition accounting.

The amount of gain or loss recognised may depend in part on whether the acquirer had previously
recognised a related asset or liability, and the reported gain or loss therefore may differ from the amount
calculated by applying the above requirements.

A pre-existing relationship may be a binding arrangement that the acquirer recognises as a reacquired
right. If the binding arrangement includes terms that are favourable or unfavourable when compared
with pricing for current market transactions for the same or similar items, the acquirer recognises,
separately from the acquisition, a gain or loss for the effective settlement of the binding arrangement,
measured in accordance with paragraph AG100.

Arrangements for Contingent Payments to Employees or Selling Shareholders (see paragraph 110(b))

AG102.

Whether arrangements for contingent payments to employees or selling shareholders are contingent
consideration in the acquisition or are separate transactions depends on the nature of the arrangements.
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Understanding the reasons why the acquisition agreement includes a provision for contingent payments,
who initiated the arrangement and when the parties entered into the arrangement may be helpful in
assessing the nature of the arrangement.

If it is not clear whether an arrangement for payments to employees or selling shareholders is part of
the exchange for the acquired operation or is a transaction separate from the acquisition, the acquirer
should consider the following indicators:

(@)

(b)

(©

(d)

()

)

(9)

(h)

Continuing employment. The terms of continuing employment by the selling shareholders who
become key employees may be an indicator of the substance of a contingent consideration
arrangement. The relevant terms of continuing employment may be included in an employment
agreement, acquisition agreement or some other document. A contingent consideration
arrangement in which the payments are automatically forfeited if employment terminates is
remuneration for post-combination services. Arrangements in which the contingent payments
are not affected by employment termination may indicate that the contingent payments are
additional consideration rather than remuneration.

Duration of continuing employment. If the period of required employment coincides with or is
longer than the contingent payment period, that fact may indicate that the contingent payments
are, in substance, remuneration.

Level of remuneration. Situations in which employee remuneration other than the contingent
payments is at a reasonable level in comparison with that of other key employees in the
combined entity may indicate that the contingent payments are additional consideration rather
than remuneration.

Incremental payments to employees. If selling shareholders who do not become employees
receive lower contingent payments on a per-share basis than the selling shareholders who
become employees of the combined entity, that fact may indicate that the incremental amount
of contingent payments to the selling shareholders who become employees is remuneration.

Number of shares owned. The relative number of shares owned by the selling shareholders who
remain as key employees may be an indicator of the substance of the contingent consideration
arrangement. For example, if the selling shareholders who owned substantially all of the shares
in the acquired operation continue as key employees, that fact may indicate that the arrangement
is, in substance, a profit-sharing arrangement intended to provide remuneration for post-
combination services. Alternatively, if selling shareholders who continue as key employees
owned only a small number of shares of the acquired operation and all selling shareholders
receive the same amount of contingent consideration on a per-share basis, that fact may indicate
that the contingent payments are additional consideration. The pre-acquisition ownership
interests held by parties related to selling shareholders who continue as key employees, such as
family members, should also be considered.

Linkage to the valuation. If the initial consideration transferred at the acquisition date is based
on the low end of a range established in the valuation of the acquired operation and the
contingent formula relates to that valuation approach, that fact may suggest that the contingent
payments are additional consideration. Alternatively, if the contingent payment formula is
consistent with prior profit-sharing arrangements, that fact may suggest that the substance of the
arrangement is to provide remuneration.

Formula for determining consideration. The formula used to determine the contingent payment
may be helpful in assessing the substance of the arrangement. For example, if a contingent
payment is determined on the basis of a multiple of earnings, that might suggest that the
obligation is contingent consideration in the acquisition and that the formula is intended to
establish or verify the fair value of the acquired operation. In contrast, a contingent payment that
is a specified percentage of earnings might suggest that the obligation to employees is a profit-
sharing arrangement to remunerate employees for services rendered.

Other agreements and issues. The terms of other arrangements with selling shareholders (such
as agreements not to compete, executory contracts, consulting contracts and property lease
agreements) and the income tax treatment of contingent payments may indicate that contingent
payments are attributable to something other than consideration for the acquired operation. For
example, in connection with the acquisition, the acquirer might enter into a property lease
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arrangement with a significant selling shareholder. If the lease payments specified in the lease
arrangement are significantly below market, some or all of the contingent payments to the lessor
(the selling shareholder) required by a separate arrangement for contingent payments might be,
in substance, payments for the use of the leased property that the acquirer should recognise
separately in its post-combination financial statements. In contrast, if the lease arrangement
specifies lease payments that are consistent with market terms for the leased property, the
arrangement for contingent payments to the selling shareholder may be contingent consideration
in the acquisition.

Acquirer Share-Based Payment Awards Exchanged for Awards held by the Acquired Operation’s Employees
(see paragraph 110(b))

AG104.

AG105.

An acquirer may exchange its share-based payment awards for awards held by employees of the
acquired operation. The acquirer shall account for exchanges of share options or other share-based
payment awards in conjunction with an acquisition in accordance with the relevant international or
national accounting standard dealing with share-based payments.

In situations in which acquired operation awards would expire as a consequence of an acquisition and
if the acquirer replaces those awards when it is not obliged to do so, the acquirer shall recognise any
costs as remuneration cost in the post-combination financial statements in accordance with the relevant
international or national accounting standard dealing with share-based payments. The cost of those
awards shall not be included in measuring the consideration transferred in the acquisition.

Equity-Settled Share-Based Payment Transactions of the Acquired Operation

AG106.

The acquired operation may have outstanding share-based payment transactions that the acquirer does
not exchange for its share-based payment transactions. If vested, those acquired operation share-based
payment transactions are part of the non-controlling interest in the acquired operation. If unvested, they
are measured as if the acquisition date were the grant date. Share-based payment transactions are
measured in accordance with the relevant international or national accounting standard dealing with
share-based payments.

Subsequent Measurement and Accounting (see paragraph 112)

AG107.

AG108.

Examples of other PBE Standards that provide guidance on subsequently measuring and accounting
for assets acquired and liabilities assumed or incurred in an acquisition include:

() PBEIPSAS 31 prescribes the accounting for identifiable intangible assets acquired in an
acquisition. The acquirer measures goodwill at the amount recognised at the acquisition date
less any accumulated impairment losses. PBE IPSAS 26 prescribes the accounting for
impairment losses.

(b)  PBE IPSAS 35 provides guidance on accounting for changes in a controlling entity’s ownership
interest in a controlled entity after control is obtained.

(c) PBEIFRS 4 provides guidance on the subsequent accounting for an insurance contract acquired
in an acquisition.

(d PBE IAS 12 prescribes the subsequent accounting for deferred tax assets (including
unrecognised deferred tax assets) and liabilities acquired in an acquisition.

An acquirer should refer to the relevant international or national accounting standard for guidance on
subsequently measuring and accounting for share-based payments.

Subsequent Measurement of Transfers, Concessionary Loans and Similar Benefits Received by an Acquirer or
Acquired Operation on the Basis of Criteria that may Change as a Result of an Acquisition (see paragraph 114)

AG109.

Prior to an acquisition taking place, an acquirer or an acquired operation may receive a transfer from a
third party, based on specified criteria. For example, a national government may provide grants to those
municipalities where the municipality’s revenue per head of population is below a threshold. An
acquisition by a municipality of a cash-generating operation may increase the revenue per head of
population of the municipality so that it is above the threshold. This may cause the government to
review the grant.
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AG110. The acquirer shall not account for any revisions to the grant amount as part of the acquisition, but
accounts for any revisions at the point the grantor makes its intentions known in accordance with other
PBE Standards.

AG111. Similar circumstances may arise in respect of concessionary loans and other benefits. The acquirer shall
not account for any revisions to those transactions as part of the acquisition, but accounts for any
revisions at the point the grantor makes its intentions known in accordance with other PBE Standards.

Acquisitions Occurring During a Reporting Period

AG112. The resulting entity meets the needs of the users of its financial statements for information about the
acquired operations prior to the acquisition by making the disclosures in paragraph 120(r).

AG113. [Not used]

Transitional Provisions for PBE Combinations Involving only Mutual Entities or by Contract Alone

AG114-AG115. [Not used]
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Appendix B

Amendments to Other Standards

Except where otherwise stated, an entity shall apply the amendments in this Appendix when it applies
PBE IPSAS 40 issued in [Date].

The amendments to other standards in this Appendix are based on the text of those other standards, including any
amendments to those standards set out in:

(@)

(b)

PBE FRS 48 Service Performance Reporting, issued November 2017 and effective from 1 January 2021,
and

NZASB ED 2018-3 2018 Omnibus Amendments to PBE Standards, which is expected to be issued as an
amending standard in 2018 and effective from 1 January 2019.

PBE IPSAS 4 The Effects of Changes in Foreign Exchange Rates
(as amended by 2018 Omnibus Amendments to PBE Standards)

Paragraph 72.5 is added. New text is underlined.

72.5 PBE IPSAS 40, issued in [date], amended paragraph A5. An entity shall apply that amendment

when it applies PBE IPSAS 40.

| In Appendix A paragraph A5 is amended.’® New text is underlined and deleted text is struck through.

A5,

This Appendix does not apply when an entity measures the related asset, expense or revenue on initial
recognition:

(@ At fair value; or

(b) At the fair value of the consideration paid or received at a date other than the date of initial
recognition of the non-monetary asset or non-monetary liability arising from advance consideration
(for example, the measurement of goodwill applying PBE IPSAS 40 {FRS-3 PBE Business
Combinations).

PBE IPSAS 10 Financial Reporting in Hyperinflationary Economies

Paragraph 22 is amended and paragraph 39.3 is added. New text is underlined and deleted text is struck
through.

22.

39.3

To determine whether the restated amount of a non-monetary item has become impaired and should be
reduced an entity applies relevant impairment tests in PBE IPSAS 21 Impairment of Non-Cash-Generating
Assets or and PBE IPSAS 26 Impairment of Cash-Generating Assets. For example, restated amounts of
property, plant and equipment, goodwill, patents and trademarks are reduced to recoverable amount or
recoverable service amount where appropriate, and restated amounts of inventories are reduced to net
realisable value or current replacement cost. An investee that is accounted for under the equity method
may report in the currency of a hyperinflationary economy. The statement of financial position and
statement of comprehensive revenue and expense of such an investee are restated in accordance with this
Standard in order to calculate the investor’s share of its net assets/equity and comprehensive revenue and
expense. Where the restated financial statements of the investee are expressed in a foreign currency they
are translated at closing rates.

PBE IPSAS 40 PBE Combinations issued in [date], amended paragraph 22. An entity shall apply that

amendment when it applies PBE IPSAS 40.

15 This amendment is to the text of paragraph A5 of PBE IPSAS 4, as proposed in NZASB ED 2018-3 2018 Omnibus Amendments to PBE
Standards issued in July 2018. ED 2018-3 proposes to add Appendix A Foreign Currency Transactions and Advance Consideration to
PBE IPSAS 4.
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PBE IPSAS 14 Events After the Reporting Date

Paragraph 31 is amended and paragraph 33.3 is added. New text is underlined and deleted text is struck
through.

3L

The following are examples of non-adjusting events after the reporting date that would generally result in
disclosure:

(c) A major PBE combination after the reporting date (PBE IPSAS 40 PBE Combinations requires
specific disclosures in such cases), aAn-aeguisition-or disposal of a major controlled entity or the
outsourcing of all or substantially all of the activities currently undertaken by an entity after the
reporting date;

33.3  PBE IPSAS 40, issued in [date], amended paragraph 31. An entity shall apply that amendment when

it applies PBE IPSAS 40.

PBE IPSAS 16 Investment Property

Paragraphs 18.1, 87, 90 and the heading before paragraph 100.1 are amended and paragraphs 18A and 102.6
are added. New text is underlined and deleted text is struck through.

18A. [Not used]

18.1 Judgement is also needed to determine whether the acquisition of investment property is the acquisition of

87.

90.

an asset or a group of assets or a PBE business combination within the scope of PBE IPSAS 40 PBE
Combinations PBEFRS-3-Business-Combinations. Reference should be made to PBE IPSAS 40 1FRS-3
to determine whether it is a PBE business combination. The discussion in paragraphs 9-18 of this Standard
relates to whether or not property is owner-occupied property or investment property and not to
determining whether or not the acquisition of property is a PBE business combination as defined in
PBE IPSAS 40 H=RS-3. Determining whether a specific transaction meets the definition of a PBE business
combination as defined in PBE_IPSAS 40 H=RS-3 and includes an investment property as defined in this
Standard requires the separate application of both Standards.

In addition to the disclosures required by paragraph 86, an entity that applies the fair value model
in paragraphs 42-64 shall disclose a reconciliation between the carrying amounts of investment
property at the beginning and end of the period, showing the following:

(b)  Additions resulting from acquisitions through PBE entity-combinations;

In addition to the disclosures required by paragraph 86, an entity that applies the cost model in
paragraph 65 shall disclose:

(d)  The reconciliation of the carrying amount of investment property at the beginning and end of
the period, showing the following:

Q) Additions, disclosing separately those additions resulting from acquisitions and those
resulting from subsequent expenditure recognised as an asset;

(i) Additions resulting from acquisitions through PBE entity combinations;
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PBEBusiness Combinations
100.1 ....

102.6 PBE IPSAS 40, issued in [date], amended paragraphs 18.1, 87, 90 and the heading before
paragraph 100.1 and added paragraph 18A. An entity shall apply those amendments when it applies
PBE IPSAS 40.

In the Basis for Conclusions, paragraph BC8 is amended. New text is underlined and deleted text is struck
through.

2015 Omnibus Amendments to PBE Standards

BC8. In the IASB®s Annual Improvements to IFRSs Cycle 2011-2013 the IASB amended 1AS 40 Investment
Property to clarify the relationship between IFRS 3 Business Combinations and IAS 40 when classifying
property as investment property or owner-occupied property. The IPSASB did not make an equivalent
amendment to IPSAS 16 in its Improvements to IPSASs 2014 because, at that point, there was no IPSAS
equivalent to IFRS 3. The NZASB noted that the IPSASB proposes to develop requirements for public
sector combinations and may subsequently consider the IASB’s amendment, but considered that the
amendment would improve clarity and should be incorporated in PBE IPSAS 16. The NZASB therefore
included an equivalent amendment in its 2015 Omnibus Amendments to PBE Standards.:

! In January 2017 the IPSASB issued IPSAS 40 Public Sector Combinations and incorporated the TASB’s amendment in
IPSAS 16. In [date] the NZASB issued PBE IPSAS 40 PBE Combinations (which superseded PBE IFRS 3). PBE IPSAS 16 and
IPSAS 16 are now broadly aligned in relation to this matter.

PBE IPSAS 17 Property, Plant and Equipment

Paragraphs 60 and 88 are amended and paragraph 108.11 is added. New text is underlined and deleted text is
struck through.

60.  An entity allocates the amount initially recognised in respect of an item of property, plant and equipment
to its significant parts and depreciates separately each such part. For example, in most cases, it would be
required to depreciate separately the pavements, formation, kerbs and channels, footpaths, bridges, and
lighting within a road system. Similarly, it may be appropriate to depreciate separately the airframe and
engines of an aircraft, whether owned or subject to a finance lease. If an entity acquires property, plant and
equipment subject to an operating lease in which it is the lessor, it may also be appropriate to depreciate
separately amounts reflected in the cost of that item that are attributable to favourable or unfavourable
lease terms relative to market terms.

88.  The financial statements shall disclose, for each class of property, plant and equipment recognised in the
financial statements:

(e)  Areconciliation of the carrying amount at the beginning and end of the period showing:
(i)  Additions;
(i)  Disposals;
(iif)  Acquisitions through PBEentity combinations;

108.11 PBE IPSAS 40 PBE Combinations, issued in [date], amended paragraphs 60 and 88. An entity shall
apply those amendments when it applies PBE IPSAS 40.
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PBE IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets

Paragraph 1 is amended and paragraphs 4A and 112.7 are added. New text is underlined and deleted text is
struck through.

1. An entity that prepares and presents financial statements shall apply this Standard in accounting for
provisions, contingent liabilities, and contingent assets, except:

(f)  Those arising in relation to income taxes or income tax equivalents; and

()  Those arising from employee benefits, except employee termination benefits that arise as a result
of a restructuring, as dealt with in this Standard.;-and

(h)  [Deleted by NZASB] ©
IFRS 3 Busi ~ombinations).

4A.  This Standard does not apply to the contingent consideration of an acquirer in a PBE combination which
is within the scope of PBE IPSAS 40 PBE Combinations.

112.7 PBE IPSAS 40, issued in [date], amended paragraph 1 and added paragraph 4A. An entity shall
apply those amendments when it applies PBE IPSAS 40.

PBE IPSAS 21 Impairment of Non-Cash-Generating Assets?6

Paragraph 14 is amended and paragraphs 20A and 83.7 are added. New text is underlined and deleted text is
struck through.

14.  The following terms are used in this Standard with the meanings specified:

Cash-generating assets are assets held with the primary objective of generating a commercial return.
For the purposes of impairment, goodwill is considered a cash-generating asset.

20A. For the purposes of impairment, goodwill is considered a cash-generating asset. Goodwill does not generate
economic benefits independently of other assets, and is assessed for impairment as part of a group of assets.
This Standard deals with the assessment of individual assets. Goodwill is recognised only where it gives
rise to net cash inflows and it relates to the acquisition of a cash-generating operation. An entity shall not
recognise goodwill related to service potential other than cash flows nor goodwill related to the acquisition
of a non-cash-generating operation. The recoverable service amount used to assess impairment in this
Standard includes service potential. Consequently, an entity applies PBE IPSAS 26 rather than this
Standard to determine whether to impair goodwill.

83.7 PBE IPSAS 40 PBE Combinations, issued in [date], amended paragraph 14 and added
paragraph 20A. An entity shall apply those amendments when it applies PBE IPSAS 40.

16 The IPSASB’s explanation for these changes is set out in IPSAS 21 Impairment of Non-Cash-Generating Assets paragraph BC5A.
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Comparison with IPSAS 21

New text is underlined and deleted text is struck through.

PBE IPSAS 21 Impairment of Non-Cash-Generating Assets is drawn from IPSAS 21 Impairment of Non-Cash-
Generating Assets. The significant differences between PBE IPSAS 21 and IPSAS 21 are:

(@  PBE Standards require the presentation of a statement of comprehensive revenue and expense. IPSASs
require the presentation of a statement of financial performance. Otherthan-the-impact-of-this-difference;
I anifi £ PBE IF .

(b) PBE IPSAS 21 does not contain the requirements for the recognition of goodwill related to the acquisition
of a non-cash generating operation.

PBE IPSAS 23 Revenue from Non-Exchange Transactions

Paragraphs 1 and 2 are amended and paragraph 125.5 is added. New text is underlined and deleted text is
struck through.

1. The objective of this Standard is to prescribe requirements for the financial reporting of revenue arising
from non-exchange transactions, other than non-exchange transactions that give rise to an PBE-entity
combination. This Standard deals with issues that need to be considered in recognising and measuring
revenue from non-exchange transactions, including the identification of contributions from owners.

2. An entity that prepares and presents financial statements under the accrual basis of accounting shall
apply this Standard in accounting for revenue from non-exchange transactions. This Standard does
not apply to an PBE entity combination that is a non-exchange transaction.

125.5 PBE IPSAS 40 PBE Combinations, issued in [date], amended paragraphs 1 and 2. An entity shall
apply those amendments when it applies PBE IPSAS 40.

PBE IPSAS 26 Impairment of Cash-Generating Assets?’

Paragraphs 90.1-90.15 are renumbered as paragraphs 90A-900.

Paragraphs 111.1-111.2 are renumbered as paragraphs 111A-111B.

Paragraph 122.1 is renumbered as paragraph 122A.

Paragraphs 21, 26, 28, 37, 71 and its related heading, 76, 88, 90A, 90B, 90C, 90E, 90F, 90I, 90J, 90K, 90L, 91, 92,
97B, 97H, 98, 103, 120, 122A and 123-125 are amended.

Paragraph 123(a.1) is moved to paragraph 123(a) and the remaining subparagraphs are renumbered.
Paragraph 124(a.1) is moved to paragraph 124(a) and the remaining subparagraphs are renumbered.
Paragraphs AG22—AG29 and their related headings are moved to follow paragraph 97 and renumbered as
paragraphs 97A-97H.

Paragraphs 18A, 20A, 23, 90A.1, 97B.1 and 127.8 are added.

Paragraphs 2(i), 7, 23.1, 91.1 and 96 and the examples after paragraphs 90G and 90H are deleted.

New text is underlined and deleted text is struck through.

2. An entity that prepares and presents financial statements shall apply this Standard in accounting
for the impairment of cash-generating assets, except for:

Q) Notused][Deleted by IPSASB];

7. [Notused][Deleted by IPSASB]

17 The IPSASB’s explanation for these changes is set out in IPSAS 26 Impairment of Cash-Generating Assets paragraphs BC8A-BC8B.
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18A. For the purposes of impairment, goodwill is considered a cash-generating asset. Goodwill does not generate
economic benefits independently of other assets, and is assessed for impairment as part of a group of assets.
PBE IPSAS 21 deals with the assessment of individual assets. Goodwill is recognised only where it gives
rise to net cash inflows and it relates to the acquisition of a cash-generating operation. An entity shall not
recognise goodwill related to service potential other than cash flows nor goodwill related to the acquisition
of a non-cash-generating operation. The recoverable service amount used to assess impairment in
PBE IPSAS 21 includes service potential. Consequently, an entity applies this Standard to determine
whether to impair goodwill.

20A. Paragraphs 21-30 specify when recoverable amount shall be determined. These requirements use the term
‘an asset’ but apply equally to an individual asset or a cash-generating unit. The remainder of this Standard
is structured as follows:

(a) Paragraphs 31-70 set out the requirements for measuring recoverable amount. These requirements
also use the term ‘an asset’ but apply equally to an individual asset and a cash-generating unit.

(b) Paragraphs 71-97 set out the requirements for recognising and measuring impairment losses.
Recognition and measurement of impairment losses for individual assets other than goodwill are
dealt with in paragraphs 71-75. Paragraphs 76-97 deal with the recognition and measurement of
impairment losses for cash-generating units and goodwill.

(c) Paragraphs 98-105 set out the requirements for reversing an impairment loss recognised in prior
periods for an asset or a cash-generating unit. Again, these requirements use the term ‘an asset’ but
apply equally to an individual asset or a cash-generating unit. Additional requirements for an
individual asset are set out in paragraphs 106109, for a cash-generating unit in paragraphs 110—
111, and for goodwill in paragraphs 111A and 111B.

(d) Paragraphs 112-113 set out the requirements for the redesignation of an asset from a cash-
generating asset to a non-cash-generating asset or from a non-cash-generating asset to a cash-
generating asset.

(e) Paragraphs 114-122A specify the information to be disclosed about impairment losses and reversals
of impairment losses for assets and cash-generating units. Paragraphs 123-125 specify additional
disclosure requirements for cash-generating units to which goodwill or intangible assets with
indefinite useful lives have been allocated for impairment testing purposes.

21.  Anasset is impaired when its carrying amount exceeds its recoverable amount. Paragraphs 25-27 describe
some indications that an impairment loss may have occurred. If any of those indications is present, an
entity is required to make a formal estimate of recoverable amount. Except for the circumstances described
in paragraph 231, this Standard does not require an entity to make a formal estimate of recoverable amount
if no indication of an impairment loss is present.

23.  [Netwused}lrrespective of whether there is any indication of impairment, an entity shall also:

(a) Test an intangible asset with an indefinite useful life or an intangible asset not yet available
for use for impairment annually by comparing its carrying amount with its recoverable
amount. This impairment test may be performed at any time during an annual period,
provided it is performed at the same time every year. Different intangible assets may be tested
for impairment at different times. However, if such an intangible asset was initially recognised
during the current annual period, that intangible asset shall be tested for impairment before
the end of the current annual period.

(b) Test goodwill received or acquired in_a PBE combination for impairment annually in
accordance with paragraphs 90A-900.

23.1

[Deleted by NZASB]
also:
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26.  The list in paragraph 25 is not exhaustive. An entity may identify other indications that an asset may be
impaired, and these would also require the entity to determine the asset’s recoverable amount or, in the
case of goodwill, perform an impairment test in accordance with paragraphs 90K-11-900-15.

28.  As indicated in paragraph 234, this Standard requires an intangible asset with an indefinite useful life or
an intangible asset that is not yet available for use and goodwill to be tested for impairment, at least
annually. Apart from when the requirements in paragraph 23:% apply, the concept of materiality applies in
identifying whether the recoverable amount of an asset needs to be estimated. For example, if previous
calculations show that an asset’s recoverable amount is significantly greater than its carrying amount, the
entity need not re-estimate the asset’s recoverable amount if no events have occurred that would eliminate
that difference. Similarly, previous analysis may show that an asset’s recoverable amount is not sensitive
to one (or more) of the indications listed in paragraph 25.

37.  Paragraph 23X requires an intangible asset with an indefinite useful life to be tested for impairment
annually by comparing its carrying amount with its recoverable amount, irrespective of whether there is
any indication that it may be impaired. However, the most recent detailed calculation of such an asset’s
recoverable amount made in a preceding period may be used in the impairment test for that asset in the
current period, provided all of the following criteria are met:

Recognising and Measuring an Impairment Loss efan-trdividual-Asset

71.  Paragraphs 72-75 set out the requirements for recognising and measuring impairment losses for an
individual asset other than goodwill. The recognition and measurement of impairment losses for cash-
generating units and goodwill are dealt with in paragraphs 76-97H.

76.  Paragraphs 77-97H set out the requirements for identifying the cash-generating unit to which an asset
belongs and determining the carrying amount of, and recognising impairment losses for, cash-generating
units and goodwill.

88.  When assets are grouped for recoverability assessments, it is important to include in the cash-generating
unit all assets that generate, or are used to generate, the relevant stream of cash inflows. Otherwise, the
cash-generating unit may appear to be fully recoverable when in fact an impairment loss has occurred. The
Illustrated Decision Tree provides a flow diagram illustrating the treatment of individual assets that are
part of cash-generating units. In some cases, although some assets contribute to the estimated future cash
flows of a cash-generating unit, they cannot be allocated to the cash-generating unit on a reasonable and
consistent basis. This might be the case for goodwill. Paragraphs 90A-2-900-15 explain how to deal with
these assets in testing a cash-generating unit for impairment.

90A.1 For the purpose of impairment testing, goodwill acquired in an_acquisition business-combination
shall, from the acquisition date, be allocated to each of the acquirer’s cash-generating units, or
groups of cash-generating units, that are expected to benefit from the synergies of the combination,
irrespective of whether other assets or liabilities of the acquired operation aeguiree are assigned to
those units or groups of units._ Each unit or group of units to which the goodwill is so allocated shall:

(a) Represent the lowest level within the entity at which the goodwill is monitored for internal
management purposes.
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(b) [Not used]

90A.1 For the purpose of impairment testing, goodwill previously recognised by one of the combining

operations in an amalgamation shall be allocated to each of the resulting entity’s cash-generating
units, or group of cash-generating units, within which those combining operations are integrated. If
the resulting entity reorganises the combining operations containing the previously recognised
goodwill, as part of integrating the combining operations into the resulting entity either during or
shortly after the amalgamation, the entity shall refer to paragraph 90H for guidance.

90B.2 Goodwill recognised in an acquisition business-combination is an asset representing the future economic

benefits arising from other assets acquired in an acquisition business-combination that are not individually
identified and separately recognised. Goodwill does not generate cash flows independently of other assets
or groups of assets, and often contributes to the cash flows of multiple cash-generating units. Goodwill
sometimes cannot be allocated on a non-arbitrary basis to individual cash-generating units, but only to
groups of cash-generating units. As a result, the lowest level within the entity at which the goodwill is
monitored for internal management purposes sometimes comprises a number of cash-generating units to
which the goodwill relates, but to which it cannot be allocated. References in paragraphs 90D-4-900-15
and 97A-97H the-Application-Guidance to a cash-generating unit to which goodwill is allocated should be
read as references also to a group of cash-generating units to which goodwill is allocated.

90C.3 Applying the requirements in paragraphs 90A-% and 90A.1 results in goodwill being tested for impairment

at a level that reflects the way an entity manages its operations and with which the goodwill would naturally
be associated. Therefore, the development of additional reporting systems is typically not necessary.

90D.4 ...

90E.5 If the initial allocation of goodwill acquired in an_acquisition business—eombination cannot be

90F-6

completed before the end of the annual period in which the acquisition business-combination is
effected, that initial allocation shall be completed before the end of the first annual period beginning
after the acquisition date.

In accordance with PBE IPSAS 40 {FRS-3 PBE Business Combinations, if the initial accounting for an
acquisition business-combination can be determined only provisionally by the end of the period in which
the combination is effected, the acquirer:

(@  Accounts for the acquisition eembination using those provisional values; and

(b)  Recognises any adjustments to those provisional values as a result of completing the initial
accounting within the measurement period, which shall not exceed twelve months from the
acquisition date.

In such circumstances, it might also not be possible to complete the initial allocation of the goodwill
recognised in the acquisition eembination before the end of the annual period in which the combination is
effected. When this is the case, the entity discloses the information required by paragraph 122A-%.

90G.7 ...
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Testing Cash-Generating Units with Goodwill for Impairment

901.9 When, as described in paragraph 90B-2, goodwill relates to a cash-generating unit but has not been
allocated to that unit, the unit shall be tested for impairment, whenever there is an indication that
the unit may be impaired, by comparing the unit’s carrying amount, excluding any goodwill, with
its recoverable amount. Any impairment loss shall be recognised in accordance with paragraph 91-1.

90J.10 If a cash-generating unit described in paragraph 901:9 includes in its carrying amount an intangible asset
that has an indefinite useful life or is not yet available for use and that asset can be tested for impairment
only as part of the cash-generating unit, paragraph 23-% requires the unit also to be tested for impairment
annually.

90K.11 A cash-generating unit to which goodwill has been allocated shall be tested for impairment
annually, and whenever there is an indication that the unit may be impaired, by comparing the
carrying amount of the unit, including the goodwill, with the recoverable amount of the unit. If the
recoverable amount of the unit exceeds the carrying amount of the unit, the unit and the goodwill
allocated to that unit shall be regarded as not impaired. If the carrying amount of the unit exceeds
the recoverable amount of the unit, the entity shall recognise the impairment loss in accordance with
paragraph 911

90L.22 The annual impairment test for a cash-generating unit to which goodwill has been allocated
may be performed at any time during an annual period, provided the test is performed at the same
time every year. Different cash-generating units may be tested for impairment at different times.
However, if some or all of the goodwill allocated to a cash-generating unit was acquired in an
acquisition business-cembination during the current annual period, that unit shall be tested for
impairment before the end of the current annual period.

90M.13
90N.14
900.15

91. [Netwused} An impairment loss shall be recognised for a cash-generating unit (the smallest group of
cash-generating units to which goodwill has been allocated) if, and only if, the recoverable amount
of the unit (group of units) is less than the carrying amount of the unit (group of units). The
impairment loss shall be allocated to reduce the carrying amount of the assets of the unit (group of
units) in the following order:

(a) First, to reduce the carrying amount of any goodwill allocated to the cash-generating unit
(gqroup of units); and

(b) Then, to the other assets of the unit (group of units) pro rata on the basis of the carrying
amount of each asset in the unit (group of units).

These reductions in carrying amounts shall be treated as impairment losses on individual assets and
recognised in accordance with paragraph 73.

911
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In allocating an impairment loss in accordance with paragraph 914, an entity shall not reduce the
carrying amount of an asset below the highest of:

@ Its fair value less costs to sell (if determinable);
(b)  Itsvalue in use (if determinable); and
()  Zero.

The amount of the impairment loss that would otherwise have been allocated to the asset shall be
allocated pro rata to the other cash-generating assets of the unit (group of units).

[Deleted by IPSASB]Not-used]

Impairment Testing Cash-Generating Units with Goodwill and Non-Controlling Interests

97AAG22. Inaccordance with PBE IPSAS 40 HFRS-3, the acquirer measures and recognises goodwill as of the

acquisition date as the excess of (a) over (b) below:
(@  The aggregate of:

0] The consideration transferred measured in accordance with PBE IPSAS 40 FRS-3, which
generally requires acquisition-date fair value;

(i)  The amount of any non-controlling interest in the acquired operation acguiree measured in
accordance with PBE IPSAS 40 FRS-3; and

(ili)  In an acquisition achieved in stages, the acquisition-date fair value of the acquirer’s
previously held equity interest in the acquired operation acgutree.

(b)  The net of the acquisition-date amounts of the identifiable assets acquired and liabilities assumed
measured in accordance with PBE IPSAS 40 {FRS-3.

Allocation of Goodwill
97BAG23.  Paragraph 90A:% of this Standard requires goodwill acquired in an acquisition business-combination

97B.1

to be allocated to each of the acquirer’s cash-generating units, or groups of cash-generating units, expected
to benefit from the synergies of the combination, irrespective of whether other assets or liabilities of the
acquired operation aeguiree are assigned to those units, or groups of units. It is possible that some of the
synergies resulting from an acquisition businesscombination will be allocated to a cash-generating unit in
which the non-controlling interest does not have an interest.

Paragraph 90A.1 of this Standard requires goodwill previously recognised by one of the combining

operations in an amalgamation to be allocated to each of the resulting entity’s cash-generating units, or
group of cash-generating units, within which those combining operations are integrated. It is possible that
the goodwill will be allocated to a cash-generating unit in which the non-controlling interest does not have
an interest.

Testing for Impairment

97CAG24. Testing for impairment involves comparing the recoverable amount of a cash-generating unit with

the carrying amount of the cash-generating unit.

97DAG25.  If an entity measures non-controlling interests as its proportionate interest in the net identifiable

assets of a controlled entity at the acquisition date, rather than at fair value, goodwill attributable to non-
controlling interests is included in the recoverable amount of the related cash-generating unit but is not
recognised in the controlling entity’s consolidated financial statements. As a consequence, an entity shall
gross up the carrying amount of goodwill allocated to the unit to include the goodwill attributable to the
non-controlling interest. This adjusted carrying amount is then compared with the recoverable amount of
the unit to determine whether the cash-generating unit is impaired.
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Allocating an Impairment Loss

97EAG26. Paragraph 91-Z requires any identified impairment loss to be allocated first to reduce the carrying
amount of goodwill allocated to the unit and then to the other assets of the unit pro rata on the basis of the
carrying amount of each asset in the unit.

97FAG27.  If a controlled entity, or part of a controlled entity, with a non-controlling interest is itself a cash-
generating unit, the impairment loss is allocated between the controlling entity and the non-controlling
interest on the same basis as that on which surplus or deficit is allocated.

97GAG28. If acontrolled entity, or part of a controlled entity, with a non-controlling interest is part of a larger
cash-generating unit, goodwill impairment losses are allocated to the parts of the cash-generating unit that
have a non-controlling interest and the parts that do not. The impairment losses should be allocated to the
parts of the cash-generating unit on the basis of:

(@  To the extent that the impairment relates to goodwill in the cash-generating unit, the relative
carrying values of the goodwill of the parts before the impairment; and

(b)  To the extent that the impairment relates to identifiable assets in the cash-generating unit, the
relative carrying values of the net identifiable assets of the parts before the impairment. Any such
impairment is allocated to the assets of the parts of each unit pro rata on the basis of the carrying
amount of each asset in the part.

In those parts that have a non-controlling interest, the impairment loss is allocated between the controlling
entity and the non-controlling interest on the same basis as that on which surplus or deficit is allocated.

97HAG29. If an impairment loss attributable to a non-controlling interest relates to goodwill that is not
recognised in the controlling entity’s consolidated financial statements (see paragraph 97DAG25), that
impairment is not recognised as a goodwill impairment loss. In such cases, only the impairment loss
relating to the goodwill that is allocated to the controlling entity is recognised as a goodwill impairment
loss.

Reversing an Impairment Loss

98.  Paragraphs 99-105 set out the requirements for reversing an impairment loss recognised for an asset or a
cash-generating unit in prior periods. These requirements use the term “an asset,” but apply equally to an
individual asset or a cash-generating unit. Additional requirements for an individual asset are set out in
paragraphs 106-109, for a cash-generating unit in paragraphs 110 and 111, and for goodwill in
paragraphs 111A-2 and 111B-2.

103. Animpairment loss recognised in prior periods for an asset other than goodwill shall be reversed if,
and only if, there has been a change in the estimates used to determine the asset’s recoverable amount
since the last impairment loss was recognised. If this is the case, the carrying amount of the asset
shall_except as described in paragraph 106, be increased to its recoverable amount. That increase is
a reversal of an impairment loss.

Reversing an Impairment Loss for Goodwill
111A2
111B.2

*120. An entity shall disclose the following for each material impairment loss recognised or reversed
during the period for a cash-generating asset; (including goodwill); or a cash-generating unit:

()  Whether the recoverable amount of the asset_(cash-generating unit) is its fair value less costs
to sell or its value in use;
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122A1 If, in accordance with paragraph 90E:5, any portion of the goodwill acquired in an acquisition

*123.

*124.

business-combination during the period has not been allocated to a cash-generating unit (group of
units) at the end of the reporting period-date, the amount of the unallocated goodwill shall be
disclosed together with the reasons why that amount remains unallocated.

An entity shall disclose the information required by (a)—{e)(f) for each cash-generating unit (group
of units) for which the carrying amount of goodwill or intangible assets with indefinite useful lives
allocated to that unit (group of units) is significant in comparison with the entity’s total carrying
amount of goodwill or intangible assets with indefinite useful lives:

(@)  The carrying amount of goodwill allocated to the unit (group of units);

{a)(b) The carrying amount of intangible assets with indefinite useful lives allocated to the unit
(group of units);

{b)(c) The basis on which the unit’s (group of units’) recoverable amount has been determined
(i.e., value in use or fair value less costs to sell);

{€)(d) If the unit’s (group of units’) recoverable amount is based on value in use:

{d)(e) If the unit’s (group of units’) recoverable amount is based on fair value less costs to sell, the
methodology used to determine fair value less costs to sell. If fair value less costs to sell is not
determined using an observable market price for the unit, the following information shall also
be disclosed:

&)(f) If a reasonably possible change in a key assumption on which management has based its
determination of the unit’s (group of units’) recoverable amount would cause the unit’s
carrying amount to exceed its recoverable amount:

If some or all of the carrying amount of goodwill or intangible assets with indefinite useful lives is
allocated across multiple cash-generating units (groups of units), and the amount so allocated to each
unit (group of units) is not significant in comparison with the entity’s total carrying amount of
goodwill or intangible assets with indefinite useful lives, that fact shall be disclosed, together with
the aggregate carrying amount of goodwill or intangible assets with indefinite useful lives allocated
to those units (groups of units). In addition, if the recoverable amounts of any of those units (groups
of units) are based on the same key assumption(s), and the aggregate carrying amount of goodwill
or intangible assets with indefinite useful lives allocated to them is significant in comparison with the
entity’s total carrying amount of goodwill or intangible assets with indefinite useful lives, an entity
shall disclose that fact, together with:

(a) The aggregate carrying amount of goodwill allocated to those units (groups of units);

&)(b) The aggregate carrying amount of intangible assets with indefinite useful lives allocated to
those units (groups of units);

{b)(c) A description of the key assumption(s);

{e}(d) A description of management’s approach to determining the value(s) assigned to the key
assumption(s), whether those value(s) reflect past experience or, if appropriate, are consistent
with external sources of information, and if not, how and why they differ from past experience
or external sources of information;

{d)(e) If a reasonably possible change in the key assumption(s) would cause the aggregate of the
units’ (groups of units’) carrying amounts to exceed the aggregate of their recoverable
amounts:
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The most recent detailed calculation made in a preceding period of the recoverable amount of a cash-
generating unit (group of units) may, in accordance with paragraph 37_or 900, be carried forward and used
in the impairment test for that unit (group of units) in the current period, provided specified criteria are
met. When this is the case, the information for that unit (group of units) that is incorporated into the
disclosures required by paragraphs 123 and 124 relate to the carried forward calculation of recoverable
amount.

PBE IPSAS 40, issued in [date], renumbered paragraphs 90.1-90.15 as 90A-900 and

paragraphs 111.1-111.2 as 111A-111B and paragraph 122.1 as 122A, amended paragraphs 21, 26,
28. 37, 71 and its related heading, 76, 88, 90A, 90B, 90C, 90E, 90F, 901, 90J, 90K, 90L, 91, 92, 97B,
97H, 98, 103, 120, 122A and 123-125, moved paragraph 123(a.1) to paragraph 123(a) and
paragraph 124(a.1) to paragraph 124(a) and renumbered the remaining subparagraphs, moved
paragraphs AG22-AG29 and their related headings after paragraph 97 and renumbered as
paragraphs  97A-97H, added paragraphs 18A, 20A, 23, 90A.1 and 97B.1 and deleted
paragraphs 2(i), 7, 23.1, 91.1 and 96 and the examples after paragraphs 90G and 90H. An entity shall
apply those amendments when it applies PBE IPSAS 40.

In the Application Guidance, paragraphs AG22—-AG29 and their related headings are moved into the body of
the Standard (as paragraphs 97A-97H). New text is underlined.

AG22-AG29 [Moved into the body of the Standard as paragraphs 97A—97H]
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In the Basis for Conclusions, paragraphs BC7.1 and BC7.2 are added. Paragraph BC7 is deleted. New text is
underlined and deleted text is struck through. Paragraph BC6 has not been amended but has been included for
context when reading paragraph BC7.1.

Goodwill

BC6. As a consequence of including PBE IFRS 3 Business Combinations in the PBE Standards, requirements
and guidance regarding the allocation of goodwill to cash-generating units, testing cash-generating assets
with goodwill for impairment and reversing an impairment loss for goodwill have been included in
PBE IPSAS 26. This additional material is identical to the requirements and guidance in NZ IAS 36
Impairment of Assets.

BC7.1 The IPSASB issued IPSAS 40 Public Sector Combinations in January 2017 and incorporated the quidance

on (a) the impairment of goodwill, (b) the allocation of goodwill to cash-generating units, and (c) testing
cash-generating units with goodwill for impairment from IAS 36 Impairment of Assets in IPSAS 26. The
NZASB incorporated this guidance in PBE IPSAS 26 when it bought PBE IFRS 3 into the suite of PBE
Standards. The NZASB issued PBE IPSAS 40 PBE Combinations (which superseded PBE IFRS 3) based
on IPSAS 40. PBE IPSAS 26 and IPSAS 26 are now broadly aligned in relation to this matter.

BC7.2 IPSAS 26 does not contain requirements for the accounting for goodwill previously recognised by one of
the combining operations in an amalgamation. The NZASB thought it would be helpful to add requirements
on how goodwill is allocated and tested for impairment in this situation (see paragraphs 90A.1 and 97B.1).
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In the Implementation Guidance, paragraphs IG24A—-1G24D and their related headings are added.

Including Goodwill in the Carrying Amount of an Operation on Disposal

Background

IG24A. A municipality sells for CU100 an operation that was part of a cash-generating unit to which goodwill
has been allocated. The goodwill allocated to the unit cannot be identified or associated with an asset
group at a level lower than that unit, except arbitrarily. The recoverable amount of the portion of the
cash-generating unit retained is CU300.

Accounting Treatment

IG24B. Because the goodwill allocated to the cash-generating unit cannot be non-arbitrarily identified or
associated with an asset group at a level lower than that unit, the goodwill associated with the operation
disposed of is measured on the basis of the relative values of the operation disposed of and the portion of
the unit retained. Therefore, 25 percent of the goodwill allocated to the cash-generating unit is included
in the carrying amount of the operation that is sold.

Reallocation of Goodwill when a Cash-Generating Unit is Restructured

Background

1G24C. Goodwill had previously been allocated to cash-generating unit A. The goodwill allocated to A cannot
be identified or associated with an asset group at a level lower than A, except arbitrarily. A is to be
divided and integrated into three other cash-generating units: B, C and D.

Accounting Treatment

1G24D. Because the goodwill allocated to A cannot be non-arbitrarily identified or associated with an asset group
at a level lower than A, it is reallocated to units B, C and D on the basis of the relative values of the three
portions of A before those portions are integrated with B, C and D.

Comparison with IPSAS 26

New text is underlined and deleted text is struck through.

PBE IPSAS 26 Impairment of Cash-Generating Assets is drawn from IPSAS 26 Impairment of Cash-Generating
Assets.

The significant differences between PBE IPSAS 26 and IPSAS 26 are:

(a)(b) PBE Standards require the presentation of a statement of comprehensive revenue and expense. IPSASs
require the presentation of a statement of financial performance. Other than the impact of this difference,

there are no significant differences between PBE IPSAS 26 and IPSAS 26.

(b) PBE IPSAS 26 does not contain requirements for the accounting of goodwill related to the acquisition of
a non-cash generating operation.

(c) PBE IPSAS 26 includes requirements for the accounting for goodwill previously recognised by one of the
combining operations in an amalgamation.

PBE IPSAS 27 Agriculture

Paragraph 48 is amended and paragraph 57.5 is added. New text is underlined and deleted text is struck
through.

48.  Anentity shall present a reconciliation of changes in the carrying amount of biological assets between
the beginning and the end of the current period. The reconciliation shall include:
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() Increases resulting from PBE entity combinations;

57.5 PBE IPSAS 40 PBE Combinations issued in [date], amended paragraph 48. An entity shall apply that
amendment when it applies PBE IPSAS 40.

PBE IPSAS 29 Financial Instruments: Recognition and Measurement
(if an entity has not adopted PBE IFRS 9 early)

Paragraphs 2 and 10 are amended and paragraph 126.7 is added. New text is underlined and deleted text is
struck through. The lead in text for paragraph 10(aa) has not been amended but has been included for context
when reading this paragraph.

2. This Standard shall be applied by all entities to all types of financial instruments, except:

()] Any forward contracts between an acquirer and seller to buy or sell an acquired operation
acguiree that will result in an PBE entity combination at a future acquisition date. The term
of the forward contract should not exceed a reasonable period normally necessary to obtain
any required approvals and to complete the transaction.

10.  The following terms are used in this Standard with the meanings specified:

Definitions of four categories of financial instruments

A financial asset or financial liability at fair value through surplus or deficit is a financial asset or

financial liability that meets any of the following conditions.

(aa) It is contingent consideration of an acquirer in a PBE business combination to which
PBE IPSAS 40 H-RS-3Business PBE Combinations applies.

126.7 PBE IPSAS 40, issued in [date], amended paragraphs 2, 10, AG35, AG131 and B4. An entity shall
apply those amendments when it applies PBE IPSAS 40.

In Appendix A, paragraphs AG35 and AG131 are amended. New text is underlined and deleted text is struck
through.

AG35. Sales before maturity could satisfy the condition in paragraph 10 — and therefore not raise a question
about the entity’s intention to hold other investments to maturity — if they are attributable to any of the
following:

(c) A major PBE entity combination or major disposition (such as a sale of a segment) that
necessitates the sale or transfer of held-to-maturity investments to maintain the entity’s existing
interest rate risk position or credit risk policy (although the PBE entity combination is an event
within the entity’s control, the changes to its investment portfolio to maintain an interest rate risk
position or credit risk policy may be consequential rather than anticipated).

AG131. A firm commitment to acquire an entity or an integrated set of activities in an PBE entity combination
cannot be a hedged item, except for foreign exchange risk, because the other risks being hedged cannot
be specifically identified and measured. These other risks are general operational risks.
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In Appendix B, paragraph B4 is amended. New text is underlined and deleted text is struck through.

B4. This Appendix applies to all embedded derivatives within the scope of PBE IPSAS 29 except the
acquisition of contracts with embedded derivatives in an PBE entity combination or their possible

reassessment at the date of acquisition.

In the Implementation Guidance, example F.2.3 is amended. New text is underlined and deleted text is struck

through.

F23 Hedge Accounting: Core Deposit Intangibles

Is hedge accounting treatment permitted for a hedge of the fair value exposure of core deposit intangibles?

It depends on whether the core deposit intangible is generated internally or acquired (e.g., as part of an PBE entity

combination).

PBE IPSAS 31 Intangible Assets?®

Paragraphs 39.1-39.5 are renumbered as paragraphs 39A-39E.

Paragraphs 39.6—39.8 are renumbered as paragraphs 39.1-39.3.

Paragraphs 6, 18, 24, 39A-39D and the related headings, 40, 41, 66, 67, 93 and 117 are amended.
Paragraphs 18A, 26A, 93A, 114A and 133.8 and a heading above paragraph 18 are added.
Paragraphs 3(e), 3(f) and 114.1 are deleted.

New text is underlined and deleted text is struck through.

3. This Standard shall be applied in accounting for intangible assets, except:

(e) [Deleted by IPSASB]-[Net-used}

(f)  [Deleted by IPSASB]-Geeodw
Gombinations);

6. If another PBE Standard prescribes the accounting for a specific type of intangible asset, an entity applies

that PBE Standard instead of this Standard. For example, this Standard does not apply to:

(d)  Financial assets as defined in PBE IPSAS 28. The recognition and measurement of some financial
assets are covered by PBE IPSAS 34 Separate Financial Statements, PBE IPSAS 35 Consolidated
Financial Statements and PBE IPSAS 36 Investments in Associates and Joint Ventures;-and

(e) Recognition and initial measurement of service concession assets that are within the scope of
PBE IPSAS 32 Service Concession Assets: Grantor. However, this Standard applies to the

subsequent measurement and disclosure of such assets-; and
(f) Goodwill (see PBE IPSAS 40 PBE Combinations).

Identifiability

18.  Not all the items described in paragraph 17 meet the definition of an intangible asset, i.e., identifiability,
control over a resource, and existence of future economic benefits or service potential. If an item within
the scope of this Standard does not meet the definition of an intangible asset, expenditure to acquire it or
generate it internally is recognised as an expense when it is incurred._ However, if the item is acquired in

an acquisition, it forms part of the goodwill recognised at the acquisition date (see paragraph 66).

18 The IPSASB’s explanation for these changes is set out in IPSAS 31 Intangible Assets paragraph BC4A.
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The definition of an intangible asset requires an intangible asset to be identifiable to distinguish it from

24.

26A.

goodwill. Goodwill recognised in an acquisition is an asset representing the future economic benefits
arising from other assets acquired in an acquisition that are not individually identified and separately
recognised. The future economic benefits may result from synergy between the identifiable assets acquired
or from assets that, individually, do not qualify for recognition in the financial statements.

An entity may have a portfolio of users of its services or its success rate in reaching intended users of its
services and expect that, because of its efforts in building relationships with users of its services, those
users will continue to use its services. However, in the absence of legal rights to protect, or other ways to
control the relationships with users of a service or the loyalty of those users, the entity usually has
insufficient control over the expected economic benefits or service potential from relationships with users
of a service and loyalty for such items (e.g., portfolio of users of a service, market shares or success rates
of a service, relationships with, and loyalty of, users of a service) to meet the definition of intangible assets.
In the absence of legal rights to protect such relationships, exchange transactions for the same or similar
non-contractual customer relationships (other than as part of an acquisition) provide evidence that the entity
is nonetheless able to control the expected future economic benefits or service potential flowing from the
relationships with the users of a service. Because such exchange transactions also provide evidence that
the relationships with users of a service are separable, those relationships meet the definition of an
intangible asset.

Paragraphs 32—-39 deal with the application of the recognition criteria to separately acquired intangible

assets, and paragraphs 39.1-41 deal with their application to intangible assets acquired in a PBE
combination. Paragraphs 42—43 deal with the initial measurement of intangible assets acquired through
non-exchange transactions, paragraphs 44-45 with exchanges of intangible assets, and paragraphs 46—48
with the treatment of internally generated goodwill. Paragraphs 49—65 deal with the initial recognition and
measurement of internally generated intangible assets.

Acquisition of an Intangible Asset as Part of an Acquisition (PBE Busifiess Combination)

39A.2 In accordance with PBE IPSAS 40 RS 3, if an intangible asset is acquired in an acquisition business

39B.2

combination, the cost of that intangible asset is its fair value at the acquisition date. The fair value of an
intangible asset will reflect expectations about the probability that the future economic benefits or service
potential embodied in the asset will flow to the entity. In other words, the entity expects there to be an
inflow of economic benefits or service potential, even if there is uncertainty about the timing or the amount
of the inflow. Therefore, the probability recognition criterion in paragraph 28(a) is always considered to
be satisfied for intangible assets acquired in acquisitions-business-combinations. If an asset acquired in an

acquisition business-combination-is separable or arises from binding arrangements (including rights from
contractsuat or other legal rights), sufficient information exists to measure reliably the fair value of the
asset. Thus, the reliable measurement criterion in paragraph 28(b) is always considered to be satisfied for
intangible assets acquired in acquisitions business-combinations.

In accordance with this Standard and PBE IPSAS 40 HFRS-3, an acquirer recognises at the acquisition date,
separately from goodwill, an intangible asset of the acquired operation acquiree, irrespective of whether
the asset had been recognised by the acquired operation acguiree before the acquisition business
combination. This means that the acquirer recognises as an asset separately from goodwill an in-process
research and development project of the acquired operation aeguiree if the project meets the definition of
an intangible asset. An acquired operation’s aequiree’s in-process research and development project meets
the definition of an intangible asset when it:

(@  Meets the definition of an asset; and

(b) Is identifiable, i.e., is separable or arises from binding arrangements (including rights from
contractsual or other legal rights).

Measuring the Fair Value of an Intangible Asset Acquired in an Acquisition (PBE-Business Combination)

39C.3

If an intangible asset acquired in an acquisition business-combination is separable or arises from binding
arrangements (including rights from contractsual or other legal rights), sufficient information exists to
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measure reliably the fair value of the asset. When, for the estimates used to measure an intangible asset’s fair
value, there is a range of possible outcomes with different probabilities, that uncertainty enters into the
measurement of the asset’s fair value.

39D.4 An intangible asset acquired in an acquisition business-cembination-might be separable, but only together

with a binding arrangement related-centract, identifiable asset or liability. In such cases, the acquirer
recognises the intangible assets separately from goodwill but together with the related item.

39E.5 ...
39.16—...
39.27 ...

39.38 Entities that are involved in the purchase and sale of intangible assets may have developed techniques for

40.

41.

66.

67.

93.

93A.

estimating their fair values indirectly. These techniques may be used for initial measurement of an
intangible asset acquired in an acquisition business-combination if their objective is to estimate fair value
and if they reflect current transactions and practices in the industry to which the asset belongs. These
techniques include, for example:

Research or development expenditure that:

@ Relates to an in-process research or development project acquired separately or_in_an
acquisition and recognised as an intangible asset; and

Applying the requirements in paragraphs 52-60 means that subsequent expenditure on an in-process
research or development project acquired separately or in an acquisition and recognised as an intangible
asset is:

Expenditure on an intangible item shall be recognised as an expense when it is incurred unless:

@ It forms part of the cost of an intangible asset that meets the recognition criteria (see
paragraphs 26-65); or

(b)  The item is acquired in an acquisition business-combination and cannot be recognised as an
intangible asset. If this is the case, it forms part of the amount recognised as goodwill at the
acquisition date (see PBE IPSAS 40 +FRS-3).

In some cases, expenditure is incurred to provide future economic benefits or service potential to an entity,
but no intangible asset or other asset is acquired or created that can be recognised. In the case of the supply
of goods, the entity recognises such expenditure as an expense when it has a right to access those goods.
In the case of the supply of services, the entity recognises the expenditure as an expense when it receives
the services. For example, expenditure on research is recognised as an expense when it is incurred (see
paragraph 52), except when it is acquired as part of an acquisition business-combination. Other examples
of expenditure that is recognised as an expense when it is incurred include:

The useful life of an intangible asset that arises from binding arrangements (including rights from
contracts or other legal rights) shall not exceed the period of the binding arrangement (including
rights from contracts or other legal rights), but may be shorter depending on the period over which
the entity expects to use the asset. If the binding arrangements (including rights from contracts or
other legal rights) are conveyed for a limited term that can be renewed, the useful life of the
intangible asset shall include the renewal period(s) only if there is evidence to support renewal by
the entity without significant cost. Fhe-usefullife-of areacquired-right-recognised-as-an-intangible

The useful life of:

(a) A license or_similar right previously granted by one combining operation to another
combining operation that is recognised by the resulting entity in an amalgamation; or

PBE IPSAS 40 APPENDIX B 66


https://techlibrary/nxt/gateway.dll?f=id$id=iasbv%3Ar%3A2003$cid=iasbv$t=document-frame.htm$an=JD_ias38r-Para-54$3.0#JD_ias38r-Para-54
https://techlibrary/nxt/gateway.dll?f=id$id=iasbv%3Ar%3A2003$cid=iasbv$t=document-frame.htm$an=JD_ias38r-Para-18$3.0#JD_ias38r-Para-18

114A.

PBE COMBINATIONS

(b) A reacquired right recognised as an intangible asset in an acquisition

is the remaining period of the binding arrangement (including rights from contracts or other legal
rights) in which the right was granted and shall not include renewal periods.

In the case of:

1141

117.

133.8

(a) A license or similar right previously granted by one combining operation to another combining
operation that is recognised by the resulting entity in an amalgamation; or

(b) A reacquired right recognised as an intangible asset in an acquisition,

if the right is subsequently reissued (sold) to a third party, the related carrying amount, if any, shall be used
in determining the gain or loss on reissue.

[Dele

An entity shall disclose the following for each class of intangible assets, distinguishing between internally
generated intangible assets and other intangible assets:

(e)  Areconciliation of the carrying amount at the beginning and end of the period showing:

(i) Additions, indicating separately those from internal development, are—those acquired
separately, and those acquired through acquisitions;

PBE IPSAS 40, issued in [date], renumbered paragraphs 39.1-39.5 as paragraphs 39A-39E and

paragraphs 39.6-39.8 as paragraphs 39.1-39.3, amended paragraphs 6, 18, 24, 39A-39D and the
related headings, 40,41, 66, 67,93 and 117, added paragraphs 18A 26A, 93A and 114A and a heading
above paragraph 18, and deleted paragraphs 3(e), 3(f) and 114.1. An entity shall apply those
amendments when it applies PBE IPSAS 40.

In the Basis for Conclusions, paragraph BC6.1 is added. New text is underlined. Paragraph BC6 has not been
amended but has been included for context when reading paragraph BC6.1.

Goodwill and Intangible Assets Acquired in a Business Combination

BC6.

NZ IAS 38 Intangible Assets contains requirements and guidance on intangible assets acquired in a
business combination. When the IPSASB first issued IPSAS 31, which is based on IAS 38, it had not
developed an IPSAS on business combinations. The IPSASB therefore excluded intangible assets acquired
in a business combination from the scope of IPSAS 31. As a consequence of deciding that PBE IFRS 3
Business Combinations should form part of the suite of PBE Standards the NZASB agreed that
PBE IPSAS 31 should include guidance on intangible assets acquired in a business combination.

BC6.1 In January 2017 the IPSASB issued IPSAS 40 Public Sector Combinations and incorporated guidance in

IPSAS 31 on intangible assets acquired in a public sector combination. In [date] the NZASB issued PBE
IPSAS 40 PBE Combinations and incorporated guidance in PBE IPSAS 31 on intangible assets acquired
in a PBE combination. PBE IPSAS 31 and IPSAS 31 are now broadly aligned in relation to this matter.

Comparison with IPSAS 31

| Deleted text is struck through.

PBE IPSAS 31 Intangible Assets is drawn from IPSAS 31 Intangible Assets.
The significant differences between PBE IPSAS 31 and IPSAS 31 are:

(@)

PBE IPSAS 31 requires that where intangible heritage assets are able to be reliably measured they shall
be recognised.
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(b){e} PBE IPSAS 31 does not require disclosure of the carrying amount that would have been recognised had a

revalued class of intangible assets been measured after initial recognition using the cost model.

(c)}{d)} PBE Standards require the presentation of a statement of comprehensive revenue and expense. IPSASs

require the presentation of a statement of financial performance.

PBE IPSAS 35 Consolidated Financial Statements

Paragraph 4 and its related heading, paragraphs 40, 56, 57, 63 and 74 are amended and paragraphs 55A and

79.4 are added. New text is underlined and deleted text is struck through.

PBE Business Combinations

4.

40.

This Standard does not deal with the accounting requirements for entity combinations and their effect on
consolidation, including goodwill arising on an entity combination (guidance on accounting for entity
combinations can be found in PBE IPSAS 40 H=RS-3 PBE Business Combinations).

Consolidated financial statements:

(@)

(b)  Offset (eliminate) the carrying amount of the controlling entity’s investment in each controlled
entity and the controlling entity’s portion of net assets/equity of each controlled entity
(PBE IPSAS 40 +FRS-3 explains how to account for any related goodwill).

55A. [Not used]

56.

57.

63.

74.

Except as described in paragraph 57, an investment entity shall not consolidate its controlled entities
or apply PBE IPSAS 40 H=RS-3 when it obtains control of another entity. Instead, an investment
entity shall measure an investment in a controlled entity at fair value through surplus or deficit in
accordance with PBE IPSAS 29.

Notwithstanding the requirement in paragraph 56, if an investment entity has a controlled entity
that is not itself an investment entity and whose main purpose and activities are providing services
that relate to the investment entity’s investment activities (see paragraphs AG98—AG100), it shall
consolidate that controlled entity in accordance with paragraphs 38-55 of this Standard and apply
the requirements of PBE IPSAS 40 H=RS-3 to the acquisition of any such controlled entity.

When an entity ceases to be an investment entity, it shall apply PBE IPSAS 40 +FRS3 to any
controlled entity that was previously measured at fair value through surplus or deficit in accordance
with paragraph 56. The date of the change of status shall be the deemed acquisition date. The fair
value of the controlled entity at the deemed acquisition date shall represent the transferred deemed
consideration when measuring any goodwill or gain from a bargain purchase that arises from the
deemed acquisition. All controlled entities shall be consolidated in accordance with paragraphs 38—
51 of this Standard from the date of change of status.

If, at the date of initial application, an entity concludes that it shall consolidate another entity that
was not consolidated in accordance with PBE IPSAS 6 (PS) or PBE IPSAS 6 (NFP), the entity shall:

€)] If the other entity is a business (as defined in PBE IFRS 3),2 measure the assets, liabilities and
non-controlling interests in that previously unconsolidated entity as if that entity had been
consolidated (and thus had applied acquisition accounting in accordance with PBE IFRS 3)
from the date when the entity obtained control of that other entity on the basis of the
requirements of this Standard. The entity shall adjust retrospectively the annual period
immediately preceding the date of initial application. When the date that control was obtained
is earlier than the beginning of the immediately preceding period, the entity shall recognise,
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as an adjustment to net assets/equity at the beginning of the immediately preceding period,
any difference between:

2 PBE IFRS 3 remains applicable until PBE IPSAS 40 is applied or becomes effective, whichever is earlier.

79.4 PBE IPSAS 40, issued in [date], amended paragraphs 4 and its related heading, 40, 56, 57, 63, and
74, and added paragraph 55A. An_entity shall apply those amendments when it applies
PBE IPSAS 40.

In the Basis for Conclusions, paragraph BC3 is amended and paragraph BC3.1 is added. New text is underlined
and deleted text is struck through.

Sale or Contribution of Assets between an Investor and its Associate or Joint Venture

BC3. PBE IPSAS 35 does not incorporate the IASB®s narrow scope amendments in Sale or Contribution of
Assets between an Investor and its Associate or Joint Venture (Amendments to IFRS 10 and IAS 28),
which the 1ASB issued in September 2014 and the NZASB issued for application by for-profit entities
shortly thereafter. These narrow scope amendments established requirements for the recognition of a partial
gain or loss for transactions between an investor and its associate or joint venture dependent on whether
the sale or contribution of assets constitutes a business as defined in IFRS 3 Business Combinations. The
IPSASB did not incorporate these requirements in IPSAS 35 because the IPSASB, at that stage, had not
developed a standard dealing with combinations of entities. Given the existence of PBE IFRS 3 Business
Combinations within PBE Standards, the NZASB considered incorporating these amendments in PBE
IPSAS 35. However, following the IASB’s decision to defer the effective date of these amendments
(pending further work on its equity method project) the NZASB decided not to incorporate these
amendments in PBE IPSAS 35.

BC3.1 In January 2017 the IPSASB issued IPSAS 40 Public Sector Combinations. IPSAS 40 incorporated Sale
or Contribution of Assets between an Investor and its Associate or Joint Venture (Amendments to IFRS 10
and IAS 28) and Effective Date of Amendments to IFRS 10 and IAS 28 (issued by the IASB in December
2015) in IPSAS 35. In developing PBE IPSAS 40 PBE Combinations the NZASB reconsidered
incorporating these amendments in PBE IPSAS 35 but, given the IASB’s decision in May 2016 to defer
work on its Equity Method research project until it has undertaken post-implementation reviews of certain
standards, decided not to incorporate these amendments in PBE IPSAS 35.

In the Illustrative Examples, paragraph IE 13A is added. New text is underlined.

IE13A. [Not used]

PBE IPSAS 36 Investments in Associates and Joint Ventures

Paragraph 26 is amended and paragraphs 34A—-34B and 51.4 are added. New text is underlined and deleted
text is struck through.

26.  An entity shall discontinue the use of the equity method from the date when its investment ceases
to be an associate or a joint venture as follows:

@ If the investment becomes a controlled entity, the entity shall account for its investment in
accordance with PBE IPSAS 40 HFRS-3 PBE Business Combinations and PBE IPSAS 35.

34A-34B.[Not used]

51.4 PBE IPSAS 40, issued in [date], amended paragraph 26 and added paragraphs 34A—34B. An entity
shall apply that amendment when it applies PBE IPSAS 40.
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In the Basis for Conclusion, paragraph BC3 is amended and paragraph BC3.1 is added. New text is underlined
and deleted text is struck through.

Sale or Contribution of Assets between an Investor and its Associate or Joint Venture

BC3. PBE IPSAS 36 does not incorporate the IASB®2s narrow scope amendments in Sale or Contribution of
Assets between an Investor and its Associate or Joint Venture (Amendments to IFRS 10 and IAS 28),
issued in September 2014. These narrow scope amendments established requirements for the recognition
of a partial gain or loss for transactions between an investor and its associate or joint venture dependent on
whether the sale or contribution of assets constitutes a business as defined in IFRS 3 Business
Combinations. The IPSASB did not incorporate these requirements in IPSAS 36 because the IPSASB, at
that stage, had not developed a standard dealing with combinations of entities. Given the existence of PBE
IFRS 3 Business Combinations within PBE Standards, the NZASB considered incorporating these
amendments in PBE IPSAS 36. However, following the [ASB’s decision to defer the effective date of these
amendments (pending further work on its equity method project) the NZASB decided not to incorporate
these amendments in PBE IPSAS 36.

BC3.1 In January 2017 the IPSASB issued IPSAS 40 Public Sector Combinations. IPSAS 40 incorporated Sale
or Contribution of Assets between an Investor and its Associate or Joint Venture (Amendments to IFRS 10
and 1AS 28) and the IASB Effective Date of Amendments to IFRS 10 and 1AS 28 (issued by the IASB in
December 2015) in IPSAS 35. In developing PBE IPSAS 40 PBE Combinations the NZASB reconsidered
incorporating these amendments in PBE IPSAS 36 but, given the IASB’s decision in May 2016 to defer
work on its Equity Method research project until it has undertaken post-implementation reviews of certain
standards, decided not to incorporate these amendments in PBE IPSAS 36.

PBE IPSAS 37 Joint Arrangements

Paragraph 24.1 is amended and paragraphs 41A and 42.4 are added. New text is underlined and deleted text is
struck through.

24.1 When an entity acquires an interest in a joint operation in which the activity of the joint operation
constitutes an operation business, as defined in PBE IPSAS 40 1FRS-3 PBE Business Combinations, it
shall apply, to the extent of its share in accordance with paragraph 23, all of the principles on acquisition
business-combinatiens accounting in PBE IPSAS 40 +FRS-3, and other PBE Standards, that do not conflict
with the guidance in this Standard and disclose the information that is required in those PBE Standards in
relation to acquisitions business-combinations. This applies to the acquisition of both the initial interest
and additional interests in a joint operation in which the activity of the joint operation constitutes an
operation business. The accounting for the acquisition of an interest in such a joint operation is specified
in paragraphs AG33.1-AG33.4.

41A. [Not used]

42.4 PBE IPSAS 40, issued in [date], amended paragraphs 24.1 and AG33.1-AG33.3A and added
paragraph 41A. An entity shall apply those amendments when it applies PBE IPSAS 40.

In Appendix A, paragraphs AG33.1-AG33.3A are amended.'® New text is underlined and deleted text is struck
through.

AG33.1 When an entity acquires an interest in a joint operation in which the activity of the joint operation
constitutes an operation business, as defined in PBE IPSAS 40 #FRS-3, it shall apply, to the extent of
its share in accordance with paragraph 23, all of the principles on acquisition business-combinations
accounting in PBE |IPSAS 40 H-RS-3, and other PBE Standards, that do not conflict with the guidance
in this Standard and disclose the information required by those PBE Standards in relation to acquisitions
business—combinations. The principles on acquisition business-combinations accounting that do not
conflict with the guidance in this Standard include but are not limited to:

19 NZASB ED 2018-3 2018 Omnibus Amendments to PBE Standards proposes to add paragraph AG33.3A.
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(a)  Measuring identifiable assets and liabilities at fair value, other than items for which exceptions
are given in PBE IPSAS 40 {FRS-3 and other PBE Standards;

(b)  Recognising acquisition-related costs as expenses in the periods in which the costs are incurred
and the services are received, with the exception that the costs to issue debt or equity securities
are recognised in accordance with PBE IPSAS 28 and PBE IPSAS 29;

(c)  Recognising deferred tax assets and deferred tax liabilities that arise from the initial recognition
of assets or liabilities, except for deferred tax liabilities that arise from the initial recognition of
goodwill, as required by PBE IPSAS 40 HFRS3 and PBE IAS 12 for acquisitions business

inations:

(d)  Recognising the excess of the consideration transferred over the net of the acquisition-date
amounts of the identifiable assets acquired and the liabilities assumed, if any, as goodwill; and

(e)  Testing for impairment a cash-generating unit to which goodwill has been allocated at least
annually, and whenever there is an indication that the unit may be impaired, as required by
PBE IPSAS 26 Impairment of Cash-Generating Assets for goodwill acquired in an acquisition

- hination.

Paragraphs 24.1 and AG33.1 also apply to the formation of a joint operation if, and only if, an existing
operation business, as defined in PBE IPSAS 40 H-RS-3, is contributed to the joint operation on its
formation by one of the parties that participate in the joint operation. However, those paragraphs do not
apply to the formation of a joint operation if all of the parties that participate in the joint operation only
contribute assets or groups of assets that do not constitute operations businesses to the joint operation
on its formation.

A joint operator might increase its interest in a joint operation in which the activity of the joint operation
constitutes an operation business, as defined in PBE IPSAS 40 H=RS-3, by acquiring an additional
interest in the joint operation. In such cases, previously held interests in the joint operation are not
remeasured if the joint operator retains joint control.

AG33.3A Aparty that participates in, but does not have joint control of, a joint operation might obtain joint control

of the joint operation in which the activity of the joint operation constitutes an operation as defined in
PBE IPSAS 40HERS-3. In such cases, previously held interests in the joint operation are not remeasured.

In the Illustrative Examples, lllustrative examples 8 and 9 are added.

Example 8—-Accounting for Acquisitions of Interests in Joint Operations in which the
Activity Constitutes an Operation

IE60. Municipalities A, B and C have joint control of Joint Operation D whose activity constitutes an operation,
as defined in PBE IPSAS 40 PBE Combinations.

IE61. Municipality E acquires municipality A’s 40 percent ownership interest in Joint Operation D at a cost of
CU300 and incurs acquisition-related costs of CU50.

IE62. The binding arrangement between the parties that Municipality E joined as part of the acquisition
establishes that Municipality E’s shares in several assets and liabilities differ from its ownership interest
in Joint Operation D. The following table sets out Municipality E’s share in the assets and liabilities related
to Joint Operation D as established in the binding arrangement between the parties:

Mupnicipality E’s share in the assets
and liabilities related to Joint

Operation D
Property, plant and equipment 48%
Intangible assets (excluding goodwill) 90%
Accounts receivable 40%
Inventory 40%
Retirement benefit obligations 15%
Accounts payable 40%
Contingent liabilities 56%

71
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Analysis

IEG3.

IE64.

IEGS5.

IEGG.

IE67.

IEG8.

Municipality E recognises in its financial statements its share of the assets and liabilities resulting from the
contractual arrangement (see paragraph 23).

It applies the principles on acquisition accounting in PBE IPSAS 40 and other PBE Standards for
identifying, recognising, measuring and classifying the assets acquired, and the liabilities assumed, on the
acquisition of the interest in Joint Operation D. This is because Municipality E acquired an interest in a
joint operation in which the activity constitutes an operation (see paragraph 24.1).

However, Municipality E does not apply the principles on acquisition accounting in PBE IPSAS 40 and
other PBE Standards that conflict with the guidance in this Standard. Consequently, in accordance with
paragraph 23, Municipality E recognises, and therefore measures, in relation to its interest in Joint
Operation D, only its share in each of the assets that are jointly held and in each of the liabilities that are
incurred jointly, as stated in the binding arrangement. Municipality E does not include in its assets and
liabilities the shares of the other parties in Joint Operation D.

PBE IPSAS 40 requires the acquirer to measure the identifiable assets acquired and the liabilities assumed
at their acquisition-date fair values with limited exceptions; for example, a reacquired right recognised as
an intangible asset is measured on the basis of the remaining term of the related binding arrangement
regardless of whether market participants would consider potential renewals of binding arrangements when
measuring its fair value. Such measurement does not conflict with this Standard and thus those
requirements apply.

Consequently, Municipality E determines the fair value, or other measure specified in PBE IPSAS 40, of
its share in the identifiable assets and liabilities related to Joint Operation D. The following table sets out
the fair value or other measure specified by PBE IPSAS 40 of Municipality E’s shares in the identifiable
assets and liabilities related to Joint Operation D:

Fair value or other measure
specified by PBE IPSAS 40 for
Municipality E’s shares in the
identifiable assets and liabilities of
Joint Operation D (CU)

Property, plant and equipment 138
Intangible assets (excluding goodwill) 72
Accounts receivable 84
Inventory 70
Retirement benefit obligations (12)
Accounts payable (48)
Contingent liabilities (52)
Deferred tax liability (see PBE IAS 12 dealing with income taxes) (24)
Net assets 228

In accordance with PBE IPSAS 40, the excess of the consideration transferred over the amount allocated
to Municipality E’s shares in the net identifiable assets is recognised as goodwill:

Consideration transferred Cu300
Municipality E’s shares in the identifiable assets and liabilities relating to its interest

in the joint operation Ccu228
Goodwill Cu72
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Acquisition-related costs of CU50 are not considered to be part of the consideration transferred for the
interest in the joint operation. They are recognised as expenses in surplus or deficit in the period that the
costs are incurred and the services are received (see paragraph 111 of PBE IPSAS 40).

Example 9—-Contributing the Right to Use Know-how to a Joint Operation in which the
Activity Constitutes an Operation

IE70.

IE71.

IE72.

IE73.

IE74.

IE75.

IE76.

Entities A and B are two entities whose activities are the construction of high performance batteries for
diverse applications.

In order to develop batteries for electric vehicles they set up a binding arrangement (Joint Operation Z) to
work together. Entities A and B share joint control of Joint Operation Z. This arrangement is a joint
operation in which the activity constitutes an operation, as defined in PBE IPSAS 40.

After several years, the joint operators (Entities A and B) concluded that it is feasible to develop a battery
for electric vehicles using Material M. However, processing Material M requires specialist know-how and
thus far, Material M has only been used in electricity generation.

In order to get access to existing know-how in processing Material M, Entities A and B arrange for Entity C
to join as another joint operator by acquiring an interest in Joint Operation Z from Entities A and B and
becoming a party to the binding arrangements.

Entity C’s activity so far has been solely the generation of electricity. It has long-standing and extensive
knowledge in processing Material M.

In exchange for its share in Joint Operation Z, Entity C pays cash to Entities A and B and grants the right
to use its know-how in processing Material M for the purposes of Joint Operation Z. In addition, Entity C
seconds some of its employees who are experienced in processing Material M to Joint Operation Z.
However, Entity C does not transfer control of the know-how to Entities A and B or Joint Operation Z
because it retains all the rights to it. In particular, Entity C is entitled to withdraw the right to use its know-
how in processing Material M and to withdraw its seconded employees without any restrictions or
compensation to Entity A and B or Joint Operation Z if it ceases its participation in Joint Operation Z.

The fair value of Entity C’s know-how on the date of the acquisition of the interest in the joint operation
is CU1,000. Immediately before the acquisition, the carrying amount of the know-how in the financial
statements of Entity C was CU300.

Analysis

IE77.

IE78

IE79.

IE8O.

Entity C has acquired an interest in Joint Operation Z in which the activity of the joint operation constitutes
an operation, as defined in PBE IPSAS 40.

In accounting for the acquisition of its interest in the joint operation, Entity C applies all the principles on
acquisition accounting in PBE IPSAS 40 and other PBE Standards that do not conflict with the guidance
in this Standard (see paragraph 24.1). Entity C therefore recognises in its financial statements its share of
the assets and liabilities resulting from the binding arrangement (see paragraph 23).

Entity C granted the right to use its know-how in processing Material M to Joint Operation Z as part of
joining Joint Operation Z as a joint operator. However, Entity C retains control of this right because it is
entitled to withdraw the right to use its know-how in processing Material M and to withdraw its seconded
employees without any restrictions or any compensation to Entities A and B or Joint Operation Z if it
ceases its participation in Joint Operation Z.

Consequently, Entity C continues to recognise the know-how in processing Material M after the acquisition
of the interest in Joint Operation Z because it retains all the rights to it. This means that Entity C will
continue to recognise the know-how based on its carrying amount of CU300. As a consequence of retaining
control of the right to use the know-how that it granted to the joint operation, Entity C has granted the right
to use the know-how to itself. Consequently, Entity C does not remeasure the know-how, and it does not
recognise a gain or loss on the grant of the right to use it.
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Comparison with IPSAS 37

| Deleted text is struck through.

PBE IPSAS 37 J0|nt Arrangements is drawn from IPSAS 37 Joint Arrangements PBElPSAS%?—meIedes%he

May—ZOM—whereas—lP%AS%?—dee&neP There are no ether srgnrflcant differences between PBE IPSAS 37 and

nting on ntare Ope Amendmen i ad

IPSAS 37.

PBE IFRS 4 Insurance Contracts

Paragraphs 4, 17, 31 and its related heading, 33 and 34 are amended. Paragraph is 45.7 is added. New text is
underlined and deleted text is struck through.

4.

17.

An entity shall not apply this Standard to:

(e)  Contingent consideration payable or receivable in a PBE business combination (see PBE IPSAS 40
1ERS-3 PBE Business Combinations).

If an insurer’s accounting policies do not require a liability adequacy test that meets the minimum
requirements of paragraph 16, the insurer shall:

(@)  Determine the carrying amount of the relevant insurance liabilities® less the carrying amount of:
(i) Any related deferred acquisition costs; and

(ii)  Any related intangible assets, such as those acquired in a PBE business combination or
portfolio transfer (see paragraphs 31 and 32). However, related reinsurance assets are not
considered because an insurer accounts for them separately (see paragraph 20).

& Footnote 6 is not shown.

Insurance Contracts Acquired in a PBE Business Combination or Portfolio Transfer

31.

33.

34.

To comply with PBE IPSAS 40 HFRS-3, an insurer shall, at the acquisition date, measure at fair value the
insurance liabilities assumed and insurance assets acquired in a PBE business combination. However, an
insurer is permitted, but not required, to use an expanded presentation that splits the fair value of acquired
insurance contracts into two components:

The intangible assets described in paragraphs 31 and 32 are excluded from the scope of PBE IPSAS 26
Impairment of Cash-Generating Assets and PBE IPSAS 31. However, PBE IPSAS 26 and PBE IPSAS 31
apply to customer lists and customer relationships reflecting the expectation of future contracts that are not
part of the contractual insurance rights and contractual insurance obligations that existed at the date of a
PBE business combination or portfolio transfer.

Some insurance contracts contain a discretionary participation feature as well as a guaranteed element.
The issuer of such a contract:

(c)  May recognise all premiums received as revenue without separating any portion that relates to the
net assets/equity component. The resulting changes in the guaranteed element and in the portion of
the discretionary participation feature classified as a liability shall be recognised in surplus or
deficit. If part or all of the discretionary participation feature is classified in net assets/equity, a
portion of surplus or deficit may be attributable to that feature (in the same way that a portion may
be attributable to non-controlling minerity interests). The issuer shall recognise the portion of
surplus or deficit attributable to any net assets/equity component of a discretionary participation
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feature as an allocation of surplus or deficit, not as expense or revenue (see PBE IPSAS 1
Presentation of Financial Reports).

45.7 PBE IPSAS 40, issued in [date], amended paragraphs 4, 17, 31 and its related heading, 33, 34,
C13.1.1 and its related heading, C13.1.3, C17.5.4, D2.2, D13.3.1 and its related heading and D13.3.3.
An entity shall apply those amendments when it applies PBE IPSAS 40.

In Appendix C, paragraphs C13.1.1 and its related heading, C13.1.3 and C17.5.4 are amended. New text is
underlined and deleted text is struck through.

Life Insurance Contracts Acquired in a PBE Business Combination or Portfolio
Transfer

C13.1.1 To comply with PBE IPSAS 40 HFRS-3 PBE Business Combinations, an insurer shall, at the acquisition
date, measure at fair value the insurance liabilities assumed and insurance assets acquired in a business
combination. However, an insurer is permitted, but not required, to use an expanded presentation that
splits the fair value of acquired insurance contracts into two components:

C13.1.3 The intangible assets described in paragraphs C13.1.1 and C13.1.2 are excluded from the scope of
PBE IPSAS 26 Impairment of Cash-Generating Assets and from the scope of PBE IPSAS 31 Intangible
Assets in respect of recognition and measurement. PBE IPSAS 26 and PBE IPSAS 31 apply to customer
lists and customer relationships reflecting the expectation of future contracts that are not part of the
contractual insurance rights and contractual insurance obligations that existed at the date of a PBE
business combination or portfolio transfer.

C17.5.4 Where a life insurance contract with a discretionary participation feature is issued by a foreign life
operation, the issuer of such a contract:

(c) May recognise all premiums received as revenue without separating any portion that relates to the
net assets/equity component. The resulting changes in the guaranteed element and in the portion
of the discretionary participation feature classified as a liability shall be recognised in surplus or
deficit. If part of the entire discretionary participation feature is classified directly in net
assets/equity, a portion of surplus or deficit may be attributable to that feature (in the same way
that a portion may be attributable to non-controlling minerity interests). The issuer shall recognise
the portion of surplus or deficit attributable to any net assets/equity component of a discretionary
participation feature as an allocation of surplus or deficit, not as expense or revenue (see
PBE IPSAS 1 Presentation of Financial Reports);

In Appendix D, paragraphs D2.2, D13.3.1 and its related heading and D13.3.3 are amended. New text is
underlined and deleted text is struck through.

D2.2 This Appendix does not apply to:

(d) Contingent consideration payable or receivable in a PBE business combination (see
PBE IPSAS 40 H=RS-3 PBE Business Combinations);

Portfolio Transfers and PBE Businress Combinations

D13.3.1 To comply with PBE IPSAS 40 1FRS-3, an insurer shall, at the acquisition date, measure at fair value the
insurance liabilities assumed and insurance assets acquired in a PBE business combination. However,
an insurer is permitted, but not required, to use an expanded presentation that splits the fair value of
acquired insurance contracts into two components:
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D13.3.3 The intangible assets described in paragraphs D13.3.1 and D13.3.2 are excluded from the scope of
PBE IPSAS 26 and PBE IPSAS 31 in respect of recognition and measurement. PBE IPSAS 26 and
PBE IPSAS 31 apply to customer lists and customer relationships reflecting the expectation of future
contracts that are not part of the contractual insurance rights and contractual insurance obligations that
existed at the date of a PBE business combination or portfolio transfer.

PBE IFRS 5 Non-current Assets Held for Sale and Discontinued
Operations

Paragraphs 5B.1 and 16 are amended and paragraph 44.8 is added. New text is underlined and deleted text is
struck through.

5B.1 The following terms are used in this Standard with the meanings specified:

A disposal group is a group of assets to be disposed of, by sale or otherwise, together as a group in a
single transaction, and liabilities directly associated with those assets that will be transferred in the
transaction. The group includes goodwill acquired in a PBE business combination if the group is a
cash-generating unit to which goodwill has been allocated or if it is an operation within such a cash-
generating unit.

16. If a newly acquired asset (or disposal group) meets the criteria to be classified as held for sale (see
paragraph 11), applying paragraph 15 will result in the asset (or disposal group) being measured on initial
recognition at the lower of its carrying amount had it not been so classified (for example, cost) and fair
value less costs to sell. Hence, if the asset (or disposal group) is acquired as part of a PBE business
combination, it shall be measured at fair value less costs to sell.

Note for the Board

We do not propose any amendments to paragraph 16, other than the change in reference. We also propose
no amendments to paragraph 11 (shown below).

11. When an entity acquires a non-current asset (or disposal group) exclusively with a view to its subsequent
disposal, it shall classify the non-current asset (or disposal group) as held for sale at the acquisition date only
if the one-year requirement in paragraph 8 is met (except as permitted by paragraph 9) and it is highly probable
that any other criteria in paragraphs 7 and 8 that are not met at that date will be met within a short period
following the acquisition (usually within three months).

44.8 PBE IPSAS 40 PBE Combinations. issued in [date], amended paragraphs 5B.1 and 16. An entity shall
apply those amendments when it applies PBE IPSAS 40.

PBE IFRS 9 Financial Instruments
(if an entity has early adopted PBE IFRS 9)

Paragraphs 2.1, 4.2.1 and 5.7.5 are amended and paragraph 7.1.6 is added. New text is underlined and deleted
text is struck through.

2.1  This Standard shall be applied by all entities to all types of financial instruments except:

(f any forward contract between an acquirer and a seller to buy or sell an acquired operation
acquiree that will result in an PBE entity combination within the scope of PBE IPSAS 40
1FRS3 PBE Business Combinations at a future acquisition date. The term of the forward
contract should not exceed a reasonable period normally necessary to obtain any required
approvals and to complete the transaction.
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4.2.1 An entity shall classify all financial liabilities as subsequently measured at amortised cost, except
for:

(e)  contingent consideration recognised by an acquirer in a PBE business combination to which
PBE IPSAS 40 FRS-3 applies. Such contingent consideration shall subsequently be measured
at fair value with changes recognised in surplus or deficit.

5.7.5 At initial recognition, an entity may make an irrevocable election to present in other comprehensive
revenue and expense subsequent changes in the fair value of an investment in an equity instrument
within the scope of this Standard that is neither held for trading nor contingent consideration
recognised by an acquirer in a PBE business combination to which PBE IPSAS 40 HFRS-3 applies.
(See paragraph B5.7.3 for guidance on foreign exchange gains or losses.)

7.1.6 PBE IPSAS 40 PBE Combinations, issued in [date], amended paragraphs 2.1, 4.2.1, 5.7.5, B4.3.12 and
B6.3.1. An entity shall apply those amendments when it applies PBE IPSAS 40.

In Appendix B, paragraphs B4.3.12 and B6.3.1 are amended. New text is underlined and deleted text is struck
through.

B4.3.12 Paragraph B4.3.11 does not apply to embedded derivatives in contracts acquired in:

(@) a PBE business combination (as defined in PBE IPSAS 40 H=RS-3 PBE Business Combinations);
or

(b) [Deleted by NZASB] a inati
paragraphs B1-B4-of PBEIFRS 301

(c)  the formation of a joint venture as defined in PBE IPSAS 37 Joint Arrangements®

or their possible reassessment at the date of acquisition.®

8 Footnote 8 is not shown.

®  PBE IPSAS 40 ¥FRS-3 addresses the acquisition of contracts with embedded derivatives in a PBE business combination.

B6.3.1 A firm commitment to acquire a business in a PBE business combination cannot be a hedged item, except
for foreign currency risk, because the other risks being hedged cannot be specifically identified and
measured. Those other risks are general business risks.

PBE IAS 12 Income Taxes

The objective, paragraphs 15, 18, 19 and its related heading, 21, 21A, 21B, 22, 24, 26, 32A, 37, 51D, 58, 66 and
its related heading, 67, 68, 68C and 81 are amended. Paragraph 98.8 is added. New text is underlined and
deleted text is struck through.

Objective

This Standard requires an entity to account for the tax consequences of transactions and other events in the same
way that it accounts for the transactions and other events themselves. Thus, for transactions and other events
recognised in surplus or deficit, any related tax effects are also recognised in surplus or deficit. For transactions
and other events recognised outside surplus or deficit (either in other comprehensive revenue and expense or
directly in net assets/equity), any related tax effects are also recognised outside surplus or deficit (either in other
comprehensive revenue and expense or directly in net assets/equity, respectively). Similarly, the recognition of
deferred tax assets and liabilities in a PBE business combination affects the amount of goodwill arising in that
PBE business combination or the amount of the bargain purchase gain recognised.
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A deferred tax liability shall be recognised for all taxable temporary differences, except to the extent
that the deferred tax liability arises from:

(@  The initial recognition of goodwill; or
(b)  The initial recognition of an asset or liability in a transaction which:
M Is not a PBE business combination; and

Temporary differences also arise when:

(@  The identifiable assets acquired and liabilities assumed in a PBE business combination are
recognised at their fair values in accordance with PBE IPSAS 40 HFRS3 PBE Business
Combinations, but no equivalent adjustment is made for tax purposes (see paragraph 19);

(b)  Assets are revalued and no equivalent adjustment is made for tax purposes (see paragraph 20);

(c)  Goodwill arises in a PBE business combination (see paragraph 21);

PBE Business Combinations

19.

21.

21A.

21B.

With limited exceptions, the identifiable assets acquired and liabilities assumed in a PBE business
combination are recognised at their fair values at the acquisition date. Temporary differences arise when the
tax bases of the identifiable assets acquired and liabilities assumed are not affected by the PBE business
combination or are affected differently. For example, when the carrying amount of an asset is increased to
fair value but the tax base of the asset remains at cost to the previous owner, a taxable temporary difference
arises which results in a deferred tax liability. The resulting deferred tax liability affects goodwill (see
paragraph 66).

Goodwill arising in a PBE business combination is measured as the excess of (a) over (b) below:
(@  The aggregate of:

0] The consideration transferred measured in accordance with PBE IPSAS 40 {FRS-3, which
generally requires acquisition-date fair value;

(i)  The amount of any non-controlling minerity interest in the acquired operation acguiree
recognised in accordance with PBE IPSAS 40 {FRS-3; and

(iii)  In a PBE business combination achieved in stages, the acquisition-date fair value of the
acquirer’s previously held equity interest in the acquired operation acguiree.

(b)  The net of the acquisition-date amounts of the identifiable assets acquired and liabilities assumed
measured in accordance with PBE IPSAS 40 FRS-3.

Subsequent reductions in a deferred tax liability that is unrecognised because it arises from the initial
recognition of goodwill are also regarded as arising from the initial recognition of goodwill and are
therefore not recognised under paragraph 15(a). For example, if in a PBE business combination an entity
recognises goodwill of CU100 that has a tax base of nil, paragraph 15(a) prohibits the entity from
recognising the resulting deferred tax liability. If the entity subsequently recognises an impairment loss
of CU20 for that goodwill, the amount of the taxable temporary difference relating to the goodwill is
reduced from CU100 to CU80, with a resulting decrease in the value of the unrecognised deferred tax
liability. That decrease in the value of the unrecognised deferred tax liability is also regarded as relating
to the initial recognition of the goodwill and is therefore prohibited from being recognised under
paragraph 15(a).

Deferred tax liabilities for taxable temporary differences relating to goodwill are, however, recognised
to the extent they do not arise from the initial recognition of goodwill. For example, if in a PBE business
combination an entity recognises goodwill of CU100 that is deductible for tax purposes at a rate of
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22.

24.

26.

32A.

37.
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20 per cent per year starting in the year of acquisition, the tax base of the goodwill is CU100 on initial
recognition and CU80 at the end of the year of acquisition. If the carrying amount of goodwill at the
end of the year of acquisition remains unchanged at CU100, a taxable temporary difference of CU20
arises at the end of that year. Because that taxable temporary difference does not relate to the initial
recognition of the goodwill, the resulting deferred tax liability is recognised.

A temporary difference may arise on initial recognition of an asset or liability, for example if part or all of
the cost of an asset will not be deductible for tax purposes. The method of accounting for such a temporary
difference depends on the nature of the transaction that led to the initial recognition of the asset or liability:

@ In a PBE business combination, an entity recognises any deferred tax liability or asset and this
affects the amount of goodwill or bargain purchase gain it recognises (see paragraph 19);

(b)  If the transaction affects either accounting profit or taxable profit, an entity recognises any deferred
tax liability or asset and recognises the resulting deferred tax expense or income in surplus or deficit
(see paragraph 59);

(© If the transaction is not a PBE business combination, and affects neither accounting profit nor
taxable profit, an entity would, in the absence of the exemption provided by paragraphs 15 and
24, recognise the resulting deferred tax liability or asset and adjust the carrying amount of the
asset or liability by the same amount. Such adjustments would make the financial statements less
transparent. Therefore, this Standard does not permit an entity to recognise the resulting deferred
tax liability or asset, either on initial recognition or subsequently. Furthermore, an entity does
not recognise subsequent changes in the unrecognised deferred tax liability or asset as the asset
is depreciated.

A deferred tax asset shall be recognised for all deductible temporary differences to the extent that it
is probable that taxable profit will be available against which the deductible temporary difference
can be utilised, unless the deferred tax asset arises from the initial recognition of an asset or liability
in a transaction that:

@ Is not a PBE business combination; and

The following are examples of deductible temporary differences that result in deferred tax assets:

(c)  With limited exceptions, an entity recognises the identifiable assets acquired and liabilities assumed
in a PBE business combination at their fair values at the acquisition date. When a liability assumed
is recognised at the acquisition date but the related costs are not deducted in determining taxable
profits until a later period, a deductible temporary difference arises which results in a deferred tax
asset. A deferred tax asset also arises when the fair value of an identifiable asset acquired is less
than its tax base. In both cases, the resulting deferred tax asset affects goodwill (see paragraph 66);
and

If the carrying amount of goodwill arising in a PBE business combination is less than its tax base, the
difference gives rise to a deferred tax asset. The deferred tax asset arising from the initial recognition of
goodwill shall be recognised as part of the accounting for a PBE business combination to the extent that it
is probable that taxable profit will be available against which the deductible temporary difference could be
utilised.

At the end of each reporting period, an entity reassesses unrecognised deferred tax assets. The entity
recognises a previously unrecognised deferred tax asset to the extent that it has become probable that future
taxable profit will allow the deferred tax asset to be recovered. For example, an improvement in trading
conditions may make it more probable that the entity will be able to generate sufficient taxable profit in
the future for the deferred tax asset to meet the recognition criteria set out in paragraphs 24 or 34. Another
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example is when an entity reassesses deferred tax assets at the date of a PBE business combination or
subsequently (see paragraphs 67 and 68).

The rebuttable presumption in paragraph 51C also applies when a deferred tax liability or a deferred tax
asset arises from measuring investment property in a PBE business combination if the entity will use the
fair value model when subsequently measuring that investment property.

Current and deferred tax shall be recognised as revenue or an expense and included in the surplus
or deficit for the period, except to the extent that the tax arises from:

(b) A PBE business combination (other than the acquisition by an investment entity, as defined
in PBE IPSAS 35 Consolidated Financial Statements, of a controlled entity that is required to
be measured at fair value through surplus or deficit) (see paragraphs 66 to 68).

Deferred Tax Arising from a PBE Business Combination

66.

67.

68.

68C.

As explained in paragraphs 19 and 26(c), temporary differences may arise in a PBE busiiess combination.
In accordance with PBE IPSAS 40 HFRS-3, an entity recognises any resulting deferred tax assets (to the
extent that they meet the recognition criteria in paragraph 24) or deferred tax liabilities as identifiable assets
and liabilities at the acquisition date. Consequently, those deferred tax assets and deferred tax liabilities
affect the amount of goodwill or the bargain purchase gain the entity recognises. However, in accordance
with paragraph 15(a), an entity does not recognise deferred tax liabilities arising from the initial recognition
of goodwill.

As aresult of a PBE business combination, the probability of realising a pre-acquisition deferred tax asset
of the acquirer could change. An acquirer may consider it probable that it will recover its own deferred
tax asset that was not recognised before the PBE business combination. For example, the acquirer may be
able to utilise the benefit of its unused tax losses against the future taxable profit of the acquired operation
acguiree. Alternatively, as a result of the PBE busiress combination it might no longer be probable that
future taxable profit will allow the deferred tax asset to be recovered. In such cases, the acquirer recognises
a change in the deferred tax asset in the period of the PBE business combination, but does not include it as
part of the accounting for the PBE business combination. Therefore, the acquirer does not take it into
account in measuring the goodwill or bargain purchase gain it recognises in the PBE busiress combination.

The potential benefit of the acquired operation’s acguiree’s income tax loss carryforwards or other deferred
tax assets might not satisfy the criteria for separate recognition when a PBE busiress combination is
initially accounted for but might be realised subsequently. An entity shall recognise acquired deferred tax
benefits that it realises after the PBE business combination as follows:

As noted in paragraph 68A, the amount of the tax deduction (or estimated future tax deduction, measured
in accordance with paragraph 68B) may differ from the related cumulative remuneration expense.
Paragraph 58 of the Standard requires that current and deferred tax should be recognised as income or an
expense and included in surplus or deficit for the period, except to the extent that the tax arises from (a) a
transaction or event that is recognised, in the same or a different period, outside surplus or deficit, or (b) a
PBE business combination (other than the acquisition by an investment entity of a controlled entity that is
required to be measured at fair value through surplus or deficit). 1f the amount of the tax deduction (or
estimated future tax deduction) exceeds the amount of the related cumulative remuneration expense, this
indicates that the tax deduction relates not only to remuneration expense but also to an equity item. In this
situation, the excess of the associated current or deferred tax should be recognised directly in net assets/equity.
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81.  The following shall also be disclosed separately:

*@) If a PBE business combination in which the entity is the acquirer causes a change in the
amount recognised for its pre-acquisition deferred tax asset (see paragraph 67), the amount
of that change; and

*(k) If the deferred tax benefits acquired in a PBE business combination are not recognised at the
acquisition date but are recognised after the acquisition date (see paragraph 68), a description
of the event or change in circumstances that caused the deferred tax benefits to be recognised.

98.8 PBE IPSAS 40, issued in [date], amended paragraphs 15, 18, 19 and its related heading, 21, 21A,
21B, 22, 24,26, 32A, 37, 51D, 58, 66 and its related heading, 67, 68, 68C and 81. An entity shall apply
those amendments when it applies PBE IPSAS 40.

PBE IAS 34 Interim Financial Reporting

Paragraph 16A is amended and paragraph 49.11 is added. New text is underlined and deleted text is struck
through.

16A. In addition to disclosing significant events and transactions in accordance with paragraphs 15-15C,
an entity shall include the following information, in the notes to its interim financial statements or
elsewhere in the interim financial report. The following disclosures shall be given either in the
interim financial statements or incorporated by cross-reference from the interim financial
statements to some other statement (such as management commentary or risk report) that is
available to users of the financial statements on the same terms as the interim financial statements
and at the same time. If users of the financial statements do not have access to the information
incorporated by cross-reference on the same terms and at the same time, the interim financial report
is incomplete. The information shall normally be reported on a financial year-to-date basis.

(i) The effect of changes in the composition of the entity during the interim period, including
PBE business combinations, obtaining or losing control of controlled entities and long-term
investments, restructurings, and discontinued operations. In the case of PBE business
combinations, the entity shall disclose the information required by PBE IPSAS 40 +FRS-3
PBE Business Combinations.

49.11 PBE IPSAS 40, issued in [date], amended paragraph 16A. An entity shall apply that amendment
when it applies PBE IPSAS 40.

PBE FRS 46 First-time Adoption of PBE Standards by Entities Previously
Applying NZ IFRS

Paragraph 10 is amended. Paragraph 29.1 and its related heading and paragraph 43.3 are added. New text is
underlined.

10.  Except where otherwise required by PBE Standards, and subject to the provisions in paragraph 13,
paragraph 17 and paragraphs 22-29.1 of this Standard, an entity that previously presented general
purpose financial statements in accordance with NZ IFRS shall apply the same recognition and
measurement policies for those transactions and events in its first set of financial statements under
PBE Standards.
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PBE IPSAS 40 PBE Combinations

29.1 An entity shall not apply PBE IPSAS 40 to any PBE combinations for which the amalgamation date
or acquisition date is before the date of transition to PBE Standards. An entity is not required to
restate PBE combinations that occurred before the date of transition to PBE Standards.

43.3  PBE IPSAS 40, issued in [date], amended paragraph 10 and added paragraph 29.1 and its related
heading. An entity shall apply those amendments when it applies PBE IPSAS 40.

In the Basis for Conclusions, paragraph BC7.1 is added. New text is underlined

BC7.1 In [date] the NZASB issued PBE IPSAS 40 PBE Combinations which superseded PBE IFRS 3 Business
Combinations). The NZASB decided to amend PBE FRS 46 to make it clear that first-time adopters are
not permitted to apply PBE IPSAS 40 to any previous PBE combinations that occurred before the date of
transition to PBE Standards and to not to restate PBE combinations that occurred before the date of
transition to PBE Standards.

PBE FRS 47 First-time Adoption of PBE Standards by Entities Other
Than Those Previously Applying NZ IFRS

| Paragraph 42.8 is added. New text is underlined.

42.8 PBE IPSAS 40, issued in [date], amended paragraphs Al, the title of Appendix B and the sentence
following the title, B1, B2-B5, C13, C14, and added paragraph A7 and its related heading, the
heading before paragraph B2, and paragraphs B6-B9 and their related heading. An entity shall
apply those amendments when it applies PBE IPSAS 40.

In Appendix A, paragraph Al is amended. Paragraph A7 and its related heading are added. New text is
underlined and deleted text is struck through.

Al.  Anentity shall apply the following exceptions:
(@)  Derecognition of financial assets and financial liabilities (paragraphs A2 and A3); and
(b)  Hedge accounting (paragraphs A4—A6); and-
(c)  Non-controlling interests (paragraph A7).

Non-controlling Interests

A7. A first-time adopter shall apply the following requirements of PBE IPSAS 35 prospectively from the date
of transition to PBE Standards:

(a) The requirement in paragraph 49 that total comprehensive revenue and expense is attributed to the
owners of the controlling entity and to the non-controlling interests even if this results in the non-
controlling interests having a deficit balance;

(b) The requirements in paragraphs 48 and 51 for accounting for changes in the controlling entity’s
ownership interest in a controlled entity that do not result in a loss of control; and

(c) The requirements in paragraphs 53-55 for accounting for a loss of control over a controlled entity,
and the related requirements of paragraph 8A of PBE IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations.

However, if a first-time adopter elects to apply PBE IPSAS 40 PBE Combinations retrospectively to past
PBE combinations, it also shall apply PBE IPSAS 35 in accordance with paragraph B1 of this Standard.
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In Appendix B, the title of the appendix and the sentence following the title, paragraph B1, and paragraphs B2—

B5 are amended. The heading before paragraph B2 and paragraphs B6—B9 and their related heading are

added. New text is underlined and deleted text is struck through.

Exemptions for PBE Busiress Combinations

This Appendix is an integral part of PBE FRS 47. An entity shall apply the following requirements to PBE business
combinations that the entity recognised before the date of transition to PBE Standards.

B1.

A first-time adopter may elect not to apply PBE IPSAS 40 H~RS-3 PBE Business Combinations
retrospectively to past PBE business combinations (PBE business combinations that occurred before the
date of transition to PBE Standards). However, if a first-time adopter restates any PBE business
combination to comply with PBE IPSAS 40 H=RS-3, it shall restate all later PBE business combinations
and shall also apply PBE IPSAS 35 Consolidated Financial Statements from that same date. For example,
if a first-time adopter elects to restate a PBE business combination that occurred on 30 June 20X86, it shall
restate all PBE business combinations that occurred between 30 June 20X6 and the date of transition to
PBE Standards, and it shall also apply PBE IPSAS 35 from 30 June 20X6.

Acquisitions

B2.

B3.

B4.

An entity need not apply PBE IPSAS 4 The Effects of Changes in Foreign Exchange Rates retrospectively
to fair value adjustments and goodwill arising in PBE busiaess combinations that occurred before the date
of transition to PBE Standards. If the entity does not apply PBE IPSAS 4 retrospectively to those fair value
adjustments and goodwill, it shall treat them as assets and liabilities of the entity rather than as assets and
liabilities of the acquired operation acguiree. Therefore, those goodwill and fair value adjustments either
are already expressed in the entity’s functional currency or are non-monetary foreign currency items, which
are reported using the exchange rate applied in accordance with previous GAAP.

An entity may apply PBE IPSAS 4 retrospectively to fair value adjustments and goodwill arising in either:
(@  All PBE business combinations that occurred before the date of transition to PBE Standards; or

(b)  All PBE business combinations that the entity elects to restate to comply with PBE IPSAS 40
HERS-3, as permitted by paragraph B1 above.

If a first-time adopter does not apply PBE IPSAS 40 FRS-3 retrospectively to a past acquisition busiaess
combination, this has the following consequences for that PBE business combination:

(@  The first-time adopter shall retain keep the same classification (as an acquisition by the legal

acquirer, or a reverse acquisition by the legal acquired operation acguiree—or-a-uniting-of-interests)

as in its previous GAAP financial statements.

(b) At the date of transition to PBE Standards tFhe first-time adopter shall recognise all is assets and
liabilities at-the-date-of transitionto-PBE-Standards that it were acquired or assumed in a past PBE
business combination, other than:

0] Some financial assets and financial liabilities derecognised in accordance with previous
GAAP (see paragraph A2); and

(if)  Assets, including goodwill, and liabilities that were not recognised in the acquirer’s
consolidated statement of financial position in accordance with previous GAAP and which
alse would not qualify for recognition in accordance with PBE Standards in the separate
statement of financial position of the acquired operation acquiree (see (f)—(i) below).

The first-time adopter shall recognise any resulting change by adjusting accumulated
comprehensive revenue and expense (or, if appropriate, another category of net assets/equity),
unless the change results from the recognition of an intangible asset that was previously subsumed
within goodwill (see (g)(i) below).

(c)  The first-time adopter shall exclude from its opening statement of financial position under
PBE Standards any item recognised in accordance with previous GAAP that does not qualify for
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recognition as an asset or liability under PBE Standards. The first-time adopter shall account for the
resulting change as follows:

M The first-time adopter may have classified a past PBE business combination as an acquisition
and recognised as an intangible asset an item that does not qualify for recognition as an asset
in accordance with PBE IPSAS 31 Intangible Assets. It shall reclassify that item (and, if any,
the related deferred tax and non-controlling interests) as part of goodwill (unless it deducted
goodwill directly from net assets/equity in accordance with previous GAAP, see (g)(i) and
(ii) below).

(i)  The first-time adopter shall recognise all other resulting changes in accumulated
comprehensive revenue and expense.”

*

Such changes include reclassifications from or to intangible assets if goodwill was not recognised in accordance
with previous GAAP as an asset. This arises if, in accordance with previous GAAP, the entity (a) deducted
goodwill directly from net assets/equity or (b) did not treat the PBE business combination as an acquisition.

(d)  PBE Standards require subsequent measurement of some assets and liabilities on a basis that is not
based on original cost, such as fair value. The first-time adopter shall measure these such assets and
liabilities en-that-basis in its opening statement of financial position on the basis required by under
PBE Standards, even if they were acquired or assumed in a past PBE busiress combination. It shall
recognise any resulting change in the carrying amount by adjusting accumulated comprehensive
revenue and expense (or, if appropriate, another category of net assets/equity), rather than goodwill.

(e) Immediately after the PBE business combination, the carrying amount in accordance with previous
GAAP of assets acquired and liabilities assumed in that PBE business combination shall be their
deemed cost in accordance with PBE Standards at that date. If PBE Standards require a cost-based
measurement of those assets and liabilities at a later date, that deemed cost shall be the basis for
cost-based depreciation or amortisation from the date of the PBE busiress combination.

()] If an asset acquired, or liability assumed, in a past PBE busiress combination was not recognised in
accordance with previous GAAP, it does not have a deemed cost of zero in the opening statement of
financial position under PBE Standards. Instead, the acquirer shall recognise and measure it in its
consolidated statement of financial position on the basis that PBE Standards would require in the
statement of financial position of the acquired operation acguiree. To illustrate: if the acquirer had
not, in accordance with its previous GAAP, capitalised finance leases acquired in a past PBE business
combination, it shall capitalise those leases in its consolidated financial statements, as PBE IPSAS 13
Leases would require the acquiree to do in its statement of financial position under PBE Standards.
Similarly, if the acquirer had not, in accordance with its previous GAAP, recognised a contingent
liability that still exists at the date of transition to PBE Standards, the acquirer shall recognise that
contingent liability at that date unless PBE IPSAS 19 Provisions, Contingent Liabilities and
Contingent Assets would prohibit its recognition in the financial statements of the acquired operation
acguiree. Conversely, if an asset or liability was subsumed in goodwill in accordance with previous
GAAP but would have been recognised separately under PBE IPSAS 40 HFRS-3, that asset or liability
remains in goodwill unless PBE Standards would require its recognition in the financial statements of
the acquired operation acgutiree.

(h)  No other adjustments shall be made to the carrying amount of goodwill at the date of transition to
PBE Standards. For example, the first-time adopter shall not restate the carrying amount of
goodwill:

(i) To exclude in-process research and development acquired in that PBE business combination
(unless the related intangible asset would qualify for recognition in accordance with
PBE IPSAS 31 in the statement of financial position of the acquired operation acguiree);

(i)  To adjust previous amortisation of goodwill; or

(ili)  To reverse adjustments to goodwill that PBE IPSAS 40 FRS-3 would not permit, but were
made in accordance with previous GAAP because of adjustments to assets and liabilities
between the date of the PBE business combination and the date of transition to PBE
Standards.
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() In accordance with its previous GAAP, the first-time adopter may not have consolidated a
controlled entity acquired in a past PBE business combination (for example, because the controlling
entity did not regard it as a controlled entity in accordance with previous GAAP or did not prepare
consolidated financial statements). The first-time adopter shall adjust the carrying amounts of the
controlled entity’s assets and liabilities to the amounts that PBE Standards would require in the
controlled entity’s statement of financial position. The deemed cost of goodwill equals the
difference at the date of transition to PBE Standards between:

B5. The exemption for past PBE business combinations also applies to past acquisitions of investments in
associates and of interests in joint ventures and interests in joint operations in which the activity of the joint
operation constitutes an operation as defined in PBE IPSAS 40. Furthermore, the date selected for
paragraph B1 applies equally for all such acquisitions.

Amalgamations

B6. An entity need not apply PBE IPSAS 4 retrospectively to fair value adjustments and goodwill arising in
PBE combinations that occurred before the date of transition to PBE Standards. If the entity does not apply
PBE IPSAS 4 retrospectively to those fair value adjustments and goodwill, it shall treat them as assets and
liabilities of the entity rather than as assets and liabilities of the combining operations. Therefore, those
goodwill and fair value adjustments either are already expressed in the entity’s functional currency or are
non-monetary foreign currency items, which are reported using the exchange rate applied in accordance
with previous GAAP.

B7.  An entity may apply PBE IPSAS 4 retrospectively to fair value adjustments and goodwill arising in either:

(a) All PBE combinations that occurred before the date of transition to PBE Standards; or

(b)  All PBE combinations that the entity elects to restate to comply with PBE IPSAS 40, as permitted
by paragraph B1 above.

B8. If a first-time adopter does not apply PBE IPSAS 40 retrospectively to a past amalgamation, this has the
following consequences for that PBE combination:

(a) The first-time adopter shall retain the classification of the combination (that is, as an amalgamation
or an acquisition) in its previous GAAP financial statements.

(b) At the date of transition to PBE Standards the first-time adopter shall recognise all the assets and
liabilities that it received and assumed in a past amalgamation, other than:

(i) Some financial assets and financial liabilities derecognised in accordance with previous
GAAP (see paragraph A2); and

(i) Assets, including goodwill, and liabilities that were not recognised in the resulting entity’s
statement of financial position in accordance with previous GAAP and which would not
qualify for recognition in accordance with PBE Standards in the separate statement of
financial position of the combining operations (see (f)—(i) below).

The first-time adopter shall recognise any resulting change by adjusting accumulated
comprehensive revenue and expense (or, if appropriate, another category of net assets/equity),
unless the change results from the recognition of an intangible asset that was previously subsumed
within goodwill (see (g)(i) below).

(c) The first-time adopter shall exclude from its opening statement of financial position under
PBE Standards any item recognised in accordance with previous GAAP that does not qualify for
recognition as an asset or liability under PBE Standards. The first-time adopter shall account for the
resulting change as follows:

(i) The first-time adopter may have classified a past PBE combination as an acquisition and
recognised as an intangible asset an item that does not qualify for recognition as an asset in
accordance with PBE IPSAS 31. It shall reclassify that item (and, if any, the related deferred
tax and non-controlling interests) as part of goodwill (unless it deducted goodwill directly
from net assets/equity in accordance with previous GAAP, see (g)(i) and (g)(ii) below).
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(ii)  The first-time adopter shall recognise all other resulting changes in accumulated
comprehensive revenue and expense.”

*

Such changes include reclassifications from or to intangible assets if goodwill was not recognised in accordance
with previous GAAP as an asset. This arises if, in accordance with previous GAAP, the entity deducted
goodwill directly from net assets/equity.

(d) PBE Standards require subsequent measurement of some assets and liabilities on a basis that is not
based on original cost, such as fair value. The first-time adopter shall measure such assets and
liabilities in its opening statement of financial position on the basis required by PBE Standards,
even if they were received or assumed in a past amalgamation. It shall recognise any resulting
change in the carrying amount by adjusting accumulated comprehensive revenue and expense (or,
if appropriate, another category of net assets/equity).

(e) Immediately after the amalgamation, the carrying amount in accordance with previous GAAP of
assets received and liabilities assumed in that PBE combination shall be their deemed cost in
accordance with PBE Standards at that date. If PBE Standards require a cost-based measurement of
those assets and liabilities at a later date, that deemed cost shall be the basis for cost-based
depreciation or amortisation from the date of the PBE combination.

(f If an asset received, or liability assumed, in a past amalgamation was not recognised in accordance
with previous GAAP, it does not have a deemed cost of zero in the opening statement of financial
position under PBE Standards. Instead, the resulting entity shall recognise and measure it in its
statement of financial position on the basis that PBE Standards would require in the statement of
financial position of the combining operation. To illustrate: if the resulting entity had not, in
accordance with its previous GAAP, capitalised finance leases assumed in a past amalgamation, it
shall capitalise those leases in its first set of financial statements under PBE Standards, as
PBE IPSAS 13 would require the combining operation to do in its statement of financial position
under PBE Standards. Similarly, if the resulting entity had not, in accordance with its previous
GAAP, recognised a contingent liability that still exists at the date of transition to PBE Standards,
the resulting entity shall recognise that contingent liability at that date unless PBE IPSAS 19 would
prohibit its recognition in the financial statements of the combining operations. Conversely, if an
asset or liability was subsumed in goodwill in accordance with previous GAAP but would have
been recognised separately under PBE IPSAS 40, that asset or liability remains in goodwill unless
PBE Standards would require its recognition in the financial statements of the resulting entity.

(q) The carrying amount of goodwill in the opening statement of financial position under
PBE Standards shall be its carrying amount in accordance with previous GAAP at the date of
transition to PBE Standards, after the following two adjustments:

(i) If required by (c)(i) above, the first-time adopter shall increase the carrying amount of
goodwill when it reclassifies an item that it recognised as an intangible asset in accordance
with previous GAAP. Similarly, if (f) above requires the first-time adopter to recognise an
intangible asset that was subsumed in recognised goodwill in accordance with previous
GAAP, the first-time adopter shall decrease the carrying amount of goodwill accordingly
(and, if applicable, adjust deferred tax and non-controlling interests).

(i) Regardless of whether there is any indication that the goodwill may be impaired, the first-
time adopter shall apply PBE IPSAS 26 in testing the goodwill for impairment at the date of
transition to PBE Standards and in recognising any resulting impairment loss in accumulated
comprehensive revenue and expense. The impairment test shall be based on conditions at
the date of transition to PBE Standards.

(h) No other adjustments shall be made to the carrying amount of goodwill at the date of transition to
PBE Standards. For example, the first-time adopter shall not restate the carrying amount of

goodwill:
(i) To exclude in-process research and development assumed in that PBE combination (unless

the related intangible asset would qualify for recognition in accordance with PBE IPSAS 31
in the statement of financial position of the resulting entity);

(ii) To adjust previous amortisation of goodwill; or
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(iii)  To reverse adjustments to goodwill that PBE IPSAS 40 would not permit, but were made in
accordance with previous GAAP because of adjustments to assets and liabilities between the
date of the amalgamation and the date of transition to PBE Standards.

(i) If the first-time adopter recognised goodwill in accordance with previous GAAP as a deduction

from net assets/equity it shall not recognise that goodwill in its opening statement of financial
position under PBE Standards.

()] In accordance with its previous GAAP, the first-time adopter may not have recognised the assets

received and liabilities assumed in a previous amalgamation. The first-time adopter shall adjust the
carrying amounts of the resulting entity’s assets and liabilities to the amounts that PBE Standards
would require in the resulting entity’s statement of financial position. The adjustments shall be
recognised by adjusting the accumulated comprehensive revenue or expense (or, if appropriate,
another category of net assets/equity).

(k) The measurement of non-controlling interests and deferred tax follows from the measurement of

other assets and liabilities. Therefore, the above adjustments to recognised assets and liabilities
affect non-controlling interests and deferred tax.

The exemption for past PBE combinations also applies to past amalgamations of investments in associates

and of interests in joint ventures and interests in joint operations in which the activity of the joint operation
constitutes an operation as defined in PBE IPSAS 40. Furthermore, the date selected for paragraph B1
applies equally for all such amalgamations.

In Appendix C, paragraphs C13—C14 are amended. New text is underlined and deleted text is struck through.

C13.

C14.

If a controlled entity becomes a first-time adopter later than its controlling entity, the controlled entity
shall, in its financial statements, measure its assets and liabilities at either:

(@  The carrying amounts that would be included in the controlling entity’s consolidated financial
statements, based on the controlling entity’s date of transition to PBE Standards, if no adjustments
were made for consolidation procedures and for the effects of the PBE business combination in
which the controlling entity acquired the controlled entity (this election is not available to a
controlled entity of an investment entity, as defined in PBE IPSAS 35, that is required to be
measured at fair value through surplus or deficit); or

However, if an entity becomes a first-time adopter later than its controlled entity (or associate or joint
venture) the entity shall, in its consolidated financial statements, measure the assets and liabilities of the
controlled entity (or associate or joint venture) at the same carrying amounts as in the financial statements
of the controlled entity (or associate or joint venture), after adjusting for consolidation and equity
accounting adjustments and for the effects of the PBE busiress combination in which the entity acquired
the controlled entity. Similarly, if a controlling entity becomes a first-time adopter for its separate financial
statements earlier or later than for its consolidated financial statements, it shall measure its assets and
liabilities at the same amounts in both financial statements, except for consolidation adjustments.
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XRB A1l Application of the Accounting Standards Framework

| Appendix C is amended. New text is underlined.

APPENDIX C

TIER 1 PBE ACCOUNTING REQUIREMENTS AND TIER 2 PBE ACCOUNTING
REQUIREMENTS TO BE APPLIED BY PUBLIC BENEFIT ENTITIES

This appendix forms an integral part of XRB Al Application of the Accounting Standards Framework.

Accounting Standards

PBE IPSAS 39 Employee Benefits
PBE IPSAS 40 PBE Combinations
PBE IFRS 3 Business Combinations (superseded on adoption of PBE IPSAS 40)
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, PBE IPSAS 40.

Introduction

BCL.

BC2.

BC3.

The New Zealand Accounting Standards Board (NZASB) has modified IPSAS 40 Public Sector
Combinations for application by Tier 1 and Tier 2 public benefit entities (PBEs). Where applicable,
disclosure concessions have been identified for Tier 2 entities and the language generalised for use by
PBEs. The NZASB considers that the requirements of IPSAS 40 are generally appropriate for application
by PBEs except for the matters discussed below.

In developing the Standard the NZASB considered:

(@  The differences between IPSAS 40 and IFRS 3 Business Combinations in respect of accounting for
acquisitions — why the IPSASB had diverged from IFRS 3 and whether those divergences would
cause any problems for New Zealand PBEs;

(b)  The distinction between amalgamations and acquisitions — whether this distinction is clear enough
and whether the proposed approach to classification would lead to sensible answers in New Zealand;
and

(c)  Whether there were any requirements which might be open to interpretation or could be clarified.

As a result of considering these matters the NZASB modified a number of the requirements in IPSAS 40.
The significant changes to the requirements of IPSAS 40 are discussed in this Basis for Conclusions. The
types of changes made by the NZASB included:

(@  Changes to the requirements in IPSAS 40;
(b)  Clarifications to the guidance in IPSAS 40;

(© Not-for-profit (NFP) enhancements to ensure that the Standard is appropriate for application by
NFP PBEs as well as public sector PBEs; and

(d)  Changes to ensure coherence within the suite of PBE Standards by acknowledging the existence of
certain PBE Standards (for example, PBE IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations) for which there is no corresponding IPSAS.

Indicators Relating to Consideration

BC4.

BC5.

The NZASB reflected on the types of PBE combinations that it has observed in New Zealand and the role
of consideration in those combinations. The NZASB noted that the absence of consideration is a common
feature of PBE combinations, and was of the view that the absence of consideration, in itself, does not
provide evidence that the combination is an amalgamation. The NZASB was concerned that application of
the guidance in IPSAS 40 about consideration, without any changes, could lead to some PBE combinations,
particularly some involving NFP entities, being inappropriately classified as amalgamations. For example,
the NZASB considered that a transaction involving a donated operation could be an acquisition. This led
the NZASB to modify the sections of IPSAS 40 dealing with consideration and the classification of
combinations.

Paragraph 12 of IPSAS 40 sets out indictors supporting the classification of a combination as an
amalgamation. That paragraph read as follows:

12.  The following indicators may provide evidence that the combination is an amalgamation:

(@)  Consideration is paid for reasons other than to compensate those with an entitlement to the
net assets of a transferred operation for giving up that entitlement (paragraphs AG27-AG28
provide additional guidance);

(b)  Consideration is not paid to those with an entitlement to the net assets of a transferred
operation (paragraphs AG29-AG30 provide additional guidance); or

(c)  Consideration is not paid because there is no-one (whether an individual or an entity) with
an entitlement to the net assets of a transferred entity (paragraph AG31 provides additional
guidance).
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BC6. The NZASB combined the indicators in paragraphs 12(a) and 12(b) and removed the indicator in
paragraph 12(c). The NZASB combined paragraphs 12(a) and 12(b) because of its view that, on its own,
the indicator in paragraph 12(a) is not a helpful indicator of an amalgamation. The NZASB was of the view
that, when classifying combinations, it is necessary to consider the reasons why no consideration has been
paid to compensate those with an entitlement to the net assets of a transferred operation.

BC7. Consistent with its view that the absence of consideration does not in itself provide evidence that a PBE
combination is an amalgamation, and the broader view of equity interests and owners by PBEs in New
Zealand, the NZASB removed paragraph 12(c). In the New Zealand public sector and NFP sector the
concept of equity interests is not limited to equity participants with an equity instrument, and the use of the
term owners is not limited to owners with a quantifiable ownership interest.

BC8. The changes to the indicators in paragraph 12 led to a number of other changes throughout the Standard
including:

(@  The reordering of the guidance in paragraphs AG27-AG30;
(b)  The replacement of the examples in paragraph AG30;
()  The removal of paragraph AG31 which contained guidance on paragraph 12(c);

(d)  The removal of the reference to the indicator in paragraph 12(c) in the illustrative examples
(scenario 2 variation, scenario 3 and scenario 14);

(e)  The updating of the analysis in the illustrative examples; and

()] The reclassification of scenario 6 in the illustrative examples from an amalgamation to an
acquisition.

Definitions of Equity Interests and Owners

BC9. The NZASB modified the definitions of equity interests and owners in IPSAS 40 to broadly align the
definitions with those used in PBE IFRS 3 Business Combinations. The NZASB was of the view that these
definitions should be broad enough to capture the different types of PBEs and different types of residual
interests in PBEs in New Zealand.

BC10. As a result of changing these definitions the NZASB also replaced the phrase “quantifiable ownership
interests” with “equity interests” where appropriate.

Use of the Term New Entity

BC11. The meaning of the term “new entity” in IPSAS 40 is unclear because IPSAS 40 uses the same term to
refer to both new legal entities and new economic entities (paragraphs AG17 and AG22 of IPSAS 40 as
shown below).

BC12. IPSAS 40 also uses the term “new entity” inconsistently. For example, paragraphs AG1 (as shown below)
and AG22 take the view that an amalgamation creates a new entity but there are different presentation
requirements for amalgamations in IPSAS 40 depending upon whether the amalgamation results in a new
entity or a continuing entity (paragraphs 50 and 51 of IPSAS 40 as shown below).

50.  Except where a resulting entity is not a new entity following a public sector combination, the
resulting entity’s first set of financial statements following the amalgamation shall comprise: ...

51.  Where a resulting entity is not a new entity following a public sector combination, the resulting
entity shall disclose: ...

AG1. Paragraph 5 of this Standard defines a resulting entity as “the entity that is the result of two or more
operations combining in an amalgamation.” A resulting entity is not initially a party to the public
sector combination. A resulting entity may have the legal form of a new entity, or may retain the
legal identity of one of the combining operations. However, a resulting entity usually has the
economic substance of a new entity. In a combination in which one party to the combination gains
control of one or more operations, and in which the economic substance is that of an amalgamation,
the nature of the combination is usually that the resulting entity has the substance of a new entity.

AG17.In a public sector combination in which a new entity is formed to effect the combination, that entity
may gain control of operations only where the entity exists prior to the combination taking place.
Where this new entity does not exist prior to the combination taking place, an entity considers
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whether one of the parties to the combination that existed prior to the combination taking place
gains control of operations.

AG22. The economic substance of an amalgamation is usually that a new entity is formed, irrespective of
the legal form of the resulting entity. This applies equally to a combination in which one party to
the combination gains control of one or more operations. If the economic substance of a public
sector combination is that one of the parties to the combination continues to exist, this may provide
evidence that the economic substance of the combination is that of an acquisition. In combinations
of operations under common control, the fact that the ultimate controlling entity controls the
operations both before and after the combination reduces the significance of this factor.

These inconsistencies and lack of clarity caused the NZASB to review the use of the term “new entity” and
“continuing entity”. Providing clarity is important because it affects presentation, disclosure and how to
apply the modified pooling of interests method. The NZASB thought the best way to clarify these terms
was to specify when a new reporting entity and continuing reporting entity can arise from an amalgamation.

When considering how best to provide that clarity, the NZASB noted that IPSAS 40 contains requirements
for two types of amalgamations, which could be used to differentiate between a new reporting entity and
a continuing reporting entity. These two types of amalgamations are as follows.

(@  Amalgamations in which no party to an amalgamation gains control of one or more operations as a
result of an amalgamation (see paragraph 7 of the Standard).

(b)  Amalgamations in which one party to the combination gains control of one or more operations but
the entity determines that the combination has the substance of an amalgamation rather than an
acquisition (see paragraphs 8 to 14 of the Standard).

The NZASB added guidance in paragraph 18 of the Standard to specify that in the first type of
amalgamation, the resulting entity is a new reporting entity, and in the second type of amalgamation, the
resulting entity is a continuing reporting entity.

The NZASB decided not to base the requirements in the Standard on whether or not an entity is a new legal
entity, because any new entities established as part of a PBE combination would not necessarily be separate
legal entities.

The clarification of these terms led to a number of other changes throughout the Standard including:
(@  Clarifying that the resulting entity is a new reporting entity in paragraph 50;

(b)  Clarifying that the resulting entity is a continuing reporting entity in paragraph 51; and

(c)  The removal of paragraphs AG1 and AG22.

Applying the Modified Pooling of Interests Method

BC18.

BC19.

The NZASB thought about application of the Standard to PBE combinations (in which the resulting entity
could be either a continuing reporting entity or new reporting entity) where the combining operations have
reported in accordance with different suites of standards. The NZASB thought that it was important for the
Standard to be clear about was is required if (i) one of the combining entities had previously recognised
assets and liabilities that did not meet the recognition and measurement requirements in PBE Standards;
and/or (ii) one of the combining entities had failed to recognise assets and liabilities that should be
recognised in accordance with PBE Standards. The NZASB also thought that the Standard needed to be
clear about the circumstances in which the resulting entity would be expected to go through a first-time
adoption process.

The NZASB was of the view that IPSAS 40 does not contain sufficient guidance about these issues for
New Zealand PBEs. For example, IPSAS 40 does not establish requirements about when the first-time
adoption standard would be applied; this has been left to the judgement of the reporting entity. This
guidance is particularly important in New Zealand because of our tiered Accounting Standards Framework.
The NZASB considered scenarios where the amalgamation involves combining operations that have been
reporting under the Tier 3 or Tier 4 PBE Accounting Requirements. The NZASB therefore added guidance
to address these situations (see paragraphs 20.1, AG50.1, AG50.2 of the Standard and paragraphs B6 to
B9 of PBE FRS 47 First-time Adoption of PBE Standards by Entities Other Than Those Previously
Applying NZ IFRS).
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The IPSASB did not permit the recognition of previously unrecognised assets/liabilities of the combining
operations on the grounds that the IPSASB considered it would be costly for entities to identify, measure
and recognise these assets/liabilities. The NZASB has previously established requirements for first-time
adoption of PBE Standards and, as a consequence, the prohibition in IPSAS 40 on the recognition of
previously unrecognised assets and liabilities had to be modified. This was necessary because application
of PBE FRS 47 may result in the recognition of assets and liabilities as at the date of amalgamation that
were not previously recognised by the first-time adopter. Hence, retaining the prohibition in IPSAS 40
would have created an inconsistency between PBE IPSAS 40 and PBE FRS 47. The NZASB therefore
changed paragraph 21, omitted paragraph 23 and added paragraphs B6 to B9 of PBE FRS 47.

Presentation of Financial Statements and Disclosures

BC21.

BC22.

BC23.

BC24.

IPSAS 40 permits but does not require the resulting entity to present the combining operations’
comparatives in the first set of financial statements following an amalgamation.

The NZASB is of the view that the continuing reporting entity’s comparatives are useful to readers and
that a requirement to present such comparatives would not be onerous because the information would have
already been prepared. The NZASB has therefore required that the continuing reporting entity present
comparative information (see paragraph 51). The comparative information is not restated for the combining
operations. This requirement has been clarified in paragraphs 51 and 52.

The NZASB also clarified that a new reporting entity shall not present comparatives because it has not
been in existence prior to the amalgamation (see paragraph 50).

The NZASB considered what information should be presented in respect of amalgamations that occur part
way through a reporting period. Generally, disestablished or newly established public sector entities are
required to prepare financial statements following an amalgamation in accordance with legislative
requirements (which are intended to ensure that users receive appropriate financial information up to, and
following, the amalgamation). Other PBESs such as registered charities do not have equivalent legislative
requirements. To address the potential information gap that could occur, the NZASB clarified that PBES
are required to provide historicalinformation up to the date of the amalgamation (see paragraphs 52, 54(g)
and 54(h)).

Identifying an Acquirer

BC25.

The NZASB noted that guidance from IFRS 3 (and PBE IFRS 3) on identifying an acquirer in a reverse
acquisition was omitted from IPSAS 40 (see paragraphs B14-B18 of PBE IFRS 3). The IPSASB may have
omitted this guidance from IPSAS 40 on the grounds that the exchange of equity instruments in the public
sector is uncommon and is likely to occur only if there is a corporation involved. The NZASB
acknowledged that PBE combinations are unlikely to involve reverse acquisitions and that guidance on
identifying the acquirer in this situation is not required. However, the NZASB was of the view that it would
be helpful to add guidance on whether one entity (and, if so, which entity) has gained control of another
entity. The NZASB therefore added guidance from PBE IFRS 3 paragraph B15(c) and (d) in
paragraphs AG14 and AG17.

Transition

BC26.

BC27.

IPSAS 40 requires prospective application. However, when providing guidance for first-time adopters of
PBE Standards, the NZASB decided to permit retrospective application for prior amalgamations, consistent
with the existing requirements in PBE FRS 47 for prior acquisitions, where retrospective application is
permitted. Hence, the NZASB modified the transitional provisions to provide an exception for first-time
adopters of PBE Standards — these are entities not previously applying New Zealand equivalents to
International Financial Reporting Standards (NZ IFRS).

The NZASB has therefore:

(@  Retained the approach in IPSAS 40 of mandating prospective application, except for first-time
adopters of PBE Standards to which PBE FRS 47 applies (see paragraph 125.1 of the Standard);

(b)  Provided additional requirements in paragraph 125.2 to clarify that, as a consequence of mandating
prospective application (except for first-time adopters of PBE Standards to which PBE FRS 47
applies), restatement of combinations that occurred before the effective date of the Standard is
prohibited;
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(c)  Provided an exception for first-time adopters of PBE Standards to which PBE FRS 47 applies in
paragraph 125.3 and guidance for first-time adopters of PBE Standards in PBE FRS 47;

(d)  Prohibited retrospective application for first-time adopters of PBE Standards to which PBE FRS 46
First-time Adoption of PBE Standards by Entities Previously Applying NZ IFRS applies. This is
consistent with the general principle in PBE FRS 46 which restricts an entity changing its
accounting policies previously used under NZ IFRS on first-time adoption of PBE Standards (see
paragraph 29.1 of PBE FRS 46); and

(e)  Retained the approach in IPSAS 40 of permitting early application.

Voluntary Combination not under Common Control

BC28.

IPSAS 40 does not provide guidance for voluntary combinations not under common control. These
combinations are more common in the NFP sector than the public sector. The NZASB thought it would be
helpful to add guidance and a related illustrative example for such combinations (see paragraph AG17.1
and scenario 15 in the illustrative examples).

Selection of Accounting Policies by the Resulting Entity

BC29.

The NZASB was of the view that New Zealand PBEs required clear guidance on the selection of accounting
policies by the resulting entity and the interaction between the Standard and PBE IPSAS 3 Accounting
Policies, Changes in Accounting Estimates and Errors. The NZASB clarified the requirements in
IPSAS 40, including making it clear that a continuing reporting entity would retain its prior accounting
policies. The NZASB therefore added paragraphs AG54.1 and AG54.2 to provide guidance on the section
of accounting policies by a new reporting entity and a continuing reporting entity.

Income Taxes

BC30.

BC31.

The NZASB noted that the IPSASB had included some requirements on the recognition and measurement
of income taxes following acquisitions and amalgamations and how to account for taxes forgiven as a result
of a combination. Paragraphs 34, 79, AG58 and AG86 of IPSAS 40 read as follows.

34.  The resulting entity shall recognize and measure any remaining taxation items included in or arising
from an amalgamation in accordance with the relevant international or national accounting standard
dealing with income taxes. The resulting entity shall recognize and measure any remaining revenue
from taxation included in or arising from an amalgamation in accordance with IPSAS 23, Revenue
from Non-Exchange Transactions (Taxes and Transfers).

79.  The acquirer shall recognize and measure any remaining taxation items included in or arising from
an acquisition in accordance with the relevant international or national accounting standard dealing
with income taxes. The acquirer entity shall recognize and measure any remaining revenue from
taxation included in or arising from an acquisition in accordance with IPSAS 23.

AG58. Where, as a result of the amalgamation, the resulting entity becomes the tax authority, it shall
derecognize any tax receivable relating to the combining operation’s tax due that has been forgiven
in accordance with IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers).

AG86. If the acquirer is itself the tax authority, it shall derecognize any tax receivable relating to the
acquired operation’s tax due that has been forgiven in accordance with IPSAS 23.

The NZASB was of the view that some of these requirements were not necessary and could create
confusion. The NZASB therefore omitted paragraphs 34 and 79 and the related paragraphs AG58 and
AG86.
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IPSASB Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 40

Objective (paragraph 1)

BC1.

BC2.

Process

BC3.

In the absence of an International Public Sector Accounting Standard (IPSAS) dealing with public
sector combinations, public sector entities are directed, in IPSAS 1, Presentation of Financial
Statements, to look to other international or national accounting standards. In the case of public sector
combinations, they may look to International Financial Reporting Standard (IFRS®) 3, Business
Combinations. However, IFRS 3 requires all business combinations to be accounted for using
acquisition accounting. In developing IFRS 3, the International Accounting Standards Board (IASB®)
came to the conclusion that ‘true mergers’ or ‘mergers of equals’ in which none of the combining
entities obtains control of the others are so rare as to be virtually non-existent. The IASB also observed
that respondents and other constituents were unable to suggest an unambiguous and non-arbitrary
boundary for distinguishing true mergers or mergers of equals from other business combinations and
concluded that developing such an operational boundary would not be feasible (see IFRS 3, BC35).
Consequently, the IASB decided that separate accounting requirements for such combinations was not
necessary.

Many consider that in the public sector, mergers or amalgamations are the most common form of
combination. As a result, public sector entities may not apply IFRS Standards when accounting for
public sector combinations. This means that there may not be consistent or appropriate reporting of
such combinations in general purpose financial statements (GPFSs). Consequently, users may not be
able to obtain the information needed to identify the type of public sector combination and evaluate its
nature and financial effect. The IPSASB believes this Standard will promote consistency and
comparability in how public sector combinations are reported by public sector entities.

In developing this Standard the IPSASB had regard to the discussion of control in IPSAS 35,
Consolidated Financial Statements. The IPSASB considered how control, as defined in IPSAS 35,
should influence the classification of public sector combinations in this Standard. The IPSASB also
had regard to the guidance on combinations in the Government Finance Statistics Manual 2014 (GFSM
2014) with the aim of avoiding unnecessary differences. The IPSASB also considered IFRS 3 and
guidance on combinations developed by national standard setters.

Alignment with Government Finance Statistics (GFS)

BCA4.

In developing this Standard, the IPSASB had regard to the treatment of public sector combinations in
Government Finance Statistics (GFS):

GFS guidelines make a distinction between an acquisition and an amalgamation based on the principle
that with an acquisition a transaction occurs, while with an amalgamation just a reclassification of units
may occur.

A transaction will occur where a “market unit” is nationalized or privatized (that is, entering
government control or leaving it), and the amounts are recorded in GFS as transactions in equity that
correspond to the observed transaction price. Any changes in valuation—for example, between the
opening balance of a government equity stake and the eventual transaction price—are recorded as
revaluation effects, with no impact on government net lending/net borrowing. For amalgamations, the
main impact is on the sectorization of the “institutional units”.

Where the units before amalgamation belonged to the same sector or subsector of general government,
the amalgamation will have no impact on the data for that sector or subsector. For example, an
amalgamation of two local governments, where both are already classified to the local government
sector, would not change results for the local government sector.

However, in cases where a unit in one subsector is being amalgamated with a unit in another subsector,
the amalgamated units will be removed from the sector they belonged to and be added to the sector of
the new amalgamated unit, through a reclassification of the unit (recorded in GFS as an “other volume
change in assets and liabilities™). For example, if a local government unit is amalgamated with a state
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government, the unit will be reclassified from the local government subsector to the state government
subsector.

The IPSASB agreed the approach in GFS was not an appropriate basis for classifying public sector
combinations in this Standard, for the following reasons:

(@)  The approach in GFS is based on a number of concepts that have no equivalent in IPSASs, for
example:

(i)  The classification of institutional units into sectors based on their economic nature; and
(i) The distinction between market producers and nonmarket producers.

(b)  Amalgamations in GFS can arise from a reclassification of units without a transaction being
recorded, which is inconsistent with the approach in IPSASs; and

(c)  Public sector combinations within the same sector or subsector of general government have no
impact on the data in GFS, whereas IPSASs would require the changes to individual entities to be
accounted for.

In coming to this conclusion the IPSASB noted that the different approaches in GFS and IPSASs may
lead to similar accounting, for example:

(a)  Nationalizations are likely to be recorded as acquisitions under both approaches; and

(b)  The modified pooling of interests method of accounting will produce similar accounting to the
GFS reclassification approach where the combining operations had previously adopted the same
accounting policies.

Scope (paragraphs 2—4)

BC7.

BCS.

BC9.

BC10.

BC11.

The IPSASB initially considered developing two Standards on public sector combinations, covering:

(@)  Entity combinations arising from exchange transactions—a limited convergence project with
IFRS 3; and

(b)  Entity combinations arising from non-exchange transactions—a public sector-specific project.

In May 2009, the IPSASB issued Exposure Draft (ED) 41, Entity Combinations from Exchange
Transactions, which was the limited convergence project with IFRS 3. Following the consultation
process on ED 41, the IPSASB decided not to continue with this approach for the following reasons:

(@ IFRS 3includes bargain purchases within its scope. It could be argued, therefore, that IFRS 3 also
applies to at least some non-exchange entity combinations. The IPSASB acknowledged that it may
be difficult to establish a clear demarcation between all exchange and non-exchange entity
combinations.

(b) It was not clear whether combinations where no party gains control of the other parties to the
combination would be classified as entity combinations arising from exchange transactions, and
therefore required to be accounted for as an acquisition in accordance with ED 41.

Subsequently, the IPSASB decided to develop a single standard dealing with all public sector
combinations. This wider scope was included in the Consultation Paper (CP), Public Sector
Combinations, issued in June 2012. Respondents to the CP supported this wider scope.

The IPSASB, therefore, decided that this Standard should apply to all public sector combinations, with
only limited exceptions. This Standard defines a public sector combination as the bringing together of
separate operations into one public sector entity. This definition refers to the bringing together of
operations rather than entities, as public sector combinations, in common with business combinations,
may involve part of an entity that can be managed separately from the rest of the entity.

In coming to a decision on the scope of this Standard, the IPSASB agreed to include public sector
combinations under common control. While these are excluded from the scope of IFRS 3, the IPSASB
considered it important that this Standard included all public sector combinations within its scope.
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Scope exclusions

BC12.

BC13.

BC14.

BC15.

The IPSASB agreed that this Standard should not apply to the formation of joint arrangements or joint
ventures. The IPSASB stated in the CP that:

“The concept underlying the formation of a joint venture differs from other combinations, in that the
formation arises from separate entities deciding to share control, i.e., they have joint control of the
operations that form the joint venture. The concept of joint control may give rise to issues that affect
how the joint venture itself should account for its formation.”

In developing this Standard, the IPSASB discussed whether this rationale was still valid given that this
Standard takes a different approach to classifying public sector combinations. The IPSASB concluded
that the concept of joint control does not reflect the issues addressed in this Standard, and agreed to
exclude the formation of joint arrangements or joint ventures from its scope.

The IPSASB noted that combinations of two or more joint arrangements may occur. The IPSASB
considered that, where such a combination results in the formation of a new joint arrangement, this
would be outside the scope of IPSAS 40. The IPSASB noted that a combination may result in the
acquisition of one or more joint arrangements by another joint arrangement. In such circumstances, the
entities that previously had control over the acquired joint arrangements give up that joint control. Such
a combination would be an acquisition within the scope of IPSAS 40.

The IPSASB also agreed to exclude from the scope of this Standard the acquisition by an investment
entity of an investment in a controlled entity that is required to be measured at fair value through surplus
or deficit. Such transactions are considered to be investments rather than public sector combinations.
IPSAS 35 prescribes the accounting requirements for such transactions.

Responses to ED 60, Public Sector Combinations

BC16.

The IPSASB issued its proposals in ED 60, Public Sector Combinations, in January 2016. Respondents
to ED 60 generally supported the proposed scope and the exclusions. The IPSASB considered the
responses, and agreed that no changes to the scope were required. In doing so, the IPSASB noted that
the scope of the standard included combinations undertaken on a temporary basis, for example the
bailout of a private sector company with the intention of selling that company as soon as it was returned
to a sound financial position. The IPSASB noted that including such combinations within the scope of
this Standard was consistent with the decision taken in developing IPSAS 35 not to require a different
accounting treatment for temporarily controlled entities.

Classification of Public Sector Combinations (paragraphs 7-14)

BC17.

BC18.

As a result of the responses it received to ED 41, the IPSASB concluded that distinguishing between
entity combinations arising from exchange transactions and entity combinations arising from non-
exchange transactions did not provide a suitable basis for a future IPSAS. Relying on the definition of
“exchange transactions” in the IPSASB’s literature would mean that most government interventions
during times of economic crisis, such as the global financial crisis in 2008, would not meet the
definition of an acquisition. The IPSASB considered it inappropriate to define such “bailouts” as
amalgamations.

The IPSASB also noted that IFRS 3 applied to a “business”, not to an entity. As well as applying to an
entity, the definition of a business could also apply to part of an entity that could be managed separately
from the rest of the entity. The IPSASB had regard to these issues in developing its approach in the CP.

Classification approach in the Consultation Paper, Public Sector Combinations

BC19.

BC20.

The approach taken in the CP was to distinguish between combinations where the parties to the
combination are under common control, and combinations where the parties to the combination are not
controlled by the same ultimate controlling party, i.e., not under common control. A further distinction
was made between combinations where one party gains control of another party (considered by the CP
to be acquisitions), and combinations where no party gains control of the other parties to the
combination (considered by the CP to be amalgamations).

The IPSASB considered that the concept of control was important in determining the classification of
a public sector combination. Control underpins much of financial reporting. IPSAS 35 requires an entity
to consolidate those other entities that it controls, as does the predecessor standard, IPSAS 6,
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BC25.
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Consolidated and Separate Financial Statements. The IPSASB also noted that Government Finance
Statistics adopts a similar approach to control as that adopted in both IPSAS 35 and IPSAS 6.

Similarly, control is an important factor when recognizing assets. Paragraph 5.6 of the Conceptual
Framework for General Purpose Financial Reporting by Public Sector Entities (the Conceptual
Framework) defines an asset as “A resource presently controlled by the entity as a result of a past
event.”

The IPSASB determined, therefore, that control was an appropriate starting point for the classification
of public sector combinations. As a result, the CP included the IPSASB’s preliminary view as to the
role of control in classifying public sector combinations:

“The sole definitive criterion for distinguishing an amalgamation from an acquisition is that, in an
amalgamation, none of the combining operations gains control of the other operations.”

In developing the CP, the IPSASB explained that the parties to a public sector combination under
common control are ultimately controlled by the same entity both before and after the combination.
This leads to economic differences between combinations that take place under common control and
those that take place not under common control, as follows:

@) Public sector combinations between entities within an economic entity (i.e., under common
control) do not change the economic resources of that economic entity;

(b)  Any surpluses and deficits resulting from a public sector combination under common control
are eliminated in full in the ultimate controlling entity’s consolidated GPFSs; and

(c)  The ultimate controlling entity can specify whether any consideration is transferred (and if
consideration is transferred, the amount of that consideration) in a public sector combination
under common control.

These differences may have implications for the accounting treatment of a public sector combination
under common control.

The approach in the CP reflected the IPSASB’s views that:

(@)  The economic differences between combinations that take place under common control and
those that take place not under common control may have implications for their accounting
treatment; and

(b)  Acquisitions should be distinguished from amalgamations on the basis of control.

Similar numbers of respondents to the CP supported and disagreed with the proposals. Respondents
who disagreed with the proposals suggested that distinguishing acquisitions from amalgamations based
solely on control did not reflect public sector circumstances. In particular, these respondents noted that

@) Public sector combinations may occur where it is not possible to identify an acquirer even if it
is possible to identify an entity that has gained control of operations as a result of the public
sector combination. Under IFRS 3, the acquirer can be identified by analyzing the ownership
interests in the respective parties. However, in the public sector there may be no quantifiable
ownership interests in the entities, making such an analysis impossible. The entity gaining
control of the operations may not have existed prior to the combination, and if there are no
quantifiable ownership interests in that entity, it will not be possible to identify an acquirer.

(b)  Public sector combinations may be imposed on all parties to the combination by a higher level
of government, for example when a central government reorganizes local government by
legislating the combination of municipalities irrespective of the wishes of those municipalities.

Respondents who disagreed with the proposals in the CP suggested a number of alternative bases for
classifying public sector combinations, including:

(@)  Variations of whether consideration was transferred:
(i) Consideration was transferred as part of the combination;
(i) Significant consideration was transferred as part of the combination;

(iii)  The combination was effected at market value;
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(iv)  Distinguishing acquisitions (which include the transfer of consideration) not under
common control from all other combinations; and

(v)  Distinguishing between combinations under common control on the basis of whether the
combination has “commercial substance” (which includes the transfer of consideration).

(b)  Whether the public sector combination was effected voluntarily or involuntarily.

Development of the classification approach in ED 60, Public Sector Combinations

BC27.

BC28.

BC29.

BC30.

The IPSASB considered the responses to the CP. The IPSASB accepted that the classification approach
adopted in the CP would not always reflect public sector circumstances. Consequently, the IPSASB
agreed to revisit the classification of public sector combinations.

As part of this process, the IPSASB considered whether any of the approaches suggested by
respondents might provide an alternative basis for classification. The IPSASB concluded that these
approaches were not suitable, for the following reasons:

(@) The IPSASB came to the view that the transfer of consideration, on its own, was insufficient to
distinguish an acquisition from an amalgamation. As noted in paragraph BC17 above, defining an
acquisition as an exchange transaction would lead to bailouts being classified as amalgamations.
Similarly, if an acquisition was defined as requiring consideration to be transferred by the acquirer,
this could lead to bailouts being classified as amalgamations. Definitions of an acquisition that
required the transfer of significant consideration, or for the public sector combination to take place
at market value, would not address issues such as bargain purchases (discussed above in
paragraph BC8(a)).

(b)  The IPSASB came to the view that whether a public sector combination was effected voluntarily
or involuntarily did not provide, on its own, sufficient information to classify a public sector
combination. The voluntary or involuntary nature of a public sector combination provides
information as to the process of the combination but not its outcome. Public sector combinations
may have different economic outcomes irrespective of their voluntary or involuntary nature. The
IPSASB did not consider that it was possible to classify a public sector combination without
considering the outcome of that combination. Consequently, the IPSASB did not consider a
classification based solely on the voluntary or involuntary nature of the public sector combination
would meet the objectives of financial reporting.

The IPSASB reviewed the role of control in classifying public sector combinations, and concluded that
control remained an important factor in determining whether a combination was an acquisition or an
amalgamation. In coming to this conclusion, the IPSASB noted that an acquisition could only occur
when a party to the combination gained control of one or more operations (this is discussed in more
detail in paragraph BC25(a) above). Consequently, the IPSASB reviewed the factors suggested by
respondents to the CP to determine which factors might usefully supplement the concept of control.

The IPSASB discussed the following factors, and agreed that they could be helpful in supplementing
the concept of control in classifying public sector combinations:

@) Consideration. The IPSASB agreed that whether a public sector combination includes the
transfer of consideration is relevant to classifying the combination. Acquisitions generally
include consideration, whereas consideration will be absent from amalgamations. For the
reasons given in paragraph BC28(a) above, the IPSASB agreed that the transfer of consideration
in itself was not conclusive, and that more information about the nature of a combination would
be obtained by having regard to the reasons why consideration was or was not transferred.

(b)  Exchange transactions. The IPSASB agreed that an acquisition was more likely to occur in an
exchange transaction than in a non-exchange transaction. However, the IPSASB had already
acknowledged that it may be difficult to establish a clear demarcation between all exchange and
non-exchange entity combinations (see paragraph BC8(a) above). The IPSASB came to the
conclusion that information about whether a public sector combination was an exchange
transaction or a non-exchange transaction could be determined by having regard to the reasons
why consideration was or was not transferred. Consequently, the IPSASB concluded that it is
not necessary to assess this factor independently of consideration.

(c)  Quantifiable ownership interests. The IPSASB noted that whether there are quantifiable
ownership interests in an operation can influence the economic substance of a public sector
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combination. If there are no quantifiable ownership interests in an operation, no consideration
can be transferred as there is no party with an entitlement to receive the consideration. This can
distinguish the combination from an acquisition, where there is always an owner to receive the
consideration. The IPSASB noted that that lack of quantifiable ownership interests could be a
reason why consideration was not transferred. Consequently, the IPSASB concluded that it is
not necessary to assess this factor independently of consideration.

Decision-making process. The IPSASB agreed that having regard to which parties were able
to make decisions regarding a public sector combination could provide useful information about
the classification of that combination. In the private sector, combinations are usually entered
into voluntarily, at least from the acquirer’s perspective. In the public sector, other parties may
be involved in the decision-making process. The freedom that the parties to the combination are
able to exercise may influence the economic substance of the combination and hence its
classification.

Compulsion. In the public sector, a public sector combination may be imposed by a higher level
of government, whether or not that higher level of government controls the parties to the
combination for financial reporting purposes. For example, a central government may
restructure local government by directing certain municipalities to combine. The IPSASB
agreed that compulsion was relevant to the classification of a public sector combination, but
considered that information about compulsion would be obtained by having regard to decision-
making. Consequently, the IPSASB concluded that it is not necessary to assess this factor
independently of the decision-making process.

Common control. In developing the CP, the IPSASB identified the economic differences
between public sector combinations that take place under common control and those that take
place not under common control (see paragraph BC23 above). The IPSASB agreed that the
ability of the controlling entity to specify whether any consideration is transferred is relevant to
the classification of the combination, but considered this to be an element of the decision-making
process. The fact that the economic resources of the economic entity do not change in a
combination under common control, and that any surpluses or deficits would be eliminated on
consolidation were seen as relevant to the controlling entity, but not the controlled entity. As the
controlled entity will be the reporting entity for the combination, the IPSASB concluded that it
is not necessary to assess this factor independently of the decision-making process.

Citizens’ rights. In some jurisdictions, citizens may be part of the decision-making process, for
example where public sector combinations are subject to the approval of citizens through a
referendum. The IPSASB agreed that citizens’ rights to accept or reject the combination was
relevant to the classification of the combination. However, the IPSASB considered these rights
to be rights to participate in the decision-making process. Consequently, the IPSASB concluded
that it is not necessary to assess this factor independently of the decision-making process.

The IPSASB did not consider that the following factors would be helpful in supplementing the concept
of control in classifying public sector combinations:

(@)

(b)

Change of sector. The IPSASB acknowledged that a change of sector would be an indicator of
a public sector entity acquiring an operation. However, the IPSASB considered that this change
of sector would be a consequence of a change in control rather than a separate factor to be
considered. The IPSASB also noted that the classification of institutional units into sectors based
on their economic nature of being government units was a feature of GFS that had no equivalent
in the IPSASB’s literature. This will continue to be a significant difference between
macroeconomic statistical reporting and accounting and financial reporting. Consequently, the
IPSASB did not consider a change of sector to be a useful factor in classifying public sector
combinations.

Nature of the jurisdiction. Some responses to the CP suggested that, in jurisdictions where
there is significant interaction or redistribution between the different levels of government, the
public sector can be seen as operating as part of a single quasi “group” entity. Such a view could
have implications for the classification of public sector combinations. The IPSASB did not
consider that from the reporting entity’s perspective, the nature of the jurisdiction was relevant
to the classification of public sector combinations. A reporting entity could make an assessment
of control, consideration and decision-making without reference to a quasi-group entity. The
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IPSASB noted that the nature of the jurisdiction may form part of the assessment of the nature
of the public sector combination, which an entity may need to consider when the analysis of all
other factors has produced inconclusive results or does not provide sufficient evidence to
determine the appropriate classification of a public sector combination.

(c)  Operation of government. Some respondents to the CP suggested that the operation of
government would be relevant to the classification of public sector combinations. Examples
given included:

Q) The existence of a ministerial or other government power enabling the government to
direct the entity’s governing body to achieve the government’s policy objectives;

(i) Ministerial approval is required for operating budgets; and

(iii)  The government has broad discretion, under existing legislation, to appoint or remove a
majority of the members of the governing body of the entity.

The IPSASB concluded that the examples were indicators of control or common control rather
than suggesting an independent factor. As such, the IPSASB did not consider that the operation
of government was relevant to the classification of public sector combinations.

(d)  The entity directs public policy and/or engages in non-market activity mainly financed by
public resources. Some respondents to the CP suggested that control should be supplemented
by having regard to whether the entity directs public policy and/or engages in non-market
activity mainly financed by public resources. Where this was the case, this would suggest an
amalgamation. The IPSASB noted that this approach would require the introduction of new
concepts into the IPSASB’s literature. For example, non-market activity is a GFS concept that
the IPSASB has not adopted. The IPSASB did not consider it appropriate to introduce these
concepts in ED 60. Consequently, the IPSASB did not consider that this factor was relevant to
the classification of public sector combinations.

(e)  Accountability. Some respondents suggested that accounting for a public sector combination at
fair value provides more information about the effect of that combination, but that this is only
useful for accountability purposes where the entity was responsible for the decision to combine.
The IPSASB did not consider accountability to be a primary factor in its own right, but
acknowledged that the information resulting from the classification of a public sector
combination should meet the objectives of financial reporting. In exceptional circumstances,
when an analysis of consideration and the decision-making process produces an inconclusive
result or does not provide sufficient evidence as to the appropriate classification of a public
sector combination, an entity may need to consider other matters, including what information
would meet the objectives of financial reporting and satisfy the qualitative characteristics (QCs).

The IPSASB concluded, therefore, that control should be supplemented by two additional factors—
whether consideration was transferred, and the reasons for the presence or absence of consideration;
and the decision-making process. These factors are wide ranging, and encompass elements of other
factors, as discussed above.

The IPSASB noted that these factors could be used either to supplement the indicators of control in
IPSAS 35, or could be used to supplement the control concept in classifying public sector combinations.
The IPSASB debated the merits of these two approaches. The IPSASB noted that using the factors to
supplement the indicators of control was likely to result in a classification approach that better satisfied
the QC of comparability. However, the IPSASB considered that using the factors to supplement the
control concept was likely to produce a classification approach that provided more relevant and
faithfully representative information. Using the factors to supplement the control concept was also more
likely to address the concerns raised by respondents.

Respondents to the CP had identified difficulties with distinguishing between acquisitions and
amalgamations based solely on control that were unlikely to be fully addressed by further development
of the indicators of control. The IPSASB agreed, and concluded that the gaining of control of operations
by a party to the combination is an essential element of an acquisition, but is not sufficient in itself to
determine whether a combination is an acquisition. Consequently, the IPSASB agreed to develop an
approach to classifying public sector combinations that:

(&)  Uses the factors to supplement the concept of control; and
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(b)  Considers control in the context of whether a party to the combination gains control of one or
more operations as a result of the combination.

Having agreed to develop an approach that uses the factors to supplement control, the IPSASB
discussed the relative importance to be attached to control and to the other factors in classifying public
sector combinations. As part of this discussion, the IPSASB identified the following two approaches:

() Rebuttable presumption approach. Under this approach, when one party to the combination
gains control of an operation, this creates a rebuttable presumption that the combination is an
acquisition. This approach gives a strong weighting to the gaining of control, and the analysis
of the other factors is focused on whether there is sufficient evidence to rebut this presumption.

(b) Individual weighting approach. Under this approach, the weightings given to the gaining of
control, consideration and decision-making are a matter for professional judgment based on the
individual circumstances of the combination. Preparers would identify which (if any) factors
indicate an acquisition and which (if any) factors indicate an amalgamation. Where indicators
of both an acquisition and an amalgamation are present, the weighting given to the respective
factors by preparers using professional judgment would determine the classification.

The IPSASB noted that the rebuttable presumption approach provided greater clarity, and better
satisfied the QC of comparability. The individual weighting approach was likely to be more subjective
in practice. However, the IPSASB acknowledged that the individual weighting approach would enable
practitioners to better reflect the economic substance of the combination, and might better meet the
QCs of relevance and faithful representation.

Control was seen by most members as more important in determining the classification than the other
factors, and the rebuttable presumption approach reflected this. Consequently, the IPSASB agreed to
develop the rebuttable presumption approach.

In coming to this decision the IPSASB noted that an approach that considered other factors as
supplementing control (which better satisfies the QCs of relevance and faithful representation at the
expense of comparability) while at the same time incorporating a rebuttable presumption that one party
to a combination gaining control of operations gives rise to an acquisition (which better satisfies the
QC of comparability at the expense of relevance and faithful representation) is likely to produce an
appropriate balance between the QCs.

The IPSASB also considered the possibility that, in rare circumstances, neither the consideration nor
the decision-making indicators would be sufficient to rebut the presumption that a public sector
combination was an acquisition even though this classification did not reflect the economic substance
of the combination. The IPSASB agreed to require consideration of the economic substance of the
combination when determining whether the presumption should be rebutted. To assist preparers in this
determination, ED 60 also required, in these rare circumstances, an assessment as to which
classification produces information that best satisfies the objectives of financial reporting and the QCs.

The IPSASB considered that the most common circumstances in which a public sector combination
would be considered an acquisition are:

(@  One party to the combination gains control of an operation and pays consideration that is
intended to compensate those with an entitlement to the net assets of the transferred operation
for giving up that entitlement.

(b)  One party to the combination gains control of an operation from outside the public sector without
paying consideration to compensate those with an entitlement to the net assets of the transferred
operations.

(c)  One party to the combination gains control of an operation from outside the public sector by
imposing the combination on the other party.

(d)  One party to the combination gains control of an operation from a separate government.

The IPSASB noted that, except in exceptional cases, the classification approach adopted in ED 60
would result in such combinations being classified as acquisitions. This provided reassurance to the
IPSASB that the approach adopted was appropriate.
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Responses to ED 60

BCA4l.

BC42.

BC43.

BC44.

BC45.

BC46.

The IPSASB considered the responses to ED 60. The IPSASB noted that there was substantial support
for the overall approach to classifying public sector combinations in the ED.

Respondents did, however, identify areas where they considered the approach could be improved. The
main issues identified were:

(@)  Having a rebuttable presumption that was expected to be rebutted significantly more frequently
than not was confusing;

(b)  The approach was seen as giving too much emphasis to control, with some stakeholders
interpreting the ED as requiring the use of the acquisition method in most cases where one party
to the combination gained control of operations; and

(c) In many jurisdictions, it will be easier to determine the economic substance of a public sector
combination by reference to the indicators (consideration and decision making) than by
reference to whether one party to the combination gained control of operations.

The IPSASB acknowledged these concerns. The IPSASB accepted that rebuttable presumptions are
generally expected to be rebutted infrequently, and that the use of this term with an expectation that it
would be frequently rebutted may be confusing for preparers. This confusion could result in a preparer
classifying a public sector combination as an acquisition when this was not the IPSASB’s intention.

The IPSASB considered that the potential confusion as to how the rebuttable presumption was to be
interpreted might explain the concerns of some stakeholders that the acquisition method would be used
inappropriately. The IPSASB did not intend that the approach in the ED would require the use of the
acquisition method in most cases where one party to the combination gained control of operations. The
IPSASB considered that acquisitions would arise in limited circumstances, as can be seen from the list
in paragraph BC40 above.

The IPSASB accepted that, in many jurisdictions, the economic substance of a public sector
combination could be more readily determined by reference to the indicators, in particular whether a
combination occurred under common control. However, the IPSASB noted that this was not the case
for all jurisdictions. The IPSASB noted that control remained a significant factor; in particular, an
acquisition can only occur when a party to the combination gains control of one or more operations.
The IPSASB also noted that the approach in ED 60 provided a suitable decision framework for ensuring
all relevant factors were considered.

Consequently, the IPSASB agreed to reconsider the way the classification approach is expressed to
address these concerns, without changing the substance of the approach. The rebuttable presumption
and reference to control was intended to be the first step in the process of determining a classification
based on the economic substance of the combination. In creating this first step, the IPSASB did not
intend that, once it has been established that one party has gained control, control should be given
greater weight than consideration and decision making in determining the economic substance of the
combination. The IPSASB accepted that the reference in BC35(a) to the approach giving a strong
weighting to the gaining of control could be misleading. Control remains important, as its absence
eliminates the possibility of an acquisition, but its significance in determining the economic substance
of a particular combination where one party has gained control is a matter of professional judgment.
The IPSASB remains of the view that the classification approach in ED 60 was appropriate, and the
changes introduced in this Standard are intended to provide greater clarity as to how the approach
should be applied. These changes are not intended to produce different classifications from ED 60.

Comparison with IFRS 3

BC47.

This Standard is not converged with IFRS 3. IFRS 3 considers all business combinations to be
acquisitions, whereas this Standard provides for both amalgamations and acquisitions. The IPSASB
considers this difference to be appropriate, for the following reasons:

(@  In developing IFRS 3, the IASB concluded that ‘true mergers’ or ‘mergers of equals’ in which
none of the combining entities obtains control of the others are so rare as to be virtually non-
existent. However, in the public sector, such combinations are common. Developing a Standard
that did not address amalgamations would not meet the needs of the users of public sector
GPFSs.
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(b) IFRS 3 assumes that it is always possible to identify the acquirer, as the businesses to which
IFRS 3 applies will always have owners. In the public sector, there may be no quantifiable
ownership interests in a public sector entity, which can make it impossible to identify an
acquirer. Developing a Standard that does not recognize this situation would not meet the needs
of the users of public sector GPFSs.

Accounting for Amalgamations (paragraphs 15-57)

Reasons for adopting the modified pooling of interests method of accounting for amalgamations

BC48.

BC49.

BC50.

BC51.

BC52.

BC53.

BC54.

BC55.

BC56.

In developing the CP, the IPSASB identified three methods of accounting for public sector
combinations that have either been applied in practice, or discussed. These are:

(@  The acquisition method;
(b)  The pooling of interests method, including a possible modification to this method; and
(¢)  The fresh start method.

The acquisition method (which is applied by IFRS 3) requires that an acquirer is identified for all
combinations. The IPSASB had already concluded that it may not be possible to identify an acquirer
for all public sector combinations, and that any combination in which an acquirer could not be identified
would be classified as an amalgamation. The IPSASB therefore concluded that the acquisition method
of accounting would not be appropriate for amalgamations.

The pooling of interests method of accounting was previously used in IAS 22, Business Combinations
(the predecessor standard to IFRS 3). It was intended for application to a combination in which an
acquirer cannot be identified. The pooling of interests method of accounting was previously used by
many jurisdictions as the basis for merger accounting or amalgamation accounting. It continues to be
used by many entities when accounting for combinations under common control (which are outside the
scope of IFRS 3).

The pooling of interests method accounts for the combining operations as though they were continuing
as before, although now jointly owned and managed. The financial statement items of the combining
operations for the period in which the combination occurs, and for any comparative periods disclosed,
are included in the financial statements of the resulting entity as if they had been combined from the
beginning of the earliest period presented. In other words, the recognition point is the beginning of the
earliest period presented, and, consequently, comparative information is restated.

The IPSASB noted that some are of the view that the requirement to restate comparative information
might be onerous and unnecessary. In the CP, the IPSASB consulted on a variation of the pooling of
interests method of accounting, described as the modified pooling of interests method of accounting.
Under the modified pooling of interests method, the resulting entity combines the items in the statement
of financial position as at the date of the amalgamation.

The third method the IPSASB discussed in the CP was the fresh start method of accounting. In contrast
to the pooling of interests method of accounting, the premise of the fresh start method is that the
resulting entity is a new entity (irrespective of whether a new entity is formed) and therefore its history
commences on that date. The modified pooling of interests method has a similar effect in practice.

The fresh start method requires recognition of all of the identifiable assets and liabilities of all the
combining operations at fair value as at the date of the combination in the financial statements of the
resulting entity. This includes recognizing identifiable assets and liabilities that were not previously
recognized by the combining operations. In other words, the fresh start method uses the same
recognition and measurement basis as the acquisition method, but applies it to all of the combining
operations rather than just acquired operations.

In developing the CP, the IPSASB came to the conclusion that the pooling of interests method of
accounting, the modified pooling of interests method of accounting and the fresh start method of
accounting all provided a possible basis for accounting for amalgamations.

The IPSASB noted that the future cash flows and service potential of the resulting entity will generally
be the same regardless of which method is used to account for the amalgamation. However, the
presentation of the financial performance and financial position of the resulting entity differs
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BC61.

BC62.

BC63.

BC64.

BC65.
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significantly depending on the method applied. If preparers are given a free choice of method, this
would reduce comparability between entities and over time.

Supporters of the pooling or modified pooling of interests method of accounting for amalgamations
considered that these methods satisfy users’ needs:

(@)  Forinformation for decision-making purposes; and
(b)  To assess the accountability of the resulting entity for its use of resources.

This is because users of public sector entities’ GPFSs use the information to assess how financial
resources have been allocated and the financial condition of an entity. This information can be obtained
by applying the pooling or modified pooling of interests methods of accounting.

These methods are seen as satisfying the QCs of relevance and faithful representation, because they
reflect the amounts recognized in the financial statements of the combining operations before the
amalgamation. The subsequent performance of the resulting entity, and its accountability for the
management of those resources, can be assessed on the same basis as was used to assess accountability
before the amalgamation.

The pooling or modified pooling of interests methods of accounting are seen as generally the least
costly to apply, because they:

@) Use the existing carrying amounts of the assets, liabilities, and net assets/equity of the combining
operations; and

(b) Do not require identifying, measuring, and recognizing assets or liabilities not previously
recognized before the amalgamation.

Supporters of the modified pooling of interests method of accounting consider it to be superior to the
pooling of interests method because it portrays the amalgamation as it actually is. This is because it
recognizes the assets and liabilities of the combining operations at the date of the amalgamation.
Supporters consider this to be a faithful representation of the amalgamation.

Those who support the use of the modified pooling of interests method acknowledge that the history of
the combining operations may help in assessing the performance of the resulting entity. In debating the
merits of the different methods, the IPSASB acknowledged that adopting the modified pooling of
interests method of accounting without addressing users’ needs for historical information may not
satisfy the objectives of financial reporting.

Others consider that the fresh start method of accounting is conceptually superior to both the pooling
of interests method of accounting and its modified version, because the resulting entity is held
accountable for the current value of the resources of the combining operations. It also provides more
complete information of an amalgamation, because it recognizes the identifiable assets and liabilities
of the combining operations, regardless of whether they were recognized prior to the amalgamation.

Supporters of the fresh start method of accounting consider that it satisfies users’ needs:
@) For information for decision-making purposes; and
(b)  To assess the accountability of the resulting entity for its use of resources.

This is because it enables users to better assess the financial condition of the entity and how the financial
resources have been allocated.

Supporters of the fresh start method of accounting consider that this method is, to a large extent, an
extension of the use of fair value in the acquisition method of accounting. Consequently, they argue
that if the acquisition method is adopted for acquisitions, there is no reason not to adopt similar
accounting for amalgamations.

In developing the CP, the IPSASB came to the view that the modified pooling of interests method of
accounting is the appropriate method to apply, because users’ are able to assess the performance and
accountability of the resulting entity without the entity having to remeasure its assets and liabilities.
Furthermore, it recognizes the amalgamation on the date it takes place. The IPSASB noted that IPSASs
permit revaluation to fair value subsequent to initial recognition if a resulting entity considers that this
approach would provide more relevant information to users.
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Respondents to the CP generally supported the IPSASB’s view that the modified pooling of interests
method of accounting is the appropriate method to apply to amalgamations. The IPSASB reconsidered
the methods in developing ED 60, and identified no reason to change its previously stated view. The
IPSASB therefore agreed that the modified pooling of interests method of accounting should be adopted
for amalgamations in ED 60. In coming to this decision, the IPSASB agreed that the modified pooling
of interests method of accounting should include appropriate disclosures to ensure that the users of
public sector entities’ GPFSs had access to the historical information they need.

Respondents to ED 60 generally agreed that the modified pooling of interests method of accounting is
the appropriate method to apply to amalgamations. However, some respondents considered that the
pooling of interests method of accounting provided better information, and only supported the modified
pooling of interests method for cost/benefit reasons. These respondents considered that, in some
circumstances, the benefits of providing prior period information would outweigh the cost of so doing.
The IPSASB accepted this view, and agreed that resulting entities should be permitted, but not required,
to present prior period information. The IPSASB decided that prior period information should not be
restated, as doing so would require the use of a different recognition point, which would reduce
comparability.

Exceptions to the principle that assets and liabilities are recognized and measured at their previous carrying

amount

BCG68.

BC609.

The modified pooling of interests method of accounting requires the resulting entity to recognize and
measure the assets and liabilities of the combining operations at their previous carrying amounts,
subject to the requirement to adjust the carrying amounts to conform to the resulting entity’s accounting
policies. The effects of all transactions between the combining operations, whether occurring before or
after the amalgamation date, are eliminated in preparing the financial statements of the resulting entity.

The IPSASB considered the circumstances in which the application of these principles would not be
appropriate. The IPSASB identified three circumstances in which an exception to the recognition and/or
measurement principles would be appropriate:

@) Licenses and similar rights previously granted by one combining operation to another
combining operation. A license or similar right may have been granted by one combining
operation to another combining operation and recognized as an intangible asset by the recipient.
Applying the general principles would require this transaction to be eliminated. However, the
IPSASB considered that, in granting the license or similar right, the recognition criteria for an
intangible asset are met. Where internally generated intangible assets are not recognized, this is
because of the problems in Identifying whether and when there is an identifiable asset that will
generate expected future economic benefits or service potential; and in determining the cost of
the asset reliably. Once a license or similar right has been granted to a recipient, this
demonstrates that there is an identifiable asset that will generate future economic benefits or
service potential. Similarly, the transaction will establish a cost for the asset. Consequently, the
recognition criteria for an intangible asset are met. Because of this, the asset is not eliminated
when combining operations that have granted and received the license or similar right are part
of an amalgamation. The situation is similar to that where a tangible asset is sold by one
combining operation to another combining operation. Eliminating the effect of the sale does not
eliminate the tangible asset itself, as the asset was previously recognized by the seller. In the
case of a license or similar right, eliminating the transaction does not eliminate the intangible
asset, as the transaction provides sufficient evidence of the existence of the intangible asset, such
that the grantor would itself recognize that intangible asset. The IPSASB noted that in some
cases where a combining operation gains control of other operations, the right might be
considered as a reacquired right. The IPSASB did not consider that this would warrant a
different accounting treatment, and noted that reacquired rights are recognized as intangible
assets under the acquisition method. For these reasons, the IPSASB concluded that the asset
recognized in respect of a license or similar right previously granted by one combining operation
to another should not be eliminated.

(b)  Income taxes. In the public sector, amalgamations, especially those imposed by a higher level
of government, may include tax forgiveness as part of the terms and conditions of the
amalgamation. The IPSASB agreed that the resulting entity should recognize any tax items that
exist following the amalgamation rather than those that existed prior to the amalgamation.
Having considered comments by respondents to ED 60, the IPSASB agreed that there may be
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cases where any tax forgiveness arises subsequent to the amalgamation, rather than as part of
the terms and conditions of the amalgamation. The IPSASB agreed to include provisions dealing
with both cases in IPSAS 40.

(c)  Employee benefits. The IPSASB noted that the assets and liabilities required to be recognized
by IPSAS 39, Employee Benefits, in respect of a post-employment benefit plan following an
amalgamation might differ from the combined carrying amounts of the combining operations’
equivalent amounts. As an example, an amalgamation involves five combining operations who
are the only participants in a multi-employer defined benefit plan. Prior to the amalgamation,
the combining operations have insufficient information to determine each combining
operation’s proportionate share of the defined benefit obligation, plan assets, and cost associated
with the plan. As a result, the combining operations account for the plan as if it is a defined
contribution plan. Following the amalgamation, the resulting entity is the only participant in the
plan, and is able to determine its defined benefit obligation, plan assets, and cost associated with
the plan. It therefore accounts for the plan as a defined benefit plan from the date of the
amalgamation. The IPSASB agreed that the resulting entity’s opening statement of financial
position should include the assets and liabilities measured in accordance with IPSAS 39.

Recognizing and measuring components of net assets/equity arising as a result of an amalgamation

BC70.

BC71.

BC72.

BC73.

BC74.

BC75.

In developing ED 60, the IPSASB noted that a residual amount might arise as a result of an
amalgamation. The IPSASB considered how this should be recognized and measured. The IPSASB
agreed that the residual amount does not reflect the financial performance of the resulting entity, and
concluded that the residual amount should be recognized in the resulting entity’s opening statement of
financial position.

The IPSASB considered the nature of the residual amount. The IPSASB considered that, for
amalgamations not under common control, the residual amount represents the past financial
performance of the combining operations not included in their transferred net assets/equity. The
IPSASB agreed that the residual amount should be included in the resulting entity’s opening net
assets/equity where the amalgamation takes place not under common control.

The IPSASB considered that, for amalgamations under common control, the residual amount represents
the financial consequences of decisions made by the controlling entity in setting or accepting the terms
of the amalgamation. Consequently, the IPSASB agreed that the residual amount should be treated as
an ownership contribution or ownership distribution where the amalgamation takes place under
common control.

The IPSASB considered the items that should be included in the residual amount. The IPSASB noted
that the modified pooling of interests method of accounting usually recognizes an amalgamation as
giving rise to, in substance, a new entity on the date the amalgamation takes place. As the new entity
would not have generated other components of net assets/equity such as accumulated surplus or deficit,
or revaluation surplus, all items within net assets/equity would be included as part of the residual
amount.

The IPSASB considered that this approach best reflects the conceptual basis of an amalgamation and
agreed that all items within net assets/equity at the amalgamation date should be considered to be part
of the residual amount. In coming to this view, the IPSASB accepted that this approach may have
consequences for some entities. For example, because the residual amount would include any
previously recognized revaluation surplus, any future revaluation decreases are more likely to be
recognized in surplus or deficit. This is because the previously recognized revaluation surplus would
no longer be available to absorb future revaluation decreases.

Another consequence relates to amalgamations that take place under common control. The resulting
entity would recognize a residual amount but the controlling entity would continue to recognize the
previous components of net assets/equity in its consolidated financial statements, giving rise to ongoing
consolidation adjustments. The IPSASB did not consider that these consequences outweighed the
benefits of adopting the conceptual approach.
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Responses to ED 60

BC76.

BC77.

BC78.

BC79.

BC80.

Although the majority of respondents to ED 60 supported the IPSASB’s approach to the residual
amount, a significant minority did not. The main reasons respondents gave for not supporting the
proposed treatment of the residual amount were as follows:

(@)  Retaining existing reserves better represents the combination, is more transparent and better
meets users’ needs;

(b)  The proposals will result in reliable information on the revaluation reserve being discarded;

(c)  Foramalgamations under common control, the combining entities may effectively be continuing
as one entity rather than as two or more separate entities, as opposed to being a new entity;

(d) Reporting subsequent revaluation losses as an expense risks misrepresenting financial
performance in future years;

(e)  The proposals will produce ongoing consolidation adjustments where the amalgamation takes
place under common control, and the need to prepare these adjustments outweighed the benefits
of recognizing a single residual amount; and

(f The proposals will impact on a wide range of reserves, including those relating to employee
benefits, hedging and reserves restricted by legislation, which would be inconsistent with
ED 60’s requirement that the existing classifications and designations are maintained.

The IPSASB was persuaded by some of the reasons provided by respondents. In particular the IPSASB
acknowledged that the proposals in ED 60 might be internally inconsistent.

The IPSASB therefore reconsidered the proposal to require all amounts recognized in net assets/equity
to be recognized in the residual amount.

The IPSASB concluded that the most appropriate presentation of net assets/equity would depend on
the circumstances of the amalgamation. In an amalgamation not under common control, and where
there were no reserves such as those referred to in paragraph BC76(f) above, presenting a single
opening balance in net assets/equity could provide faithfully representative information. In an
amalgamation under common control, and with reserves such as those referred to in paragraph BC76(f)
above, presenting a single opening balance in net assets/equity is unlikely to provide faithfully
representative information. In these circumstances, presenting separate components of net assets/equity
will provide more relevant and useful information.

Consequently, the IPSASB decided not to specify which components of net assets/equity should be
presented, as preparers will be in the best position to judge the most appropriate treatment. The IPSASB
agreed to amend the requirements accordingly.

Measurement period

BC81.

BC82.

IFRS 3 permits acquirers a period of one year after the acquisition date to complete the accounting for
the acquisition. This is to allow the acquirer sufficient time to obtain information to determine the fair
value of an acquired operation’s assets and liabilities.

The IPSASB considered whether such a period was required when accounting for an amalgamation.
The modified pooling of interests method does not require assets and liabilities to be restated to fair
value at the amalgamation date. However, the IPSASB noted that the combining operations may have
different accounting policies, which could result in some assets and liabilities being required to be
restated to conform to the resulting entity’s accounting policies. For example, the resulting entity may
adopt an accounting policy of revaluing certain assets such as property, plant and equipment. If one or
more combining operations had previously adopted an accounting policy of measuring such assets at
cost, the practical effect of determining the carrying amount of those assets under the revaluation model
would be similar to that of determining their fair value. For this reason, the IPSASB agreed that it was
appropriate to permit a resulting entity time to obtain the information needed to restate assets and
liabilities to conform to its accounting policies. The IPSASB agreed that a period of one year was
appropriate.
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Combining operations that have not previously adopted accrual basis IPSASs

BC83.

BC84.

BC85.

In developing this Standard, the IPSASB considered whether it was necessary to include specific
provisions to address the situation where one or more combining operations had not previously adopted
accrual basis IPSASs. For example, one public sector entity that has previously applied accrual basis
IPSASs may be amalgamated with a second public sector entity that has previously applied an
alternative accrual basis of accounting. In such circumstances, recognizing and measuring the second
public sector entity’s assets and liabilities at their carrying amount may not be consistent with the
requirements of accrual basis IPSASs.

The IPSASB concluded that no separate provisions were required in this Standard. Paragraph 27 of
IPSAS 40 requires the resulting entity to adjust the carrying amounts of the identifiable assets and
liabilities of the combining operations where required to conform to the resulting entity's accounting
policies. The IPSASB considered this requirement to be sufficient to address most circumstances where
one or more combining operations had not previously adopted accrual basis IPSASs.

The IPSASB came to the view that where adjusting the carrying amounts to conform to the resulting
entity’s accounting policies was insufficient to achieve compliance with accrual basis IPSASs, the
resulting entity would be a first-time adopter of accrual basis IPSASs. This could occur where one or
more combining operations had previously adopted the cash basis of accounting and had, therefore, not
previously recognized certain assets and liabilities. In these circumstances, the resulting entity would
apply IPSAS 33, First-time Adoption of Accrual Basis International Public Sector Accounting
Standards (IPSASs) in preparing its first post-combination financial statements.

Accounting for acquisitions (paragraphs 58-125)

Reasons for adopting the acquisition method of accounting for acquisitions

BC86.

BC87.

BC88.

In developing the CP, the IPSASB did not reach a conclusion as to “whether the use of fair value as the
measurement basis, is appropriate for some or all acquisitions in the public sector. This is because the
most prevalent types of acquisition occur where operations are acquired for the achievement of
objectives relating to the delivery of goods and/or services, instead of generating economic benefits to
return to equity holders. Moreover, many acquisitions do not include the transfer of consideration.
Some consider that these types of acquisitions are different in nature from business combinations as
identified in IFRS 3, because the concept of acquiring an operation directly in exchange for the transfer
of consideration is missing.” Respondents to the CP generally supported the use of fair value for
acquisitions in which consideration was transferred. For acquisitions in which no consideration was
transferred, there was broadly equal support for fair value measurement and measurement at carrying
amount.

The arguments developed in the CP reflected the classification approach in the CP. In the CP, the
IPSASB proposed that the gaining of control was the sole definitive criterion for distinguishing an
amalgamation from an acquisition. The IPSASB has subsequently decided to supplement the gaining
of control with two other factors, consideration and decision-making. The IPSASB considers that this
will result in fewer public sector combinations being classified as acquisitions than under the approach
in the CP. Those public sector combinations that are classified as acquisitions will be similar in nature
to the business combinations addressed by IFRS 3.

Having regard to the revised classification approach that it had agreed to adopt, the IPSASB
reconsidered which accounting method would be appropriate for acquisitions. The IPSASB concluded
that the acquisition method was appropriate, and agreed to adopt the acquisition method as set out in
IFRS 3 as the accounting method for acquisitions in this Standard. This approach was supported by
respondents to ED 60.

Differences to the accounting treatments in IFRS 3

BC89.

BC90.

IFRS 3 includes accounting treatments that are based on other IFRS Standards for which there is no
equivalent IPSAS, for example income taxes and share-based payment. The IPSASB agreed not to
include the detailed requirements specified in IFRS 3, but to include references to the relevant
international or national accounting standard dealing with the issue.

The IPSASB considered whether any additional guidance to that provided by IFRS 3 was required. The
IPSASB noted that acquisitions in the public sector may include assets and liabilities arising from non-
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exchange transactions that are not addressed in IFRS 3. Consequently, the IPSASB agreed to include
additional guidance on the following non-exchange items:

(@)  Tax forgiveness; and

(b)  The subsequent measurement of transfers, concessionary loans and similar benefits received by
a combining operation on the basis of criteria that may change as a result of an acquisition.

The IPSASB considered comments from respondents to ED 60 regarding the acquisition method. As a
result, the IPSASB agreed to make minor changes to the requirements:

The tax forgiveness requirements have been amended to allow for those cases where tax forgiveness
occurs subsequent to the acquisition as well as where it forms part of the terms of the acquisition.

The IPSASB considered whether any additional exemptions to the recognition and measurement
principles or any additional guidance on the acquisition method were required. The IPSASB concluded
that no further provisions were necessary, as the Board considered that the provisions in this Standard
or in other IPSASs were already sufficiently clear.

Acquired operations that have not previously adopted accrual basis IPSASs

BC92.

In developing this Standard, the IPSASB considered whether it was necessary to include specific
provisions to address the situation where one or more acquired operations had not previously adopted
accrual basis IPSASs. The IPSASB concluded that no separate provisions were required in this
Standard. Paragraph 64 of IPSAS 40 requires an acquirer to recognize the identifiable assets acquired,
the liabilities assumed and any non-controlling interest in an acquired operation. Paragraph 72 of the
Standard requires the acquirer to measure the assets and liabilities acquired at their acquisition-date fair
values. Consequently, the acquirer will measure all assets and liabilities in accordance with accrual
basis IPSASs, irrespective of the accounting basis previously adopted by an acquired operation.

Fair value cannot be determined

BC93.

Respondents to ED 60 commented that, in exceptional circumstances, it may be impracticable for an
acquirer to determine the fair value of an item and suggested that the use of the item’s previous carrying
amount may be an appropriate alternative. The IPSASB considered this suggestion but concluded that
using carrying amount may not be appropriate in all instances, particularly if the acquired operation
does not apply accrual based IPSASs. The IPSASB agreed that entities should apply the existing
requirements in IPSASs. In particular, the IPSASB noted that, in accordance with IPSAS 3, Accounting
Policies, Changes in Accounting Estimates and Errors, applying a requirement is impracticable when
the entity cannot apply it after making every reasonable effort to do so. IPSAS 3 provides additional
guidance. In such cases, the acquirer would measure the item as of the acquisition date in a manner that
is consistent with other IPSASs and the acquirer’s accounting policies, and make the disclosures
required by other IPSASs. The IPSASB considered that it would be appropriate to measure the item at
its previous carrying amount only where that carrying amount is consistent with other IPSASs and the
acquirer’s accounting policies.

Revision of IPSAS 40 as a result of [draft] Improvements to IPSAS, 2018%°

BC94.

The IPSASB reviewed the revisions to IFRS 3, Business Combinations, included in Annual
Improvements to IFRS® Standards 2015-2017 Cycle issued by the IASB in December 2017, and the
IASB’s rationale for making these amendments as set out in its Basis for Conclusions. The IPSASB
concurred that, as the accounting for an acquisition achieved in stages was the same in IPSAS 40 as in
IFRS 3, there was no public sector specific reason for not adopting the amendments.

2 In May 2018 the IPSASB issued Improvements to IPSAS, 2018 which includes proposals to amend IPSAS 40 by adding paragraph 100A
and to add paragraph BC94 to the IPSASB’s Basis for Conclusions.
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Implementation Guidance

This guidance accompanies, but is not part of, PBE IPSAS 40

IGL. The purpose of this Implementation Guidance is to illustrate certain aspects of the requirements of
PBE IPSAS 40.

Classification of PBE Combinations

1G2. The diagram below summarises the process established by PBE IPSAS 40 for classifying PBE
combinations.

Does one party to the PBE combination
gain control of operations?

(See paragraphs 7-8 and
AG10-AG18 of PBE IPSAS 40)

Is the economic substance of the PBE
combination that of an amalgamation?
(See paragraphs 9-14 and AG19-AG50

of PBE IPSAS 40)

No

Amalgamation Acquisition
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Illustrative Examples

These examples accompany, but are not part of, PBE IPSAS 40

Classification of PBE Combinations

[llustrating the Consequences of Applying Paragraphs 7-14 and AG10-AG50 of PBE IPSAS 40

IE1.

IE2.

The following scenarios illustrate the process for classifying PBE combinations. These scenarios
portray hypothetical situations. Although some aspects of the scenarios may be present in actual fact
patterns, all facts and circumstances of a particular fact pattern would need to be evaluated when
applying PBE IPSAS 40.

Each scenario is illustrated by a diagram. Where a PBE combination involves operations which form
part of an economic entity, but not the whole economic entity, the operations that are involved in the
combination, and the entity that is formed by the combination, are shaded in the diagram. Where more
than one reporting entity is included in an economic entity, the boundary of the economic entity is
shown by a dotted line.

Scenario 1: Reorganisation of Local Government by Rearranging Territorial Boundaries

IE3.

IE4.

IES.

IE6.

IE7.

IES.

The following diagram illustrates the creation of a new municipality by combining some operations
from two existing municipalities.

Before
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