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Objective(s) of Agenda Item 

1. The objective of this agenda item is to: 

(a) Consider the responses to the Consultation Paper 

(b) Seek the IPSASB’s views on the way forward 

Material(s) Presented 

Agenda Item 8.1 List of Respondents 

Agenda Item 8.2 Review of Responses and Issues Paper 

Agenda Item 8.3 Analysis of Respondents’ Comments on the Preliminary Views in the 
Consultation Paper Public Sector Combinations 

Agenda Item 8.4 Analysis of Respondents’ Comments on the Specific Matters for Comment 
in the Consultation Paper Public Sector Combinations 

Action(s) Requested 

2. The IPSASB is asked to consider the issues raised in the Issues Paper and to: 

(a) Agree the scope of the ED; 

(b) Agree to develop the basis for classifying combinations based on ownership; 

(c) To note the issues raised by respondents in respect of the other Preliminary Views and Specific 
Matters for Comment. 

Prepared by: Paul Mason and João Fonseca (May 2014) Page 1 of 1 



 IPSASB Meeting (June 2014) Agenda Item 8.1 
  

CONSULTATION PAPER, PUBLIC SECTOR COMBINATIONS 
LIST OF RESPONDENTS 

Response 
# 

Respondent Name Country Function 

001 
Financial Management Standards Board (FMSB) of the Association of 
Government Accountants (AGA) 

USA Other 

002 Cour des comptes France  Audit Office 

003 Conseil de normalisation des comptes publics (CNOCP) France  Standard Setter/Standards Advisory Body 

004 Charity Commission for England and Wales UK Other 

005 Accounting and Auditing Standards Desk of the Abu Dhabi Accountability 
Authority (ADAA) 

United Arab 
Emirates 

Standard Setter/Standards Advisory Body 

006 Australian Accounting Standards Board (AASB) Australia Standard Setter/Standards Advisory Body 

007 Ernst & Young International Accountancy Firm 

008 Heads of Treasuries Accounting and Reporting Advisory Committee (HoTARAC) Australia Preparer 

009 The Japanese Institute of Certified Public Accountants (JICPA) Japan Member or Regional Body 

010 Staff of the Accounting Standards Board South Africa Standard Setter/Standards Advisory Body 

011 Australasian Council of Auditors-General (ACAG) Australia Audit Office 

012 Chartered Institute of Public Finance and Accountancy (CIPFA) UK Member or Regional Body 

013 Direction Générale des Finances Publiques (DGFiP) France Preparer 

014 The Accounting Officer of the Commission, European Commission, DG Budget Europe Preparer 

015 Office of the Comptroller General, Treasury Board of Canada Canada  Preparer 

016 Institut der Wirtschaftprüfer (IDW) Germany Member or Regional Body 

017 Institute of Certified Public Accountants of Kenya (ICPAK) Kenya Member or Regional Body 
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Response 
# 

Respondent Name Country Function 

018 Institute of Chartered Accountants of Nigeria (ICAN) Nigeria Member or Regional Body 

019 CPA Australia and the Institute of Chartered Accountants in Australia (ICAA) Australia Member or Regional Body 

020 Staff of the Public Sector Accounting Board (PSAB) Canada Standard Setter/Standards Advisory Body 

021 Zambia Institute of Chartered Accountants (ZICA) Zambia  Member or Regional Body 

022 The Public Sector Committee of the Institute of Chartered Accountants of 
Scotland (ICAS) UK Member or Regional Body 

023 New Zealand Accounting Standards Board (NZASB) New Zealand Standard Setter/Standards Advisory Body 

024 Denise Silva Ferreira Juvenal Brazil Other 

025 Swiss Public Sector Financial Reporting Advisory Committee (SRS-CSPCP) Switzerland Standard Setter/Standards Advisory Body 

026 The Committee on Accounting for Public Benefit Entities (CAPE) of the Financial 
Reporting Council (FRC) 

UK Standard Setter/Standards Advisory Body 
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Analysis of Respondents by Region, Function, and Language 
Geographic Breakdown 

Region Respondents Total 

Africa and the Middle East 5, 10, 17, 18, 21 5 

Asia 9 1 

Australasia and Oceania 6, 8, 11, 19 ,23 5 

Europe 2, 3, 4, 12, 13, 14, 16, 22, 25, 26 10 

Latin America and the Caribbean 24 1 

North America 1, 15, 20 3 

International 7 1 

Total  26 
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Functional Breakdown 

Function Respondents Total 

Accountancy Firm 7 1 

Audit Office 2 ,11 2 

Member or Regional Body 9, 12, 16, 17, 18, 19, 21, 22 8 

Preparer 8, 13, 14, 15 4 

Standard Setter/Standards Advisory Body 3, 5, 6, 10, 20, 23, 25, 26 8 

Other 1, 4, 24 3 

Total   26 
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Linguistic Breakdown 

Language Respondents Total 

English-Speaking 1, 4, 6, 8, 10, 11, 12, 15, 18, 19, 20, 21, 22, 23, 26 15 

Non-English Speaking 2, 3, 5, 9, 13, 16, 24, 25 8 

Combination of English and Other 7, 14, 17 3 

Total   26 
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 8.2 

CONSULTATION PAPER, PUBLIC SECTOR COMBINATIONS    
REVIEW OF RESPONSES AND DISCUSSION OF ISSUES 

Introduction 
1. The IPSASB commenced its project “entity combinations” in 2008. The project was split into two 

parts: 

(a) Entity combinations arising from exchange transactions. This was a limited convergence 
project with IFRS 3, Business Combinations. 

(b) Entity combinations arising from non-exchange transactions. This was a public sector-specific 
project. 

2. ED 41, Entity Combinations from Exchange Transactions, was issued in May 2009. In response to 
the comments received, the IPSASB accepted that the approach in the ED would be difficult to apply. 
The main areas for concern were: 

(a) Distinguishing between all exchange and non-exchange entity combinations. 

(b) Identifying all combinations within the scope of ED 41. Would this include combinations where 
no party gains control of the other parties? 

3. Consequently, the IPSASB decided not to develop ED 41 into an IPSAS. It decided to undertake a 
broader scope project that considered all combinations in the public sector. The IPSASB issued 
Consultation Paper (CP), Public Sector Combinations (PSCs) in June 2012. The comment period 
ended on October 31, 2012. Twenty-six respondents commented on the CP. 

Summary of the Consultation Paper 

4. The CP considers accounting for the transactions or other events that meet the definition of a 
combination. The CP proposes that combinations should be distinguished initially between 
acquisitions and amalgamations. For amalgamations, the CP proposes that the resulting entity apply 
the modified pooling of interests method of accounting. The CP distinguishes between two types of 
acquisition: 

• Acquisitions that occur within an economic entity, i.e., under common control (UCC); and 

• Acquisitions that are not under common control (NUCC). 

5. For acquisitions UCC, the CP proposes that the recipient recognizes the assets acquired and the 
liabilities assumed at carrying amount. The CP does not reach a conclusion for the accounting 
treatment of any gains or losses that arise. 

6. For acquisitions, NUCC the CP does not come to a conclusion on the measurement basis the 
recipient should apply. Instead it outlines and seeks views on two possible approaches: 

• Approach A where the measurement basis is fair value; and 

• Approach B which distinguishes acquisitions NUCC based on whether or not they involve the 
transfer of no or nominal consideration. 
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7. Under approach B, where an acquisition involves consideration, the measurement basis is fair value. 
Where an acquisition involves no or nominal consideration, the measurement basis is carrying 
amount. Whether approach A or approach B is adopted, the CP proposes that where the net assets 
acquired exceed the consideration transferred the recipient recognizes a gain in surplus and deficit. 
Where the recipient assumes net liabilities of the transferred operation, the CP proposes that a loss 
is recognized in surplus and deficit. This also applies whether approach A or approach B is adopted. 
The CP does not reach a conclusion for the accounting treatment of the difference where the recipient 
transfers consideration exceeding the net assets acquired. The CP outlines two possible approaches: 
goodwill or a loss. 

Issues Raised in the Consultation Paper 

8. The CP sought respondents’ views on the IPSASB’s Preliminary Views (PVs) as set out in the CP. 
Where the IPSASB had not reached a view, or had agreed to seek additional information, the CP 
included a Specific Matter for Comment (SMC). The CP sought responses on all these issues. 

9. This Issues Paper considers the PVs and SMCs on a chapter by chapter basis, in line with the CP. 
This allows all the comments on a particular topic to be considered together. 

Previous Review 

10. At the March 2013 meeting the IPSASB discussed the staff analysis of the responses to SMC 1, SMC 
2, and SMC 6, along with the related PVs. These SMCs deal with such matters as the scope of the 
project; distinguishing between acquisitions and amalgamations; and accounting for acquisitions 
UCC. An extract from the approved minutes from that meeting is shown below. 

Extract from Approved Minutes of the March 2013 Meeting 

SMC 1 Is the scope of the CP appropriate? 

The IPSASB considered the responses to Specific Matter for Comment (SMC) 1 “Is the scope of the 
CP appropriate?” The IPSASB agreed that the project should continue with the scope proposed in 
the CP. The IPSASB also agreed that the draft ED should include guidance on (a) the derecognition 
and recognition of assets for the transferor, (b) the definition of an operation, (c) disclosure 
requirements for combining entities relating to the going concern basis, (d) subsequent measurement 
requirements similar to that included in IFRS 3, Business Combinations, and (e) distinguishing 
between asset acquisitions, entity and operation acquisitions and amalgamations using relevant text 
from IFRS 3. 

SMC 2 Distinguishing between Acquisitions and Amalgamations and Combinations NUCC and UCC 

The IPSASB had an initial discussion of the responses to SMC 2 which asked respondents whether 
the approach used in the CP of distinguishing between acquisitions and amalgamations, with a further 
distinction for public sector combinations not under common control and under common control, is 
appropriate. The IPSASB directed staff to outline the possible consequences for the accounting 
treatment of the different suggestions that respondents made to this SMC for review at its June 2013 
meeting. 

Agenda Item 8.2 
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Structure of this Issues Paper 

11. This current paper includes a review of all PVs and SMCs, including those previously reviewed in 
March 2013. This reflects the fact that many of the issues raised in the PVs and SMCs are 
interdependent. 

12. There is limited time available at this meeting to discuss public sector combinations. This means that 
it is unlikely that the IPSASB will be able to reach a conclusion on all the issues raised in the CP. 
Consequently, this issues paper is in two parts. Part A includes those issues where staff consider a 
decision is required at this meeting to allow the project to proceed. These are the scope of the project 
and the classification of combinations. Part B includes the remaining issues. Staff considers that 
these issues can be addressed later in the project if time does not allow decisions to be made at this 
meeting. 
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PART A: Decisions required at this meeting 

Responses to the Consultation Paper 
13. While almost all respondents commented on the SMCs, many did not provide specific comments on 

the PVs. However, whether a respondent agreed or disagreed with a PV is often clear or implicit in 
their responses to related SMCs. In some cases, the staff analysis of a particular PV will refer to 
these views.  

14. Staff’s view is that the main issue that the IPSASB will need to address is the classification of 
combinations. At least half of the respondents disagree with the approach proposed in the CP, and 
some provided alternative approaches. This issue is pervasive. It affects the definitions used in the 
CP, and respondents’ comments on measurement issues reflect their approach to classification. This 
is the main focus of this issues paper. 

15. A second issue that the IPSASB will need to address is whether goodwill can arise in the public 
sector. Again respondents are split over this question. Staff notes that some of the points made by 
respondents may be resolved by decisions relating to classification. 

Chapter 2 Scope and Definitions  

Definitions  

PV1—A public sector combination is the bringing together of separate operations into one entity, 
either as an acquisition or an amalgamation. 

16. PV 1 set out the IPSASB’s view of the scope of a public sector combination. PV 1 also set out the 
following definitions that were used in the CP: 

(a) An acquisition is a transaction or other event that results in a recipient gaining control of one 
or more operations. 

(b) An amalgamation is a transaction or other event where (a) two or more operations combine, 
(b) none of the combining operations gain control of the other operations, and (c) the 
transaction or other event is not the formation of a joint venture. 

(c) A combining operation is an operation that combines with one or more other operations to form 
the resulting entity. 

(d) 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. 

(e) A recipient is the entity that gains control of one or more operations in an acquisition. 

(f) A resulting entity is the entity that is the result of two or more operations combining where none 
of the combining operations gains control of the other operations. 

(g) A transferor is the entity that loses control of one or more of its operations to another entity (the 
recipient) in an acquisition. 

Agenda Item 8.2 
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Overview of Comments on PV 1 

17. Staff notes that there is general agreement with the definition of a public sector combination. Where 
there is disagreement with the definitions in the PV, this generally relates to the boundary between 
acquisitions and amalgamations. SMC 1 considers the scope of the project in more detail. SMC 2 
considers how combinations should be classified. 

18. Eight respondents commented on this PV. Five respondents (5, 18, 20, 22 and 24) agree with the 
PV. However, respondent 20 expresses a preference for a different approach to classifying 
combinations, while acknowledging that the definitions are workable. Respondent 10 proposes that 
additional guidance is provided about the application of the pooling of interests method to operations 
as opposed to entities. Two respondents (6 and 23) disagree with the PV or some of the definitions. 

19. Staff notes that seven respondents (1, 8, 11, 14, 15, 17 and 19) suggest that amalgamations and 
acquisitions should be defined using factors other than control. For this reason, staff has inferred a 
lack of support for the control-based definitions included in the PV. Staff recommends that these 
definitions are reviewed when decisions regarding the classification of combinations have been 
made. 

PV 2—A public sector combination under common control is a public sector combination in which 
all of the entities or operations involved are ultimately controlled by the same entity both before 
and after the public sector combination. 

Overview of Comments on PV 2 

20. Seven respondents (5, 10, 18, 20, 22, 23 and 24) commented on his PV. All seven respondents were 
supportive. The remaining respondents did not specifically comment on this PV. Staff notes that 
comments on other PVs and SMCs accepted this approach. Staff therefore does not propose that 
this definition be amended in any way. 

Scope of the project 

SMC 1—Is the Scope of the project CP appropriate? 

SMC 1: “In your view, is the scope of this CP appropriate?” 

21. The CP proposes that the project deal with accounting by entities that apply IPSASs for acquisitions 
and amalgamations including those that are UCC and NUCC. Twenty-four respondents replied to 
this SMC. Seventeen respondents (1, 4, 5, 9, 11, 12, 16, 17, 18, 19, 20, 21, 22, 23, 24, 25 and 26) 
agree that the scope of the CP is appropriate. Seven respondents (3, 6, 7, 8, 10, 13 and 15) have 
some reservations or made comments. None of these respondents indicate that they consider the 
scope to be inappropriate. 

22. Respondents 7, 8, 10, 11 and 15 suggest that further guidance is required. This would cover matters 
such as: 

• The definition of an operation; 

• Disclosure requirements for combining entities relating to the going concern basis; 

• Subsequent measurement of items not included in other IPSASs; 
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• Differentiating between asset acquisitions, entity and operation acquisitions and 
amalgamations. 

• Requirements for situations where one or more of the parties is not a public sector entity. 

23. Some respondents also suggest that guidance should be provided on the accounting requirements 
for a transferor. However, Respondent 6 considers that transferor accounting should be excluded 
from the scope of the project because other IPSASs already address the accounting requirements 
for a transferor. This issue is discussed under SMC 7 (symmetrical accounting for combinations 
UCC). 

24. Staff notes that the implications for transferor accounting will only be known once the accounting by 
the recipient and resulting entity have been agreed. This may include amendments to existing 
IPSASs. It is proposed that this matter be revisited and considered as the IPSASB reviews responses 
to SMC 7 and forms its views on accounting by the transferor. 

25. Staff notes these suggestions for guidance and proposes that their relevance is considered as the 
draft ED is developed. 

26. Respondents 3, 8 and 13 raised a number of concerns regarding the CP: 

• The CP does not sufficiently address public sector issues because it focuses on acquisitions 
of a commercial nature. Staff considers that the definition of an acquisition in the CP is not 
limited to those of a commercial nature. Proposals later in this paper address this concern. 

• The scope of the project should include the accounting treatment of a combination in the 
financial statements of a Government Business Enterprise (GBE). Staff considers that the 
extension of IPSASs to GBEs is beyond the scope of this project. Staff also notes that 
controlling entities consolidate all controlled entities, including GBEs, under IPSASs. 

• This project should not be completed until after the completion of the Conceptual Framework 
and the project to revise IPSAS 6. The IPSASB agreed that this project should not be deferred 
until after the completion of the Conceptual Framework. 

27. Staff notes these comments. Staff considers that the overall nature of the comments on the scope of 
the CP is positive and therefore the IPSASB should continue with the scope proposed in the CP. 

Matter(s) for Consideration 
1. The IPSASB is asked to agree that the project should continue with the scope proposed in the 

CP, subject to transferor accounting being considered under SMC 7 at a later meeting. 

SMC 2—Distinguishing between acquisitions and amalgamations and combinations NUCC and 
UCC 

28. SMC 2 asks the following question: 

In your view, is the approach used in this CP of distinguishing between acquisitions and 
amalgamations, with a further distinction for PSCs NUCC and UCC, appropriate? If you do not 
support this approach, what alternatives should be considered? Please explain your reasoning.  

29. Respondent 2 did not comment on this SMC. Respondent 13 did not think that the CP was sufficiently 
clear about what would constitute an amalgamation to be able to answer the question. 
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30. Of the remaining 24 respondents, 12 generally supported the approach in the CP. Twelve 
respondents did not support the approach in the CP or suggested alternative approaches to 
classifying combinations. The alternative suggestions can be summarized as follows: 

• Classification based on consideration or market price (five respondents); 

• Classification of combinations as acquisitions NUCC and other combinations (three 
respondents); 

• Classification based on the voluntary or involuntary nature of the combination (one 
respondent); and 

• Classification based on whether the combination has commercial substance (one respondent). 

31. Staff considers that these approaches are intended to better reflect the substance of combinations in 
the public sector. In part, this is because many combinations do not involve consideration or an 
exchange. This has similarities, as well as differences, with Approach B under SMC 4. Some 
respondents also made this link. In Approach B, the CP suggests that acquisitions involving 
consideration would be treated differently from acquisitions without consideration. The CP suggests 
different measurement rather than classification. More detailed comments are provided below. 

Support for the Approach in the CP 

32. Respondents 4, 5, 7, 9, 10, 12, 16, 18, 21, 22, 24 and 25 support the approach in the CP. 

33. Respondent 5 supports a further subdivision of acquisitions. Acquisitions involving consideration 
would be distinguished from those without. 

34. Respondent 7 comments on the examples in Chapter 2 of the CP. The respondent considers the 
distinctions between acquisitions and amalgamations to be based on legal form rather than economic 
substance. (Respondent 23 expresses similar concerns.) Staff does not consider this to have been 
the intention of the CP. The ED will reflect the economic substance of a combination. 

35. Respondent 7 proposes that all combinations involving a public sector entity and a private sector 
entity are acquisitions. This is because the combination would increase the size of public sector as a 
whole. Staff notes that an increase in size is indicative of an acquisition.  

36. Respondent 7 also comments that, if there are difficulties in drawing a robust distinction between 
acquisitions and amalgamations, all combinations UCC could be treated as amalgamations. 

37. Respondent 25 suggests that the term “acquisition” be replaced with “transfer of operation.” The 
respondent considers that this term more closely reflects the public sector situation. Staff notes that 
respondent 15 also suggests that a term other than “acquisition” is used to define combinations not 
involving the transfer of consideration. 

38. Staff proposes to consider this change in terminology in combinations NUCC at a future meeting. As 
used in the CP, the term “acquisition” covered a different range of transactions than those covered 
by IFRS 3. Staff considers that this different usage may partially explain why some respondents 
commented that the paper did not focus sufficiently on public sector issues. 

Do not Support Distinction between Acquisitions and Amalgamations 

39. Two respondents (6 and 19) do not support the distinction between acquisitions and amalgamations 
because distinguishing between an acquisition and an amalgamation is likely to be difficult 
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(respondent 6). These respondents consider that acquisition accounting, based on IFRS 3, is a 
suitable basis for all combinations. In particular, respondent 6 disagrees with the IPSASB’s decision 
not to develop ED 41, Entity Combinations from Exchange Transactions into a standard. A flow chart 
showing the accounting implications of this approach can be found at Appendix A-2. 

Alternative Suggestions 

40. The CP distinguishes between acquisitions and amalgamations based on whether or not one entity 
gains control over another entity or operation. Combinations are sub-classified into combinations 
UCC and NUCC. Ten respondents (1, 3, 8, 11, 14, 15, 17, 20, 23 and 26) suggest a different basis 
for that distinction. Their proposals are discussed below. Flow charts showing the proposals are 
shown in Appendix B. 

 (a) Significant Consideration is Transferred 

41. Three respondents (1, 15 and 17) suggest that the distinction between acquisitions and 
amalgamations should be based on whether significant consideration is exchanged. In broad terms, 
they consider that this classification would provide more clarity for users and be simpler to apply.1 A 
flow chart showing the accounting implications of this approach can be found at Appendix A-3. 

42. Respondent 15 also notes that a feature of combinations in the public sector is that many do not 
involve the exchange of consideration, and combinations should be analyzed in the context of non-
exchange transactions rather than the accounting methods used in the CP. 

43. Staff notes that the IPSASB had previously decided that it was not possible to clearly distinguish 
between combinations that are exchange transactions and those that are non-exchange transactions.  

(b) Consideration is Transferred 

44. Respondent 20 suggests a distinction based on whether or not consideration is exchanged. This 
respondent considers that this approach will better reflect the economic substance of a combination. 
In this respondent’s view, combinations with consideration are fundamentally different in nature from 
those without. The flow chart at Appendix A-3 also shows the accounting implications of this 
approach. 

45. Respondent 5 also considers the distinction between acquisitions (which involve consideration) and 
government reorganizations (where no consideration is transferred) to be important. This does not 
depend on whether the acquisition is NUCC or UCC. This respondent considers that acquisitions 
NUCC are likely to involve the transfer of consideration. This respondent does not address the issue 
of acquisitions NUCC where no or nominal consideration is transferred. 

1  Respondents 1 and 17 explain this is an approach similar to the one set out in the Governmental Accounting Standards Board 
(GASB) Exposure Draft, Government Combinations and Disposals of Government Operations. Staff notes that the GASB has 
finalized its deliberations on this ED. GASB Statement No. 69, Government Combinations and Disposals of Government 
Operations was issued in January 2013. Staff also notes that this guidance includes the notion of amalgamations. For 
combinations that do not involve the exchange of significant consideration, a further distinction is made. The Statement 
distinguishes between mergers and transfers of operations, based on whether the combination involves legally separate entities. 
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(c) Combination is at Market Price 

46. Respondent 3 distinguishes between acquisitions at market price and public sector amalgamations. 
The respondent considers that all combinations between public-sector entities that are not 
acquisitions at market price must be addressed in priority. 

(d) Classification as Acquisitions NUCC or as Other Combinations 

47. Respondent 14 also suggests using the transfer of consideration as a factor; but not the only factor. 
Classification would also depend on whether the operation acquired was under common control, as 
follows: 

(a) Acquisitions would be limited to circumstances where consideration is transferred and the 
operation is NUCC. These combinations would apply the modified acquisition method2. 

(b) All other combinations, i.e.: 

(i) Acquisitions where no consideration is transferred and the operation is NUCC; 

(ii) Amalgamations of operations NUCC; and  

(iii) Combinations of operations UCC. 

48. The second group of combinations would apply the modified pooling of interests method with an 
appropriate solution for goodwill. A flow chart showing the accounting implications of this approach 
can be found at Appendix A-4. 

49. Respondent 14 suggests this approach because 

(a) It is simpler than the approach suggested in the CP; 

(b) There are many combinations where no acquirer can be identified; and 

(c) The vast majority of combinations in the public sector do not involve the transfer of 
consideration. 

50. Other respondents made similar comments but did not refer to consideration. 

51. Respondent 8 suggests that the following distinction between combinations should be made: 

(a) Acquisitions of operations NUCC; the measurement basis would be fair value. 

(b) All other combinations (including all combinations UCC and amalgamations NUCC); the 
measurement approach would be carrying amount. 

52. A flow chart showing the accounting implications of this approach can be found at Appendix A-5a. 

53. Respondent 7 makes comments when discussing common control that would give a similar outcome. 
The respondent comments that, if there are difficulties in distinguishing between acquisitions and 
amalgamations, all combinations UCC could be considered amalgamations. A flow chart showing the 
accounting implications of this approach can be found at Appendix A-5b. 

54. Respondent 23 considers the distinction between combinations NUCC and UCC to be the primary 
distinction. Entities involved should first consider whether they are NUCC or UCC before determining 
whether the combination is an acquisition or an amalgamation. The respondent notes that this 

2  In SMC 4 this respondent explains that the modified acquisition method uses carrying amount as the measurement approach. 
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approach is outlined in paragraph 1.10 of the CP. However, the rest of the CP considers the 
acquisition and amalgamation distinction first. A flow chart showing the accounting implications of 
this approach can be found at Appendix A-5c. 

55. Respondent 23 considers a combination UCC is very likely to be a reorganization or restructure of 
the operations of the economic entity. They consider an acquisition UCC to be rare. This respondent 
therefore considers that combinations UCC should be accounted for as an amalgamation. They put 
forward two reasons to support this view: 

• An acquisition UCC is highly unlikely to occur; and 

• The difficulty of drawing a robust distinction between acquisitions and amalgamations. 

56. The respondent also notes that most combinations are directive in nature and occur without the 
transfer of consideration. 

(e) Involuntary Combinations 

57. Respondent 11 considers that an amalgamation NUCC is indicated when the combination is 
involuntary in nature. This would include: 

• Direction by legislation; 

• Ministerial directive; or 

• Other externally imposed requirement. 

58. This respondent suggests that the accounting treatment for a combination UCC should be determined 
based on whether it is voluntary or involuntary. A flow chart showing the accounting implications of 
this approach can be found at Appendix A-6. 

(f) Acquisitions UCC are Sub-Categorized based on whether the Combination has Commercial Substance 

59. Respondent 26 supports distinguishing between combinations NUCC and UCC. The respondent 
considers that acquisitions UCC should be sub-classified. The respondent distinguishes between 
those acquisitions UCC that are commercial or arm’s length transactions and those acquisitions UCC 
that are not. This respondent considers that fair value is the appropriate measurement basis for 
commercial or arm’s length transactions. Where there is no commercial substance to the transaction, 
this respondent considers that the use of carrying amount may be appropriate. This is the converse 
view to respondents 1, 7, 8, 12, 14 and 23 who question whether an acquisition UCC actually occurs. 
A flow chart showing the accounting implications of this approach can be found at Appendix A-7. 

Staff Comments on Responses to SMC 2 

60. Staff notes that respondents are equally split between those who support the approach in the CP and 
those who disagree with the approach. Respondents who disagree with the approach consider that 
it does not adequately reflect the nature of public sector combinations. 

61. Staff considers that respondents’ comments on PV 3 and SMC 3 regarding the boundary between 
acquisitions and amalgamations are also relevant to the question of how to classify combinations. 
Staff proposals regarding classification are therefore presented after the analysis of these responses. 
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Chapter 3 The Boundary between Acquisitions and Amalgamations 

PV 3—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. 

Overview of Comments on PV 3 

62. Nine respondents comment on this PV. Six respondents (5, 10, 12, 18, 22 and 24) support the PV. 
Three respondents (6, 13 and 23) did not support the PV. Staff considers that a further 10 
respondents (1, 8, 11, 14, 15, 16, 17, 19, 20 and 25) do not support the PV because: 

(a) The respondent did not support the distinction between acquisitions and amalgamations set 
out in the CP in SMC 2; 

(b) The respondent suggests an alternative approach to distinguishing between acquisitions and 
amalgamations in SMC 2; and/or 

(c) The respondent does not consider control should be the sole criterion in SMC 3. 

63. Respondents who support this PV also support the approach in SMC 2 above. Respondents who do 
not support this PV generally do not support the approach in SMC 2 above; the exceptions are 
respondents 16 and 25, who do support the approach in SMC 2. 

64. Respondents 10 and 13 suggest that the final pronouncement should include guidance on when 
control might exist. Staff proposes to review the need for such guidance when preparing the ED. This 
will depend on decisions regarding classification. This is discussed later in this paper. 

SMC 3—Other public sector characteristics that should be considered in determining whether one 
party has gained control 

65. SMC 3 discusses the characteristics used to distinguish between acquisitions and amalgamations in 
IAS 22 and asks the question: 

“In your view, are there other public sector characteristics that should be considered in determining 
whether one party has gained control of one or more operations?” 

Overview of Comments on SMC 3 

66. Nine respondents (7, 9, 10, 12, 15, 18, 21, 22 and 26) do not identify other characteristics to be taken 
into account in determining whether one party has gained control. Seven respondents (4, 5, 8, 11, 
13, 19 and 25) do identify other characteristics to be taken into account. These relate to the operation 
of government, and the rights of citizens. 

67. Examples of the characteristics identified by these respondents are: 

• The entity is accountable to Parliament, or the Executive or a particular Minister. 

• The government has a residual financial interest in the net assets of the entity. 

68. Staff notes that other characteristics identified by these respondents appear to relate not to whether 
one party has gained control, but how that control was gained. Examples of these characteristics 
include the motive for the combination and whether the combination is imposed by a higher authority. 
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69. Staff considers that the characteristics identified raise similar issues to the suggestions made in 
response to SMC 2. 

70. Three respondents (16, 23 and 24) do not consider that control is the sole criterion. They consider 
all circumstances should be taken into account. 

71. Respondent 6 comments on the SMC without identifying other characteristics. This respondent 
disagrees with the distinction between acquisitions and amalgamations. Three respondents (1, 17 
and 20) do not comment on the SMC. They note that their preferred approach was to use 
consideration to classify combinations. Three respondents (2, 3 and 14) do not comment on this 
SMC. 

Staff Proposals for Classification 

72. Staff notes that respondents are split evenly between those who support the approach in SMC 2 and 
those who do not. Some responses to SMC 3 highlight further factors that could be considered when 
classifying combinations. Staff consider that this suggests respondents are not convinced that the 
approach in the CP fully captures the nature of public sector combinations. Responses to later SMCs 
and PVs strengthen this view. 

73. This is recognized to an extent by the CP. SMC 4 (see later) proposes in Approach B that acquisitions 
NUCC could be measured using two different bases, depending on whether or not consideration is 
transferred. 50 percent of the respondents who support the approach to classification in SMC 2 also 
support Approach B in SMC 4 

74. Staff notes the wide variety of suggestions made by respondents. This emphasizes the fact that 
identifying a basis for classifying combinations that adequately reflects their nature in the public sector 
is difficult. Staff notes that in developing IFRS 3, the IASB was unable to distinguish between 
acquisitions and amalgamations. The IPSASB has already considered some of the suggestions 
made by respondents (consideration and exchange transactions) and rejected them because a 
sufficiently precise boundary could not be drawn. 

75. Staff has considered the various suggestions made. Staff considers that respondents are seeking to 
identify criteria that allow combinations that are unique to the public sector to be distinguished from 
other combinations. This has lead staff to consider whether the concept of “ownership” could help 
define the boundary between combinations that are unique to the public sector to be distinguished 
from other combinations. 

Ownership 

Background 

76. Staff’s proposal only requires a simple question to be answered: “Does this economic entity have any 
owners?” No further consideration of ownership beyond this question is required. Staff does not 
propose to define ownership in the ED. However, members may find it helpful to explore the concept 
of ownership before determining whether it provides a suitable basis for classifying public sector 
combinations. The remainder of this section of the Issues Paper provides further information 
regarding ownership. 
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77. IPSASs currently do not define “ownership”. However, the concept has been referred to by the 
IPSASB in its Conceptual Framework discussions, in particular Elements and Recognition. At the 
April 2010 meeting, agenda paper 2B.5 noted that: 

“Governments and other public sector entities are generally formed by a Constitution or by legislation. 
Thus, most public sector entities, by their very nature, do not have owners or an ownership interest.” 

78. This is a significant difference between combinations in the private sector and many combinations in 
the public sector. Combinations in the private sector generally affect the ownership interests in the 
entities concerned. In the public sector, many combinations will only affect entities that do not have 
ownership interests. Staff considers that recognizing this distinction when classifying combinations 
will better reflect the nature of the combination. This distinction is shown in Figure 1 below: 

Figure 1 – Different Ownership Structures in Private and Public Sectors 

79. Figure 1 above shows that there are different ownership structures in the private and public sectors. 
In the private sector, corporations are always owned by shareholders or other equity holders. The 
shareholders are the ultimate owners of all corporations. There may be intermediate owners in a 
corporate group, but ownership ultimately rests with the shareholders. 

80. In the public sector, there may be owners at intermediate levels, but no ultimate owners. This is 
because the public sector as a whole operates for the benefit of the whole community. In effect the 
whole of the public sector can be considered as analogous to a group, acting on behalf of the whole 
community. 
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Ownership and Control 

81. Ownership gives the owner a number of rights over the resources. The owner can use the resources. 
They can earn income from the resources. They can transfer the resources. 

82. The ‘substance over form’ concept applies to ownership. In many cases, an owner will have legal 
ownership over a resource. However, this is not a requirement. Where ‘economic ownership’ exists, 
the owner has the right to use the resources. 

83. When the legal owner is different from the economic owner, the former hands the responsibility for 
the risk involved in using the resource to the latter, along with the associated benefits. In exchange, 
the legal owner accepts another package of risks and benefits from the economic owner. 

84. Leases and licenses are examples of where the legal and economic ownership are different. Where 
ownership is used in this paper, this refers to economic ownership. In practice, where there is an 
economic owner there will also be a legal owner so the distinction is not significant. 

85. Ownership and control are two interrelated, but distinct terms. 

86. Ownership can be applied to operations and entities. These can be considered as resources for their 
owners. An owner may not own the whole of an operation or an entity. For example, an owner may 
own 5 per cent of the shares in a company. They will own the shares but not the whole entity. 

87. This demonstrates that ownership might not be sufficient to give the right to govern an operation or 
entity. Ownership does not necessarily include the ability to affect the nature and amount of benefits 
an owner receives through its power over the entity. 

88. Where ownership interests are sufficient to give the ability to affect the nature and amount of benefits, 
then there is control of the operation or entity. This would often occur, for example, where an owner 
owned close to 100 per cent of the shares in a company. This would also occur where these rights 
arise from a contractual arrangement without legal ownership of the shares being transferred. 

89. Consequently, in order to have control, there must also be ownership. There is no control without 
ownership. Ownership is a necessary condition for control, but is not in itself sufficient to give control. 

90. Given this link between ownership and control, staff has adopted a working definition of ownership 
based on the definition of control in Exposure Draft 49, Consolidated Financial Statements and the 
definitions of ownership contributions and ownership distributions in the draft Conceptual Framework: 

Ownership: An entity owns another entity when the entity is exposed, or has rights, to variable 
benefits from its interest in the net assets of the other entity. 

91. The links between the definitions of ownership and control can be seen in Figure 2 below: 
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Figure 2 – Ownership in the Proposed New Definition of Control 

 

  Control: An entity controls another entity when 

Ownership: An entity owns 
another entity when 

the entity is exposed, or has rights, to variable benefits from its 
involvement with [interest in the net assets of]3 the other entity 

 and has the ability to affect the nature and amount of those benefits 
through its power over the other entity. 

Proposed Classification 

92. Staff proposes that public sector combinations are classified based on both control and ownership. 
Staff proposes that the classification considers ultimate owners prior to the combination only. No 
consideration is given to whether intermediate ownership interests are affected by a combination, nor 
to the ownership interests after the combination has taken place. This is because, as mentioned in 
paragraph 80 above, the public sector can be seen as analogous to a group. It may therefore not 
necessary to consider intermediate ownership, although further research on this will be required. 
When considering whether the ownership approach should be further developed, the IPSASB may 
wish to consider whether an approach that considers ultimate ownership sufficiently reflects the 
economic circumstances. If not, the IPSASB may wish to direct staff to consider further research on 
the accounting implications of also considering intermediate ownership. 

93. This is shown in Figure 3 on the next page: 

3  In the definition of ownership, “interest in the net assets of” replaces “involvement with” in the ED 49 definition of control. The 
phrase “interest in the net assets of” is taken from the definitions of ownership contributions and ownership distributions in the 
Conceptual Framework. 
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Figure 3 – Staff Proposal: Flow Chart for PSC Classification 
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94. Staff notes that the proposed classification does not rely on the distinction between legal and 
economic ownership. What is relevant is whether there are any kind of ultimate ownership rights 
(legal or economic) over the entities affected by the combination. 

95. Staff proposes using control and ownership to provide a fourfold classification of combinations. This 
would first distinguish between combinations UCC and NUCC. Both combinations UCC and NUCC 
would be subdivided into combinations where ultimate ownership exists for one or more operation or 
entity prior to the combination, and those where ultimate ownership does not exist. 

96. In the proposed classification, the first two categories are both NUCC. The justification for treating 
them differently is that in the first (combinations involving both private and public sector entities), the 
interests of the ultimate owners (such as shareholders) of one entity will be affected by the 
combination. In the second (combinations involving public sector entities only), there are no ultimate 
owners, so there are no ownership interests to be affected. 

97. The first category of combinations occurs when one or more of the entities involved in a combination 
NUCC has ultimate owners prior to the combination. Staff anticipates that these combinations would 
be measured at fair value. IFRS 3 can be used as a source for the accounting treatment when the 
public sector intervenes in the private sector. In this category, using fair value best assesses the gain 
or loss (or goodwill) that the public sector incurs as a result of the combination. Further details are 
provided at paragraphs 104 to 106. 

98. The second and third categories of combinations arise when none of the entities involved in a 
combination has ultimate owners prior to the combination. The second category occurs NUCC, the 
third category UCC. These categories are specific to public sector. Staff considers that for accounting 
purposes, it is likely that the two combinations with no ultimate owners can be treated as a single 
group. These groupings are shown between the dashed lines in Figure 3. Because there is no 
ultimate ownership of these entities, there can be no ultimate control (in accounting terms) of these 
entities. Staff anticipates that these combinations would be measured at carrying amount. In these 
categories, there is no gain or loss to the public sector overall. Staff notes that this might not always 
be the case if intermediate ownership was also to be considered and that further research is required. 

99. The fourth category of combination occurs when one or more of the entities involved in a combination 
UCC has ultimate owners prior to the combination. This category may not be required in IPSASs 
because in the public sector there are usually no ultimate owners. Category four occurs in the private 
sector where there are (almost) always ultimate owners. It may also occur in the case of absolute 
monarchies where there is no separation between the wealth of the monarch and that of the state. 
The IPSASB is asked to consider whether (assuming the IPSASB agrees to the further development 
of the ownership approach) this situation needs to be addressed in a future IPSAS. If so, staff 
anticipates that these combinations would be measured at carrying amount. 

100. Staff considers that further research is needed into the accounting methodology to be used for 
categories two – four. Methods that will be considered are the pooling of interests methodology; 
modified pooling of interests methodology; and the acquisition methodology. 

Concerns Addressed 

101. Staff considers that the approach addresses a number of issues raised by respondents. 
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Unique nature of public sector 

102. Some respondents consider that the CP does not attach sufficient importance to the unique nature 
of many public sector combinations. Respondents 2, 3 and 13 make this point particularly strongly, 
and respondent 13 specifically refers to the lack of ownership links between public sector entities. 
Staff considers that taking ownership into account when classifying combinations addresses these 
concerns. 

103. A number of respondents consider that the CP does not reflect the unique nature of the public sector 
when defining the different classes of combinations. These respondents consider that the CP groups 
together genuine acquisitions with administrative reorganizations. Staff considers that taking 
ownership into account when classifying combinations addresses these concerns. 

IFRS Convergence 

104. Some respondents consider that the CP does not establish a conceptual basis for treating 
combinations in the public sector differently to those in the private sector. Staff considers that this 
conceptual basis can be provided by the ownership concept. In the private sector, combinations are 
always made within a context of ultimate owners. This is often not the case in the public sector. 

105. In this context, staff has reviewed AASB 3 Business Combinations (the Australian equivalent of IFRS 
3). This is an example of a standard on combinations from a jurisdiction that applies IFRS to all 
sectors. Restructures of local governments are excluded from the scope of the standard. The basis 
of conclusions explains that this is a temporary measure pending a review of control in the public 
sector. However, staff notes that AASB 3 also refers to ownership in paragraph Aus63.5: 

“The restructures of local governments referred to in paragraphs Aus63.3 and Aus63.4 do not involve 
transfers between the local government and its ownership group…” 

106. The proposals identify four categories of combination. Category one includes those transactions 
currently covered by IFRS 3. IFRS 3 would be an appropriate source of accounting for this category. 
Category four includes transactions under common control that are excluded from IFRS 3. The IASB 
is undertaking a research project on these transactions. Staff considers that such transactions may 
not arise in the public sector (with the possible exception of absolute monarchies). There will be no 
inconsistency between IFRS and IPSASs in these categories. Conversely, categories two and three 
can only arise in the public sector as IFRS assumes there will always be owners. The accounting 
treatments adopted by the IPSASB for these categories will have no IFRS equivalents. 

Alternative suggestions 

107. Staff considers that many of the alternative suggestions made by respondents reflect a concern that 
the definition of acquisitions in the CP does not distinguish between acquisitions of a business nature 
and administrative reorganizations. Staff considers that the proposed classification approach will also 
address many of these concerns. Appendix B compares the accounting implications of this proposal 
with the classification approach favored by each respondent. These are summarized below: 

108. Some respondents favor the approach proposed in the CP. Some of these respondents favor 
distinguishing between acquisitions NUCC based on consideration. Others do not. Staff’s proposed 
approach is expected to result in similar measurement in most cases. The main exception being 
acquisitions that occur wholly within the public sector. 
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109. A number of respondents propose a classification based on consideration or market value. There are 
a number of variations of this approach. Consideration is generally paid to compensate owners for 
the assets they have surrendered. Staff therefore considers that the ownership approach indirectly 
addresses these proposals. 

110. Some respondents do not provide detailed proposals but commented that public sector specific 
situations need to be explored in more depth. These respondents specifically refer to the lack of 
ownership links between public sector entities as a factor to be considered. The proposals address 
these concerns. 

111. Some respondents consider that all combinations NUCC should be treated as acquisitions, following 
IFRS 3. The proposals do not adopt this approach. However, staff considers that ownership provides 
a conceptual basis for distinguishing between combinations that are addressed by IFRS 3 (where 
ownership is assumed) and those that are not (where there are no ultimate owners). 

112. A number of respondents suggest approaches that distinguish between acquisitions NUCC and all 
other combinations. By considering only acquisitions NUCC, staff considers that many of these 
respondents are seeking to separate acquisitions of a business nature from administrative 
reorganizations. Staff considers that its proposals address this concern more effectively. 

113. Other respondents suggest classifications that consider whether a transaction is voluntary or 
involuntary, or whether the transaction has commercial substance. Staff considers that the proposals 
will achieve a significant degree of consistency with these proposals, albeit via a different approach. 

114. One respondent suggests fresh start accounting for amalgamations NUCC. The proposals do not 
address this suggestion. 

115. Staff considers that its proposals will achieve a significant degree of consistency with many 
respondents’ proposals regarding the measurement of combinations. In this way, many of the 
respondents concerns with the classification approach in the CP are addressed, 

Matter(s) for Consideration 
2. The IPSASB is asked to agree that staff should develop further the ownership approach to 

classifying combinations when preparing the ED. 

3. If the IPSASB agrees that the ownership approach should be further developed, the IPSASB is 
asked to decide whether this approach should consider intermediate owners as well as ultimate 
owners. 

4. If the IPSASB agrees that the ownership approach should be further developed, the IPSASB is 
asked to decide whether this approach should include the accounting treatment for absolute 
monarchies. 
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PART B: Decisions that can be deferred 

Chapter 5 Accounting for Acquisitions NUCC 

PV 4—An acquisition NUCC should be recognized in the financial statements of the recipient on 
the date the recipient gains control of the acquired operation. 

Overview of Comments on PV 4 

116. Eight respondents (5, 10, 14, 18, 20, 22, 23 and 24) commented on this PV. These respondents 
support this PV 

117. Respondent 10 suggests that additional guidance is provided in this area. They suggest that the 
concept of substance over form should be discussed. This is relevant where, for example, an entity 
gains control over the assets (or assumes the liabilities) at a different date to that set out in legislation. 
This respondent also suggests that the concept of “acquisition date” and how it should be determined 
should be explained in the proposed pronouncement. 

118. Staff will consider if it would be appropriate to include this guidance in the ED at a later date. 

SMC 4—How should the recipient in an acquisition NUCC recognize, in its financial statements, 
the acquired operation’s assets and liabilities? 

119. SMC 4 asked the following question: 

“In your view, should the recipient in an acquisition NUCC recognize in its financial statements, the 
acquired operation’s assets and liabilities by:  

(a) Applying fair value measurement to the identifiable assets acquired and liabilities assumed in 
the operation at the date of acquisition for all acquisitions (Approach A);  

(b) Distinguishing between different types of acquisitions (Approach B) so that:  

(i) For acquisitions where no or nominal consideration is transferred, the carrying amounts 
of the assets and liabilities in the acquired operation’s financial statements are 
recognized, with amounts adjusted to align the operation’s accounting policies to those 
of the recipient, at the date of acquisition; and  

(ii) For acquisitions where consideration is transferred, fair value measurement is applied to 
the identifiable assets acquired and liabilities assumed in the operation, at the date of 
acquisition; or  

(c) Another approach?  

Please explain why you support Approach A, Approach B or another approach.” 

Overview of Comments on SMC 4 

120. Approach B had the most support, with 11 respondents (1, 12, 14, 15, 17, 18, 20, 21, 22, 24 and 25) 
supporting this approach. This includes six respondents who suggest no alternatives to SMC 2. 

121. Five respondents (5, 6, 10, 19 and 26) support Approach A and a further five (7, 8, 11, 16 and 23) 
support a variation of Approach A. Alignment with IFRS 3 and with the accounting treatment in 
previous IPSASs is important to many of these respondents. 
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122. Four respondents (3, 4, 9 and 13) comment on the SMC but do not express a preference for any 
option. Respondent 2 does not comment on this SMC.  

Support Approach B 

123. Respondent 1 notes that Approach B is similar to the modified pooling of interests approach, which 
is consistent with their view that only transactions involving significant consideration should be 
classified as acquisitions and apply the fair value approach. 

124. A number of other respondents (12, 14, 15, 17, 18, 20, 21 and 25) make similar comments. These 
respondents use terminology such as “commercial” to describe acquisitions NUCC where 
consideration is exchanged. They consider that fair value measurement is only appropriate where 
there is consideration as this provides a new cost basis for the assets and liabilities acquired. Without 
this new cost basis, they do not consider that fair value measurement provides better information. 

125. Respondent 22 considers that Approach A assumes that there will always be an acquirer and an 
acquiree. They do not consider that this will always be the case. Respondent 24 considers that 
Approach B may be necessary for practicality reasons. 

126. Respondents who prefer Approach B appear to recognize a substantive difference between 
acquisitions NUCC with consideration and those without. One factor is that there appears to be a 
commercial or exchange element to acquisitions with consideration. 

Supports Approach A 

127. Respondents 5, 6 and 19 note that this approach is consistent with IFRS 3 and with the measurement 
bases used in other IPSASs. Respondent 6 consider that adopting different measurement bases for 
combinations NUCC may allow for structuring opportunities. 

128. Respondent 10 considers that it will be difficult to define “nominal” consideration and that a distinction 
based on this could lead to difficulties with comparability between entities. Respondent 26 considers 
that fair value will provide more relevant information that carrying amount for acquisitions NUCC. 

129. Staff notes these comments, in particular those regarding consistency with IFRS 3 and other IPSASs. 

Supports Approach A with variations 

130. Four respondents (7, 8, 11 and 23) support the use of Approach A but define acquisitions differently 
to the CP. These respondents would align the choice of measurement basis with the classification of 
the combination. The resulting accounting would be similar to that proposed in Approach B. 

131. Respondent 16 recognizes that many public sector acquisitions will be at no or nominal consideration. 
These are inherently different to acquisitions in the private sector. Nevertheless, the respondent 
supports Approach A because they consider there will be practical difficulties distinguishing between 
different types of acquisition. For example, legislation may prescribe compensation that is more than 
nominal but less than fair value. They recommend making Approach A a rebuttable presumption. 
Carrying amount could then be used where appropriate to the circumstances of the combination. 

Other Views 

132. Respondent 9 notes that their members did not achieve consensus on this issue. Some members 
supported Approach A whilst other members supported Approach B. 
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133. Respondents 3 and 13 did not specify a preference for any option. They did indicate that, in their 
view, fair value was not an appropriate measurement basis for public sector combinations. These 
respondents consider that acquisitions at market price are rare in the public sector. 

PV 5—Recipient in acquisition NUCC recognizes difference arising as gain where recipient 
acquires net assets in excess of consideration transferred (if any) and loss where recipient 
assumes net liabilities 

134. This PV proposes that: 

“The recipient in an acquisition NUCC recognizes in its financial statements on the date of acquisition, 
the difference arising as: 

(a) A gain where the recipient acquires net assets in excess of consideration transferred (if any); 
and 

(b) A loss where the recipient assumes net liabilities.” 

Overview of Comments on PV 5 

135. Ten respondents (1, 5, 10, 17, 18, 20, 22, 23, 24 and 26) explicitly support this PV. No respondents 
disagreed with this PV. 

136. There is strong support for the proposed accounting treatment for an acquisition NUCC. Staff notes 
from earlier responses that there is less consensus regarding the definition of an acquisition NUCC. 

SMC 5—Accounting for difference arising in an acquisition NUCC 

137. SMC 5 asked the question: 

“In your view, where the consideration is in excess of the net assets acquired, should the difference 
arising in an acquisition NUCC (for both Approach A and Approach B, acquisitions where 
consideration is transferred) be recognized in the recipient’s financial statements, on the date of 
acquisition, as: 

(a) Goodwill for acquisitions where the acquired operation is cash-generating and a loss for all 
other acquisitions; 

(b) Goodwill for all acquisitions (which would require development of a definition of goodwill that 
encompasses the notion of service potential); or 

(c) A loss for all acquisitions? 

Please explain why you support (a), (b), or (c).” 

Overview of Comments on SMC 5 

138. There is broadly equal support for each of the three options. Four respondents (9, 11, 20 and 25) 
support option (a). Two respondents (7 and 23) prefer option (b) conceptually, but support option (a) 
for practicality reasons. One further respondent (18) supports a different approach whereby goodwill 
is recognized only where an acquired operation is not in the public sector. This approach is most 
similar to option (a). Seven respondents (5, 6, 19, 21, 22, 24 and 26) support option (b). One further 
(16) respondent supports option (b) on the assumption goodwill would be amortized on a systematic 
basis. Seven respondents (1, 4, 10, 12, 13, 15 and 17) support option (c). Respondent 8 generally 
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supports option (c), but notes that a minority of their members would support option (b) if the IPSASB 
develops a concept of goodwill that encompasses service potential. 

139. This results in seven respondents supporting option (a), eight respondents supporting option (b) and 
eight respondents supporting option (c). 

140. One further comment was received on this SMC. Respondent 3 does not specify a preferred option. 
They note that the approach would need to be consistent with the Conceptual Framework and reflect 
the circumstances of the transaction. Respondents 2 and 14 do not comment on this SMC. 

Support option (a) 

141. Respondents 9, 11, 20 and 25 consider that goodwill does not arise in respect of service potential. 
They consider that goodwill based on service potential would be too subjective and difficult to 
estimate. These respondents consider that goodwill only arises in commercial transactions. 

142. Respondent 9 suggests alternative treatments for the difference between the consideration paid and 
the net assets acquired for a non-cash-generating asset. Their first suggestion is that this difference 
could be recognized in net assets / equity. This views the difference as the receipt of impaired net 
assets rather than as a loss of the recipient. The second suggestion is that the difference could be 
recognized as a deferred outflow. Staff notes that since the responses were received, the IPSASB 
has decided not to include deferred outflows in the Conceptual Framework. 

Prefer option (b) conceptually, but support option (a) 

143. Respondents 7 and 23 prefer option (b), but support option (a) for reasons of practicability. 

144. Respondent 7 comments that if entities act in an economically rational manner, there would be a 
good reason why it paid more than the fair value of the identifiable net assets. They acknowledge 
that in some cases this reason may be political. Respondents 7 and 23 note that, for cash-generating 
units, synergies can mean that the value of the whole can be greater than the sum of the parts. They 
consider this can apply to service-generating units. They also consider that recognizing a loss implies 
that money has been wasted. 

145. Respondent 7 has concerns about how to define goodwill in the public sector. They also have 
concerns regarding the impairment test for goodwill where this relates to service potential. For these 
reasons, the respondent supports option (a) for practical reasons. Should the IPSASB develop a 
definition of goodwill that encompasses service potential, and robust impairment tests, the 
respondent would support option (b). 

Recognize goodwill where the acquired operation is not in the public sector 

146. Respondent 18 considers that it is appropriate to treat the difference as goodwill where the acquired 
operation is not in the public sector and the measurement basis is fair value. The respondent does 
not consider goodwill to be appropriate where other measurement bases are used. Staff notes that 
this approach will be affected by the decision as to measurement bases under SMC 4. 

Support option (b) 

147. Respondents 6, 19, 21 and 22 support option (b) because this is consistent with the approach taken 
in IFRS 3. These respondents do not support the view that goodwill can only be associated with for-
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profit entities. They acknowledge that this will require the definition of goodwill to be extended to 
encompass service potential. 

148. Respondent 6 considers that some acquisitions may include a non-exchange component. They 
encourage the IPSASB to consider the relationship between the IPSASB’s work on this project and 
IPSAS 23 Revenue from Non-Exchange Transactions (Taxes and Transfers). 

149. Respondents 5 and 16 do not consider that a loss should be recognized on acquisition. This is for 
similar reasons to those expressed by Respondents 7 and 23 in paragraph 144 above. 

150. Respondent 16 notes that they do not support the approach to goodwill taken by the IASB. They 
consider that an approach that does not amortize goodwill, but subjects it to an impairment test at 
least annually, is flawed. They consider that goodwill should be amortized on a systematic basis. 

151. Respondent 26 agrees with the view in the CP that it is debatable whether goodwill meets the 
definition of an asset. However, the respondent considers that treating it as such is necessary. This 
is in order to meet the accountability objective of financial reporting. 

Support option (c) 

152. Respondents who support option (c) do not consider that goodwill arises in a public sector context. 
In their view, goodwill only arises in a commercial environment. 

153. Respondents 10, 13 and 15 consider that goodwill does not arise in the public sector because of the 
non-market nature of the activities of government and of other public entities. This non-market nature 
means that the entity will not obtain the benefits usually associated with goodwill. Goodwill therefore 
does not meet the definition of an asset in the public sector. 

154. Respondent 4 notes that a distinction between cash-generating and non-cash-generating operations 
may not be straightforward. They give the example of an operation that generates cash below the 
economic cost of service provision. Respondent 12 notes that the amounts involved may not be 
material in jurisdictions that adopt the valuation model for all assets. 

Staff Comments on SMC 5 

155. SMC 5 sought comments on how to account for the difference arising in an acquisition NUCC. The 
SMC puts forward three options. The responses received indicate that all three options have equal 
support. 

156. The key issues that determine which option a respondent supports appear to be: 

• Whether goodwill meets the definition of an asset in a public sector context; and 

• Whether the concept of goodwill can be extended to encompass service potential. 

157. Staff notes that a number of respondents commented that goodwill only arises in commercial 
transactions. Staff also notes that some respondents suggest alternative classifications under SMC 
2. These would result in a distinction being drawn between commercial-type combinations and other 
combinations. Some respondents supported a similar distinction under SMC 4. 

158. Staff considers that decisions in respect of SMCs 2 and 4 could have implications for SMC 5. Staff 
therefore propose that a decision on SMC 5 is made after the IPSASB has confirmed its approach to 
SMC 2 and SMC 4. 
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Matter(s) for Noting 
1. The IPSASB is asked to: 

(a) Note the responses to this Chapter of the CP; and 

(b) Note that the implications of the responses will be considered once an approach to 
classification has been agreed 

Chapter 6 Accounting for Acquisitions under Common Control (UCC) 

PV 6—Recipient recognizes acquisition UCC when it gains control 

159. PV 6 proposes that: 

“An acquisition UCC should be recognized in the financial statements of the recipient on the date the 
recipient gains control of the acquired operation.” 

Overview of Comments on PV 6 

160. Nine respondents (5, 10, 11, 14, 18, 20, 22, 23 and 24) comment on this PV, and all agree with PV 
6. 

161. Respondent 10 suggests that additional guidance be provided in this area. This respondent made 
the same comments to PV 4 (acquisitions NUCC), where more details can be found. 

PV 7—Recipient in acquisition UCC recognizes the carrying amounts of assets and liabilities 
acquired 

162. PV 7 proposes that: 

“The recipient in an acquisition UCC recognizes in its financial statements on the date of acquisition 
the carrying amounts of the assets and liabilities in the acquired operation’s financial statements, with 
amounts adjusted to align the operation’s accounting policies to those of the recipient.” 

Overview of Comments on PV 7 

163. Ten respondents (5, 10, 11, 14, 18, 20, 22, 23, 24 and 26) commented on this PV. All agree with PV 
7. 

164. Respondent 10 suggests that guidance should be included on the accounting treatment of the 
adjustments to align accounting policies. 

165. Respondent 23 considers that acquisitions UCC are uncommon in the public sector. This respondent 
recommends that all combinations UCC are accounted for as amalgamations.  However, if the 
IPSASB proceeds with this categorization, they would support PV 7. 

SMC 6—Accounting for the difference arising in an acquisition UCC 

166. SMC 6 asks the following question: 

“In your view, should the recipient in an acquisition UCC recognize in its financial statements, on the 
date of acquisition, the difference arising as: 

(a) A gain or loss recognized in surplus or deficit (in the statement of financial performance); 
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(b) A contribution from owners or distribution to owners recognized directly in net assets/equity (in 
the statement of financial position); or 

(c) A gain or loss recognized directly in net assets/equity (in the statement of financial position), 
except where the transferor is the ultimate controlling entity and then the gain or loss meets 
the definition of a contribution from owners or distribution to owners? 

Please explain why you support (a), (b), or (c).” 

167. SMC 6 does not propose that the difference could be accounted for as goodwill. Goodwill only arises 
where there is consideration. In an acquisition UCC, the ultimate controlling entity can determine 
whether consideration is transferred; and if so, the amount. 

Overview of Comments on SMC 6 

168. Of the three options set out in the CP, a contribution from owners or distribution to owners (option 
(b)) received most support (Respondents 1, 6, 7, 8, 15, 17, 19, 23 (if acquisitions NUCC is retained), 
24 and 26). These respondents identify support for this approach in IPSAS 1. 

169. A gain or loss recognized in surplus or deficit (option (a)) received the next highest level of support 
(Respondents 4, 5, 9, 18 and 20). These respondents identify support for this approach in IPSAS 6. 

170. Three respondents (21, 22 and 25) support option (c), and respondent 10 supports a modified version 
of option (c). Four respondents (3, 11, 12 and 16) make other comments on this SMC. Other 
respondents either did not comment on this SMC or did not indicate a preference. 

Support option (b) 

171. The reasons given by the respondents who support this option are as follows: 

(a) Meets the definition of a contribution to, or distribution from, owners. 

(b) Carrying values may or may not reflect fair value. Therefore it would be inappropriate to 
recognize a gain or a loss in surplus or deficit. 

(c) Option (b) is consistent with the jurisdiction’s requirements. The respondent is not aware of 
any implementation issues specific to public sector entities that have arisen. 

(d) Option (b) reflects the substance of the transaction. 

(e) The decision to undertake the combination is made by the ultimate controlling entity. It follows 
that the impact on the recipient and transferor should be reflected as a decision of the owner.  

(f) Option (b) reflects the fact that there is a net increase in the controlling entity’s residual interest 
in the acquirer. This is offset by a corresponding decrease in the controlling entity’s interest in 
the transferor as a result of the combination. 

(g) There is no impact on the financial statements of the ultimate controlling entity. Therefore a 
gain or loss should not be recognized by the recipient in its surplus or deficit. 

(h) Paragraph 122 of IPSAS 1 Presentation of Financial Statements, explains that contributions 
by, and distributions to, owners may take the form of transfers between two entities within an 
economic entity. 
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172. Respondent 23 recommends that all combinations UCC are accounted for as amalgamations. If a 
category of acquisitions UCC is retained in the final pronouncement, this respondent would support 
option (b). 

Support option (a) 

173. Respondent 20 provides a number of reasons in support of this option: 

(a) The acquisition is an in-year transaction that would normally be reflected in the recipient’s 
statement of financial performance. 

(b) The difference arising does not meet the definitions of contribution from owners or distribution 
to owners. 

(c) There is no justification for reporting the difference arising as, and for creating, a new 
component of net assets/equity just because the acquisition is a transaction between entities 
UCC. 

(d) It can be disclosed in the notes of the recipient’s financial statements that the gain or loss on 
acquisition will be eliminated upon the recipient’s consolidation into a higher level entity. 

174. Respondent 9 comments that the recipient and the transferor should have symmetrical accounting 
treatments for an acquisition UCC. The respondent refers to paragraph 51 of IPSAS 6, Consolidated 
and Separate Financial Statements. This requires a transferor to recognize the gain or loss on 
disposal of a controlled entity in surplus or deficit. It follows that the recipient should recognize the 
difference arising at the date of acquisition as a gain or loss in surplus or deficit. 

Support option (c) 

175. Respondent 22 supports option (c) as the respondent does not consider the difference to be a 
financial performance issue. Respondents 21 and 25 also do not explain their support for option (c). 
Staff assumes these respondents agree with the arguments in paragraphs 6.24 and 6.25 of the CP. 
These are that: 

(a) Surpluses or deficits resulting from the acquisition are eliminated in full in the ultimate 
controlling entity’s consolidated GPFSs. Consequently, it is not appropriate for the difference 
arising to be recognized in surplus or deficit. 

(b) The ultimate controlling entity can specify whether any consideration is transferred. 

(c) The difference arising could only meet the definitions of contributions from owners or 
distributions to owners where the ultimate controlling entity is the transferor. 

176. Respondent 10 supports a modified version of option (c). This respondent does not consider that the 
difference represents a gain or a loss. They also do not consider it meets the definition of a 
contribution from owners. They therefore propose that all differences are recognized in net 
assets/equity, including those that arise from transactions with the controlling entity. (This removes 
the exception from option (c)). 

Other comments 

177. Respondent 3 rejects all three options. They consider that the recipient should record the entity 
acquired at its net carrying amount. 
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178. Respondent 11 suggests option (b) where the combination is involuntary, and option (a) where the 
combination is voluntary. This respondent would also permit voluntary combinations to be designated 
as contributions from owners. 

179. Respondent 12 questions whether acquisitions UCC will arise. 

180. Respondent 16 considers that either option (b) or option (c) could apply. This would depend on the 
circumstances of the transaction. 

Summary of SMC 6 

181. Staff considers that decisions in respect of SMCs 2 and 4 could have implications for SMC 6 because 
these decisions could affect the circumstances in which a difference could arise. Staff therefore 
propose that a decision on SMC 6 is made after the IPSASB has confirmed its approach to SMC 2 
and SMC 4. 

182. Staff notes that existing IPSASs will need to be reviewed to ensure any potential inconsistencies are 
eliminated. 

SMC 7—Symmetrical accounting for an acquisition UCC 

183. SMC 7 asks the question: 

“In your view, should the accounting treatment for the recipient and transferor of an acquisition UCC 
be symmetrical?” 

Overview of Comments on SMC 7 

184. Twenty respondents (1, 3, 4, 5, 7, 8, 9, 10, 11, 12, 15, 16, 17, 18, 19, 20, 21, 22, 24 and 26) agree 
that the accounting treatment for the recipient and transferor should be symmetrical. Three 
respondents (6, 23 and 25) agree that the treatments should be symmetrical, but identify limitations 
to this principle. The remaining three respondents did not comment on this SMC. 

Agree that the treatments should be symmetrical 

185. Respondents who agree that the accounting treatment for the recipient and transferor of an 
acquisition UCC should be symmetrical gave the following reasons: 

• This approach will avoid the creating internally generated goodwill within the economic entity. 

• There has been no change at the whole of government level. The combination is an internal 
transfer for the ultimate controlling entity. 

• Symmetrical accounting will align with the Government Finance Statistics (GFS) approach. 

• An acquisition UCC represents a transaction with owners. 

• This approach will provide more clarity and transparency from the users’ perspective. 

186. Respondents identified areas where additional guidance may be helpful. This includes accounting for 
the transfer in the transferor’s financial statements. As the need for guidance will depend on decisions 
made by the IPSASB about classification, staff proposes to review these suggestions once decisions 
have been made. 
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Identify limitations 

187. Respondent 23 recommends that all combinations UCC are accounted for as amalgamations. If a 
category of acquisitions UCC is retained in the final pronouncement, they would support symmetrical 
treatments. 

188. Respondents 6 and 25 support symmetrical accounting where the recipient and transferor have the 
same accounting policies. Symmetrical accounting will not be possible where different policies are 
used. Some respondents who support symmetrical accounting also identified this limitation. 

Matter(s) for Noting 
2. The IPSASB is asked to: 

(a) Note the responses to this Chapter of the CP; and 

(b) Note that the implications of the responses will be considered once an approach to 
classification has been agreed 

Chapter 7 Accounting for Amalgamations 

PV 8—Resulting entity in an amalgamation applies the modified pooling of interests method of 
accounting 

189. PV 8 proposes that: 

“A resulting entity in an amalgamation should apply the modified pooling of interests method of 
accounting.” 

190. Modified pooling of interests involves the resulting entity recognizing the combining entities’ financial 
statement items at their carrying amount. This includes items in net assets/equity. Amounts are 
adjusted to align the accounting policies of the combining entities to those of the resulting entity.  
Consequently, no difference arises to be recognized as a gain, loss, directly in net assets/equity or 
as a contribution from or distribution to owners. 

Overview of Comments on PV 8 

191. Ten respondents comment on PV 8. Nine respondents (5, 10, 14, 16, 18, 20, 22, 24 and 26) support 
the PV. 

192. Respondent 23 disagrees with PV 8. 

Support PV 8 

193. Respondents who support the modified pooling of interests method give the following reasons: 

• The method enables performance and accountability to be assessed; 

• The method best reflects the objective of achieving a "merger of equals"; 

• The method reflects the reality of the public sector. 

194. Respondent 16 suggests that it may preferable to use terminology other than “pooling of interests”. . 

195. Respondent 26 would permit using of fair values rather than carrying amounts where the advantages 
of using fair value outweigh the costs of doing so. 
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Disagrees with PV 8 

196. Respondent 23 supports the modified pooling of interests method for amalgamations UCC only. They 
note this support is conditional on comparative information being available to users. 

197. Respondent 23 does not support the modified pooling of interests method for amalgamations NUCC. 
This respondent is of view amalgamations NUCC should be accounted for using the fresh start 
method. 

198. Staff considers that two respondents (15 and 19) implicitly disagree with PV 8 for the following 
reasons: 

• Respondent 15 considers that the methods set out in the CP were appropriate for exchange 
transactions. The respondent recommends that combinations without an exchange of 
consideration be analyzed in the context of non-exchange transactions rather than the methods 
described in the CP. 

• In response to SMC 2, respondent 19 does not support a distinction between acquisitions and 
amalgamations. The respondent considers that acquisition accounting would be an appropriate 
basis for a finalized IPSAS. 

199. Respondents identified areas where additional guidance may be helpful. As the need for guidance 
will depend on decisions made by the IPSASB about classification, staff proposes to review these 
suggestions once decisions have been made. 

Summary of PV 8 

200. There is strong support for the use of the modified pooling of interests method when accounting for 
amalgamations. Staff notes that a number of respondents suggest (in previous SMCs and PVs) that 
the definition of an amalgamation is widened. If these suggestions are accepted, this could have 
implications for this PV. 

201. Staff notes the suggestions for further guidance. 

PV 9—Combining operations continuing to present GPFSs on going concern basis where 
resulting entity will fulfill responsibilities of those combining operations. 

202. PV 9 proposes that: 

“Where combining operations continue to prepare and present GPFSs using accrual-based IPSASs 
in the period between the announcement of the amalgamation and the date of the amalgamation, 
these GPFSs are prepared on a going concern basis where the resulting entity will fulfill the 
responsibilities of the combining operations.” 

Overview of Comments on PV 9 

203. Seven respondents (5, 10, 18, 20, 22, 23 and 24) explicitly agree with this PV. 

204. Respondent 11 proposes that additional guidance is provided. This guidance would cover disclosure 
requirements. 

205. Staff notes that existing provisions regarding going concern will need to be reviewed. These are found 
in IPSAS 1 Presentation of Financial Statements and IPSAS 14 Events after the Reporting Date. 
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Matter(s) for Noting 
3. The IPSASB is asked to: 

(a) Note the responses to this Chapter of the CP; and 

(b) Note that the implications of the responses will be considered once an approach to 
classification has been agreed 

Other Issues 

Existing IPSASs and IPSASs under development 

206. As part of the project staff proposes to review existing IPSASs and ongoing projects to identify any 
impacts on this project. Staff has not completed this process, but has identified the following IPSASs 
and projects as requiring further analysis. 

• Definition of Control and accounting requirements for controlled entities, associates and joint 
ventures in: 

o ED 48, Consolidated Financial Statements; 

o ED 49, Joint Arrangements; 

o ED 50, Disclosure of Interests in Other Entities; 

o ED 51, Separate Financial Statements; and 

o ED 52, Investments in Associates and Joint Ventures. 

• Provisions regarding contributions by, and distributions to, owners in IPSAS 1, Presentation of 
Financial Statements and the Conceptual Framework. 

• Provisions regarding going concern in: 

o IPSAS 1, Presentation of Financial Statements; and 

o IPSAS 14 Events after the Reporting Date. 

• Provisions regarding non-exchange transactions in IPSAS 23 Revenue from Non-Exchange 
Transactions (Taxes and Transfers). 

• Provisions regarding goodwill in: 

o IPSAS 1, Presentation of Financial Statements;  

o IPSAS 4, The Effects of Changes in Foreign Exchange Rates; 

o IPSAS 10, Financial Reporting in Hyperinflationary Economies; 

o IPSAS 18; Segment Reporting; and 

o IPSAS 31, Intangible Assets. 

• Depending on decisions made by the IPSASB, additional provisions regarding the impairment 
of goodwill may be required in: 

o IPSAS 21, Impairment of Non-Cash-Generating Assets; and 
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o IPSAS 26, Impairment of Cash-Generating Assets. 

• Depending on decisions made by the IPSASB, additional provisions regarding first time 
adoption may be required in ED 53, First-Time Adoption of Accrual Basis International Public 
Sector Accounting Standards (IPSASs). 

Review of IASB pronouncements and developments 

207. IFRS 3 Business Combinations is relevant to this project. A number of respondents refer to this 
standard in their comments on the PVs and SMCs. As part of the project the IPSASB will need to 
consider whether, and if so in what circumstances, IFRS 3 should form the basis of accounting for a 
public sector combination. 

208. Amendments to IFRS 3 and other IASB pronouncements may also be relevant to this project. Staff 
has identified the following recent amendments and ongoing projects. Staff will continue to monitor 
the IASB agenda. 

• Annual Improvements 2010-2012 includes an amendment to IFRS 3. This is intended to clarify 
certain aspects of accounting for contingent consideration in a business combination. This 
amendment is not included in the latest IPSASB improvements project. 

• Annual Improvements 2011-2013 includes an amendment to IFRS 3. This amendment 
excludes the formation of all types of joint arrangements from the scope of IFRS 3. The scope 
exception only applies to the financial statements of the joint venture or the joint operation itself. 
This amendment is not included in the latest IPSASB improvements project. 

• ED/2012/6, Sale or Contribution of Assets between an Investor and its Associate or Joint 
Venture. The ED addresses a conflict between the guidance in IFRS 10, Consolidated 
Financial Statements and IAS 28, Investments in Associates and Joint Ventures (Amended in 
2011). The IPSASB has agreed not to incorporate the amendments in [draft] IPSAS XX, 
Investments in Associates and Joint Ventures. This was on the grounds that it would be more 
appropriate to consider the proposals in the context of the public sector combinations project. 

• ED/2012/7, Acquisition of an Interest in a Joint Operation. The ED proposes an amendment to 
IFRS 11, Joint Arrangements. The ED would provide guidance on the accounting, by a joint 
operator, for the acquisition of an interest in a joint operation that constitutes a business. The 
IPSASB has agreed not to incorporate the proposals in [draft] IPSAS XX, Joint Arrangements. 
This was on the grounds that it would be more appropriate to consider the proposals in the 
context of the public sector combinations project. 

• Research project on business combinations under common control. There are no proposals at 
this stage of the project. 

Matter(s) for Noting 
4. The IPSASB is asked to note the existing standards and ongoing projects that are being 

reviewed, and to notify staff of any other standards and projects that require review. 
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Appendix A 

Flow Charts 

A.1. At the March 2013 meeting, the IPSASB requested that staff outline the possible consequences for 
the accounting treatment of the different suggestions that respondents made to SMC 2. 

A.2. The flow charts included in this Appendix are intended to meet this request. These flow charts reflect 
the comments made by respondents to SMC 2, and also draw on the comments respondents made 
to later SMCs. 

A.3. This Appendix includes the following flow charts: 

Flow Chart Respondents Description 

A-1  Public Sector Combinations Flow Chart included in the Consultation 
Paper 

Respondents Do not Support Distinction between Acquisitions and Amalgamations 

A-2 6 and 19 Use IFRS 3 Approach for Combinations NUCC 

Alternative Suggestions 

A-3 1, 15, 17 and 
20 

Classification is based on the Transfer of Consideration or Significant 
Consideration 

A-4 14 Classification is based on Common Control and Consideration 

A-5a 8 Classification is based on Common Control – Variation 1 

A-5b 7 Classification is based on Common Control – Variation 2 

A-5c 23 Classification is based on Common Control – Variation 3 

A-6 11 Classification is based on Whether the Combination is Voluntary 

A-7 26 Classification is based on Commercial Substance 
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Appendix A-1 

Public Sector Combination Flow Chart Included in the Consultation Paper 
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Appendix A-2 

Proposal from Respondents 6 and 19: Use IFRS 3 Approach for Combinations NUCC 

 

  

Agenda Item 8.2 
Page 35 of 52 



CP, Public Sector Combinations Review of Responses and Discussion of Issues 
IPSASB Meeting (June 2014) 

Appendix A-3 

Proposal from Respondents 1, 15, 17 and 20: Classification is based on the Transfer of 
Consideration or Significant Consideration  
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Appendix A-4 

Proposal from Respondent 14: Classification is based on Common Control and Consideration 
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Appendix A-5a 

Proposal from Respondent 8: Classification is based on Common Control – Variation 1 
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Appendix A-5b 

Proposal from Respondent 7: Classification is based on Common Control – Variation 2 
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Appendix A-5c 

Proposal from Respondent 23: Classification is based on Common Control – Variation 3 
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Appendix A-6 

Proposal from Respondent 11: Classification is based on whether the Combination is Voluntary 
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Appendix A-7 

Proposal from Respondent 26: Classification is based on Commercial Substance 

 

 

Agenda Item 8.2 
Page 42 of 52 



CP, Public Sector Combinations Review of Responses and Discussion of Issues 
IPSASB Meeting (June 2014) 

Appendix B 

Comparison of respondent’s suggestions with staff proposals 

Respondents Classifications Comparison with Staff 
Proposal4 

Staff Proposal 

Staff Combination NUCC 
with ultimate owners 
As set out in paragraphs 
92 to 100 above. 

Combination NUCC, 
no ultimate owners 
As set out in paragraphs 
92 to 100 above. 

Combination UCC, no 
ultimate owners 
As set out in paragraphs 
92 to 100 above. 

Combination UCC, 
with ultimate owners 
As set out in paragraphs 
92 to 100 above. If 
required. 

 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

Measurement 

Carrying amount. 
Measurement 

Carrying amount. 
 

Accounting 

Acquisition accounting. 

Accounting 

To be determined. 

Accounting 

To be determined. 

Accounting 

To be determined. 

 

Approaches based on the Consultation Paper 

5, 9 (some 
members), 10 
and 16 

 

[Proposal in 
CP, following 
Approach A in 
SMC 4] 

Acquisition NUCC 

As defined in the CP.  

 Acquisition UCC 

As defined in the CP.  

Amalgamation 
As defined in the CP. 

Acquisitions NUCC expected 
to be similar to combinations 
NUCC with ultimate owners 
except where an acquisition 
NUCC occurs wholly in the 
public sector. Other 
classifications differ. 

Measurement  Measurement Measurement Expected to be the same 
except where an acquisition 

4  In this column, references to a classification suggested by a respondent are shown in plain text. References to classifications in the staff proposal are shown in italics and underlined 
to help distinguish the source of the classification. 
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Respondents Classifications Comparison with Staff 
Proposal4 

Fair value. Carrying amount. Carrying amount. NUCC differs from 
combinations NUCC with 
ultimate owners. 

Accounting 

Acquisition accounting. 
Goodwill; goodwill for 
cash generating 
operations and a loss all 
supported. 

 Accounting 

Acquisition accounting. 
Gain or loss in surplus 
or deficit; in net assets; 
and as transaction with 
owners all supported. 

Accounting 

Pooling of interests 
method. 

Acquisitions NUCC and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details not yet agreed. 

9 (some 
members), 
12, 18, 21, 
22, 24 and 25 

 

[Proposal in 
CP, following 
Approach B in 
SMC 4] 

Acquisition NUCC 
with consideration 

As defined in the CP. 

Acquisition NUCC 
with no consideration 

As defined in the CP. 

Acquisition UCC 
 

As defined in the CP.  

Amalgamation 
 
As defined in the CP. 

 

Acquisitions NUCC with 
consideration expected to be 
similar to combinations 
NUCC with ultimate owners 
except where an acquisition 
NUCC with consideration 
occurs wholly in the public 
sector. Other classifications 
differ. 

Measurement 

Fair value. 

Measurement 

Carrying amount. 
Measurement 

Carrying amount. 
Measurement 

Carrying amount. 
Acquisitions NUCC with 
consideration that occur 
wholly within the public 
sector measured at fair 
value (carrying amount in 
proposal as no ultimate 
owners). 

Acquisitions NUCC without 
consideration involving 
private sector entities would 
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Respondents Classifications Comparison with Staff 
Proposal4 

be carrying amount (fair 
value in proposal as 
combinations NUCC with 
ultimate owners). 

Accounting 

Acquisition accounting. 
Goodwill and goodwill 
for cash generating 
operations both 
supported. 

Accounting 

Acquisition accounting. 
Gain or loss in surplus 
or deficit; in net assets; 
and as transaction with 
owners all supported. 

Accounting 

Acquisition accounting. 
Gain or loss in surplus 
or deficit; in net assets; 
and as transaction with 
owners all supported. 

Accounting 

Pooling of interests 
method. 

All acquisitions NUCC and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details not yet agreed. 

4 

 

[Based on 
Proposal in 
CP, 
distinction 
between 
NUCC and 
UCC not 
specified] 

Acquisition 

Acquisition as defined in 
the CP. However, would 
also consider 
consideration, 
legislative requirements 
and motive as well as 
control.  

Amalgamation 
As defined in the CP. 

  Acquisitions may be similar 
to combinations NUCC with 
ultimate owners depending 
on how the potentially 
narrower definition of an 
acquisition aligned with the 
classifications in the 
proposal. 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

  Expected to be the same 
except where an acquisition 
differs from combinations 
NUCC with ultimate owners. 

Accounting 

Acquisition accounting. 
Recognizes a loss 
rather than goodwill. Not 
clear if acquisitions 

Accounting 

Pooling of interests 
method. 

  Acquisitions and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details not yet agreed. 
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Respondents Classifications Comparison with Staff 
Proposal4 

NUCC and UCC have 
the same accounting. 

Alternative Approaches suggested by Respondents 

1, 15, 17 and 
20 

 

[See 
Appendix A-3] 

Acquisition 
Occurs where there is 
consideration (R20) or 
significant consideration 
(R1, R15 and R17). 

Amalgamation 
Occurs where there is 
no significant 
consideration. 

  If it is assumed that 
acquisitions with 
consideration (R20) or 
significant consideration (R1, 
R15 and R20) do not occur 
in the public sector, an 
acquisition would be similar 
to a combination NUCC with 
ultimate owners. 
Amalgamation would include 
three classifications in the 
proposal 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

  Expected to be the same 
except where an acquisition 
differs from combinations 
NUCC with ultimate owners. 

Accounting 

Acquisition accounting. 
Recognizes loss rather 
than goodwill (except 
R20). 

Accounting 

Pooling of interests 
method. 

  Acquisitions and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details not yet agreed. 

2, 13 No detailed proposals. Recommend that public sector specific situations need to be explored in more 
depth. Specifically refer to the lack of ownership links between public sector entities as a factor to be 
considered. 

Proposals distinguish public 
sector specific situations by 
reference to ownership. 
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Respondents Classifications Comparison with Staff 
Proposal4 

3 Acquisition at market 
price 

Considered to occur 
infrequently in the public 
sector. 

Public Sector 
Amalgamations 
Considered to be 
common in the public 
sector. 

  If it is assumed that an 
acquisition at market price 
only occurs when a private 
sector entity is acquired, this 
is expected to be similar to 
combinations NUCC with 
ultimate owners. Other 
classifications differ 

Measurement 

Not specified; staff 
assumes fair value. 

Measurement 

Not specified; staff 
assumes carrying 
amount. 

  If it is assumed that an 
acquisition at market price 
equates to combinations 
NUCC with ultimate owners, 
measurement is likely to be 
similar. Acquisitions of 
private sector operations at 
below market price may 
differ (would be 
combinations NUCC with 
ultimate owners in proposal) 

Accounting 

Not specified; staff 
assumes acquisition 
accounting. 

Accounting 

Not specified; staff 
assumes pooling of 
interests method or 
similar. 

  If it is assumed that an 
acquisition at market price 
equates to combinations 
NUCC with ultimate owners, 
both will use acquisition 
accounting. 

6 and 19 

 

Combinations NUCC Combinations UCC 
Further research 
required. Recommend 

  Classifications are similar 
but include all combinations 
NUCC / UCC whereas the 
proposal distinguishes 

Agenda Item 8.2 
Page 47 of 52 



CP, Public Sector Combinations Review of Responses and Discussion of Issues 
IPSASB Meeting (June 2014) 

Respondents Classifications Comparison with Staff 
Proposal4 

[See 
Appendix A-2] 

joint project with the 
IASB. 

between those with ultimate 
owners and those without. 

Measurement 

Fair value. 

Measurement 

Not specified; staff 
assumes carrying 
amount. 

  Combinations NUCC will 
have the same 
measurement where there 
are ultimate owners 
(assumed in IFRS) but not 
where there are no ultimate 
owners. 

Accounting 

Acquisition accounting. 
Goodwill recognized in 
line with IFRS 3. 

Accounting 

Not specified; staff 
assumes pooling of 
interests method. 

  Combinations NUCC and 
combinations NUCC with 
ultimate owners will both use 
acquisition accounting. 

7 and 8 

 

[See 
Appendix A-
5a and 
Appendix A-
5b] 

Acquisitions NUCC 
Occur where NUCC as 
defined by the CP and 
acquisition as defined 
by the CP (note some 
members of R8 did not 
distinguish acquisitions 
from amalgamations).  

Other Combinations 
Any combination not an 
acquisition NUCC. 

  Acquisitions NUCC expected 
to be similar to combinations 
NUCC with ultimate owners 
except where an acquisition 
NUCC occurs wholly in the 
public sector. Other 
classifications differ. 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

  Expected to be the same 
except where an acquisition 
NUCC differs from 
combinations NUCC with 
ultimate owners. 
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Respondents Classifications Comparison with Staff 
Proposal4 

Accounting 

Acquisition accounting. 
Goodwill; goodwill for 
cash generating 
operations and a loss all 
supported. 

Accounting 

Not specified. 

  Acquisitions NUCC and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details not yet agreed. 

11 

 

[See 
Appendix A-6] 

Acquisition NUCC 
 
As defined in the CP 

Amalgamation NUCC 
 
As defined in the CP 

Voluntary 
Combination UCC 
Combinations that are 
not imposed by 
legislation, ministerial 
directive or other 
external requirement 

Involuntary 
Combination UCC 
Combinations that are 
imposed by legislation, 
ministerial directive or 
other external 
requirement 

Acquisitions NUCC expected 
to be similar to combinations 
NUCC with ultimate owners 
except where an acquisition 
NUCC occurs wholly in the 
public sector. Other 
classifications differ. 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

Measurement 

Carrying amount. 
Measurement 

Carrying amount. 
Expected to be the same 
except where an acquisition 
NUCC differs from 
combinations NUCC with 
ultimate owners. 

Accounting 

Acquisition accounting. 
Goodwill recognized for 
cash-generating 
operations only. 

Accounting 

Pooling of interests 
method. 

Accounting 

Acquisition accounting 
Gains or losses 
recognized in statement 
of financial 
performance. 

Accounting 

Acquisition accounting 
Gains or losses 
recognized as 
contributions from or 
distributions to owners. 

Acquisitions NUCC and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details and accounting for 
other classifications not yet 
agreed. 

14 

 

Acquisition NUCC 
with consideration 

Other Combinations 
 

  Acquisitions NUCC with 
consideration expected to be 
similar to combinations 
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Respondents Classifications Comparison with Staff 
Proposal4 

[See 
Appendix A-4] 

Acquisitions NUCC as 
defined in the CP, 
where the transaction 
includes consideration. 

Any combination not an 
acquisition NUCC with 
consideration. 

NUCC with ultimate owners 
except where an acquisition 
NUCC with consideration 
occurs wholly in the public 
sector. Other classifications 
differ. 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

  Acquisitions NUCC with 
consideration that occur 
wholly within the public 
sector measured at fair 
value (carrying amount in 
proposal as no ultimate 
owners). 

Acquisitions NUCC without 
consideration involving 
private sector entities would 
be carrying amount (fair 
value in proposal as 
combinations NUCC with 
ultimate owners). 

Accounting 

Acquisition accounting. 

Accounting 

Pooling of interests 
method. 

  Acquisitions NUCC with 
consideration and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Details not yet agreed. 

23 

 

Acquisition NUCC 
As defined in the CP  

Amalgamation NUCC 

As defined in the CP 

Reorganizations UCC  Proposals from both the 
respondent and from staff 
distinguish combinations 
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Respondents Classifications Comparison with Staff 
Proposal4 

[See 
Appendix A-
5c] 

Acquisitions and 
amalgamations UCC as 
defined in the CP 

based on common control. 
Further distinctions are 
different. 

Measurement 

Fair value. 
Measurement 

Fair value. 
Measurement 

Carrying amount. 
 Acquisitions and 

amalgamations NUCC that 
occur wholly within the 
public sector measured at 
fair value (carrying amount 
in proposal as no ultimate 
owners). 

Measurement is expected to 
be the same in other cases. 

Accounting 

Acquisition accounting. 
Goodwill recognized for 
cash-generating 
operations only. 

Accounting 

Fresh start accounting. 

Accounting 

Pooling of interests 
method. 

 Acquisitions NUCC and 
combinations NUCC with 
ultimate owners both use 
acquisition accounting. 
Amalgamations NUCC are 
most likely to be 
combinations NUCC with no 
ultimate owners. If so, the 
accounting will be different. 
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Respondents Classifications Comparison with Staff 
Proposal4 

26 

 

[See 
Appendix A-7] 

Acquisition with 
Commercial 
Substance 

Acquisition as defined in 
the CP with commercial 
substance. The 
respondent does not 
define commercial 
substance. 

Acquisition without 
Commercial 
Substance 
Acquisition as defined in 
the CP without 
commercial substance. 
The respondent does 
not define commercial 
substance. 

Amalgamation 
 
 
Amalgamation as 
defined in the CP. 

 Similarities and differences 
in classification will depend 
on how “commercial 
substance” is interpreted. 
Staff considers that an 
acquisition with commercial 
substance is likely to be 
similar (but not necessarily 
the same) as a combination 
NUCC with ultimate owners. 
Other classifications will be 
different 

Measurement 

Fair value. 

Measurement 

Carrying amount. 

Measurement 

Carrying amount. 
 Will differ where acquisitions 

with commercial substance 
differs from combinations 
NUCC with ultimate owners 
or where acquisitions without 
commercial substance are 
the same as combinations 
NUCC with ultimate owners. 

Accounting 

Acquisition accounting. 
Goodwill is recognized. 

Accounting 

Acquisition accounting. 
Gains or losses 
recognized as 
contributions from or 
distributions to owners. 

Accounting 

Pooling of interests 
method. 

 Acquisitions with commercial 
substance and combinations 
NUCC with ultimate owners 
both use acquisition 
accounting. Details not yet 
agreed. 
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RESPONDENTS’ COMMENTS ON PRELIMINARY VIEWS IN 
CONSULTATION PAPER, PUBLIC SECTOR COMBINATIONS 

Overall Comments on Preliminary Views: 

Response 
# 

Respondent Comments Staff Comments 

Overall Comments on Preliminary Views  

006 

Overall, the AASB has strong reservations about the preliminary views. The AASB is 
concerned with the direction the project has taken since the IPSASB considered 
comments on IPSASB ED 41 Entity Combinations from Exchange Transactions. In 
particular, the AASB disagrees with the IPSASB not proceeding with adapting IFRS 3 
Business Combinations (IFRS 3), where appropriate, for the public sector. In that regard, 
consistent with the approach in IFRS 3, the AASB notes that treating combinations of 
public sector entities not under common control as acquisitions is likely to address most 
financial reporting issues that arise in such circumstances. 

Further, the AASB notes that the CP includes preliminary views relating to combinations 
under common control – an aspect of accounting that is yet to be fully addressed by the 
IASB. The AASB encourages the IPSASB to undertake further research into 
combinations of public sector entities under common control, particularly if the IASB is 
not expected to address related private sector issues in a timely manner. However, the 
AASB encourages the IPSASB to approach the IASB with a view to identifying how the 
two Boards could work together on the issues – but the IPSASB should not delay its work 
if the IASB is not yet ready to proceed. Further, to help keep the project focussed, the 
IPSASB should not address the accounting by transferors and, if the IPSASB finds that 
pursuing common control issues slows down its consideration of non-common control 
issues, the IPSASB should consider dividing the project into two separate projects. 

The respondent would prefer the IPSASB to proceed 
with a NUCC project based on IFRS 3, with UCC 
issues being considered in a later project. The 
IPSASB’s reasons for not proceeding with adapting 
IFRS 3 are given in Agenda Paper x.2 

015 

Comments on Preliminary Views  

Overall, we agree with the direction taken in the preliminary views, except that we believe 
that further clarity could be gained by separately defining public sector combinations that 
involve an exchange of consideration and those that do not, rather than using the 
umbrella term “acquisitions”. A distinguishing feature of public sector combinations is that 
many do not include the exchange of consideration. For such combinations, the 

Whilst the respondent agrees with the direction taken 
in the PVs, staff does not consider this can be taken 
as support for all PVs. For example, the respondent 
proposes a different approach to distinguishing 
between types of combination, which implies 
disagreement with PV 3 “the sole definitive criterion 
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Response 
# 

Respondent Comments Staff Comments 

Overall Comments on Preliminary Views  

transaction is usually driven by the senior or higher level of government, in an effort to 
improve the service potential or efficiency of operations of the entity or government as a 
whole, rather than focussing on the future cash flows of the combined entity. The 
accounting methods described in the CP, i.e. acquisition method, pooling of interests and 
modified pooling of interests, are relevant when considering a business type combination 
in which consideration is exchanged. Therefore, we recommend that a separate term is 
used to define combinations that do not involve the exchange of consideration, and that 
these combinations are analysed in the context of non-exchange transactions rather than 
the accounting methods described in the CP.  

We agree that the accounting treatment of combinations under common control should 
be considered separately to those that are not under common control. However, there is 
no other guidance in IPSAS for recognition and measurement of related party 
transactions. Therefore, preparers may analogize other types of transactions, such as the 
acquisition of an item of property, plant and equipment through a non-exchange 
transaction between related parties, to the guidance on public sector combinations. 
Additional clarification may be required to avoid such interpretation by preparers. 

for distinguishing an amalgamation from an 
acquisition is that, in an amalgamation, none of the 
combining operations gains control of the other 
operations.” 

020 
We agree with the preliminary views in the CP. However, we recognize the challenge of 
developing practical guidance to help determine whether a combining operation gains 
control of the other operation(s) in an amalgamation of operations of different sizes.  

The respondent agrees with the general direction 
taken in the PVs. Responses to individual SMCs 
temper this support in some cases. 

022 

Key points 

Overall we support the general direction of these proposals and note that similar 
arrangements are being set up for the UK public sector with amendments to the Financial 
Reporting Manual (FReM) from 1 April 2012.  The approved text is not available at the 
date of writing. 

We agree with the preliminary views presented in the consultation paper. We prefer the 
pooling of interests approach to accounting for amalgamations in the resulting entity 
compared to the fair value approach, as the latter risks creating unnecessary costs which 
add little value in this context. The widening of scope to include mergers (unlike IFRS 3) 
is helpful to reflect a wider range of scenarios which may be applicable in the public 

These comments are noted. The IPSASB will need to 
consider where consistency with IFRS 3 is 
appropriate and where a public sector specific 
approach is required. 
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Response 
# 

Respondent Comments Staff Comments 

Overall Comments on Preliminary Views  

sector. Divergences from IFRS should be kept to a minimum and only take place when 
sufficient evidence is gathered to demonstrate that the need is significant and would 
otherwise compromise true and fair presentation. In the UK, public sector bodies’ 
accounting frameworks require them to apply IFRS “as adapted” so divergences are 
permissible. This link could be clarified in guidance. 
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PV 1: A public sector combination is the bringing together of separate operations into one entity, either as an 
acquisition or an amalgamation.  
The key definitions are as follows:  

(a) An acquisition is a transaction or other event that results in a recipient gaining control of one or more operations. 

(b) An amalgamation is a transaction or other event where (a) two or more operations combine, (b) none of the combining operations gain control 
of the other operations, and (c) the transaction or other event is not the formation of a joint venture. 

(c) A combining operation is an operation that combines with one or more other operations to form the resulting entity. 

(d) 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. 

(e) A recipient is the entity that gains control of one or more operations in an acquisition. 

(f) A resulting entity is the entity that is the result of two or more operations combining where none of the combining operations gains control of 
the other operations. 

(g) A transferor is the entity that loses control of one or more of its operations to another entity (the recipient) in an acquisition. 
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Table 1: Overview of Responses PV 1 

Comment Respondent # Totals 

Support PV 5, 18, 201, 22 and 
24 

5 

Support PV subject to further guidance or clarification 10 1 

Do not support PV 6 and 23 2 

Do not comment on PV 1, 2, 3, 4, 7, 8, 9, 
11, 12, 13, 14, 15, 
16, 17, 19, 21, 25  

and 26 

18 

Total Respondents  26 

 

  

1 The respondent acknowledges the definitions are workable, but goes on to express a preference for a different approach. 
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Table 2: Table of Responses PV 1 Key Definitions 

Response 
# Respondent Comments Staff Comments 

PV 1: Key Definitions  

005 

We agree that the seven terms defined above are appropriate. In our experience general 
purpose financial statements are not prepared for the amalgamation, they are prepared 
separately for the two or more operations that form the amalgamation for financial 
reporting purposes of the entities that control the operations contained in the 
amalgamation. 

Supports PV 1. 
Observations on jurisdictional experience are noted. 

010 

We support the proposed definition for a public sector combination as well as the 
proposed key definitions. We do however have the following comment on, and proposals 
to the definitions for amalgamation, combining operation and resulting entity.  

Definition for amalgamation and combining operation  

An amalgamation is defined as a transaction or other event where two or more 
operations combine, none of the combining operations gain control of the other 
operations, and the transaction or other event is not the formation of a joint venture.  

We question the reference to an operation in the definition of an amalgamation, because 
an operation (as defined in this Consultation Paper) is an integrated set of activities and 
related assets and/or liabilities. The pooling of interest method as discussed in IAS 22 
Business Combinations noted that the combined entity has to recognise the assets, 
liabilities and equity of the combining entities, thereby assuming that the entire entity is 
amalgamated into the new combined entity and would be dissolved after the 
amalgamation. Furthermore the explanatory guidance distinguishing an acquisition from 
an amalgamation as included in section 3 refers to a combining entity, which also 
assumes the amalgamation of an entire entity. When reading the proposals concerning 
the going concern concept in paragraphs 7.13 to 7.15, we also concluded that, after the 
amalgamation, the entities combining will be dissolved.  

If the definition of an amalgamation requires the combination of two or more operations it 
assumes that some of the operations, ie an integrated set of activities and related assets 
and/or liabilities, may remain in the combining entity after the amalgamation. 

Supports PV 1 subject to additional guidance and 
/ or clarification being provided. 
The suggestions for improving some definitions are 
noted and will be considered as detailed drafting of 
an ED progresses. 

Staff notes that more guidance may be required 
regarding the application of the pooling of interests 
method to the combination of operations. This will be 
considered when developing the ED. 
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Response 
# Respondent Comments Staff Comments 

PV 1: Key Definitions  

We therefore suggest that sufficient explanatory guidance should be included in the text 
of the proposed pronouncement to explain that an operation can either be a unit of an 
entity, or a transfer of the entire entity. Sufficient explanatory guidance should also be 
included to explain how entities should distinguish between an acquisition and an 
amalgamation if both these transactions can involve the transfer of an integrated set of 
activities and related assets and/or liabilities. 

Definition for resulting entity 

We propose that the definition for “resulting entity” could be condensed by deleting the 
last part of the definition, ie where none of the combining operations gains control of the 
other operations. This part of the definition is already included in the definition of an 
amalgamation.  

Other proposals 

The definition for “an acquisition” refers to “other events”. In discussing the proposals in 
the Consultation Paper with stakeholders, it was noted that “other events” could include, 
amongst others, the promulgation of legislation to require the public sector combination.  

To ensure that the meaning of “other events” is interpreted consistently when preparers 
consider the principles in the pronouncement dealing with public sector combinations, we 
propose that sufficient explanatory guidance should be included in the proposed 
pronouncement to explain what “other events” can entail.  

018 
Agreed. Supports PV 1 

Agreed with all definitions 

023 

Apart from the definitions discussed below, the NZASB supports the proposed definitions 
in the CP.  In particular, the NZASB supports the efforts of the IPSASB to align the 
definitions of ‘acquisition’, ‘operation’, ‘recipient’ and ‘transferor’ with the relevant 
definitions in IFRS 3 Business Combinations. The NZASB also supports the use of 
‘recipient’ and ‘transferor’ being consistent with the way in which those terms are used in 
IPSAS 23 Revenue from Non-Exchange Transactions (Taxes and Transfers). 

Disagrees with some definitions within PV 1 
The suggestions for improving some definitions are 
noted and will be considered as detailed drafting of 
an ED progresses. 

The definition of amalgamation is considered in more 
detail in SMC 2. 
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Response 
# Respondent Comments Staff Comments 

PV 1: Key Definitions  

Definition of Public Sector Combination 

The definition of a Public Sector Combination as per the CP is “the bringing together of 
separate operations into one entity, either as an acquisition or an amalgamation”.  

The definition requires the forthcoming IPSAS to be applied to all types of PSCs. The 
words “either as an acquisition or an amalgamation” are not needed in the definition of a 
PSC as “the bringing together of separate operations into one entity” would encompass 
all types of combinations. 

Definition of Amalgamation 

The CP defines an amalgamation as a transaction or other event where (a) two or 
more operations combine, (b) none of the combining operations gain control of the 
other operations, and (c) the transaction or other event is not the formation of a joint 
venture. 

The NZASB is of the view that this definition is too narrow and therefore does not 
encompass the range of possible combinations that would fall into the realm of an 
amalgamation (i.e., combinations that are not an acquisition). The Board considers that 
more emphasis should be put on the outcome of a combination, rather than on the 
process, which appears to be the main focus of the CP. To this end a future ED should 
be drafted in two separate sections, one addressing pure acquisitions and the other 
addressing amalgamations or reorganisations. The NZASB considers it is important that 
the type of combination is identified clearly before any accounting treatment is 
considered. 

024 These paragraphs, letters a-g, are clear and rationale. Supports PV 1 
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PV 2: A public sector combination under common control is a public sector combination in which all of the 
entities or operations involved are ultimately controlled by the same entity both before and after the public sector 
combination. 
Table 3: Overview of Responses PV 2 

Comment Respondent # Totals 

Support PV 5, 10, 18, 20, 22, 
23 and 24 

7 

Do not comment on PV 1, 2, 3, 4, 6, 7, 8, 9, 
11, 12, 13, 14, 15, 
16, 17, 19, 21, 25 

and 26 

19 

Total Respondents  26 
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Table 4: Table of Responses PV 2 Definition of Public Sector Combination under Common Control 

Response 
# Respondent Comments Staff Comments 

PV 2: Definition of Public Sector Combination under Common Control  

005 
We agree with the definition of a public sector combination under common control (PSC 
UCC). 

Supports PV 2 

010 

We support the proposed definition for a public sector combination under common 
control. 

We acknowledge that entities should apply judgement in determining whether a 
transaction or event has occurred between entities “under common control” or “not under 
common control”, but we suggest that the proposed pronouncement dealing with public 
sector combinations should provide sufficient guidance to assist preparers in selecting 
the appropriate accounting guidance in accounting for the public sector combination. 

In addition, we suggest that concept of “ultimately controlled” should be sufficiently 
explained in the proposed pronouncement to be developed for public sector 
combinations.  

Supports PV 2 
The recommendations for further guidance are noted. 

018 

Agreed. 

However, the Institute does not believe that the use of the word “before” is appropriate as 
entities or operations could be brought into combining entities that were not under the 
common control before the combination became consummated. We therefore, suggest 
that the sentence should be modified to exclude ‘both before and’. 

Supports PV 2 
Staff considers that where a combination includes an 
operation or entity not under common control prior to 
the combination taking place, this meets the definition 
of a combination NUCC. 

023 
The NZASB agrees with Preliminary View 2 as it is consistent with the explanation of a 
business combination of entities under common control in paragraph B1 of IFRS 3. 

Supports PV 2 

024 

This paragraph 2.22 is clear and rationale, but I suggest if board agrees, consult local 
regulators for to know about entities or operations about common control of public sector.  
I think that in some countries the public sector has diversity types of companies, that I 
don´t know if can be impact for this standard. 

Supports PV 2 but notes importance of testing to 
ensure it accommodates circumstances in 
different jurisdictions. 
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PV 3: 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. 
Table 5: Overview of Responses PV 3 

Comment Respondent # Totals 

Support PV 5, 10, 12, 18, 22 
and 24 

6 

Do not support PV 6, 13  and 23 3 

Do not comment on PV 1, 2, 3, 4, 7, 8, 9, 
11, 14, 15, 16, 17, 
19, 20, 21, 25 and 

26 

17 

Total Respondents  26 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 6: Table of Responses PV 3 Control is Sole Definitive Criterion for Distinguishing Amalgamation from an Acquisition 

Response 
# Respondent Comments Staff Comments 

PV 3: Control is Sole Definitive Criterion for Distinguishing Amalgamation from an Acquisition 

005 
We agree that the sole criterion for distinguishing an amalgamation from an acquisition 
should be control. 

Supports PV 3 

010 

We support the sole criterion for distinguishing between an amalgamation and an 
acquisition as being that none of the combining operations gains control of the other 
operations.  

We do however suggest that the guidance in the proposed pronouncement dealing with 
public sector combinations should discuss other criteria that could be considered to 
explain when control could, or could not exist, such as representation of management in 
the resulting entity and the sizes of the entities and/or operations involved in the 
amalgamation.  

Supports PV 3 
The recommendations for further guidance are noted. 

012 
[In comment for SMC 3] CIPFA agrees with the analysis set out in paragraphs 3.1 to 
3.13, which explains that certain private sector characteristics cannot be straightforwardly 
applied to the generality of public sector combinations. 

Supports PV 3 

013 

[In general comments] We regret, however, that this Consultation Paper is so 
inadequately suited to the specific characteristics of the public sector. In fact it: 

• takes little account of the specific characteristics of public sector entities and, in 
particular, the lack of ownership links between them; 

• is based on concepts underlying IFRS 3 “Business Combinations” such as 
acquisitions at market price, which remain marginal in the public sector; 

• is unclear, particularly with regard to the notion of “amalgamation”, which is 
nevertheless a central concept of the proposed standard, given that the 
standard deals with public-entity combinations that are acquisitions and those 
that are “amalgamations’. 

[In comment for SMC 3] As mentioned in the introduction, this text takes little account of 
the characteristics of the public sector. As long as the conceptual framework and IPSAS 

Does not support PV 3 
The respondent considers that control should be 
supplemented by other factors. 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Response 
# Respondent Comments Staff Comments 

PV 3: Control is Sole Definitive Criterion for Distinguishing Amalgamation from an Acquisition 

6 are not revised, the publication of this standard seems premature. In view of defining a 
scope of consolidation, the notion of control should, as we see it, be supplemented by the 
concepts of directing and/or executing public policies and engaging in non-market activity 
mainly financed by public resources. 

018 Agreed. Supports PV 3 

023 

[Same comment for SMC 3] The NZASB does not agree that the sole definitive criterion 
for distinguishing an amalgamation from an acquisition should be that in an 
amalgamation, none of the combining operations gains control of the other operations.   

Please refer to our earlier comments on this point. 

Does not support PV 3 (see also SMC 3) 

024 
I agree with this comments elaborated for IFAC Board about criterion for distinguishing 
an amalgamation from an acquisitions, I suggest for the Board some discussions 
elaborated for PCAOB.2 

Supports PV 3 

 
  

2  http://pcaobus.org/Standards/Auditing/Pages/AU420B.aspx and http://pcaobus.org/Standards/Auditing/Pages/AU316a.aspx 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

PV 4: An acquisition NUCC should be recognized in the financial statements of the recipient on the date the 
recipient gains control of the acquired operation. 
Table 7: Overview of Responses PV 4 

Comment Respondent # Totals 

Support PV 5, 10, 14, 18, 20, 
22, 23 and 24 

8 

Do not comment on PV 1, 2, 3, 4, 6, 7, 8, 9, 
11, 12, 13, 15, 16, 
17, 19, 21, 25 and 

26 

18 

Total Respondents  26 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 8: Table of Responses PV 4 Recipient Recognizes Acquisition NUCC when it Gains Control 

Response 
# Respondent Comments Staff Comments 

PV 4: Recipient Recognizes Acquisition NUCC when it Gains Control 

005 We agree that the recognition criteria should focus on the date the recipient gains control. Supports PV 4 

010 

We support the view that an acquisition not under common control should be recognised 
on the date that the recipient gains control of the acquired operation, which can be 
different to the date specified in the binding arrangement that governs the acquisition. 

We suggest that the proposed pronouncement dealing with public sector combinations 
should discuss the concept of substance over form, ie that although the legal acquisition 
date is specified in legislation, actual control over the assets acquired and liabilities 
assumed might be obtained at a later or an earlier date (due to, for example budgetary 
issues), to ensure that the principles are applied consistently in accounting for the public 
sector combination.  

We also propose that the concept of “acquisition date” and how it should be determined 
should be explained in the proposed pronouncement. 

Supports PV 4 
The recommendations for further guidance are noted. 

014 

[Same comment for PV 6] We believe that it is appropriate that all acquisitions should be 
recognised in the financial statements of the recipient on that date the recipient gains 
control which corresponds to your preliminary views 4 and 6. We agree that this best 
reflects the substance of the transaction and that it corresponds with the concept of the 
acquisition method. 

Supports PV 4 

018 Agreed. Supports PV 4 

023 
The NZASB agrees that an acquisition NUCC should be recognised in the financial 
statements of the recipient on the date the recipient gains control of the acquired 
operation. This is consistent with IFRS 3 and is appropriate for an acquisition. 

Supports PV 4 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Response 
# Respondent Comments Staff Comments 

PV 4: Recipient Recognizes Acquisition NUCC when it Gains Control 

024 
In relation this point is very important consult local regulators, but I agree with recognized 
in the financial statements of the recipient on the date the recipient gains controls of the 
acquired operation3.   

Supports PV 4 

 
  

3  http://www.ifrs.org/Archive/Documents/0605ifricob10v.pdf 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

PV 5: The recipient in an acquisition NUCC recognizes in its financial statements on the date of acquisition, the 
difference arising as: 
(a) A gain where the recipient acquires net assets in excess of consideration transferred (if any); and 

(b) A loss where the recipient assumes net liabilities. 

Table 9: Overview of Responses PV 5 

Comment Respondent # Totals 

Support PV 14, 5, 10, 174, 18, 
20, 22, 23, 24 and 

26 

10 

Do not comment on PV 2, 3, 4, 6, 7, 8, 9, 
11, 12, 13, 14, 15, 
16, 19, 21 and 25 

16 

Total Respondents  26 

 

  

4  So long as the gain or loss is computed using fair value and not depreciated historical costs 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 10: Table of Responses PV 5 Recipient in Acquisition NUCC Recognizes Difference Arising as Gain where Recipient Acquires Net Assets in 
Excess of Consideration Transferred (if any) and Loss where Recipient Assumes Net Liabilities 

Response 
# Respondent Comments Staff Comments 

PV 5: Recipient in Acquisition NUCC Recognizes Difference Arising as Gain where Recipient Acquires Net Assets in Excess of Consideration 
Transferred (if any) and Loss where Recipient Assumes Net Liabilities 

005 
We agree that a PSC NUCC should apply fair value measurement criteria to the assets 
and liabilities acquired and that any gain or loss arising is recognised in the income 
statement.  

Supports PV 5 

010 
We support the view that the difference arising in an acquisition not under common 
control should be recognised in the statement of financial performance as either a gain or 
a loss.  

Supports PV 5 

018 Agreed. Supports PV 5 

023 

[Same comment for SMC 5] Conceptually, the NZASB supports Approach (b) – the 
difference arising in an acquisition NUCC should be recognised as goodwill. The 
recognition of goodwill is consistent with the acquisition method in IFRS 3. 

However, from a practical perspective, the NZASB supports Approach (a) because of the 
difficulty of measuring the impairment of goodwill in respect of non-cash-generating 
activities.  

Supports PV 5 

024 
I agree with these definitions, but for public sector is very important observed and consult 
local regulators for application and implementation of Business Combinations. 

Supports PV 5 

026 
We also agree that if the fair value of the net assets acquired is greater than the 
consideration paid (i.e. negative goodwill) then the difference should be treated as a gain. 

Supports PV 5 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

PV 6: An acquisition UCC should be recognized in the financial statements of the recipient on the date the 
recipient gains control of the acquired operation 
Table 11: Overview of Responses PV 6 

Comment Respondent # Totals 

Support PV 5, 10, 11, 14, 18, 
20, 22, 23 and 24 

9 

Do not comment on PV 1, 2, 3, 4, 6, 7, 8, 9, 
12, 13, 15, 16, 17, 
19, 21, 25 and 26 

17 

Total Respondents  26 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 12: Table of Responses PV 6 Recipient Recognizes Acquisition UCC when it Gains Control 

Response 
# Respondent Comments Staff Comments 

PV 6: Recipient Recognizes Acquisition UCC when it Gains Control 

005 We agree that the recognition criteria should focus on the date the recipient gains control. Supports PV 6 

010 

As with our comment to preliminary view 4 above, we support the view that an acquisition 
under common control should be recognised on the date that the recipient gains control 
of the acquired operation, which can be different to the date specified in the binding 
arrangement that governs the acquisition. 

We also suggest that the proposed pronouncement dealing with public sector 
combinations should discuss the concept of substance over form, ie that although the 
legal acquisition date is specified in legislation, actual control over the assets acquired 
and liabilities assumed might be obtained at a later or an earlier date.  

We also propose that the concept of “acquisition date” and how it should be determined 
should be explained in the proposed pronouncement.  

Supports PV 6 
The recommendations for further guidance are noted 
and will be considered when developing the ED. 

011 [See comment in SMC 6 where the respondent agrees with PV 7 and therefore PV 6] Supports PV 6 

014 

[Same comment for PV 6] We believe that it is appropriate that all acquisitions should be 
recognised in the financial statements of the recipient on that date the recipient gains 
control which corresponds to your preliminary views 4 and 6. We agree that this best 
reflects the substance of the transaction and that it corresponds with the concept of the 
acquisition method. 

Supports PV 6 

018 Agreed. Supports PV 6 

023 
In the rare event that a PSC is an acquisition UCC, the NZASB agrees with this 
Preliminary View. 

Supports PV 6 

024 
I agree with comments, but I don´t know if is possible for implementation in others 
jurisdictions, I suggest contact others regulators5. 

Supports PV 6 

5  http://www.ifrs.org/search/Pages/results.aspx?k=common%20control 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

PV 7: The recipient in an acquisition UCC recognizes in its financial statements on the date of acquisition the 
carrying amounts of the assets and liabilities in the acquired operation’s financial statements, with amounts 
adjusted to align the operation’s accounting policies to those of the recipient 
Table 13: Overview of Responses PV 7 

Comment Respondent # Totals 

Support PV 5, 10, 11, 14, 18, 
20, 22, 23, 24 and 

26 

10 

 Not addressed by the respondent (explicitly or implicitly) 1, 2, 3, 4, 6, 7, 8, 9, 
12, 13, 15, 16, 17, 

19, 21 and 25 

16 

Total Respondents  26 

 

  

 Agenda Item 8.3 
 Page 21 of 32 



 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 14: Table of Responses PV 7 Recipient in Acquisition UCC Recognizes the Carrying Amounts of Assets and Liabilities Acquired, with 
Adjustments to Align Accounting Policies 

Response 
# Respondent Comments Staff Comments 

PV 7: Recipient in Acquisition UCC Recognizes the Carrying Amounts of Assets and Liabilities Acquired, with Adjustments to Align Accounting 
Policies 

005 

We agree that the recipient in an acquisition UCC recognizes in its financial statements 
on the date of acquisition the carrying amounts of the assets and liabilities in the acquired 
operation’s financial statements, with amounts adjusted to align the operation’s 
accounting policies to those of the recipient.  We agree any gain or loss arising from 
those adjustments is recognised in the income statement.  

Supports PV 7 

010.1 

We support the view that the recipient should recognise the carrying amounts of the 
assets and liabilities in its financial statements on the date of acquisition for a transaction 
or event that occurred between entities under common control, with amounts adjusted to 
align the operation’s accounting policies with its own.  

The proposal to use carrying amounts is supported because:  

• If carrying amounts are used by both the recipient and transferor, no gain or loss 
is recognised by either party as opposed to remeasuring those assets and 
liabilities to fair value. 

• Gains and losses are not recognised as the entity that ultimately controls the 
recipient and transferor is merely transacting with itself. 

• No additional costs need to be incurred to revalue the assets and liabilities 
acquired. 

Supports PV 7 

010.2 

We do however suggest that consideration should be given to the inclusion of the 
following guidance in the proposed pronouncement dealing with public sector 
combinations: 

(a) The recipient and transferor need to apply the same accounting bases prior to the 
public sector combination to ensure that the carrying amounts of the assets and 
liabilities transferred are measured on the same basis. For example, if the 

This comment is noted. The CP proposes that the 
recipient adjusts the acquired operation’s accounting 
policies. Staff considers this is the appropriate 
approach, as a transferor may not apply IPSAS and 
may transfer an operation. Such an entity is unlikely 
to adjust its accounting policies. 
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 IPSASB Meeting (June 2014) 

Response 
# Respondent Comments Staff Comments 

PV 7: Recipient in Acquisition UCC Recognizes the Carrying Amounts of Assets and Liabilities Acquired, with Adjustments to Align Accounting 
Policies 

transferor applied a cash-basis of accounting and the recipient applied an accrual 
basis of accounting, the assets acquired and liabilities assumed need to be 
reflected at an accrual basis before the recipient can recognise the assets 
acquired and liabilities assumed in accounting for the public sector combination.  

010.3 

Another example will be where a Government Business Enterprise (GBE), ie the 
transferor, was applying IFRSs prior to the acquisition in, for example the 
accounting for government grants, while the recipient is applying IPSASs. Prior to 
the acquisition, the accounting basis of the GBE should be aligned with the 
accounting principles in the applicable IPSAS.  

The PV proposes that it is the recipient that adjusts 
the acquired operation’s accounting policies. 

010.4 

We further suggest that the adjustments to the assets and liabilities to align the 
accounting bases of the recipient and transferor should be made on the 
acquisition date, prior to aligning the operation’s accounting policies to those of 
the recipient. 

See comments for Respondent 10.2. 

010.5 

(b) When adjustments are required to the assets acquired and liabilities assumed in 
the public sector combination, guidance should be provided on the treatment of 
the adjustments, as well as the party responsible for making these adjustments.  

 We suggest that the recipient should make the necessary adjustments to the 
basis of accounting for the assets it acquires and the liabilities it assumes in the 
public sector combination. We also suggest that the recipient should account for 
these adjustments in a similar manner as the difference between the 
consideration transferred (if any) and the assets acquired and liabilities assumed. 

This respondent suggests that guidance should be 
included on the accounting treatment of the 
adjustments to align accounting policies. Staff 
proposes that this should be considered as the ED is 
developed. 

 

011 [See comment in SMC 6 where the respondent agrees with PV 7] Supports PV 7 

014 
We understand that the Board has taken the preliminary view 7 that acquisitions UCC 
should be recognised at carrying amount and we fully support that view for the same 
reasons mentioned in the consultation paper. 

Supports PV 7 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Response 
# Respondent Comments Staff Comments 

PV 7: Recipient in Acquisition UCC Recognizes the Carrying Amounts of Assets and Liabilities Acquired, with Adjustments to Align Accounting 
Policies 

018 Agreed. Supports PV 7 

023 

As discussed earlier, the NZASB is of the view that an acquisition amongst entities UCC 
is uncommon in the public sector and recommends that all combinations of entities UCC 
be treated as amalgamations or some other form of reorganisation. However, if the 
IPSASB decides to proceed with treating some combinations of entities UCC as 
acquisitions, then the NZASB agrees with the proposed approach. 

Supports PV 7 
See SMC 2 for comments 

024 
I agree with comments, but I don´t know if is possible for implementation in others 
jurisdictions, I suggest contact others regulators6. 

Supports PV 7 

026 

Whilst we consider that fair value should be the first high-level principle, we agree that for 
some acquisitions under common control, there may be less benefit from using fair value 
and given the costs of using it, it would be appropriate to permit or require the use of 
previous carrying amounts. 

Supports PV 7, at least for some acquisitions UCC 
(taking cost / benefit into account). 

 
  

6  http://www.ifrs.org/Current-Projects/IASB-Projects/Annual-Improvements/Meeting-Summaries-and-Observer-Notes/Documents/AIP0901b7obs.pdf 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

PV 8: A Resulting Entity in an Amalgamation should apply the Modified Pooling of Interests Method of 
Accounting 
Table 15: Overview of Responses PV 8 

Comment Respondent # Totals 

Support PV 5, 10, 14, 16, 18, 
20, 22, 24 and 26 

9 

Do not support PV 23 1 

Do not comment on PV 1, 2, 3, 47, 6, 7, 8, 
9, 11, 12, 13, 15, 
17, 19, 21 and 25 

16 

Total Respondents  26 

 

  

7  Assuming disclosures, to be considered at a later date, resolve the respondent’s concerns regarding the modified pooling of interests method creating an impression of 
discontinuity through a lack of comparative information. 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 16: Table of Responses PV 8 Resulting Entity in Amalgamation Applies Modified Pooling of Interests Method of Accounting 

Response 
# Respondent Comments Staff Comments 

PV 8: Resulting Entity in Amalgamation Applies Modified Pooling of Interests Method of Accounting 

005 

In our experience an entity does not normally prepare general purpose financial 
statements for an amalgamation. However, if financial statements are to be prepared 
then we favour the modified pooling of interests method of accounting. We consider that 
this method is more supportive than other methods because performance and 
accountability can still be assessed without the complexity of re-measuring assets and 
liabilities. We note that IPSAS 16 and 17 contain a subsequent measurement revaluation 
alternative which overcomes any disadvantages of this method. 

Supports PV 8 

010 

We support the application of the modified pooling of interest method of accounting by 
the resulting entity. 

However, we propose that the proposed pronouncement dealing with public sector 
combinations should provide guidance on adjusting the carrying amounts of the 
combining operation’s assets acquired and liabilities assumed to the accounting basis 
that is applied by the resulting entity on the date of amalgamation. We also suggest that 
guidance should be provided on the treatment of these adjustments, as well as the party 
responsible for making these adjustments (also see our proposed suggestions to 
preliminary view 7 above). 

Staff notes that how to account for the adjustments 
has not yet been determined and this issue should be 
considered as the ED is developed. 

 

014 

For public sector combinations in the form of amalgamations we fully support the 
preliminary view 8 of the Board to apply the modified pooling of interest method of 
accounting. In particular the concept of combining operations without a transfer of a 
consideration with the objective of achieving a "merger of equals" is best reflected using 
the (modified) pooling of interest method and takes the public sector reality into account. 
We are of the opinion that providing information on the combination of operations as if 
they had always been combined can be confusing and does not provide addressees of 
financial reporting with relevant information and thus the proposed modification of this 
consolidation method is appropriate. 

Supports PV 8 
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 IPSASB Meeting (June 2014) 

Response 
# Respondent Comments Staff Comments 

PV 8: Resulting Entity in Amalgamation Applies Modified Pooling of Interests Method of Accounting 

016 

In our view, in respect of accounting for amalgamations it is appropriate that the 
differences between the private and public sectors be given due consideration. Given 
this, we support the IPSASB’s Preliminary View 8, whereby a resulting entity in an 
amalgamation should apply a modified pooling of interests method of accounting. We do 
not support the fresh start approach for public sector amalgamations. 

As mentioned in our responses to the SMC, we appreciate that, mainly due to the 
propensity for misuse within the profit-oriented private sector, the pooling of interests 
method of accounting is no longer permitted under IFRS nor in favour throughout much 
of the private sector, but agree that in the public sector context an approach based on 
this method may be appropriate. In this context, we wonder whether the proposed term 
“modified pooling of interests method of accounting” might be replaced with a more 
appropriate term e.g., “predecessor accounting”, or similar. Such a term might be 
preferable in order to deflect negative associations with the term pooling of interests. 
Furthermore, it is not clear what, if any, the difference is between the so-called “modified 
pooling of interests method of accounting” and the proposed treatment for acquisitions 
under common control (UCC) and those not UCC where there is no or only nominal 
consideration in practical terms, since both entail carrying values being adjusted to align 
to policies of the resultant combined entity. Thus a different term to reflect this aspect 
might be preferable. 

Supports PV 8. 
Staff notes the comments regarding terminology and 
proposes that these are considered in preparing an 
ED. 

018 

Agreed. 

However, the Institute does not believe that the consideration transferred should be 
specified as “exchange of shares only” under the modified pooling of interests. Although, 
this is the practice in the private sector, public sector entities do not issue shares and 
therefore, would not have shares to transfer. We suggest that the exchange of shares 
should be replaced with the words ‘Instruments of assets’ (showing value) transferred. 

Supports PV 8 
Staff notes the comment regarding the form of 
consideration and proposes that this is considered in 
developing the ED. 

023.1 
The NZASB supports the modified pooling of interests method of accounting for 
amalgamations involving entities UCC on the condition that the financial statements of 

Amalgamation UCC 
Staff considers that the issue of comparative 
information could be addressed by requiring the 
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Response 
# Respondent Comments Staff Comments 

PV 8: Resulting Entity in Amalgamation Applies Modified Pooling of Interests Method of Accounting 

the combining entities prior to the amalgamation are publicly available, given that 
comparative information is not presented under the modified pooling of interests method.  
The availability of the financial statements of the combining entities is necessary because 
these financial statements provide information for the users of the financial statements of 
the resulting entity that is not otherwise available.   

resulting entity to disclose in the notes comparative 
information. Staff considers that the availability of 
comparative information is an issue that should be 
considered at when developing the ED. 

023.2 

However, the NZASB supports fresh start accounting for amalgamations of entities that 
are NUCC.  This method of accounting is applied in New Zealand in these situations. 

Amalgamation NUCC 
Do not support. 

Supports fresh start accounting for 
amalgamations NUCC. 

023.3 

Guidance should be provided on the modified pooling of interest method so that there is 
consistency in the accounting treatment for a resulting entity.  In particular, guidance is 
needed on: 

(a) the elimination of intercompany transactions and balances; 

(b) which carrying values should be used – the carrying values in the combining 
entities’ individual financial statements or the carrying values of those entities 
assets and liabilities as reported in either the immediate parent’s or the ultimate 
parent’s consolidated financial statements; and 

(c) the treatment of reserves in the combining entities’ individual financial statements 
that, had the combination not occurred, would have been recycled to the 
statement of financial performance in the future (e.g., cash flow hedge reserve) or 
otherwise would have been used to record particular types of subsequent 
gains/losses (e.g., asset revaluation reserve). 

Staff considers that guidance in these areas 
should be considered when developing the ED. 

024 
I agree with comments, but I don´t know if is possible for implementation in others 
jurisdictions, I suggest contact others regulators8. 

Supports PV 8 

026 We agree that amalgamations should be accounted for by the modified pooling of interest Supports PV 8 

8  http://www.iasplus.com/en/news/2012/october/investment-entities-amendments and http://www.iasplus.com/en/othernews/ivsc/ivsc-issues-competency-framework-for-valuers 
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 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Response 
# Respondent Comments Staff Comments 

PV 8: Resulting Entity in Amalgamation Applies Modified Pooling of Interests Method of Accounting 

method. We support the modifications proposed to ‘traditional’ pooling of interest 
accounting, which we consider appropriate. We note that the modified pooling of interest 
method is similar to fresh start accounting, except that assets and liabilities are stated at 
previous carrying amounts rather than at fair value. That said, we consider that fair value 
should be permitted as an alternative, where it is judged that its advantages—in 
particular the superior relevance of current values—outweigh the costs of doing so. 

Staff notes that this respondent would permit the use 
of fair value. 
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PV 9: Where combining operations continue to prepare and present GPFSs using accrual-based IPSASs in the 
period between the announcement of the amalgamation and the date of the amalgamation, these GPFSs are 
prepared on a going concern basis where the resulting entity will fulfill the responsibilities of the combining 
operations. 
Table 17: Overview of Responses PV 9 

Comment Respondent # Totals 

Support PV 5, 10, 18, 20, 22, 
23 and 24 

7 

Do not comment on PV 1, 2, 3, 4, 6, 7, 8, 9, 
11, 12, 13, 14, 15, 
16, 17, 19, 21, 25 

and 26 

19 

Total Respondents  26 

 

  

 Agenda Item 8.3 
 Page 30 of 32 



 Respondents’ Comments on PVs in CP, Public Sector Combinations 
 IPSASB Meeting (June 2014) 

Table 18: Table of Responses PV 9 Combining Operations Continuing to Present GPFSs on Going Concern Basis where Resulting Entity will 
Fulfil Responsibilities of those Combining Operations 

Response 
# Respondent Comments Staff Comments 

PV 9: Combining Operations Continuing to Present GPFSs on Going Concern Basis where Resulting Entity will Fulfil Responsibilities of those 
Combining Operations 

005 

We agree with preliminary view 9. In our experience the key point to assess is whether 
government will continue to provide support to the operations delivering the goods or 
services and not whether the legal entity itself is going to continue those operations. 
Management preparing the financial statements and the auditor providing an opinion on 
the financial statements are required by other accounting and auditing standards to 
reflect appropriate disclosure of the effect on the going concern basis in the financial 
statements.        

Supports PV 9 

010 

Even though the principle of going concern is addressed in other IPSASs, we support the 
view that the proposed pronouncement dealing with public sector combinations should 
remind and require the combining operation to continue to prepare and present its 
financial statements on a going concern basis where the resulting entity will fulfill that 
entity’s responsibilities following the amalgamation.  

Supports PV 9 

011 

ACAG believes that in developing a future accounting standard, consideration should 
also be given to providing guidance/clarification in relation to the following areas: 

… 

• development of additional disclosure requirements to explain why the going concern 
basis is considered appropriate where a PSC UCC results in a public sector entity 
ceasing to be a going concern as proposed in Preliminary View 9. [See SMC 1] 

Staff considers that disclosure requirements 
should be considered when preparing the ED. 
The existing provisions regarding the going concern 
basis in IPSAS 1 Presentation of Financial 
Statements and IPSAS 14 Events after the Reporting 
Date will also need to be considered. 

018 Agreed. Supports PV 9 

023 The NZASB is of the view that Preliminary View 9 is appropriate.   Supports PV 9 

024 I agree with comments, but I don´t know if is possible for implementation in others Supports PV 9 
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Response 
# Respondent Comments Staff Comments 

PV 9: Combining Operations Continuing to Present GPFSs on Going Concern Basis where Resulting Entity will Fulfil Responsibilities of those 
Combining Operations 

jurisdictions, I suggest contact others regulators.9 
 

9  http://xrb.govt.nz/includes/download.aspx?ID=124031 
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RESPONDENTS’ COMMENTS ON SPECIFIC MATTERS FOR COMMENT IN 
CONSULTATION PAPER, PUBLIC SECTOR COMBINATIONS 

SMC 1: In your view, is the scope of this CP appropriate? 
Table 1: Overview of Responses to SMC 1 

Comment Respondent # Totals 

Agrees that scope of the Consultation Paper is appropriate 1, 4, 5, 9, 11, 12, 
16, 17, 18, 19, 20, 
21, 22, 23, 24, 25 

and 26 

17 

Agree with Scope with some Reservations 

Agrees although considers CP is too focused on acquisitions of a commercial nature and does not sufficiently address public 
sector issues relating to combinations  

3 1 

Agrees except that it should not include transferor accounting for acquisitions UCC 6 1 

Agrees except that it should include the accounting treatment of a combination in the financial statements of a GBE  8 1 

Agrees except that it should include guidance on disclosure by a transferor  10 1 

Not Specified 

Not specified but suggests additional guidance for differentiating between asset acquisitions, acquisitions and amalgamations  7 1 

Not specified but considers that this project should not be completed until after the completion of the Conceptual Framework 
and the project to revise IPSAS 6 

13 1 

Not specified but suggests additional guidance in accounting for a transfer of an operation by the transferor  15 1 

Other Views 

Respondent did not comment on this SMC 2, 14 2 

Total Respondents 

 

 

 26 
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Respondents’ Comments on SMCs in CP, Public Sector Combinations 
IPSASB Meeting (June 2014) 

Table 2: Table of Responses to SMC 1 Is Scope of CP Appropriate? 

Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

001 
We believe that the scope of the CP is appropriate to address the matter of Public 
Sector Combinations. 

Agrees that scope of the CP is appropriate. 

002 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector 
whereas it should emphasize amalgamations which are more frequent. This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

A number of respondents identified public sector 
specific issues which staff proposes considering 
when developing the Exposure draft. 

003 

The French Public Sector Accounting Standards Council (CNOCP) considers the scope 
of the Consultation Paper (CP) to be appropriate insofar as combinations between 
public-sector entities or transactions conducted jointly between public-sector entities (in 
particular, transactions by which several entities finance a jointly-controlled asset) are a 
reality that should be examined in order to propose an accounting treatment applicable 
to such transactions. 

The public sector is quite frequently confronted with situations in which entities are 
combined that often take the form of a pooling of resources to finance certain projects. 
The issue of reflecting the accounting for such transactions, including some relating to 
grants that cannot be directly traced (“hidden operations”), therefore makes complete 
sense for public-sector entities.  

Nevertheless, the Council believes that the Consultation Paper does not address these 
issues of combinations and transactions between public-sector entities. The 
Consultation Paper approaches these subjects from the perspective of commercial 
transactions (acquisitions at market price), while the majority of these transactions aim 
to streamline structures carrying out a public-service mission and to improve such 
service.  

The Council understands that discussions resulting in a number of developments on 
acquisitions (under common control and not under common control) were based on the 
acquisition, by a government, at market price of an entity that had been previously 

Agrees that scope of the CP is appropriate 
although considers CP is too focused on 
acquisitions of a commercial nature and does not 
sufficiently address public sector issues relating 
to combinations. 

Staff proposals in paper x.2 do consider public sector 
issues relating to combinations and may partially 
address this respondent’s concerns. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

privatized. The Council emphasizes that, from its point of view, this is an extremely 
marginal case that is rarely encountered in the public sector.  

Generally speaking, the Council believes that the Consultation Paper is not easy to read 
and that its provisions are rather confusing. As a result, it is difficult to judge the value of 
the approaches proposed. 

Furthermore, the Council suggests supplementing the provisions of the standards with 
concrete examples that might shed light on the transactions referred to in the draft text. 
For example, how should the financing by several governments of a humanitarian 
reconstruction and development program be reflected from an accounting standpoint?  

The Council consequently believes that the subject as it is presented in the Consultation 
Paper is not sufficiently addressed and that the text must therefore be revised in its 
entirety.  

004 
We agree that the paper is correctly scoped as it considers acquisitions and 
combinations that are amalgamations and considers the components or entities that are 
acquired or amalgamated.  

Agrees that scope of the CP is appropriate. 

005 We agree the scope of the CP is appropriate. Agrees that scope of the CP is appropriate. 

006 

The AASB agrees with the scope of the CP in the context of the approach taken in the 
CP (i.e. to consider more broadly the approaches to accounting that might be adopted 
for public sector combinations (PSCs) arising in different circumstances) except for the 
proposed inclusion of transferor accounting. The AASB thinks that excluding transferor 
accounting from the scope of the CP would help ensure the project remains focussed on 
the key issues relating to public sector combinations. Further the AASB considers that 
the accounting requirements for a transferor are already addressed by other IPSASs. 

Agrees that scope of the CP is appropriate 
except that it should not include transferor 
accounting. 

007 

We suggest more guidance should be provided on differentiating between asset 
acquisitions, acquisitions (as defined in para 2.8) and amalgamations. Potential 

Not specified but thinks that more guidance 
should be included on differentiating between 
asset acquisitions, acquisitions and 
amalgamations. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

confusion could arise with the definition of an ‘operation’, and what constitutes an 
integrated set of activities and assets.1 

Staff propose additional guidance on differentiating 
between different types of combinations. 

008.1 

HoTARAC agrees with the CP approach to consider a wide range of PSCs.  As noted 
above, HoTARAC supports the IPSASB’s consideration of acquisitions UCC as previous 
raised in the ED 41 response. 

However, HoTARAC does not agree that the scope excludes the accounting treatment 
of a combination in the financial statements of a GBE, based on the assumption that 
GBEs do not apply IPSASs.  In the Australian context, some jurisdictions have both 
for-profit and not-for-profit (NFP) GBEs. and therefore IPSASBs should be developed to 
consider NFP GBEs. GBEs are also consolidated at the whole of government level, and 
therefore should be included in the scope of this project.  

Agrees that scope of the CP is appropriate 
except that it should include the accounting 
treatment of a combination in the financial 
statements of a GBE. 

This is a broader issue than Public Sector 
Combinations. IPSASs do not apply to GBEs. Staff 
notes that the IPSASB has a separate project on 
GBEs. 

008.2 

HoTARAC notes that IFRS 3 covers subsequent measurement and accounting, which 
are topics not addressed in the CP. HoTARAC believes that these topics should be 
considered by IPSASB.  

Paragraph 2.43 of the CP states that it does not deal 
with subsequent measurement because IPSASs 
already include requirements. IFRS 3 also 
acknowledges that subsequent measurement is 
generally dealt with in other IFRSs however, it 
includes guidance on the subsequent measurement 
of four specific items: reacquired assets, contingent 
liabilities recognized as of the acquisition date; 
indemnification assets and contingent consideration. 
Staff proposes that the IPSASB consider whether 
guidance on subsequent measurement should be 
included in the draft ED. 

1  IFRS 3.BC18 – The definition of a business under IFRS 3 is broad because an integrated set of activities and assets only needs to be capable of being run as a business; is not 
required to have any outputs; and does not need all of the inputs and processes that the seller used, in order to qualify as a business. Further, a submission seeking clarification 
on the definition of a business was made to the IFRS Interpretations Committee (IFRIC), and IFRIC staff is in the midst of performing further outreach and analysis on this issue 
[IFRIC Agenda Paper 17, September 2012]. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

009 
We believe that the scope of the CP is appropriate, since acquisition of assets, 
assumption of liabilities and interests in joint ventures should be prescribed separately. 

Agrees that scope of the CP is appropriate. 

010 

We support the scope of this Consultation Paper, but suggest that, in the absence of an 
IPSAS dealing with non-current assets held for sale and discontinued operations, the 
proposed pronouncement dealing with public sector combinations should include some 
guidance, specifically around the required disclosure requirements, to be considered by 
a transferor in a public sector combination under common control. 

Agrees that scope of the CP is appropriate but it 
should include guidance on disclosure by a 
transferor. 

Staff considers that such guidance may be useful to 
preparers and will raise this with the IPSASB. 

011.1 

ACAG believes the scope of the CP is generally appropriate as it deals with PSCs that 
involve: 

• entities UCC and NUCC 

• consideration and no or nominal consideration 

• transfers of net assets and net liabilities.  

ACAG also supports the exclusion of transfers of assets and liabilities that do not 
represent “operations”.  However, ACAG believes further guidance is required in relation 
to the definition of “operations”. While the definition of “operations” is broader than that 
of “business” included in IFRS 3, we believe that this may still be open to interpretation. 
Our experience in dealing with business combinations under IFRS 3/AASB 3 is that 
where differences of opinion exist in relation to the meaning of “business”, they can be 
difficult and costly to resolve. 

Agrees that scope of the CP is appropriate. 

Staff proposes that the IPSASB consider whether 
further guidance on the definition of “operations” 
should be included in the ED. 

011.2  
Where other IPSASB standards already identify accounting treatments for transfers 
outside the proposed scope of this CP, references to the relevant standards would be 
useful to provide additional guidance for these areas. 

Staff proposes that the IPSASB considers whether 
some cross references would be helpful when 
reviewing the text of the draft ED. 

011.3  

ACAG believes that in developing a future accounting standard, consideration should 
also be given to providing guidance/clarification in relation to the following areas: 

• whether the requirements for PSCs NUCC also apply to situations where one or 
more of the parties is not a public sector entity, or only where all parties to the PSC 
are public sector entities 

This comment is noted. Staff proposes to clarify the 
scope of the project in the draft ED. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

011.4  

• accounting for transfers by transferors for PSCs UCC, particularly where 
symmetrical accounting treatment is required between recipients and transferors 
(an example of why this may be relevant has been included in relation to Specific 
Matter for Comment 7) [See SMC 7]  

The issue of symmetry is considered in the analysis 
of SMC 7 

011.5  

• if a substantive difference in accounting treatment is retained in the proposed 
standard based on whether consideration (other than nominal consideration) is 
transferred, the definition of “nominal consideration” and whether this includes an 
amount that does not represent a reasonable approximation of the fair value of the 
operations transferred 

This issue is considered in the analysis of SMC 4. 

011.6  

• accounting for adjustments on the transfer of operations that arise from the 
application of different fair value estimation techniques e.g. going from an income 
based approach to depreciated replacement cost 

Staff is not convinced that this issue is specifically 
related to PSCs and may need to be considered in a 
wider context. Staff notes that a project on public 
sector specific measurement issues is discussed in 
the IPSASB Strategy Consultation paper. 

 

011.7  
• development of additional disclosure requirements to explain why the going 

concern basis is considered appropriate where a PSC UCC results in a public 
sector entity ceasing to be a going concern as proposed in Preliminary View 9. 

This issue is considered in the analysis of PV 9. 

012 
CIPFA agrees that the scope of the Consultation Paper, which covers all public sector 
combinations, is appropriate. 

Agrees that scope of the CP is appropriate. 

013 

As mentioned in the introduction, the handling of this subject is fundamental. On the 
other hand, it should have followed the publication of the conceptual framework and 
revision of IPSAS 6. These fundamental normative texts would have enabled the IPSAS 
Board to draft a standard suited to the specific characteristics of the public sector, both 
from the perspective of scope of consolidation and nature of the combinations. 

Not specified but considers that this project 
should not be completed until after the 
completion of the Conceptual Framework and the 
project to revise IPSAS 6. 

The IPSASB has agreed not to delay this project. 
Staff will monitor developments in these projects to 
ensure that the PSC ED is consistent with both the 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

Framework and the standards that supersede 
IPSASs 6-8. 

014 [Respondent replied to selected SMCs only]  

015 

We believe additional guidance should be included with respect to accounting for a 
transfer of an operation by the transferor. Please see our comments on Specific Matter 
for Comment 7. [This respondent also asks for guidance for the transferor in an 
acquisition UCC in SMC 7]  

Not specified but suggests that additional 
guidance is necessary in accounting for a 
transfer of an operation by the transferor.  

These comments are noted. See also staff 
comments under SMC 7. 

016 

The scope is appropriate at this stage of the project, although in reaching certain 
decisions consideration of subsequent application in practice may be relevant. For 
example, as we explain in our response to SMC 5, in deciding whether it would be 
appropriate for goodwill to be recognized separately in a recipient entity’s statement of 
financial position, consideration as to the immediate and future impact on the entity’s 
statement of financial performance is highly relevant. 

We agree that the scope exclusions as explained in paragraph 2.43 et seq. are 
appropriate at this stage of the project. We also note that various issues including 
disclosures, the treatment of non-controlling interests and of costs related to public 
sector related combinations will have to be given further consideration once feedback on 
the CP has been reviewed. In our view, this is an appropriate course of action.  

Agrees that scope of the CP is appropriate. 

This response goes wider than the scope of the 
project. Staff comments on these wider points under 
the relevant SMC or PV. 

017 
We believe that the scope of the CP is appropriate to address the matter of Public 
Sector Combinations. 

Agrees that scope of the CP is appropriate. 

018 
Yes, the Institute considers the scope of the CP to be appropriate particularly, as it sets 
out clearly issues covered and exclusions, some of which the CP notes have either 
been covered in some other IPSASs or are part of ongoing work of the Board.  

Agrees that scope of the CP is appropriate. 

019 

We agree there is a need for a project to deal with all combinations as we understand 
that currently many entities take different approaches. This problem is not restricted to 
the public sector, as a combination of entities under common control is outside the 
scope of IFRS 3 Business Combinations. Therefore, we encourage the IPSASB to work 

Agrees that scope of the CP is appropriate. 

Agenda Item 8.4 
Page 7 of 80 



Respondents’ Comments on SMCs in CP, Public Sector Combinations 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

with the IASB to develop principles that have common application and not develop its 
own model in isolation.  

This encouragement is noted. Staff monitors IASB 
developments and will liaise with IASB staff where 
the IASB has a relevant project. 

020 

The scope of the Consultation Paper (CP) appears appropriate. The clarification about 
government business enterprise in paragraph 2.41 and the examples in Appendix B 
help illustrate the scope. However, the scope discussion around consolidated general 
purpose financial statements (GPFSs) of an economic entity, GPFSs of a single entity, 
GPFSs of an intermediate economic entity, and separate GPFSs of an economic entity 
under the sub-section “The Parties to a Public Sector Combination (PSC) which are in 
the Scope of the CP” (paragraphs 2.24 to 2.40) appears unnecessarily complicated. 
IPSASB may consider summarizing/generalizing them at a higher level that would make 
the key message more understandable. For example, one or two sentences like 
footnotes 34 and 35 on page 30, and/or incorporating them in Table 1 on page 21.     

Agrees that scope of the CP is appropriate. 

The comments regarding the scope discussion is 
noted and will be considered when the ED is drafted. 

021 

The Institute believes that the scope of the Consultation Paper is appropriate as it 
covers principal areas of accounting; the timing of recognition, and the initial 
measurement basis or approach that could be adopted for the wide range of 
combinations that may occur in the public sector. 

Agrees that scope of the CP is appropriate. 

022 Yes. Agrees that scope of the CP is appropriate. 

023 

The NZASB is of the view that the scope of the CP is appropriate because the scope 
covers the different types of combinations that occur in the public sector.  However, the 
NZASB considers that a future ED should be structured differently – refer to the 
discussion and diagram in the main concerns section of this appendix [see flow chart B-
7c in paper x.2]. 

Agrees that scope of the CP is appropriate. 

Staff notes these comments and will consider them 
when developing the structure of the draft ED. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 1: Is scope of CP appropriate? 

024 

For this moment is appropriate the scope of this CP, but I suggest if board agrees the 
consult EUROSTAT2 and IASB3 in relation Business Combinations and New Agenda of 
IASB, I don´t know if is need to increase or observed important considerations in this 
aspect. 

Agrees that scope of the CP is appropriate. 

025 

By and large the SRS-CSPCP is in agreement with the framework of this CP. Because 
Joint Ventures are expressly excluded, the question arises how unions (Konkordate in 
German) and special purpose associations (Zweckverbände in German) that promote 
cooperation between municipalities and cantons are to be treated. It is very important 
that there is a clear demarcation between real mergers on the one hand and the unions 
and special purpose associations on the other. A clear demarcation towards IPSAS 6 – 
8 should also be drawn. 

Agrees that scope of the CP is appropriate. 

Staff notes these comments and will consider these 
issues when developing the draft ED. 

026 

Yes. 

Letter 

We have not commented above on the conceptual basis of fair value, as we agree that 

this should be considered separately as part of IPSASB’s project on its Conceptual 

Framework. However, we urge IPSASB to consider whether a standard on Public Sector 

Combinations should be finalised before IPSASB has concluded its work on the 

Framework. 

Agrees that scope of the CP is appropriate. 

Staff notes the comment regarding the Conceptual 
Framework. Staff expects the Framework to be 
complete before a draft ED on public sector 
combinations is finalized. 

 
  

2  http://epp.eurostat.ec.europa.eu/portal/page/portal/public_consultations/consultations/ipsas 
3  http://www.ifrs.org/Current-Projects/IASB-Projects/Business-Combinations/Pages/Business-Combinations-II.aspx ; http://www.ifrs.org/Current-Projects/IASB-Projects/Common-

Control-Transactions/Pages/Common-Control-Transactions.aspx; and http://www.ifrs.org/Current-Projects/IASB-Projects/IASB-agenda-consultation/Pages/IASB-agenda-

consultation.aspx 
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SMC 2: In your view, is the approach used in this CP of distinguishing between acquisitions and amalgamations, 
with a further distinction for PSCs NUCC and UCC, appropriate? If you do not support this approach, what 
alternatives should be considered? Please explain your reasoning. 
Table 3: Overview of Responses to SMC 2 

Comment Respondent # Total 

Generally Support Proposed Approach 

Support proposed approach 5, 9, 10, 12, 16, 18, 
21 and 22 

8 

Support distinction between acquisitions and amalgamations and do not comment on distinction between NUCC and UCC 4, 24 and 254 3 

Supports proposed approach but considers all combinations UCC could be accounted for as amalgamations if distinguishing 
between acquisitions UCC and amalgamations UCC is problematic 

7 1 

Do not Support Proposed Approach 

Do not support the distinction between acquisitions and amalgamations 6 and 19 2 

Propose distinguishing combinations based on whether consideration / significant consideration / market price is transferred 1, 3, 15, 17 and 20 5 

Propose distinguishing combinations between (a) acquisitions NUCC and (b) all other combinations 8, 14 and 23 3 

Propose distinguishing combinations UCC between (a) voluntary combinations and (b) involuntary combinations 11 1 

Propose acquisitions UCC are distinguished based on whether or not the combination has commercial substance 26 1 

Other Views  

Do not consider that the CP is clear enough to give an answer 13 1 

Did not respond to this SMC 2 1 

Total Respondents  26 

4  Respondent 25 would replace the term “acquisition” with the term “transfer of operation” 
Agenda Item 8.4 
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Table 4: Table of Responses to SMC 2 Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

Response 
# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

001.1 

The approach outlined in the CP provides an approach for classifying transactions that 
does reach the goal desired by the IPSASB. However, as stated in our general comments 
on the preceding page [The issues addressed by the respondent in the covering letter are 
substantially the same as set out in this SMC], we believe that the IPSASB should 
consider adopting a framework for classifying the transaction as either an acquisition or 
an amalgamation using criteria similar to that used by GASB in its recent exposure draft 
on public sector combinations. The approach used by GASB was centered on the concept 
of whether or not the transaction involved the exchange of significant consideration, rather 
than whether or not one entity obtained control over another entity.  This approach also 
appears to align with the accounting approach suggested in the Consultation Paper if 
Alternative B for acquisitions is used. In this approach, only transactions that involves the 
exchange of consideration will result in items being recognized at “fair value”. In all other 
instances, the use of “carrying values” is the suggested method for recording transactions. 
It would seem logical to align the accounting with the classification of the transactions.  

Supports a distinction between acquisitions and 
amalgamations, based on whether significant 
consideration is transferred. 

This is In line with the GASB ED [now issued as GASBS 
69]. 

 

001.2 

Furthermore, the matter of classifying a transaction as an acquisition when the entities 
that are combining operations are themselves under common control (UCC) and no 
significant consideration was exchanged seems to be incongruent with the nature of the 
underlying transaction. If the entities are already under common control, this would 
appear to be an amalgamation (or merger) rather than an acquisition. 

Recognizes the distinction between NUCC and UCC, and 
considers combinations UCC are likely to be 
amalgamations. 

002 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector whereas 
it should emphasize amalgamations which are more frequent. This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

Staff proposals may address these concerns, at least in 
part. 

003 

The Council believes that, in absolute terms, the approach by which acquisitions at 
market price are distinguished from public-sector amalgamations is justified, insofar as 
most combinations in the public sector differ, by their nature, from those conducted at 
market price in the private sector. Nevertheless, inasmuch as the provisions of the 

Supports a distinction between acquisitions at market 
price and public sector amalgamations. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

Consultation Paper are rather confusing, they do not allow us to judge the value of the 
proposed approaches.  

The Council believes that all combinations between public-sector entities that are not 
acquisitions at market price must be addressed in priority. As the Council understands it, 
the Consultation Paper considers such transactions to be “amalgamations”. These are the 
transactions that are frequently encountered by entities in the public sector in a number of 
countries.  

Accordingly, to address the matter of alternatives that should be considered, the Council 
proposes that additional work is needed on the section on amalgamations in order to 
develop a specific accounting standard for the public sector.  

The respondent considers that the CP is not sufficiently 
clear regarding the accounting for amalgamations, which 
the respondent considers to be the most important issue. 

 

004.1 

We agree that the distinction between acquisitions where control is acquired and 
amalgamations where control is not acquired is a helpful one. The distinction drawn 
between amalgamations where existing entities combine as opposed to joint ventures 
where a new entity is established by venturers sharing control at the outset is helpful. It is 
also appropriate given that the venturers will continue to exist whereas the parties to an 
amalgamation are subsumed into an altered entity or new entity going forward. 

Supports the distinction between acquisitions and 
amalgamations 

Does not comment on the distinction between NUCC and 
UCC. 

004.2 

A distinction based on control is limited in its application. This is because control is 
defined as ‘the power to govern the financial operating policies of another entity so as to 
benefit from its activities’. Although this concept applies in the public sector quite well as 
the state ultimately controls the use of any residual interest, it is not such a good fit with 
certain not-for-profit situations. For example in the case of charities where the trustee 
administers the funds held on trust on behalf of the beneficiaries and so no direct private 
benefit to the trustee results from their trusteeship. 

Staff notes the comments on the application of control in 
the not-for-profit private sector.  

004.3 

The approach taken by the exposure draft for amalgamations is a variation on ‘fresh start’ 
accounting where instead of revaluing the assets and liabilities of the combination at fair 
value, they are taken without re-measurement at carrying value with the only adjustment 
being that necessary for a common accounting policy. Although this may be expedient, 
the absence of a requirement for comparative information implies a discontinuity in 
operations which does not arise in the case of an amalgamation. 

Paragraph 2.43 of the CP notes that disclosures will be 
considered once the accounting treatments of different 
PSCs have been further developed. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

005 

Letter 

Our experience is focused on PSEs [Staff considers that “PSEs” are “public sector 
entities”] under common control (UCC). PSEs UCC do not normally set out to acquire 
other PSEs (or parts thereof). When a PSE does acquire another PSE (or part thereof) it 
is unusual in our experience for cash consideration or some other form of purchase price 
consideration to be exchanged. It is usual for any government debt (or deferred income) 
that is linked to the operation being acquired to be passed from the transferor to the 
acquirer of the operation. 

Our primary use of general purpose financial statements is comparability of PSEs UCC to 
ensure accountability and stewardship of operations and assets. Comparability includes 
comparability of current and predecessor PSEs and of performance in current and past 
reporting periods, therefore our preferred accounting base for acquisitions by PSEs UCC 
is historic cost.  PSCs not under common control (NUCC) are unusual in our territory 
however in such situations we consider fair value accounting is the preferred accounting 
base either because it is likely some form of purchase price consideration is required in 
order to equalize the value of the assets and liabilities exchanged, or because the 
transferor or acquirer is providing or receiving either an increase in economic benefits or 
an increase in service potential. 

SMC 2 

We agree with the approach used in the CP.  It is not uncommon for governments in 
searching for cost reductions and improvements in service delivery to reorganize public 
sector operations and move an operation from one reporting entity to another reporting 
entity with there being no change in the government’s ultimate control of those operations. 
Accordingly, in assessing the quality of management’s stewardship of a PSE’s assets and 
delivery of past and future performance, a user of GPFS needs to distinguish between 
acquisition transactions (UCC and NCC) where consideration is provided and government 
reorganisation transactions (UCC) where no consideration is provided. Acquisition 
transactions NUCC necessarily require remeasurement of assets and liabilities to fair 
value in order to assist such an assessment. Whereas applying fair value remeasurement 

Supports the approach in the SMC 

Staff notes the comments that acquisition is usually 
associated with consideration. 
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to government reorganization transactions (UCC) in which there is no change in 
government control distorts such an assessment. 

006 

The AASB thinks that, in practice, the distinction between an acquisition and 
amalgamation is likely to be difficult in some circumstances (whether in the private or 
public sectors). The AASB is not persuaded by the arguments presented in the CP for 
drawing the distinction between acquisitions and amalgamations, as noted in the 
response to Specific Matter for Comment 3, below.  

The AASB thinks that treating PSCs not under common control (NUCC) as acquisitions is 
likely to address most financial reporting issues that arise in such circumstances. 

As noted in the covering letter [see below] to this submission, the AASB encourages the 
IPSASB to undertake further research into PSCs under common control (UCC), 
particularly if the IASB is not expected to address related private sector issues in a timely 
manner.   

Letter 

Overall, the AASB has strong reservations about the preliminary views. The AASB is 
concerned with the direction the project has taken since the IPSASB considered 
comments on IPSASB ED 41 Entity Combinations from Exchange Transactions. In 
particular, the AASB disagrees with the IPSASB not proceeding with adapting IFRS 3 
Business Combinations (IFRS 3), where appropriate, for the public sector. In that regard, 
consistent with the approach in IFRS 3, the AASB notes that treating combinations of 
public sector entities not under common control as acquisitions is likely to address most 
financial reporting issues that arise in such circumstances. 

Further, the AASB notes that the CP includes preliminary views relating to combinations 
under common control – an aspect of accounting that is yet to be fully addressed by the 
IASB. The AASB encourages the IPSASB to undertake further research into combinations 
of public sector entities under common control, particularly if the IASB is not expected to 
address related private sector issues in a timely manner. However, the AASB encourages 
the IPSASB to approach the IASB with a view to identifying how the two Boards could 
work together on the issues – but the IPSASB should not delay its work if the IASB is not 

Does not support the distinction between acquisitions 
and amalgamations 

This respondent disagrees with the IPSASB’s decision not 
to proceed with an IFRS 3 convergence project. 

Considers that for combinations NUCC, applying 
acquisition accounting will be appropriate. 
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yet ready to proceed.  Further, to help keep the project focussed, the IPSASB should not 
address the accounting by transferors and, if the IPSASB finds that pursuing common 
control issues slows down its consideration of non-common control issues, the IPSASB 
should consider dividing the project into two separate projects.  

007.1 

Distinction between acquisitions and amalgamations 

We agree with the view expressed in chapter 3 that the factors considered in IAS 22 are 
not relevant, as those factors were intended to result in combinations being treated as 
amalgamations only in exceptional circumstances involving “true mergers of equals”. So 
the IAS 22 context is different to the public sector context being considered in the CP. 

These comments are noted. 

007.2 

The examples given in Chapter 2 (as set out in diagrams 1, 2 and 3) of acquisitions and 
amalgamations appear to be based on legal form. In contrast, if the combining operations 
maintain their separate legal structure (as in diagrams 1 and 2) it appears that the 
combination is viewed as an acquisition. But if the two operations are combined to create 
a single legal entity (as in diagram 3 and discussed in paragraphs 2.39 and 2.40), it is 
viewed as an amalgamation. Given that the definition of a public sector combination is 
“the bringing together of separate operations into one entity, either as an acquisition or an 
amalgamation”, it’s not clear why legal form is so important.  

The intention within the CP was that the classification of 
combinations should be based on substance, not form. 

The comments regarding the examples are noted. 

007.3 

For example, consider the following two different legal structures of a combination: 

• Ownership of the equity instruments of Entity B are transferred to Entity A, so Entity B 
becomes the legal subsidiary of Entity A. 

• The net assets of Entity B are transferred to Entity A, and Entity B is wound up. 

Paragraph 2.40 asserts that the form of an amalgamation does not matter, and yet the CP 
distinguishes between acquisitions and amalgamations based on legal form. If Entity B 
keeps its separate legal identity and becomes the legal subsidiary of Entity A, it is viewed 
as an acquisition, whereas if the net assets of Entity B are transferred to Entity A, it’s 
viewed as an amalgamation. Either way, there is now a combined economic entity 
comprising the operations of what used to be the separate operations of Entity A and 

Staff will ensure that any examples in the ED are clarified 
to avoid any misinterpretation. 
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Entity B. Given the outcome is the same the Board should express a clear view if the legal 
structure is determinative of whether this combination is an acquisition or amalgamation. 

To put it another way, we would appreciate a clarification if Entity A is considered to have 
gained control of an operation in the first situation (when equity instruments are 
transferred), but is not considered to have gained control of an operation in the second 
situation (when net assets are transferred).  

At least, it would be useful to include examples of the types of combinations that would be 
regarded as being acquisitions rather than amalgamations. For example, it might be 
argued that all combinations involving a public sector entity and a private sector entity are 
acquisitions, because such transactions expand the public sector as a whole. As during 
the Financial Crisis governments took over banks and other private sector entities, all of 
these combinations involve the public sector entity taking control over a private sector 
entity seems to be acquisitions, with fair value accounting applied. Another consideration 
is the following: If amalgamations are public sector specific transactions, then it seems 
likely that both entities involved in an amalgamation are originally public sector entities. 

007.4 

Further distinction between PSCs NUCC and UCC  

A convincing reason for the distinction is only given if it is assumed that acquisitions under 
common control are not commonly conducted with ‘substance’ and at fair values. Under 
this premise the proposed distinction is meaningful. 

In the for-profit sector when dealing with combinations amongst entities under common 
control, which are scoped out of IFRS 3, we take the view that in order to apply acquisition 
accounting (rather than pooling or modified pooling), the transaction must have 
‘substance’ – and hence there are a range of factors to be considered. In the public 
sector, we would expect that many combinations amongst entities under common control 
(UCC) are amalgamations rather than acquisitions. Therefore, if there are difficulties in 
drawing a robust distinction between acquisitions and amalgamations, perhaps one 
solution for combinations involving entities UCC is to treat them all as amalgamations. In 
this context we note that the CP concludes the carrying values (not fair values) should be 

Acquisitions/Amalgamations 

Support. 

 

NUCC/UCC 

Support. 

 

The respondent also notes that for a combination UCC to 
be recognised as an acquisition, it has to have commercial 
substance. 

Agenda Item 8.4 
Page 16 of 80 



Respondents’ Comments on SMCs in CP, Public Sector Combinations 
IPSASB Meeting (June 2014) 

Response 
# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

used for all combinations involving entities UCC, so this proposal may not substantially 
change the proposed accounting.5 

Letter 

Amalgamations 

A significant deviation from generally accepted private sector accounting standards is the 
introduction of ‘amalgamations’. From a conceptual perspective, the proposed distinction 
between an acquisition and an amalgamation seems reasonable. However, there is very 
little discussion in the Consultation Paper about what guidance will be provided to help 
entities to make this distinction. Given the different treatment of acquisitions and 
amalgamations, this distinction needs to be made robustly. When developing IFRS 3, the 
IASB concluded that it was too difficult to distinguish between acquisitions and mergers 
(IFRS 3 BC 35). In the context of the private sector, most combinations are acquisitions, 
and therefore they decided to treat all combinations (other than those excluded from the 
scope of the standard) as acquisitions. That experience indicates that drawing this 
distinction is difficult. Given that amalgamations are much more common in the public 
sector, it is agreed that a distinction needs to be drawn, particularly in the case of entities 
not under common control. However, in our view more work is required to make this 
distinction based on substance rather than legal form. 

008 

HoTARAC supports the approach taken in this CP to distinguish between PSCs NUCC 
and UCC, as these may require different accounting treatments.   

However, HoTARAC has split views regarding whether it useful to consider 
amalgamations for PSCs as proposed in the CP. Some HoTARAC members are not 
persuaded by the CP’s arguments for distinguishing acquisitions and amalgamation, and 
do not support this proposed separation in the CP. These HoTARAC members consider 
that the CP does not provide any public sector characteristics that justify this distinction on 

Proposes distinguishing combinations between (a) 
acquisitions NUCC and (b) all other combinations 

Staff notes that most members did not support a 
distinction between acquisitions and amalgamations. 

5  However, this suggestion might have an impact on comparative information. Under the proposals in the CP, there is no comparative information presented for the combined entity 
if the combination is an amalgamation (see Table 2, page 30, for the modified pooling of interests method, which is proposed for amalgamations).  As a consequence, if all 
combinations of entities UCC are treated as amalgamations, it would mean the combined entity has no comparative information or other history for the pre-combination period. 
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a conceptual basis, and notes that the IFRS previously removed the concept of mergers 
in the superseded IAS 22, on the basis that they rarely occurred. In addition, HoTARAC 
notes that the IASB was unable to define the difference between mergers and business 
combinations for IFRS 3. For the distinction to be meaningful for users and in the interest 
of consistent application by preparers of the principles in the standard, further 
consideration of a convincing conceptual basis is required to support the proposed 
distinction.  

Further, HoTARAC notes that the CP uses the same accounting treatment for acquisitions 
UCC and amalgamations (refer to Preliminary Views 7 and 8). Therefore, HoTARAC 
proposes an alternative approach for consideration where PSCs are classified as either: 

• Acquisitions NUCC (based on convergence with IFRS 3); and  

• All other PSCs (including PSCs UCC; and amalgamations) 

The ‘All other PSCs’ proposal covers any combinations under UCC without the 
requirement to distinguish between acquisitions or amalgamations for recognition and 
measurement purposes. Attachment A [See flow chart B-7in paper x.2] reflects this 
alternative approach based on the CP’s Appendix C Public Sector Combinations Flow 
Chart, and illustrates HoTARAC’s preferred accounting treatments as discussed in the 
specific matters for comment below.  

[The comments made in this SMC are outlined in the respondent’s covering letter, where 
it was noted that the majority of members did not support the distinction between 
acquisitions and amalgamations.] 

009 
We agree with the CP’s approach that distinguishes between acquisitions and 
amalgamations, with a further distinction for PSCs NUCC and UCC. 

Supports the approach in the SMC 

010 
We support the approach used in the Consultation Paper to distinguish acquisitions and 
amalgamations and public sector combinations under common control and not under 
common control.  

Supports the approach in the SMC 
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011 

ACAG supports the distinction between PSCs UCC and NUCC.  However, ACAG does 
not support a distinction between “amalgamations” and “acquisitions” in relation to PSCs 
UCC. 

In particular, this distinction appears to be based more on the form or outcome of the PSC 
rather than the substance. In Australia, PSCs UCC most commonly arise as an 
involuntary transfer of operations at the direction of the controlling entity. In these 
circumstances, ACAG believes the accounting treatment should be the same regardless 
of whether the PSC is an “acquisition” or an “amalgamation”.  

In our view, a more appropriate approach would be for the accounting treatment to be 
based on whether the PSC UCC is voluntary or involuntary in nature. Further explanation 
of how this would be applied is provided in relation to Specific Matter for Comment 6. 

The distinction between “acquisitions” and “amalgamations” for PSCs NUCC is supported.  
ACAG believes that an indicator for an amalgamation NUCC (as discussed in the CP at 
paragraph 3.12) is the fact that the combination is involuntary i.e. imposed by virtue of 
legislation, ministerial direction or other externally imposed requirement. 

[The comments made in this SMC are outlined in the respondent’s covering letter.] 

Supports distinguishing between combinations UCC 
and NUCC. 

Proposes distinguishing combinations UCC between (a) 
voluntary combinations and (b) involuntary combinations. 

Considers that an amalgamation NUCC is indicated where 
the combination is involuntary. 

012 

CIPFA is content with the proposed distinction between acquisitions and amalgamations, 
and between PSCs NUCC and UCC. 

In line with our reading of section 3 on the borderline between acquisitions and 
amalgamations, we are not sure whether acquisitions UCC will arise in practice, or that 
this would warrant a different accounting treatment to amalgamations. 

Supports the approach in the SMC 

The respondent considers that acquisitions UCC are 
unlikely to arise and that all combinations UCC could be 
accounted for as amalgamations. 

013 

As mentioned in the introduction, although combinations through acquisition are rather 
rare in the public sector, the notion of acquisition is very explicit and broadly developed in 
the proposed standard, while the notion of “amalgamation,” which would be directed more 
towards meeting the needs of the public sector, is unclear in the proposed text. Therefore, 
it is difficult to answer the question. 

This respondent does not consider that the CP is clear 
enough to give an answer because it does not clearly 
articulate the notion of an amalgamation.   

Staff notes these comments. The concept of 
amalgamations will be further developed in the ED. 
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014 

As regards your specific matter for comment 2 we do think that the distinction between 
acquisitions and amalgamations based on the control criterion6 and the further 
differentiation in transactions under common control (UCC) and not under common 
control (NUCC) is appropriate in respect to the understanding of possible transactions in 
the public sector. However, the concept with the four sub-cases is at first sight difficult to 
understand and leads to the situation that the public sector standard becomes more 
difficult than the private sector standards. For the development of a future standard we 
would encourage the Board, based on our comments hereunder, to simplify the 
subcases. As regards recognition, measurement and comparatives, we believe that only 
two cases need to be differentiated7: 

• Acquisitions NUCC where consideration is transferred; and 

• All other PSCs. 

In particular the acknowledgement that there are many cases where no acquirer can be 
identified and that in addition in the vast majority of our past cases no consideration has 
been transferred is important in the public sector context. 

Proposes distinguishing combinations between (a) 
acquisitions NUCC and (b) all other combinations 

The respondent acknowledges the approach in the SMC is 
appropriate, but suggests a simplified approach. The 
respondent considers that there are many cases where no 
acquirer can be identified and that consideration is 
infrequently transferred, both of which support the 
simplified approach. 

015 

Please see comments on preliminary views above. [See extract below.] 

Extract from Preliminary Views Comments 

Overall, we agree with the direction taken in the preliminary views, except that we believe 
that further clarity could be gained by separately defining public sector combinations that 
involve an exchange of consideration and those that do not, rather than using the 
umbrella term “acquisitions”. A distinguishing feature of public sector combinations is that 
many do not include the exchange of consideration. For such combinations, the 
transaction is usually driven by the senior or higher level of government, in an effort to 
improve the service potential or efficiency of operations of the entity or government as a 
whole, rather than focussing on the future cash flows of the combined entity. The 
accounting methods described in the CP, i.e. acquisition method, pooling of interests and 

Supports a distinction between acquisitions and 
amalgamations, based on whether consideration is 
transferred. 

The respondent considers that the distinction between 
combinations UCC and NUCC is appropriate. 

6  Control over the resulting entity. 
7  Based on the modified acquisition method for acquisitions NUCC, the modified pooling of interest method for amalgamations and on an appropriate solution for the goodwill issue. 
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modified pooling of interests, are relevant when considering a business type combination 
in which consideration is exchanged. Therefore, we recommend that a separate term is 
used to define combinations that do not involve the exchange of consideration, and that 
these combinations are analysed in the context of non-exchange transactions rather than 
the accounting methods described in the CP.  

We agree that the accounting treatment of combinations under common control should be 
considered separately to those that are not under common control. 

016.1 

Distinguishing between acquisitions and amalgamations 

In our view, the arguments put forward in the private sector for treating all combinations 
as acquisitions (i.e., “true” amalgamations are rare events in the private sector) will not 
necessarily hold true in the public sector, since amalgamations may be commonly more in 
the nature of reorganization initiatives or may be undertaken to relocate selected 
operations. Thus we agree that a differentiation between acquisitions and amalgamations 
as defined in the CP is appropriate because of the difference in substance between these 
two types of combinations in the public sector context and the relevance thereof to 
financial statement users. 

According to our understanding, the main reason for discontinuing the IAS 22 approach to 
accounting for amalgamations was the potential for “misuse” in the private sector, as 
entities claiming to have effected an amalgamation as opposed to an acquisition sought 
not to “uncover” goodwill that would subsequently have to be amortized thus impacting 
financial performance for several years into the future. Such issues are likely to be of far 
less relevance in the public sector context, but may be relevant to some degree in certain 
cases.  

Supports the approach in the SMC 

016.2 

Further distinction between not under common control (NUCC) and UCC 

We agree that differentiating between combinations under common control and those not 
under common control is also appropriate in the public sector. In particular, users are 
likely to benefit from information about an acquired operation that prior to the combination 
was outside an area under common control, since this is, by nature, an introduction of a 
new operation(s) to an economic entity.  

Staff notes that the final sentence may imply that 
combinations NUCC should be considered as acquisitions. 
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In contrast, acquisitions that occur within an area under common control may, by their 
nature, effectively be reorganization initiatives rather than “true” acquisition initiatives.  

Thus, we agree that the accounting for this type of combination would not be expected to 
give rise to the recognition of any hidden reserves that would not be accounted for 
otherwise in line with the entity’s accounting policies. In contrast, financial information on 
combinations involving operations or entities that were prior to the combination not under 
common control needs to be considered separately as it may be appropriate for users to 
be informed of the difference between the consideration transferred and the fair value of 
the net assets acquired. 

017 

The approach outlined in the CP provides a basis for classifying transactions that do 
reach the goal desired by the IPSASB. However we believe that the IPSASB should 
consider adopting a framework for classifying the transaction as either an acquisition or 
an amalgamation using criteria similar to that used by GASB in its recent exposure draft 
on public sector combinations. 

The approach used by GASB was centered on the concept of whether or not the 
transaction involved the exchange of significant consideration, rather than whether or not 
one entity obtained control over another entity. This approach also appears to align with 
the accounting approach suggested in the Consultation Paper if Alternative B for 
acquisitions is used. In this approach, only transactions that involve the exchange of 
consideration will result in items being recognized at “fair value”. In all other instances, the 
use of “carrying values” is the suggested method for recording transactions. It would seem 
logical to align the accounting with the classification of the transactions.  

ICPAK does have a concern regarding one aspect of the Consultation Paper’s approach 
for classifying transactions as either an acquisition or an amalgamation. we believes that 
using control to classify transactions poses many challenges and provide the following 
examples:- 

Paragraphs 3.2 and 3.12 provide that an amalgamation that occurs when a combination is 
imposed on one level of government, call it A, by another level of government, call it B, 
even though B does not control A. The CP states that the imposition is possible because 
B can direct A to do it. To us, the ability to direct the action of A is an indication of control 

Supports a distinction between acquisitions and 
amalgamations, based on whether significant 
consideration is transferred. 

This is In line with the GASB ED [now issued as GASBS 
69]. 

The respondent does not comment on whether 
combinations UCC should be distinguished from 
combinations NUCC. 
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in addition; other characteristics are listed in paragraph 3.13 that also may be present in a 
combining transaction that might tilt the transaction to being classified as an acquisition. 
Naturally very few transactions shall be balanced in such a way that one entity may not 
have some advantage over another entity in size or representation in the new 
amalgamated entity when the transaction has been completed. While we recognize that 
professional judgment shall be involved in any such determinations, we would suggest 
that the IPSASB provide some additional guidance in this regard.  

We suggest that IPSASB’s adopt an approach similar to GASB’s proposal to classify 
transactions based upon the exchange (or lack of an exchange) of significant 
consideration between the entities in the transaction. This type of monetary approach to 
classifying transactions would result in a simpler classification approach than the 
approach suggested in the CP. 

[The comments made in this SMC are also outlined in the respondent’s covering letter.  In 
addition, this respondent also makes it clear that they support the distinction between an 
acquisition and an amalgamation.] 

018 

Yes, the Institute believes that the approach of distinguishing the two methods of 
combination serves to assist readers in understanding the main features of both methods 
and particularly, where these two methods are applied in the public sector context. 
However, the Board has been silent on what happens to these various distinctions when 
public sector entities move to adopt the requirements of IFRS as this is the case in some 
jurisdictions.   

Supports the approach in the SMC 

Staff notes the comment regarding the requirements of 
IFRS, but considers that this is outside the scope of this 
project. 

019 

No, we do not support making a distinction between acquisitions and amalgamations as 
no adequate justification for a public sector difference has been advanced to depart from 
the principle of acquisition accounting which is the basis of IFRS 3. We believe acquisition 
accounting is a suitable basis for a finalised IPSAS.  

[From SMC 1] 

This problem is not restricted to the public sector, as a combination of entities under 
common control is outside the scope of IFRS 3 Business Combinations. Therefore, we 

Does not support the distinction between acquisitions 
and amalgamations 

The respondent considers that acquisition accounting (as 
per IFRS 3) provides a suitable basis for a finalized 
IPSAS. 
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encourage the IPSASB to work with the IASB to develop principles that have common 
application and not develop its own model in isolation. 

020 

Using whether and how control has changed as a result of public sector combination 
(PSC) to distinguish between acquisitions and amalgamations and between not under 
common control (NUCC) and under common control (UCC) appear reasonable. The 
challenge is in defining what gaining control means in PSC, particularly in amalgamations 
which combine operations of different sizes. 

An alternative would be to develop a public sector approach to categorize PSCs. Instead 
of following the traditional private sector approach of drawing a line between acquisitions 
and mergers, consider classifying PSCs based on whether they are of a purchase nature, 
i.e., whether an exchange of consideration is involved.    

Specific Matter for Comment 4 implies IPSASB’s acknowledgement that PSCs that 
involve consideration may be different from those that do not. Many combinations of 
operations with related assets and liabilities in the public sector involve no or nominal 
consideration. The economic substance of combinations with or without (or with nominal) 
consideration is fundamentally different. The accounting should fairly represent the nature 
of a combination.  

[The comments made in this SMC are also outlined in the respondent’s covering letter.  In 
addition, this respondent also considers that combinations of a purchase nature would be 
appropriately accounted for applying acquisition accounting and combinations of a non-
purchase nature would be accounted for differently regardless of the combining 
operations’ relative size and power or ability to control the resulting operation.] 

Supports a distinction between acquisitions and 
amalgamations, based on whether significant 
consideration is transferred. 

The respondent comments that the approach in the SMC 
appears reasonable, but does not consider it to be the 
most appropriate approach. 

021 
In your view, the approach used in this CP of distinguishing between acquisitions and 
amalgamations, with a further distinction for PSCs NUCC and UCC, is appropriate. The 
CP has considered the wide range of combinations that may occur in the public sector. 

Supports the approach in the SMC 

022 
SMC 2 

Definitions appear reasonable although further clarification is required to identify the 
circumstances whereby amalgamation not under common control might happen.  

Supports the approach in the SMC 
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023.1 

SMC 2 

The NZASB is of the view that the approach outlined in paragraph 1.10 is the appropriate 
approach. This would require determining first whether the parties to the combination are 
UCC or NUCC before determining whether the combination is an acquisition or an 
amalgamation (see our general comments). As explained under our general comments 
[Set out below], the NZASB is of the view that an acquisition involving entities UCC is 
uncommon in the public sector and that the first question to be considered if a 
combination is within the scope of the forthcoming IPSAS is whether the entities to the 
combination are UCC or not. 

General comments 

Approach taken in CP 

Paragraph 1.10 states that the approach taken in the CP is to distinguish between 
combinations where the parties to the combination are under common control (UCC) and 
combinations where the parties to the combination are not controlled by the same ultimate 
controlling party (NUCC). A further distinction is made between an acquisition and an 
amalgamation. However, the diagram in Appendix C (page 58 of the CP) distinguishes 
first between an acquisition and an amalgamation and then considers whether the 
combination is UCC or NUCC. 

The NZASB is of the view that the approach outlined in paragraph 1.10 is the appropriate 
approach to take, that is, first determine if the entities involved in the combination are 
UCC or NUCC before addressing the structure of the transaction. Determining whether 
the combination is UCC or NUCC as the first step results in fewer issues for 
consideration, such as whether the combination is an acquisition or an amalgamation 
followed by the appropriate accounting for the combination (as discussed below). 

The approach outlined in paragraph 1.10 would be shown diagrammatically [See flow 
chart B-7c in paper x.2] as follows (based on the NZASB’s view that an acquisition UCC 
would be uncommon in the public sector as discussed below): 

Supports a distinction between (a) acquisitions NUCC 
and (b) all other combinations 

The respondent considers that the primary distinction 
should be between combinations UCC and NUCC. The 
respondent also considers that acquisitions UCC would be 
uncommon. 

Staff notes the comments that it could be difficult to 
assess whether one entity gains control of another entity 
when both are under common control. 
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# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

Under Common Control 

Appendix A defines a public sector combination under common control as  

“a public sector combination in which all of the entities or operations involved are 
ultimately controlled by the same entity both before and after the public sector 
combination.” [Emphasis added] 

The NZASB supports the use of this definition as it is consistent with the explanation of a 
business combination of entities or businesses under common control in paragraph B1 of 
IFRS 3 Business Combinations.   

The NZASB considered whether a combination genuinely represents an acquisition when 
all parties are under common control (UCC). When an entity combines with another entity 
UCC, it can be difficult to determine whether one entity genuinely gained control of 
another entity. 

If all the entities involved are ultimately controlled by the same entity both before and after 
the combination, the combination is more likely to be a reorganisation or restructure of the 
operations of the group.  This type of combination also occurs in the for-profit sector, 
sometimes for the same reasons as in the public sector.  For example, this type of 
combination may be undertaken in both the public and the private sector for the purposes 
of reducing costs or for increased efficiency of operations. 

Having determined that a combination UCC is highly unlikely to be an acquisition, and 
given the difficulty of drawing a robust distinction between amalgamations and 
acquisitions, particularly when the combining entities are UCC, the NZASB is of the view 
that all combinations of entities UCC should be accounted for as an 
amalgamation/reorganisation. 

023.2 

General comments 

The NZASB is of the view that: 

 an acquisition is uncommon in the public sector; 

 a public sector combination under common control (UCC) would rarely, if ever, be an 
acquisition; and 

Acquisitions/Amalgamations 

Supports distinction but not as proposed in CP. Considers 
that acquisitions are unlikely to arise UCC and that the 
distinction should therefore be retained only for 
combinations that are clearly an acquisition NUCC. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

 consequently, an amalgamation is the usual type of combination in the public sector. 

When developing IFRS 3 Business Combinations, the IASB finally decided that it was too 
difficult to clearly distinguish between acquisitions and mergers. Hence it was decided to 
treat all combinations as acquisitions because in the for-profit sector most combinations 
are more likely to be acquisitions. However, in the public sector most combinations are 
directive in nature and do not involve the transfer of consideration, hence these 
combinations are more akin to mergers or amalgamations.  

It may, therefore, be more appropriate in the public sector to treat combinations as an 
amalgamation unless the transaction is a combination not under common control and is 
clearly an acquisition.  

024 

Yes, I think that this approach used in this CP of distinguishing between acquisitions and 
amalgamations, is appropriate, but I think that in relation acquisitions and amalgamations 
has some considerations of others organizations, this year the PCAOB comments about 
Audit the future8 and Business Combinations9 if board agree10. 

Supports the approach in the SMC 

The respondent does not comment on the distinction 
between combinations UCC and NUCC 

025 

The SRS-CSPCP agrees in principle with the distinction between „acquisition“ and 
„amalgamation“. But it believes that in the public sector the expression “acquisition” is not 
particularly happily chosen, because they are new organisations and not real takeovers. 
The IPSAS Board refers in the public sector to “operation”, which in the private sector is 
“business”. The expression “acquisition” tends to be used by the private sector and 
therefore, parallel to the difference between “business” and “operation”, another 
expression should also be found for “acquisition”. A possibility would be “transfer of 
operation”. 

The SRS-CSPCP agrees with this distinction. 

Supports the approach in the SMC 

The respondent does not comment on the distinction 
between combinations UCC and NUCC. 

Staff proposes that terminology is considered when 
preparing the ED. 

8  http://pcaobus.org/News/Speech/Pages/06072012_HansonAICPA.aspx 
9 http://pcaobus.org/News/Releases/Pages/10222007_ReportIssuesIdentifiedinspectionsPublicCompanies.aspx 
10  http://www.ifrs.org/Current-Projects/IASB-Projects/Insurance-Contracts/Discussion-Paper-and-Comment-Letters/Comment-Letters/Documents/CL29.pdf 
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Response 
# 

Respondent Comments Staff Comments 

SMC 2: Distinguishing between Acquisitions and Amalgamations and NUCC and UCC 

026.1 

SMC 2 

We concur with the distinction between acquisitions and amalgamations. However, as 
noted in the covering letter [Set out below] and in our response to SMC 4, in our view the 
accounting for NUCCs and some UCCs should be the same. 

Letter 

Acquisitions 

In our view, for public sector combinations that are acquisitions, recording assets and 
liabilities acquired at fair value provides more relevant information. Therefore, we consider 
that fair value should be used for all combinations not under common control. 

Supports the distinction between acquisitions and 
amalgamations in the SMC. 

 

026.2 

Whilst we consider that fair value should be the first high-level principle, we agree that for 
some acquisitions under common control, there may be less benefit from using fair value 
and given the costs of using it, it would be appropriate to permit or require the use of 
previous carrying amounts. 

For acquisitions under common control we do not agree that the criterion for the use of 
fair value or carrying amount should be whether no or nominal consideration is provided.  
In our view, a superior test is to make a determination of the substance behind the 
combination. If the transaction is in substance a commercial transaction or is at arm’s 
length, then fair value is appropriate.  However, in other cases where there is no 
commercial substance to the transaction for example, if it is an involuntary combination as 
a result of a policy directive or regulation, then the carrying amount may be appropriate. 

Proposes that acquisitions UCC are distinguished 
based on whether or not the combination has 
commercial substance. 

Does not support acquisitions UCC being separated into 
where consideration is provided and those where no or 
nominal consideration is provided, instead favoring a test 
of whether the combination is in substance a commercial 
transaction. 
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SMC 3:  In your view, are there other public sector characteristics that should be considered in determining 
whether one party has gained control of one or more operations? 
Table 5: Overview of Responses to SMC 3 

Comment Respondent # Totals 

Does not identify other public sector characteristics 711, 9, 10, 12, 15, 18, 21, 22, 26 9 

Identifies a further public sector characteristic that could be considered 4, 5, 8, 11, 13, 19, 25 7 

Proposes that distinction should be based on whether or not where significant consideration is 
transferred 

1, 17, 20 3 

Gaining control should not be the sole criterion instead all facts and circumstances need to be 
considered. 

16, 23, 24 3 

Not specified but respondent notes that they disagree with the distinction between acquisitions 
and amalgamations 

6 1 

Did not respond to this SMC 2, 3, 14 3 

Total Respondents  26 

  

11 Although this respondent does not identify any other public sector characteristics, they had previously suggested that all combinations UCC be accounted for as amalgamations. 
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Table 6: Table of Responses to SMC 3 Other Public Sector Characteristics 

Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

001 

[See also comments under SMC 2 above] 

 

SMC 3 

As suggested in our general comments [and in SMC 2], we would prefer if the IPSASB 
focused its classification of the transaction as either an acquisition or an amalgamation 
on the presence of significant consideration rather than a matter of control after the 
combination is complete.   

Proposes that distinction should be based on 
whether or not where significant consideration is 
transferred. 

002 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector whereas 
it should emphasize amalgamations which are more frequent. This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

003 

The Council cannot respond as such to this question, which addresses the subject of 
control.  

This subject pertains to the Conceptual Framework. Once the Conceptual Framework is 
finalized, the definition of control for public-sector entities must be adapted in the various 
standards: control of an asset, control of one entity over another, control of special-
purpose entities (financing structures, structures housing an asset and financed by 
various public-sector entities, etc.). For public-sector entities, control necessarily has a 
different meaning than that provided in private-sector accounting standards, mainly due 
to the non-market character of the transactions and the particular nature of certain 
assets.  

Accordingly, the following elements must be taken into consideration in characterizing 
control among public-sector entities:  

• the lack of ownership links between them 

• the notion of monitoring projects in the context of co-financing programs 

Did not respond to this SMC because CP does 
not address issues relating to control which are 
being considered the Conceptual Framework and 
the project to revise IPSAS 6. 

Staff will monitor developments in these projects to 
ensure that the PSC ED is consistent with both the 
Framework and the standards that supersede 
IPSASs 6-8. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

• involvement in steering committees that are differentiated from management 
committees for the project.  

These elements are not addressed in the Consultation Paper.  

Moreover, the treatment of such a subject requires that concurrent discussions be 
initiated on the consolidation standards in the IPSAS framework, with the specification 
that the Council has noted that the revision of IPSAS 6 through IPSAS 8 on consolidation 
was included in the IPSAS Board’s agenda. When a transaction between public-sector 
entities is conducted, it falls within the context of this Consultation Paper. If such 
transaction gives rise to a particular entity or structure, its inclusion in the scope of a 
combination and/or consolidation is addressed by the standards on 
combinations/consolidation. Both subjects are related and how they are linked cannot be 
ignored.  

004 

We are supportive of amalgamation as an alternative to acquisition accounting. The 
absence of consideration is a factor that does set apart not-for-profit and public sector 
accounting from commercial for-profit accounting.  

When considering IAS 22, criterion (a) can be applied if the ability to exercise voting 
power or control is substituted in place of voting ordinary shares. An acquirer could be 
identified if the board of the acquirer exercised the majority or sole voting rights in the 
resulting entity. 

We agree that to apply the criterion (b) of relative size would be misleading. In the for-
profit sector all funds are available for corporate use and represent potential return to the 
owners and this criterion recognises that in the case of a merger the resulting entity is 
providing approximately equal value to the participating owners. 

Identifying an amalgamation in the public sector context arguably should consider the 
motive for the combination as a factor. Where a combination is ordered and directed by 
statute or by a higher authority it would seem inappropriate to portray such a 
combination as an acquisition, except where it is described as such in the order. 

Also the reconstruction of an entity needs consideration where an entity is required to 
change the functions it undertakes. If the changes involve significant new activities being 

Identifies additional criteria that could 
supplement or replace control (motive for the 
combination; whether the combination is 
imposed by a higher authority; and whether the 
substance of the combination is an 
administrative reorganization). 
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Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

taken across from the other entities participating in the combination then arguably this 
too is an amalgamation rather than an acquisition. Alternatively it might be viewed as 
‘fresh start’ accounting with the assets and liabilities taken across being measured at fair 
value but fresh start accounting implies a discontinuity in service provision which may not 
always be the case. 

005 

In our experience public sector operations do not normally acquire or combine with other 
public sector operations unless they are instructed to do so by government.  For example 
a newly elected government may overturn decisions taken by a previous government 
and decide to vertically or horizontally integrate activities that were previously not 
aggregated, or government may decide to disaggregate operations that were previously 
aggregated. In such situations it may be clear that the rationale is due to one operation 
performing at a higher level than the other operation and therefore although it appears 
that it is the higher performing operation’s management that is taking control of the less 
well performing operation, they are only doing so at the behest of government. Our 
experience of government decrees, the government budget approval process and 
government allocation of budget are also characteristics we consider in determining 
control.  

Identifies a further public sector characteristic 
that could be considered (operation of 
government such as decrees and budget 
process). 

Staff notes that, in some cases, these factors 
consider how and why control was gained, not 
whether it was gained. 

006 

As noted in response to specific matter for comment 2 above, the AASB disagrees with 
the distinction between acquisitions and amalgamations, particularly in a NUCC context. 
The AASB considers that the CP does not provide a sufficient conceptual basis, or 
specific public sector reasons, as to why public sector entities should be required to 
distinguish acquisitions from amalgamations. In addition, such a distinction may also be 
considered to be a backwards step from the requirements of IFRS 3, which removed the 
concept of mergers12 on the basis that ‘true mergers’ in which none of the combining 
entities obtains control of the others are so rare as to be virtually non-existent. Further, in 
developing IFRS 3, a non-arbitrary boundary for distinguishing true mergers or mergers 
of equals from other business combinations was not able to be established (IFRS 3, 

Does not specify additional characteristics 
regarding control, but respondent notes that they 
disagree with the distinction between 
acquisitions and amalgamations, particularly in 
combinations NUCC and does not believe that 
the CP justifies the distinction. 

Accepts that combinations UCC may differ, and 
encourages the IPSASB to undertake further 
research in this area. 

12  Although the AASB acknowledges that IFRS 3 is soon to be subject to a post-implementation review, it is too early to pre-empt any outcomes of that review with regard to any 
proposed changes to IFRS 3, including any reinstatement of the merger concept. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

para. BC35).  

In addition, the AASB considers the implication in the CP that no goodwill typically arises 
ignores the fact that many public sector combinations result in the deferral of cash 
outflows.  It is inappropriate to imply that no asset is created when two entities are 
combined, because it raises the question of why the two entities would have been 
combined in the first place. 

The AASB acknowledges that entity combinations UCC circumstances might 
fundamentally differ from entity combinations NUCC circumstances and therefore might 
justify a different conclusion about acquisition or amalgamations and therefore a different 
accounting treatment. Therefore, before arriving at any conclusion, the AASB thinks the 
issues need to be comprehensively considered in both a for-profit and not-for-profit 
context. As noted in the cover letter to this submission, the AASB encourages the 
IPSASB to undertake further research into PSCs UCC, particularly if the IASB is not 
expected to address related private sector issues in a timely manner. 

007 

Letter 

Amalgamations 

A significant deviation from generally accepted private sector accounting standards is the 
introduction of ‘amalgamations’. From a conceptual perspective, the proposed distinction 
between an acquisition and an amalgamation seems reasonable. However, there is very 
little discussion in the Consultation Paper about what guidance will be provided to help 
entities to make this distinction. Given the different treatment of acquisitions and 
amalgamations, this distinction needs to be made robustly. When developing IFRS 3, the 
IASB concluded that it was too difficult to distinguish between acquisitions and mergers 
(IFRS 3 BC 35). In the context of the private sector, most combinations are acquisitions, 
and therefore they decided to treat all combinations (other than those excluded from the 
scope of the standard) as acquisitions. That experience indicates that drawing this 
distinction is difficult. Given that amalgamations are much more common in the public 
sector, it is agreed that a distinction needs to be drawn, particularly in the case of entities 
not under common control. However, in our view more work is required to make this 

Does not identify other public sector 
characteristics but advocates that additional 
guidance be provided. 

Staff proposes that the IPSASB consider the level of 
guidance that is appropriate to include in an ED. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

distinction based on substance rather than legal form. 

SMC 3 

In our view, no other characteristics need to be considered. 

008 

HoTARAC interprets that this question refers to any other characteristics that may 
distinguish amalgamations from acquisitions. As noted in the comments to Specific 
Matter for Comment 1 and 2 above, HoTARAC disagrees with the distinction between 
amalgamations and acquisitions.  

In general, HoTARAC believes that the assessment of whether one party has gained 
control of one or more operations (i.e. a PSC acquisition) should be based on the 
application of the control concept, which is also examined as part of IFRS 10 
Consolidated Financial Statements.  

In considering control, HoTARAC believes examining the authority (e.g. a government 
decision/legislation/administrative order/other instrument) or sometimes the contract for 
the combination is important, in particular the intention of the authority. This is a factor 
that distinguishes PSCs from private sector combinations where the contract is generally 
the authority.  

Identifies a further public sector characteristic 
that could be considered. 

Staff notes that, in some cases, these factors 
consider how and why control was gained, not 
whether it was gained. 

009 
We are not aware of any characteristics, other than those described in the CP, that 
should be considered in determining whether one party has gained control of one or 
more operations. 

Does not identify other public sector 
characteristics. 

010 
We are not aware of any other public sector characteristics that should be considered in 
determining whether one party has gained control of one or more operations.  

Does not identify other public sector 
characteristics. 

011 

In Australia, AASB 127 Consolidated and Separate Financial Statements identifies a 
number of factors that may indicate the existence of control in a public sector 
environment, including: 

• the entity is accountable to Parliament, or the Executive or a particular Minister as 
evidenced by: 

Identifies additional public sector characteristics 
that could be considered. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

- 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; 

- Ministerial approval is required for operating budgets; 

- the government has the ability to veto operating and capital budgets of the 
entity; 

- 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 entity is required to submit to Parliament reports on operations, 
including audited financial statements under legislative requirements 
applying generally to public sector entities or the entity’s own enabling 
legislation; or 

- the mandate of the entity being established or limited by its enabling 
legislation. 

• the government has a residual financial interest in the net assets of the entity arising 
from: 

- the government being exposed to residual liabilities of the entity; or 

- the government having the right to receive the residual net assets of the 
entity if that entity is dissolved. 

012 

CIPFA agrees with the analysis set out in paragraphs 3.1 to 3.13, which explains that 
certain private sector characteristics cannot be straightforwardly applied to the generality 
of public sector combinations. 

We note and agree with the discussion of other indicative factors. We are not aware of 
any further public sector characteristics which could be used in testing for transfer of 
control. 

Does not identify other public sector 
characteristics. 

013 
As mentioned in the introduction, this text takes little account of the characteristics of the 
public sector. As long as the conceptual framework and IPSAS 6 are not revised, the 
publication of this standard seems premature. In view of defining a scope of 

Identifies additional public sector characteristics 
(directing public policy and engaging in non-
market activity) that could be supplement control. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

consolidation, the notion of control should, as we see it, be supplemented by the 
concepts of directing and/or executing public policies and engaging in non-market 
activity mainly financed by public resources. 

Staff notes that these considerations may be relevant 
to SMC 2 (classification of combinations). 

014 [Respondent replied to selected SMCs only]  

015 
We agree that the characteristics to be considered to determine whether one party has 
gained control over the transferred operations are those established in IPSAS 6, 
Consolidated and Separate Financial Statements, which define a controlling entity. 

Does not identify other public sector 
characteristics. 

016 

IPSAS 6 deals with control for financial reporting purposes. Characteristics may vary 
from jurisdiction to jurisdiction, as well as by type of entity. The way in which 
combinations are undertaken may well be subject to very different provisions under 
prevailing laws and regulations. We therefore believe that sufficient flexibility needs to be 
given such that individual circumstances may be taken into consideration in any 
determination of whether control has or has not been gained. 

Paragraph 3.12 seems to us to constitute a questionable argument for identifying 
whether the combination constitutes an amalgamation as opposed to an acquisition. It is 
equally conceivable that imposition by another level of government could also relate to 
an acquisition and may also be achieved without consideration being paid. There is a 
marked difference between control over an operation as defined and explained in IPSAS 
6 and the situation described in paragraph 3.12 of the CP, whereby a higher level of 
government has the authority to order a public sector combination; however both 
demonstrate control relationships. In our view, further explanation as to these indicative 
circumstances is needed as is a discussion as to what control is and is not deemed to be 
for the purposes of differentiating between acquisitions and amalgamations. For 
example, there may be some confusion as to whether there is a difference between the 
“ultimate controlling entity” (Para. 6.1(c)) and the “another level of government“ (Para. 
3.12) in terms of ability to specify the terms of a combination, including level of 
consideration to be transferred.  

Does not identify other public sector 
characteristics, but notes that individual 
circumstances may need to be taken into 
account. 

Staff notes that suggestions for additional guidance 
in specific areas will be considered when drafting the 
ED. 
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# 

Respondent Comments Staff Comments 

SMC 3: Other public sector characteristics 

017 

We would prefer if the IPSASB focused its classification of the transaction as either an 
acquisition or an amalgamation on the presence of significant consideration rather than a 
matter of control after the combination is complete. In this case, the distinction between 
amalgamation and acquisition would be based upon whether an exchange of significant 
consideration is present within the combination transaction. 

Proposes that distinction should be based on 
whether or not where significant consideration is 
transferred. 

018 

The Institute does not believe that other methods designed to account for the control of 
an entity such as power to appoint majority of members of board of an entity through 
which it controls decision-making of the entity. These bases of asserting control may not 
be appropriate in the public sector, where the driving objective is not profit making.  

Does not identify other public sector 
characteristics. 

 

019 

We believe the establishment of ‘control’ is the appropriate mechanism to use in 
determining the existence of a combination of entities.  We understand that in the public 
sector the existence of control is typically demonstrated in a formal way such as through 
a formal direction from an authorised person or body. 

Identifies an additional public sector 
characteristic that could be considered (formal 
direction). 

020 

We recognized this challenge and suggested an alternative approach in our comments 
to Specific Matter for Comment 2 above.  

Determining whether one party has gained control of one or more operations based on 
whether the public sector combination is imposed on one level of government by another 
level of government is not useful as a government can also impose one government to 
transfer operations to another government.   

Proposes that distinction should be based on 
whether or not where significant consideration is 
transferred. 

021 
We have not identified other public sector characteristics that should be considered in 
determining whether one party has gained control of one or more operations. 

Does not identify other public sector 
characteristics. 

022 
No. Does not identify other public sector 

characteristics. 

023 

The NZASB does not agree that the sole definitive criterion for distinguishing an 
amalgamation from an acquisition should be that in an amalgamation, none of the 
combining operations gains control of the other operations.   

Please refer to our earlier comments on this point. [See response to SMC 2.] 

Gaining control should not be the sole definitive 
criterion instead all facts and circumstances 
need to be considered. 
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SMC 3: Other public sector characteristics 

024 

I think that every characteristics that should be considered in determining whether one 
party has gained control of one or more operations, but I don´t know if is possible, 
because the public sector has specific laws that can be impact this point, I suggest for 
the board that consult local regulators. 

Does not identify other public sector 
characteristics but considers that all facts and 
circumstances need to be considered. These may 
vary by jurisdiction. 

025 

The SRS-CSPCP holds the view that the definition of a merger under lit. b) (“whether 
one of the combining operations appoints significantly more of the governing board of the 
resulting entity”) does not fully reflect reality. In practice, the question is not the takeover 
of control of one unit by another. It is rather the fact that the governing bodies, which 
previously had certain rights (e.g. the citizens) do not lose these rights. In a merger the 
governing bodies are united as a single body (e.g. the citizens of municipality A and the 
citizens of municipality B are united as the citizens of municipality C). 

Identifies a further public sector characteristic 
that could be considered. 

026 
We are unaware of any further relevant public sector characteristics. Does not identify other public sector 

characteristics. 
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SMC 4: In your view, should the recipient in an acquisition NUCC recognize in its financial statements, the 
acquired operation’s assets and liabilities by:  
(a) Applying fair value measurement to the identifiable assets acquired and liabilities assumed in the operation at the date of acquisition for all 

acquisitions (Approach A);  

(b) Distinguishing between different types of acquisitions (Approach B) so that:  

(i) For acquisitions where no or nominal consideration is transferred, the carrying amounts of the assets and liabilities in the acquired 
operation’s financial statements are recognized, with amounts adjusted to align the operation’s accounting policies to those of the 
recipient, at the date of acquisition; and  

(ii) For acquisitions where consideration is transferred, fair value measurement is applied to the identifiable assets acquired and liabilities 
assumed in the operation, at the date of acquisition; or  

(c) Another approach?  

Please explain why you support Approach A, Approach B or another approach.  
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Table 7: Overview of Responses to SMC 4 Measurement of Acquisition NUCC 

Comment Respondent # Totals 

Supports Approach B: Distinguish between different types of acquisitions so that for acquisitions 
where no or nominal consideration is transferred, recognize the carrying amounts of assets 
acquired and liabilities assumed in the operation, with amounts adjusted to align accounting 
policies and for acquisitions where consideration is transferred, recognize the fair value of 
identifiable assets acquired and liabilities assumed in the operation 

1, 12, 14, 15, 17, 18, 20, 21, 22, 
24, 25 

11 

Supports Approach A: Apply fair value measurement to the identifiable assets acquired and 
liabilities assumed in the operation 

5, 6, 10, 19, 26 5 

Measurement of Acquisition Determined at Classification Stage rather than a Separate Measurement Stage 

Supports Approach A and in SMC 2 has proposed to classify combinations as (a) acquisitions 
NUCC and (b) all other acquisitions  

8 1 

Supports Approach A and in SMC 2  supports the distinction between acquisitions and 
amalgamations and considers that an amalgamation NUCC is indicated when the combination is 
involuntary  

11 1 

Supports Approach A but is concerned that what is classified as an acquisition in the CP is not in 
fact an acquisition  

7, 23 2 

Other Views 

Supports Approach A as an assumption that can be rebutted where appropriate to the individual 
circumstances of the acquisition 

16 1 

Respondent’s members have different views with some members supporting Approach A and 
some members supporting Approach B 

9 1 

Not specified but does not consider fair value measurement to be appropriate 3, 13 2 

Not specified but comments on each approach 4 1 

Did not respond to this SMC 2 1 

Total Respondents  26 
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Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

001 

The FMSB supports approach B in accounting for acquisitions. We believe that where 
significant consideration has been exchanged, an acquisition has been executed and the 
transaction should be accounted for using a fair value measurement approach.  We 
believe that this aligns the accounting with fundamental nature of the transaction. 

Supports Approach B. 

002 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector 
whereas it should emphasize amalgamations which are more frequent. This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

003 

The Council draws attention to the fact that acquisitions at market price are infrequent in 
public sector. Furthermore, the Consultation Paper’s lack of clarity does not clearly 
distinguish what is included in “acquisitions NUCC” (not under common control) and 
“acquisitions UCC” (under common control). 

As mentioned during previous IPSAS Board consultations on the Conceptual 
Framework, the Council considers that the approach that is as close as possible to 
tracking the economic flows should be favored in the public sector, considering the 
nature of the transactions and that, consequently, fair value measurement should not be 
promoted insofar as public policy does not refer to the market, even though, in this case, 
the parallel with "non-exchange transactions" is perceived.  

Not specified but does not consider fair value 
measurement to be appropriate. 

Paragraphs 2.20–2.22 of the CP are intended to 
explain the distinction between combinations NUCC 
and combinations UCC. 

004 

The difficulty in applying approach ‘A’ is that in the context of whole of government 
accounts, the fair value basis effectively allows the recognition of internally generated 
goodwill, as no resources are passing into or out of the public sector. Unless fair value is 
restricted on an acquisition to only categories of assets and liabilities that are normally 
subject to revaluation at the financial year end, such as financial instruments or 
buildings, then intangible assets and the ‘goodwill’ or ‘negative goodwill’ will also be 
recognised.  

Not specified but comments on each approach.  

Acquisitions between entities within WGAs are UCC 
and are therefore dealt with under SMC 2. 

. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

Although approach ‘B’ recognises that some assets are gifts, IPSAS requires that gifts 
are recognised at fair value. However, if the intention is to recognise gifts made to the 
public sector then approach ‘B’ is a better solution as it avoids creating and recognising 
internally generated goodwill. 

In the context of charities and gift accounting, the receipt of a gifted asset is not seen as 
an acquisition with negative goodwill or a ‘bargain purchase’ because the motivation is 
not that of an exchange transaction. Instead UK standards simply recognise the net 
assets gifted as a gain or if net liabilities are gifted as a loss (expenditure). 

005 

We agree with approach A. This approach for acquisitions NUCC is consistent with 
IFRSs. We consider it unusual that no consideration is transferred in such situations, 
because if it is not then either the acquirer or the transferor has benefitted economically 
from the transaction, which in the interests of accountability and stewardship of public 
assets, should be unlikely. Such a situation could arise where governments are providing 
benefits across borders to other governments. In such a situation then the value of the 
operation which has been transferred would be of significance to the public, government 
and other users of the GPFSs.  

Supports Approach A. 

006 

The AASB agrees with the reasons provided in the CP paragraphs 5.9-5.14 supporting 
the adoption of fair value as the measurement basis for all acquisitions (Approach A). 
This basis is also consistent with the basis used in IPSASs when acquiring assets or 
incurring liabilities individually, including ‘non-exchange’ transactions. 

The AASB is not convinced by the arguments supporting Approach B. The AASB thinks 
it would be inappropriate to regard consideration as a determining factor when 
measuring identifiable assets acquired and liabilities assumed. Further, the AASB is 
concerned that requiring different accounting treatments in circumstances where 
consideration is transferred (above a nominal amount) and circumstances where 
consideration is not transferred may lead to structuring opportunities. This may 
particularly be the case for combinations UCC. 

Supports Approach A. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

007 

Approach A is supported for the following two reasons:  

First is that the IPSASB has acknowledged during the course of the project that it may 
be difficult to establish a clear demarcation between all exchange and non-exchange 
entity combinations [para. 1.7]. A distinction between acquisitions based on whether or 
not consideration is transferred would result again in this problem. Moreover, a different 
accounting treatment between those conducted at nil consideration and where some 
consideration is transferred (but higher than nominal) may open the door for structuring 
opportunities. 

Second is that nil/nominal considerations could reflect the fair value of the net assets/ 
liabilities acquired. Therefore, it is not appropriate to distinguish between those where no 
(or nominal) consideration is paid and those where consideration is paid. If the acquired 
entity has net assets close to zero (i.e. FV of assets = FV of liabilities) or has net 
liabilities, then it is likely to be economically rational that no consideration was paid. 
Moreover, when a fair value exercise has not been conducted, assets might be 
overstated and liabilities might be understated (contingent liabilities unrecognized), even 
with the accounting policies aligned.13 

Thus, if we are comfortable that a public sector combination is an acquisition (i.e., not an 
amalgamation), then acquisition accounting is appropriate (i.e., fair value measurement 
of assets and liabilities acquired). We suspected that where people argue that book 
values should be used in transactions in which no consideration was paid, it is because 
they really believe that this particular situation arises in transactions that are really 
amalgamations, not acquisitions. Hence, this issue should be dealt with as part of 
distinguishing between acquisitions and amalgamations for combinations involving 
entities NUCC, rather than as part of accounting for acquisitions NUCC. 

Supports Approach A. 

008 
HoTARAC supports Approach A for the measurement of acquisitions NUCC and the 
reasons provided in paragraphs 5.9-5.14 including: 

Supports Approach A. 

13  If IPSASB believes POI be used, perhaps an impairment test for assets acquired at acquisition date should be required. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

• consistency with other IPSAS where fair value is used to measure acquisitions of 
individual assets and liabilities, including in non-exchange transactions, and 

• enhancement of comparability, and enables users to assess whether the value of 
any consideration transferred for the operation reflects the values of the operations 
net assets. 

Approach A also aligns with IFRS 3 (paragraph 18), consistent with IPSASB’s goal to 
converge with IFRS unless there are public sector characteristics that would require an 
alternative approach.   

In addition, HoTARAC is concerned that allowing different  accounting treatments where 
consideration is transferred from where consideration is not transferred or transferred at 
nominal value, may lead to financial statement structuring opportunities. 

It should be noted that while HoTARAC supports Approach A for transactions NUCC, 
HoTARAC agrees with using carrying amounts for transactions UCC. 

009.1 

Our Committee carefully considered these approaches; however, we have divided 
opinions. Some of the members support Approach A, while other members supported 
Approach B. 

Paragraphs 5.19 to 5.23 only explain, as advantages of Approach B, the usefulness of 
using carrying amounts, except for the convenience of the operations. Those who 
support Approach A believe that these reasons cannot justify the special approach for 
the public sector. Therefore, they suggest that, in public sector acquisitions, all of the 
acquired operation’s assets and liabilities should be measured at fair value, in the same 
manner as in the IFRS. 

On the other hand, those who support Approach B believe that acquisitions in the public 
sector are usually based on the continuity of operations. If the measurement basis of 
acquired assets and liabilities would change, users could not assess the entities’ 
financial performance on the basis of the continuity. 

Respondent’s members have differing views with 
some members supporting Approach A and some 
members supporting Approach B. 

009.2 
Related to this question, we recognize the following additional issues: Noted, however if adopted staff is of the view that this 

should be retained even though there may not be 
many options for choosing different accounting 
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Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

(a)  Approach B (i) states “with amounts adjusted to align the operation’s accounting 
policies to those of the recipient.” However, there would not be so many cases of 
different accounting policies, since IPSASs rarely permit alternative accounting 
treatments. 

policies. This will encompass circumstances when, 
acquired operations do not apply IPSASs.  

009.3 

(b)  Paragraph 5.18 states “the recipient should recognize and measure the net assets 
acquired on the date of acquisition at the carrying amount in the acquired 
operation’s financial statements, with amounts adjusted to align the operation’s 
accounting policies to those of the recipient.” We are concerned that this provision 
could pose a problem when the transferor adopts the revaluation model for the 
measurement after recognition of fixed assets, and the recipient adopts the cost 
model. When they comply with the provision, the fixed assets revaluated by the 
transferor should be restated to cost, in order to “align the operation’s accounting 
policies to those of the recipient.” This adjustment may be difficult to implement, 
since some entities do not record their historical costs under the revaluation model. 

Staff notes this comment. IPSAS 3 provides guidance 
on changes of accounting policies and 
impracticability. The IPSASB may wish to consider 
whether additional guidance should be included in 
the ED. 

010 

We support option (a) that requires the application of fair value measurement to the 
identifiable assets acquired and liabilities assumed in the operation at the date of the 
public sector combination not under common control. 

We are of the view that it would be difficult to determine when the consideration received 
is “nominal” in as this will require a high degree of judgement which could effect 
comparability between entities. What one entity sees as a “nominal consideration” might 
be different to what another entity sees as “nominal” due to nature of the arrangement or 
due to different circumstances under which the transaction or event is undertaken.  

Supports Approach A. 

011 

ACAG supports the use of Approach A. Under Australian Accounting Standard AASB 3 
Business Combinations, an acquisition NUCC would normally be accounted for by 
applying fair value measurement to the assets acquired and liabilities assumed. 
However, AASB 3 provides an exemption where there is a transfer of assets between 
local governments. In these circumstances, AASB 3 (Aus63.2) provides: 

Assets transferred to a local government from another local government at no 
cost, or for nominal consideration, by virtue of legislation, ministerial directive 

Supports Approach A. 
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# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

or other externally imposed requirement shall be recognised initially either at 
the amounts at which the assets were recognised by the transferor local 
government as at the date of the transfer, or at their fair values. 

In Australia, local governments are considered to be NUCC. Generally, transfers 
between local governments are recorded at the carrying amounts recognised by the 
transferor local government. 

012 

CIPFA supports Approach B, mainly to promote comparability between mainstream 
public sector, GBEs and private sector IFRS appliers. For ‘business like’ combinations 
per b (ii) there may be some benefit from consistent treatment with IFRS and in these 
cases the information may be important or useful. 

Supports Approach B. 

013 
As mentioned in the introduction, entity acquisitions are very marginal in the public 
sphere. Furthermore, the concept of fair value is hardly appropriate to the public sphere. 
Historical cost seems best suited to the public sector. 

Not specified but does not consider fair value 
measurement to be appropriate. 

014 

Regarding the measurement bases for acquisitions (specific matter for comment 4) we 
are of the opinion that the modified acquisition method (approach B) best reflects the 
economic reality of both acquisitions UCC and acquisitions NUCC. We understand that 
the Board has taken the preliminary view 7 that acquisitions UCC should be recognised 
at carrying amount and we fully support that view for the same reasons mentioned in the 
consultation paper. As regards acquisitions NUCC, we believe as well that the modified 
acquisition method leads to a fair presentation of the accounts of the recipient. The 
statements in the following paragraph relate to acquisitions NUCC without consideration 
as we believe that when a consideration has been transferred, the application of the 
"normal" acquisition method is appropriate. 

We would in particular point out that an acquisition NUCC without consideration is 
public sector specific and it makes sense to differentiate in terms of accounting 
approaches. Many of the arguments for our preferred approach in the case of 
acquisitions NUCC are in principle already expressed in paragraphs 5.18-5.23 in your 
consultation paper. We do not believe that for acquisitions NUCC without consideration 
the transferred fair value has information advantages as compared to the carrying 

Supports Approach B. 
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Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

amount approach. One of the main reasons for revaluing net assets of the operations 
received is to allocate the consideration transferred to the items for which the acquirer 
has paid more than the book value of the net assets. The fact that no consideration has 
been transferred or intended to be transferred to the transferor indicates that no real 
economic change has taken place. This would in particular be true in cases where the 
transfer was imposed by governments and both the transferor and the recipient had no 
choice to do so. It could and indeed has happened that operations of an entity controlled 
or jointly controlled14 by EU member states that is not an EU institution may be 
transferred to the EU institutions as a result of a political agreement of the member 
states15 independently of efficiency gains or the delivery of better quality of service, 
which is always the intention behind the transfer. This case is in fact very similar to the 
"normal reorganisation" as in the scope of acquisitions UCC. We thus believe that in our 
specific cases the discrimination based on the control criteria in IPSAS 6 should not lead 
to a different accounting treatment of similar transactions. Consequently, accountability 
should be assessed on the same basis as before the PSC. 

We would also like to point out that the "carrying amounts" under approach B may 
include fair values (e.g. financial instruments) depending on the asset / liability category. 
So a general statement that approach B would not provide relevant information is 
incorrect. Likewise the argument implies that the application of IPSASs without PSC 
does not provide relevant information which is clearly not the case. In some cases, 
reliability of information should be given more weight since in the public sector some 
assets are unique and so no valuation technique can deliver useful results, or some 
transactions might be unique and no input for valuation models can be found. In those 
cases it is questionable whether an artificial fair value provides more relevant and 
reliable information. 

015 
We agree with Approach (b).  Supports Approach B. 

 

14  The same applies to operations of Joint Ventures between the EU and other supranational organisations that are transferred into the economic entity EU. 
15  In this case there would not be an amalgamation as suspected in para. 3.12 since there is no common economic entity and the economic entity EU would gain control. 
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# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

For combinations that do not involve the exchange of significant consideration, we agree 
that the assets and liabilities transferred should be measured at the carrying amounts 
adjusted to align to the accounting policies of the acquirer. This reflects the view that this 
is a continuation of the operations provided by the transferring entity and there is no 
basis for a fresh start approach to the measurement of the assets and liabilities 
transferred. 

For combinations with significant consideration, i.e. exchange transactions, we agree 
that the most appropriate approach is to measure the assets acquired and liabilities 
assumed at fair value. This is consistent with the accounting treatment in IFRS 3, 
Business Combinations, as the exchange of significant consideration provides the 
justification to establish a new cost base for the assets acquired and liabilities assumed. 

The CP distinguishes the accounting treatment for acquisitions with no or nominal 
consideration and those with consideration. We believe that a transaction should be 
accounted for at fair value if there is significant consideration exchanged, since 
payments may be made to the transferring entity as a form of compensation rather than 
consideration. In that case, the assets and liabilities should be transferred at their 
carrying amounts rather than at fair value since there is no justification to establish a new 
cost base for the items transferred. Determining whether significant consideration is 
exchanged is a decision that will require a review of the economic substance and 
agreements governing the transfer, e.g. whether or not the amount exchanged is based 
on the fair values of the net assets transferred.  

016 

As explained in more detail below, conceptually we have some sympathy with Approach 
B, however, we tend to support Approach A, from a practicability perspective. 

In our view, the substance of those public sector acquisitions NUCC where no or 
nominal consideration is transferred will usually differ considerably from the (for-profit) 
acquisition scenario common to the private sector. As public sector entities are aimed at 
service provision rather than profit generation, we suggest that political factors need to 
be considered in determining how to account for such acquisitions. In our view, any 
negotiation process that results in the transfer of no or nominal consideration, as referred 
to in paragraph 5.16, would generally not be comparable to a market-driven negotiation 

Supports Approach A. 

This respondent considers that Approach A should 
be an assumption that can be rebutted where 
appropriate to the individual circumstances of the 
acquisition. 

CF–ED3, Conceptual Framework Measurement 
includes replacement cost as a measurement basis. 

These comments are noted. 
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SMC 4: Measurement of Acquisition NUCC 

common in the private sector, particularly when directed by another level of government. 
Furthermore, as noted above, clarification as to the capacity of that instance to exercise 
control is an issue that we believe needs further explanation. 

If the transaction is in substance a reorganizational initiative without “true” commercial 
purpose, measuring the net assets acquired at fair value and computing the difference 
with the consideration transferred together with the resultant impact on the recipient 
entity’s financial performance – irrespective of whether accounted for on acquisition or 
over time – will not lead to a fair presentation of the underlying transaction. The 
“difference” between the fair value of net assets acquired and the consideration 
transferred would not represent a so-called “lucky buy” (private sector term) or “clever” 
use of resources on the part of management, but would likely be perceived as an 
accounting complexity not reflecting reality. From a conceptual viewpoint, where no or 
only nominal consideration is transferred we do not believe that the measurement at fair 
value of net assets acquired is likely to be entirely appropriate. 

We also note the reasons given in the CP in support of this approach.  

In contrast, where commensurate consideration is transferred in a public sector 
acquisition NUCC the situation may well generally be more similar to an acquisition in 
the private sector. This type of acquisition is covered by Approach B (ii).  

However, we are concerned that it may neither make sense nor be practicable to 
categorize public sector acquisitions according to Approach B (i) and (ii). Such 
categorization will be even more problematical when consideration transferred is 
intended to be neither nominal nor commensurate, but is more of in the nature of a token 
sum, perhaps resulting from adherence to budget, rather being market-driven.  

Therefore, from a purely conceptual viewpoint, whether it would be appropriate for fair 
value measurement to be applied to the identifiable assets acquired and liabilities 
assumed in the operation, at the date of acquisition ought to depend on the individual 
circumstances, including the motives underlying the individual. 

In view of the above discussions, we would, however, tend to support Approach A, but 
suggest the IPSASB consider whether the accounting treatment could be determined 

Agenda Item 8.4 
Page 49 of 80 



Respondents’ Comments on SMCs in CP, Public Sector Combinations 
IPSASB Meeting (June 2014) 

Response 
# 

Respondent Comments Staff Comments 

SMC 4: Measurement of Acquisition NUCC 

based on a rebuttable presumption that may be challenged in the individual 
circumstances as appropriate. 

One further issue we would like to mention in this context relates to the understanding of 
the term “fair value”. Whilst we appreciate that the IPSASB is currently discussing the 
definition as well as methods of measuring fair value as part of its ongoing Conceptual 
Framework Project, we would like to note that the measurement method to be applied is 
also a factor that will need to be given consideration in this context, since for example, 
rather than aiming to use observable exit prices, replacement cost may be more relevant 
in the context of public sector combinations. 

017 

ICPAK supports approach B in accounting for acquisitions. We believe that where 
significant consideration has been exchanged, an acquisition has been executed and the 
transaction should be accounted for using a fair value measurement approach. We 
believe that this aligns the accounting with fundamental nature of the transaction. As we 
reviewed the Consultation Paper, we found that if approach B is adopted related to 
acquisitions, there is little distinction between the accounting treatments for most 
transactions, except for an acquisition where consideration has been exchanged. The 
accounting for amalgamations and acquisitions without consideration seems to be on a 
similar basis and adds a level of complexity to the accounting issues that may not be 
warranted.  

Supports Approach B. 

018 

The Institute supports the treatment under Approach B where there is a mixture of 
accounting for assets acquired and liabilities assumed in recognition of acquisition made 
of an entity that is not a public sector and where the approach B(ii) is appropriate but 
approach B(i) where the acquisition is made of public sector entity with the assets 
acquired and liabilities assumed accounted for in the financial statements of the acquired 
entity at the carrying amount.  

Supports Approach B. 

019 
We support Approach A as it is consistent with both the approach taken in IFRS 3 and 
the approach taken in other IPSASs that apply fair value measurement. 

Supports Approach A. 

020 We support Approach B because, in our view, the consideration provided in a public 
sector combination establishes a new cost basis for the assets and liabilities acquired. It 

Supports Approach B. 
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SMC 4: Measurement of Acquisition NUCC 

is similar to the purchase cost of an asset becoming its new cost. Carrying amounts 
would be more appropriate in the absence of consideration as there is no basis to 
establish a new cost for the assets and liabilities transferred. 

021 

The Institute supports approach B in accounting for acquisitions. As highlighted in 
paragraph 5.15 the use of fair value as a measurement basis for all acquisitions in the 
public sector is not appropriate when no or nominal consideration is transferred. We 
therefore, support the view that a distinction between different types of acquisitions is 
required so that the appropriate measurement basis or approach can be applied. A fair 
value of the asset taken over makes sense only in a commercial transaction, when a 
price is paid and a cash generating unit is taken over. 

Supports Approach B. 

022 

Our preference is (b) as this better enables the true substance of the transaction to be 
reflected, which in some cases will mean that “merger accounting” needs to be adopted. 
Option (a) suggests there would always be an acquirer and acquire, which may not be 
the case in practice.    

Supports Approach B. 

023 

SMC 4  

The NZASB supports Approach (a) because this is consistent with IFRS 3 and is the 
most appropriate method to account for an acquisition. This conclusion assumes that the 
combination is, in fact, an acquisition. As discussed in our earlier comments, this matter 
requires further consideration. However, if the combination is an acquisition, the NZASB 
is of the view that Approach (a) above should be applied to all acquisitions, irrespective 
of whether the entities involved in the combination are in the public sector or the for-profit 
sector. 

Furthermore, we note that if no or nominal consideration is transferred, that does not 
mean that the combination should be accounted for in a different way.  If the entity’s net 
assets are close to zero (i.e., total assets are approximately equal to total liabilities) or 
the entity has net liabilities (such as when a public sector entity acquires a failing private 
sector entity), it is likely that the lack of consideration simply reflects the acquiree’s 
financial position. 

Supports Approach A. 

However, see also comments on the definition of an 
amalgamation under PV 1 
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SMC 4: Measurement of Acquisition NUCC 

024 

In relation this point I suggest for the board consult local regulators, but I observed that 
Approach A is complete, every organizations of public sector, need to make, but I have 
doubt if is possible, considering the problems in relations internal control, systems in the 
public sector considering transparency and clearly. 

The Approach B is adequate considering that is separate the definitions and more easy, 
I don´t know of internal control and modify internal laws about public sector.  So, I 
suggest in the first time or integrated a form that consolidated the both methods or use 
Approach B. 

Supports Approach B. 

025 
The SRS-CSPCP prefers Approach B. A revaluation to fair value of the asset taken over 
makes sense only in a commercial transaction, when a price is paid and a cash 
generating unit is taken over. 

Supports Approach B. 

026 

As explained in the covering letter, we support Approach A.   

Letter 

In our view, for public sector combinations that are acquisitions, recording assets and 
liabilities acquired at fair value provides more relevant information. Therefore, we 
consider that fair value should be used for all combinations not under common control. 

Supports Approach A. 
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SMC 5: In your view, where the consideration is in excess of the net assets acquired, should the difference arising 
in an acquisition NUCC (for both Approach A and Approach B, acquisitions where consideration is transferred) be 
recognized in the recipient’s financial statements, on the date of acquisition, as: 
(a) Goodwill for acquisitions where the acquired operation is cash-generating and a loss for all other acquisitions; 

(b) Goodwill for all acquisitions (which would require development of a definition of goodwill that encompasses the notion of service potential); or 

(c) A loss for all acquisitions? 

Please explain why you support (a), (b), or (c). 
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Table 9: Overview of Responses to SMC 5 

Comment Respondent # Totals 

Support (a) Goodwill for acquisition of a cash-generating operation and loss for all other 
acquisitions  

9, 11, 20, 25 4 

Support (b) Goodwill for all acquisitions 5, 6, 19, 21, 22, 24, 26 7 

Support (c) A loss for all acquisitions 1, 4, 10, 12, 13, 15, 17 7 

Supports (b) on a conceptual basis and (a) on a practical basis 7, 23 2 

Supports (b) the recognition of goodwill for all acquisitions on the assumption that it is 
subsequently amortized on a systematic basis 

16 1 

Respondent’s members have different views—some members support (c) A loss for all 
acquisitions and some members support (b) Goodwill for all acquisitions 

8 1 

Suggests a different approach whereby goodwill is recognized only where an acquired operation 
is not in the public sector 

18 1 

Not specified but all facts and circumstances need to be considered for that transaction together 
with the approach taken in the Conceptual Framework 

3 1 

Did not respond to this SMC 2, 14 2 

Total Respondents  26 
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Response 
# 

Respondent Comments Staff Comments 

SMC 5: Accounting for Difference Arising in an Acquisition NUCC 

001 

We believe that where necessary a gain or a loss should be recognized in all cases so 
long as the gain or loss is computed using fair value and not depreciated historical costs.  
The concept of “goodwill”, while used in accounting for commercial transactions has 
merit, we do not believe that it has merit when accounting in a public sector environment. 

Supports (c) A loss for all acquisitions. 

002e 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector 
whereas it should emphasize amalgamations which are more frequent. This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

003 

As mentioned previously, the Council draws attention to the fact that acquisitions at 
market price, whether under common control or not, are infrequent in the public sector. It 
is very difficult at this stage to come to a decision on the alternatives proposed as long 
as they are based on very confusing provisions in the Consultation Paper. The matter of 
the accounting treatment of overpaying for an “acquisition NUCC” must be addressed in 
regard to the transaction, all the while taking into consideration the approach favored in 
the Conceptual Framework, which has to provide elements to determine the accounting 
treatment of the transaction in question. This is one more reason to finalize the 
Conceptual Framework.  

Not specified but all facts and circumstances 
need to be considered for that transaction 
together with the approach taken in the 
Conceptual Framework.  

004 

The principle behind recognising goodwill in commercial accounting is that the acquirer 
has purchased a cash generating unit where the excess consideration is written back 
over the economic life of the unit so smoothing the effect on reported profit. This is in 
anticipation of the acquired cash generating unit contributing to profit over its economic 
life. 

In the case of the public and not-for-profit sectors such commercial considerations may 
apply in some cases but for the majority of combinations this is unlikely to apply. 

The application of a simple test as to whether an operation is cash generating may be 
insufficient because in many cases the cash generated may be below the economic cost 

Supports (c) A loss for all acquisitions. 
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of service provision. For those entities governed by IPSAS, solution ‘C’ provides the 
most consistent solution reflecting the underlying role of the state in providing goods and 
services to its citizens. After all state owned for- profit enterprises are scoped out of 
IPSAS and apply IFRS. 

005 

In principle we consider goodwill is as likely to arise in public sector acquisitions as it is 
likely to arise in private sector acquisitions however accounting for goodwill (as 
evidenced by the changes in the accounting standards) continues to be problematic. 
Problems arise in the valuation of goodwill, its life, the identification of cash generating 
units in the operation, the groups of assets and the synergies to which the goodwill is 
attributed. These problems are audit evidence problems rather than accounting 
interpretation problems, although we also find omissions of certain disclosures provided 
by entities even though those disclosures are required by accounting standards. We do 
not agree with view (c) that a loss should be recognised on all acquisitions, primarily 
because the key reason for making an acquisition is to enhance the performance of the 
acquiring and acquired entity and therefore one would expect synergies and intangible 
assets to be identified in the combination. Recognising a loss although clean and simple 
suggests an erosion of operational performance in the combination which is possible 
however it should be that the opposite is true, otherwise why undertake the 
combination? We also do not support view (a) because the nature of PSEs is mostly to 
utilize government resources to deliver services to the public which are by nature not net 
cash generative. For these reasons we therefore support view (b) and agree that for 
acquisitions NUCC a definition of goodwill that encompasses the notion of service 
potential is developed.    

Supports (b) Goodwill for all acquisitions. 

006 

In Australia, the requirements of Australian Accounting Standard AASB 3 Business 
Combinations (which incorporates the requirements of IFRS 3) in relation to goodwill 
apply to both for-profit and not-for-profit entities.16 The AASB is not aware of any 
resulting significant implementation issues specific to public sector entities. Based on the 
experience in Australia, the AASB supports option (b), the recognition of goodwill for all 

Supports (b) Goodwill for all acquisitions. 

16  The only exception to the general requirements of AASB 3 relate to restructures of local governments in paragraphs Aus63.1-Aus63.9. 
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acquisitions. The AASB does not support the view that goodwill can only be associated 
with for-profit entities. 

In addition, the AASB considers that the CP should acknowledge that combinations 
might involve a non-exchange component. Consequently, the AASB thinks the IPSASB 
should consider the relationship between the IPSASB’s work on this project and IPSAS 
23 Revenue from Non-Exchange Transactions (Taxes and Transfers). 

007 

From a conceptual perspective, we support approach (b) and the reasons set out in 
paragraph 5.40. If we assume that the recipient is acting economically rational, it must 
have had a good reason for undertaking such a transaction – treating it as an immediate 
loss implies that the entity wasted money by paying more than the fair value of the 
identifiable net assets. However, we acknowledge that it might be politically rational in 
some rare cases to spend more than the fair value of the identifiable net assets. 

In the private sector, goodwill represents the synergies from the acquired 
assets/liabilities to generate a higher rate of return on an assembled collection of net 
assets than would be expected if those net assets had to be acquired separately. The 
arguments that support the recognition of goodwill in the acquisition of a cash-
generating-unit (the value of the whole can be greater than the sum of the parts, e.g. 
because of synergies) can also be applied to a service-generating-unit (i.e., greater 
service potential to constituents). However, where the acquired operation is non-cash-
generating operation it is reasonable to assume that it would only be in rare 
circumstances that a public sector entity would pay a consideration in excess of the net 
assets acquired. 

Nevertheless, we have concerns about the practical application of the proposal 
regarding the requirement of goodwill impairment test (that should be performed at least 
annually). In our view, this is a critical aspect and robust guidance on this would be 
needed. Therefore further work needs to be done to explore what goodwill means, 
especially for the public sector. Furthermore, the outcome from the framework 
discussion should be taken into consideration. 

Supports (b) Goodwill for all acquisitions on a 
conceptual basis and would support (a) Goodwill 
for acquisition of a cash-generating operation 
and loss for all other acquisitions on a practical 
basis if required. 
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If the IPSASB find it practically difficult to develop a robust impairment test for goodwill 
arising in the acquisition of a service-generating-unit, then we would support approach 
(a) as the alternative to approach (b) for practical reasons. 

008 

HoTARAC generally supports option (c) on the basis that excess consideration for net 
asset transfers for public sector acquisitions NUCC are unlikely to meet the IFRS 3 
definition of goodwill. However, a minority of HoTARAC members support option (b), if 
IPSASB considers a definition of goodwill that encompasses the notion of service 
potential. 

Respondent’s members have different views—
some members [majority] support (c) A loss for 
all acquisitions and some members support (b) 
Goodwill for all acquisitions. 

009 

We support (a) goodwill for acquisitions of cash-generating operations and loss for all 
other acquisitions. 

When the acquired operation is cash-generating, it will provide future economic benefits 
that meet the definition of an asset. In this case, goodwill can be recognized as an asset. 
We believe all other acquisitions should be recognized as a loss (or directly recognized 
in net assets discussed in the following paragraph) where the consideration transferred 
is in excess of the net assets acquired. It is because we agree with the viewpoint of 
paragraph 5.41 “service potential that is not capable of being individually identified and 
separately recognized does not arise” (this is consistent with the view of IPSAS 26). 

Also, we suggest that IPSASB should consider another option: the difference is directly 
recognized as net assets in the recipient’s statement of financial position. Public sector 
entities may acquire operations for the purpose of continuing to provide their service for 
the residents, rather than for the purpose of making a profit. In this case, we believe that 
it is appropriate to regard a receipt of “impaired net assets,” rather than as a loss of the 
recipient (performance of the recipient). 

Related to this question, we recognize the following additional issues: 

(a) With respect to “where the acquired operation is cash-generating” described in the 
option (a), Paragraph BC 15 of the IPSAS 21 states to the effect that individual 
assets (not group of assets) are determined whether cash-generating or non-cash-
generating. Paragraph BC 14 of the IPSAS 21 also defines that cash-generating 
assets are determined by whether its “primary objective is generating a commercial 

Supports (a) Goodwill for acquisition of a cash-
generating operation and loss for all other 
acquisitions. 

The comments are noted. 
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return.” We suggest IPSASB should clarify the relationship between (a) “where the 
acquired operation is cash-generating”; and (b) where “primary objective is 
generating a commercial return” 

(b) We do not agree for IPSASB to develop a definition of goodwill that encompasses 
the notion of service potential. 

(c) It should be considered that, when the primary objective of the acquired operation is 
not cash-generating, the difference as a result of the acquisition may be recognized 
as deferred outflow. 

010 

We support option (c) that requires that the difference arising in an acquisition not under 
common control, where consideration is transferred, should be recognised as a loss in 
the recipient’s financial statements.  

For an item to meet the definition of an asset, future economic benefits or service 
potential should be obtainable from that item. In applying that principle to the excess of 
the net assets acquired, the recipient should be able to demonstrate that the projected 
future results of operations of the acquired entity would be sufficient to recover the 
purchase premium over its amortisation period. The transferor should be able to provide 
supportive evidence on projected future results through, for example a realistic and 
specific business plan.  

As public sector entities are not focused on generating a commercial return but rather on 
providing goods and services to achieve their objectives, and because the excess is 
likely to have been paid for policy reasons, we are of the view that it is more appropriate 
to recognise the excess as a loss. In our view the definition of goodwill, as defined in 
IFRS 3 Business Combinations, has not been met. 

Supports (c) A loss for all acquisitions. 

011 

ACAG supports option (a) on the basis that the recognition of goodwill in public sector 
entities would have limited impact for the entities within the scope of the CP since, in 
Australia, the objective of public sector entities is generally to deliver goods and/or 
services rather than the generation of cash returns, particularly as the accounting 
treatment of a combination in the financial statements of Government Business 
Enterprises is excluded from the scope of this CP.  

Supports (a) Goodwill for acquisition of a cash-
generating operation and loss for all other 
acquisitions. 
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012 
The amounts involved will often not be material in the mostly revaluation-based accounts 
in the UK public sector. On balance CIPFA supports approach (c). 

Supports (c) A loss for all acquisitions. 

013 

As mentioned in the introduction, the concept of goodwill seems inappropriate to the 
public sphere.  

Goodwill represents the excess price that the acquiring entity agrees to pay in 
consideration of the benefits that it gains from taking control of the entity: elimination 
of a competitor, ensuring supplies or a market opportunity, improved production 
conditions, expansion abroad, etc.  

Considering the non-market nature of the activities of government and of other public 
entities, the capitalization of goodwill is inappropriate. This capitalization is also 
inappropriate to government ownership stakes in market-sector entities, since the 
government acts as economic and social regulator, and not from the standpoint of 
streamlining its activity or a trading activity. 

Supports (c) A loss for all acquisitions. 

014 [Respondent replied to selected SMCs only]  

015 

We support view (c), that the excess of consideration over the fair value of the net assets 
acquired is a loss for all acquisitions. We have given due consideration to combinations 
when the acquired operation is cash-generating (alternative (a)), such as in the case of 
acquiring a Government Business Enterprise (GBE), since there is an argument to be 
made that the excess could meet the definition of goodwill in IFRS 3. However, the 
nature of government is to provide services, and the operations of a GBE, or other cash-
generating operation, are acquired for that purpose whether or not the operation is 
financially self-sustaining. In the private sector, goodwill represents intangibles such as 
brand recognition, an established customer base and market share, that are not 
separately identified as assets in the acquisition but have value to the entity in a 
competitive environment. In the public sector, GBEs do not generally compete as a 
business with private sector entities, therefore the intangibles usually represented by 
goodwill do not necessarily result in an increase in future economic benefits to a public 
sector entity. In addition, we do not believe that goodwill is created through an increase 

Supports (c) A loss for all acquisitions. 
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in future service potential, since it does not represent an increase in the resources of the 
government that can be used to provide future services. 

016 

In our opinion, the subsequent accounting treatment of goodwill, and in particular the 
impact on the recipient’s statement of financial performance has to be taken into account 
in forming a view as to initial accounting treatment at acquisition in response to this 
SMC. From a conceptual viewpoint the IDW strongly favors amortization of goodwill over 
time rather than the impairment only approach of IAS 36, because there are significant 
conceptual flaws in the latter approach, which we would like to explain in the next 
paragraphs.  

From a conceptual point of view, acquired goodwill is an asset with a limited useful life 
and therefore should be amortized on a systematic basis over its expected useful life like 
any other non-current wasting asset. If an entity is able to maintain over time the original 
overall value of goodwill acquired in a combination, the acquired goodwill will be 
consumed but continuously replaced with internally generated goodwill. There should, 
however, be no exception to the general principle that internally generated goodwill 
cannot be recognized. Amortization of acquired goodwill over its limited useful life with 
regular impairment testing ensures that the carrying amount of acquired goodwill is 
reduced to zero at the end of its estimated useful life. In our view, this leads to a more 
faithful representation of the acquired goodwill than the impairment-only approach.  

The IDW is on record as disagreeing with the IASB’s conclusion reached in paragraph 
BC131G of IAS 36 that “if a rigorous and operational impairment test could be devised, 
more useful information would be provided to users of an entity’s financial statements 
under an approach in which goodwill is not amortized, but instead tested for impairment 
(at least) annually.” In addition to the fact that we do not support the recognition of 
internally generated goodwill at all, we question the informative value of an asset 
reflecting internally generated goodwill that is not necessarily recognized 
comprehensively, but restricted to the amount previously recognized as acquired 
goodwill, even when the internally generated goodwill can, in fact, exceed this amount.  

Moreover, we do not agree with the IASB’s argument in paragraph BC131E of IAS 36 
that “the useful life of acquired goodwill (…) is not possible to predict” and therefore, “the 

Supports (b) Goodwill for all acquisitions on the 
assumption that it is subsequently amortized on 
a systematic basis. 
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amount amortized (…) can be described as at best an arbitrary estimate of the 
consumption of acquired goodwill during a period”. The problem of determining the 
useful life not only applies to acquired goodwill, but also to other tangible and intangible 
assets. Generally, estimations are necessary for many accounting issues; thus this does 
not constitute a compelling argument against the amortization of goodwill. In any case, 
all sources of estimation uncertainty have to be disclosed. 

From an auditor’s point of view, whilst estimations and judgment are unavoidable, the 
impairment test is overall highly subjective and open to abuse. For example, determining 
whether an indication for impairment exists or not is almost completely at the discretion 
of an entity’s management. Auditors can often only evaluate whether the underlying 
assumptions are plausible as opposed to being completely unrealistic. The auditability of 
impairment testing is therefore problematical. Therefore, from our point of view, 
amortization of acquired goodwill would be the best solution, since the significance of the 
impairment test and thus difficulties in achieving a reliable measurement as well as the 
corresponding audit risk would decline over time. 

Furthermore, we are not convinced that a differentiation as to whether an acquired 
operation is cash-generating or not is appropriate, and therefore do not support 
Approach A.  

Equally we do not believe Approach C would be appropriate in the majority of 
circumstances, since this would imply that funds had not been well managed in 
allocating compensation, which in turn would likely have a reputational impact. There 
may however be cases where such accounting treatment is wholly justified, i.e., any 
goodwill that would otherwise be recognized is seen to be impaired on acquisition.  

On balance, we therefore favor Approach B for those acquisitions that have been made 
with the aim of equating compensation transferred with the net assets received, and on 
the basis that the difference between these two amounts has a value to the future 
service potential of the recipient entity in terms of efficiencies, synergies etc.  

017 We believe that where necessary a gain or a loss should be recognized in all cases 
provided the gain or loss is computed using fair value and not depreciated historical 

Supports (c) A loss for all acquisitions. 
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costs. We are not for the inclusion of goodwill in the public sector environment since no 
goodwill is expected to be derived from operations of public sector entities. 

018 

The Institute does not support the use of the word ‘goodwill’ for both approaches in the 
public sector. However, under approach A, where the fair value measurement is being 
proposed for use for the identifiable assets acquired and liabilities assumed, the resulting 
difference would be appropriately identified as goodwill if this relates to an entity not in 
the public sector. If however, other measurement basis such as cost is used, where 
there has been alignment of accounting policies across the acquired entities, a more 
appropriate measure of any difference would be to transfer such whether gain or loss to 
the Statement of Financial Performance at the date of acquisition.  

Suggests a different approach whereby goodwill 
is recognized only where an acquired operation is 
not in the public sector and fair value is used as 
the measurement basis. 

019 
Approach (b) is supported as it is the approach required by IFRS 3 - to recognise 
goodwill for all acquisitions.  We acknowledge that this will require the definition of 
goodwill to be amended to encompass the notion of service potential.  

Supports (b) Goodwill for all acquisitions. 

020 

We support (a) because we consider goodwill can and only exist in acquisitions of 
government business enterprises (GBEs). Goodwill based on service potential would be 
too subjective and difficult to estimate or substantiate. Not recognizing goodwill in 
acquisitions may not result in fair representation of the transaction. 

Supports (a) Goodwill for acquisition of a cash-
generating operation and loss for all other 
acquisitions. 

021 
The Institute supports approach (b). We believe that a gain or loss should be recognized 
in all cases provided fair value has been used. This approach would be in line with IFRS 
3, business combinations. 

Supports (b) Goodwill for all acquisitions. 

Staff notes the comment in the second sentence. 

022 

Our preference is option (b) for consistency with IFRS 3. Where goodwill arises, a 
thorough evaluation would be required of the entity being acquired including intangibles 
and unidentified assets to ensure this value is justified and represents an accurate 
reflection of the situation.  

Supports (b) Goodwill for all acquisitions. 

023 

Conceptually, the NZASB supports Approach (b) – the difference arising in an 
acquisition NUCC should be recognised as goodwill. The recognition of goodwill is 
consistent with the acquisition method in IFRS 3. 

Supports (b) Goodwill for all acquisitions on a 
conceptual basis and (a) Goodwill for acquisition 
of a cash-generating operation and loss for all 
other acquisitions on a practical basis. 
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However, from a practical perspective, the NZASB supports Approach (a) because of the 
difficulty of measuring the impairment of goodwill in respect of non-cash-generating 
activities.  

024 

In relation this point I suggest for the board consult local regulators, but I observed that 
Approach A is complete, every organizations of public sector, need to make, but I have 
doubt if is possible, considering the problems in relations internal control, systems in the 
public sector considering transparency and clearly. 

The Approach B is adequate considering that is separate the definitions for goodwill and 
more easy, I don´t know of internal control and modify internal laws about public sector.  
So, I suggest in the first time or integrated a form that consolidated the both methods or 
use Approach B. 

Supports (b) Goodwill for all acquisitions. 

025 
The SRS-CSPCP supports Approach (a), because goodwill should be recognized only in 
commercial transactions, when a price is paid and a cash generating unit is taken over. 

Supports (a) Goodwill for acquisition of a cash-
generating operation and loss for all other 
acquisitions. 

026 

As explained in the covering letter, we consider that for acquisitions NUCC where the 
consideration given is greater than the net assets recognised, goodwill should be 
recognised for all transactions (b) however, we do not consider that this requires the 
development of a new definition of goodwill. 

Letter 

For all transactions, where fair value is used, any excess of the consideration over the 
fair value of the net assets acquired should be treated as goodwill. We agree that it is 
debateable whether goodwill meets the definition of an asset: however, treating it as 
such is necessary in order to meet the accountability objective of financial reporting. 

Supports (b) Goodwill for all acquisitions. 
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SMC 6: In your view, should the recipient in an acquisition UCC recognize in its financial statements, on the date 
of acquisition, the difference arising as:  
(a) A gain or loss recognized in surplus or deficit (in the statement of financial performance);  

(b) A contribution from owners or distribution to owners recognized directly in net assets/equity (in the statement of financial position); or  

(c) A gain or loss recognized directly in net assets/equity (in the statement of financial position), except where the transferor is the ultimate 
controlling entity and then the gain or loss meets the definition of a contribution from owners or distribution to owners?  

Please explain why you support (a), (b), or (c).  

Table 11: Overview of Responses to SMC 6 

Comment Respondent # Totals 

Support (a) gain or loss recognized in surplus or deficit 4, 5, 9, 18, 20 5 

Support (b) contribution from owners or distribution to owners 1, 6, 7, 8, 15, 17, 
19, 24, 26 

9 

Supports (b) if some combinations of entities UCC are accounted for as acquisitions 23 1 

Support (c) gain or loss recognized directly in net assets/equity except where transferor is ultimate controlling entity then 
contribution from owners or distribution to owners 

21, 22, 25 3 

Other Options 

Supports a modified version of (c) gain or loss recognized directly in net assets/equity 10 1 

Supports (b) or (c)  16 1 

Proposes option (a) or (b) dependent on whether or not the acquisition UCC is voluntary  11 1 

Other Views 

Rejects all three options 3 1 

Not specified and questions whether acquisitions UCC occur 12 1 

Did not respond to this SMC 2, 13, 14 3 

Total Respondents  26 
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001 

The FMSB supports option (b). The approach suggested by the IPSASB for these 
transactions is to use the carrying values as the measurement basis for the transactions.  
We believe that as carrying values may or may not reflect fair value, it would be 
inappropriate to recognize either a gain or a loss on such transactions. Therefore, 
approach (b) should be used. 

Support (b) contribution from owners or 
distribution to owners. 

002 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector 
whereas it should emphasize amalgamations which are more frequent.  This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

003 

Aside from the fact that these transactions are infrequent, the Council rejects all three 
solutions proposed. The accounting treatment of an acquisition under common control, 
as the Council understands it, must necessarily favor recording the entity acquired at its 
net carrying amount.  

Rejects all three options. 

004 
The advantage of approach ‘A’ is that any gain or loss is taken through the performance 
statement and since it is matched a movement of cash between entities upon 
consolidation it is netted out as part of the intra group consolidation adjustments. 

Support (a) gain or loss recognized in surplus or 
deficit. 

005 

Consistent with IFRSs we do not agree with the recognition of internally generated 
goodwill therefore in an acquisition UCC we would not recognise goodwill. In theory 
PSEs [public sector entities] UCC should apply consistent accounting policies therefore 
any differences arising in an acquisition UCC should be measurement differences rather 
than recognition differences. Any changes in these measurement differences in the 
future will be recognised in the statement of financial performance therefore we agree 
with view (a) that any measurement differences arising on acquisition should also be 
recognised in the statement of financial performance. 

Support (a) gain or loss recognized in surplus or 
deficit. 
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006.1 

In Australia, Australian Accounting Standard AASB 1004 Contributions specifies 
requirements for the accounting for the restructure of administrative arrangements (i.e. 
PSCs UCC), including a requirement that a contribution from owners or distribution to 
owners is recognised in relation to assets and liabilities transferred (paras. 54-59)17. The 
AASB is not aware of any significant implementation issues specific to public sector 
entities arising from these requirements.  

Accordingly, the AASB supports option (b), that a contribution from owners or distribution 
to owners be recognised directly in net assets/equity (in the statement of financial 
position). 

Support (b) contribution from owners or 
distribution to owners. 

006.2 
In addition to supporting option (b), the AASB thinks that the IPSASB should consider 
the implications of the fact that the definition of equity in IPSASs is restricted, compared 
with IFRSs, due to the IPSASB’s equity definition referencing instruments.   

 

006.3 

Further, the AASB notes that issues pertinent to this specific matter for comment raise 
fundamental questions about the nature of entities within government. In particular, 
whether entities within government should be regarded as separate/stand-alone entities 
or segments/disaggregated parts of the government. Addressing such issues could slow 
down the whole project and therefore the IPSASB should consider dividing the project 
into two separate parts so as not to delay its work on PSCs NUCC. 

In deciding not to proceed with adapting IFRS 3, the 
IPSASB agreed to proceed with a project that 
considered all public sector combinations. 

007 

We support approach (b), as we think it reflects the substance of the transaction when 
dealing with combinations under common control. We would apply the same approach to 
acquisitions of assets from an entity under common control. The approach commonly 
applied in practice when an entity acquires an asset for nil consideration from the parent 
or another group entity is the one described as approach (b). 

Support (b) contribution from owners or 
distribution to owners. These comments are 
noted. 

17  These paragraphs reflect relatively recent thinking of the AASB and are not expected to be amended as a result of the AASB’s Income from Transactions of Not-For-Profit Entities 
project. AASB 1004 paragraphs BC24-BC29 provide the AASB’s rationale for the approach adopted in AASB 1004 (Link to AASB 1004 – 
http://www.aasb.gov.au/admin/file/content105/c9/AASB1004_12-07.pdf – accessed 30 October 2012). 
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008.1 

HoTARAC supports option (b) for the recipient UCC to recognise the difference arising 
between the consideration transferred (if any) and the net assets acquired or net 
liabilities assumed in net assets/equity as a contribution from owners or a distribution to 
owners. This is consistent with the treatment in Australia in AASB 1004 for administrative 
restructures. Typically, the driver for the combination is to meet the owner government’s 
policy objectives, therefore any differences should be recognised by the recipient 
through an adjustment to owner contributions or distributions to owner.  

Support (b) contribution from owners or 
distribution to owners. 

008.2 

Questions also arise as to what is the appropriate measurement basis for such transfers.  
Preliminary View 7 in the CP implies that the recipient recognises the transferred 
assets/liabilities with amounts adjusted to align with their own accounting policies.  This 
reflects the fact that the CP has not reached a conclusion as to the measurement basis 
to apply for acquisitions (para 6.9). 

Similarly in Australia, AASB 1004 does not specify the measurement basis to be adopted 
for assets and liabilities transferred in the course of an administrative restructure.  As a 
result, the assets and liabilities transferred could be measured at fair value or book 
value.  Some Australian jurisdictions, in mandating fair value (i.e. based on fair value to 
the transferee), require any adjustments to the carrying amount of the transferred assets 
and liabilities to be first recognised by the transferor entity prior to transfer.  This ensures 
that the net equity transferred out from the transferor entity equals the net equity 
transferred to the transferee entity, consistent with transactions within a wholly owned 
group.  

Paragraph 6.9 of the CP is referring to acquisitions 
NUCC. PV 7 proposes that the recipient in acquisition 
UCC recognizes the carrying amounts of assets and 
liabilities acquired. 

 

008.3  

Also in Australia some jurisdictions effect transfers of the net assets/liabilities between 
entities UCC, first through an intermediary owner entity, typically departments on behalf 
of the government or a Crown entity. Where such an intermediary owner entity is used, 
HoTARAC recommends for the initial transaction between the transferor and the 
intermediary owner entity, that the net assets/liabilities of the operation be transferred at 
carrying amounts through contribution/distribution to owner. While the intermediary 
owner entity has control over the operation’s net assets, HoTARAC recommends that 
their carrying amounts be revalued where necessary to reflect either the mandated fair 
value (if applicable) or any adjustments to align with the PSC recipient’s accounting 

The issue of symmetrical accounting is the subject of 
SMC 7. 
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SMC 6: Accounting for Difference Arising in an Acquisition UCC 

policies. The intermediary owner entity would then transfer these adjusted net 
asset/liability carrying amounts as owner contributions/distributions to the PSC recipient 
entity, reflecting that typically it is the owner government, and not the transferor/recipient 
entities, that decide to transfer an operation between entities UCC.  

HoTARAC strongly recommends that the CP clarify these recognition requirements.  

008.4 

In addition, given the IPSASB’s current work program on its Conceptual Framework, 
HoTARAC recommends that IPSASB consider whether the difference arising would 
meet the definition of each element considered in Phase 2 of the Framework, such as 
gain, loss, contribution from owners, distribution to owners, revenues and expenses. 

Paragraph 1.11 of the CP explains that the IPSASB 
agreed to refer to the definitions in existing IPSASs 
and acknowledges that once the Conceptual 
Framework project is completed, it may have 
implications for any standards arising from the PSCs 
project. However, staff agree it is useful to monitor 
developments in the Framework as this project 
develops. 

009 

We support (a) A gain or loss recognized in surplus or deficit on the basis that the 
accounting treatment of an acquisition UCC between the recipient and the transferor 
should be symmetrical (please see our comments to the Specific Matter for Comment 7 
below), and the transferor should recognize the difference between the proceeds from 
disposal and the controlled entity’s amount as a gain or loss on disposal of a controlled 
entity (prescribed in the paragraph 51 of IPSAS 6). 

Support (a) gain or loss recognized in surplus or 
deficit. 

010 

We do not support alternative (a) or (b) provided under this matter for comment. 

In our view, the difference arising in an acquisition under common control does not 
constitute a gain or loss and also does not meet the definition of a contribution from 
owners or distribution to owners. We therefore do not support option (a) or (b). 

We believe the difference arising in an acquisition under common control should be 
recognised directly in net assets/equity (accumulated surplus and deficit) as the 
transaction between the recipient and the transferor represents a transaction with 
owners that occurred between entities under common control. The recipient is thus 
entitled to the transferor’s portion of the accumulated surplus or deficit that relates to the 
assets transferred and liabilities relinquished. The treatment of the difference against 

Supports a modified version of (c) gain or loss 
recognized directly in net assets/equity. 

Agenda Item 8.4 
Page 69 of 80 



Respondents’ Comments on SMCs in CP, Public Sector Combinations 
IPSASB Meeting (June 2014) 

Response 
# 

Respondent Comments Staff Comments 

SMC 6: Accounting for Difference Arising in an Acquisition UCC 

accumulated surplus or deficit will also be eliminated on consolidation. This view is to 
some extent addressed in alternative (c) (ie first part of the alternative excluding the 
exception).  

011 

ACAG agrees with Preliminary View 7 in the CP that the recipient in an acquisition UCC 
recognises in its financial statements, on the date of acquisition, the carrying amounts of 
the assets and liabilities in the acquired operation’s financial statements with amounts 
adjusted to align the operation’s accounting policies to those of the recipient. 

ACAG believes that whether the difference in a PSC UCC is recognised as a 
contribution from owners/distribution to owners should depend on the substance rather 
than the form or outcome of the PSC. In this regard, ACAG support the PSC being 
recognised as a contribution from owners/distribution to owners directly in net 
assets/equity where: 

1. it involves an involuntary transfer of an operation at the direction of the controlling 
entity or by virtue of legislation or ministerial directive; and/or 

2. the controlling entity designates the PSC to be a contribution by/distribution to 
owners. 

ACAG believes this is more reflective of a transaction by owners acting in their capacity 
as owners. This approach is also more consistent with the basis of accounting adopted 
in Australia under AASB 1004 Contributions and AASB Interpretation 1038 Contributions 
by Owners Made to Wholly-Owned Public Sector Entities. 

Where the transfer is voluntary in nature, and is not designated to be a contribution 
by/distribution to owners, the difference should be treated as a gain or loss in the 
statement of financial performance. This is because such PSCs do not represent 
transactions with owners in their capacity as owners. 

Proposes option (a) or (b) dependent on whether 
or not the acquisition UCC is voluntary, or so 
designated by the controlling entity. 

012 
As noted in our response to SMC 2 we are not sure whether acquisitions UCC will arise: 
CIPFA’s view on this may reflect the specifics of the public sector arrangements within 
the UK and other jurisdictions where we have reviewed public sector financial reporting. 

Not specified and questions whether acquisitions 
UCC occur. 
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SMC 6: Accounting for Difference Arising in an Acquisition UCC 

At this stage of discussion we have no strong view on the representation and placement 
of this difference, except that there should be clear disclosure and explanation of this 
item which links it to the Public Sector Combination. 

013 No comments as the text currently stands. No comment on this SMC. 

014 [Respondent replied to selected SMCs only]  

015 

We support approach (b), that the gain or loss arising from a combination where entities 
are under common control is a contribution from, or distribution to, owners recognized 
directly in net assets/equity. Since the decision to transfer an operation is made by the 
ultimate controlling entity, usually as a means to provide more efficient or effective 
services, the impact on the acquiring and transferring intermediate entities should be 
reflected as a decision of the owner. There is a net increase in the controlling entity’s 
residual interest in the acquirer, offset by a corresponding decrease in the interest in the 
transferor after the acquisition. As there is no impact on the financial statements of the 
ultimate controlling entity, we believe that there should be no gain or loss reflected in the 
financial statements of the acquiring and transferring entities resulting from the decision 
to transfer the operation. Based on IPSAS 1, Presentation of Financial Statements, 
paragraph 122, a contribution from owner may take the form of transfers between two 
entities within an economic entity. 

Support (b) contribution from owners or 
distribution to owners. 

016 

In general, we do not support Approach A, as – for the reasons discussed above – we 
do not believe that motives underlying public sector acquisitions UCC normally reflect 
the intention of affecting financial performance.  

Whether B or C might be appropriate would depend on the individual circumstances, 
although we suspect this is likely more often to be C. 

Supports either (b) contribution from owners or 
distribution to owners or (c) gain or loss 
recognized directly in net assets/equity except 
where transferor is ultimate controlling entity 
then contribution from owners or distribution to 
owners. 

017 
ICPAK supports option (b). The approach suggested by the IPSASB for these 
transactions is to use the carrying values as the measurement basis for the transactions. 
We believe that as carrying values may or may not reflect fair value, it would be 

Support (b) contribution from owners or 
distribution to owners. 
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SMC 6: Accounting for Difference Arising in an Acquisition UCC 

inappropriate to recognize either a gain or a loss on such transactions. Therefore, 
approach (b) should be used.  

018 
The Institute supports the recognition of the difference as shown in (a) above, whether 
gain or loss arising on the date of acquisition in the statement of financial performance of 
the recipient entity.  

Support (a) gain or loss recognized in surplus or 
deficit. 

019 

We support approach (b) – a contribution from owners or distributions to owners 
recognised directly in net assets/equity (in the statement of financial position). We 
reason that this approach is consistent with the economic consequences of an 
acquisition UCC, being no change in underlying assets and liabilities, when analysed 
from the perspective of whole-of-government reporting. 

Support (b) contribution from owners or 
distribution to owners. 

020 

We support (a) because: 

• We do not believe the difference arising meets the definitions of contribution from 
owners or distribution to owners. 

• From the perspective of the recipient entity, the acquisition is an in-year transaction 
that would normally be reflected in its statement of financial performance.  

• We do not see the justification for reporting the difference arising as, and for 
creating, a new component of net assets just because the acquisition is a 
transaction between entities under common control. 

• The fact that the gain or loss reported by the recipient will be eliminated upon 
consolidation can be disclosed in the notes to its financial statements to inform 
users of its nature and effect at the controlling entity level. 

Support (a) gain or loss recognized in surplus or 
deficit. 

021 

We support Approach (c): the profit/loss should not be recognized in income, but in 
equity (in the statement of financial position). 

Support (c) gain or loss recognized directly in net 
assets/equity except where transferor is ultimate 
controlling entity then contribution from owners 
or distribution to owners. 

022 
Option (c) is supported as this is not a financial performance issue, as suggested by 
option (a). We would welcome further information on what the disclosure would look like. 

Support (c) gain or loss recognized directly in net 
assets/equity except where transferor is ultimate 
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controlling entity then contribution from owners 
or distribution to owners. 

023 

If the IPSASB decides to proceed with treating some combinations of entities UCC as 
acquisitions, the NZASB supports Approach (b). In a transaction between entities UCC 
this difference is likely to reflect the common control nature of the transactions rather 
than an arm’s length economic gain or loss of the acquirer. Therefore, treating this 
difference as a contribution from/distribution to owners more accurately reflects the 
nature of the transaction. 

Supports (b) contribution from owners or 
distribution to owners if some combinations of 
entities UCC are accounted for as acquisitions. 

024 

I think that letter b is more adequate in this moment, after a new structure that public 
sector will be make for implementation new standards I agree with letter a that need to 
be system elaborated with internal control adequate for these informations with 
transparency and quality dates. 

Support (b) contribution from owners or 
distribution to owners. 

025 

The SRS-CSPCP supports Approach (c): the profit/loss should not be recognized in 
income, but in equity. 

Support (c) gain or loss recognized directly in net 
assets/equity except where transferor is ultimate 
controlling entity then contribution from owners 
or distribution to owners. 

026 

SMC 6 

As explained in the covering letter [set out below], we consider that the difference arising 
should be treated as a contribution from, or distribution to, owners (b). We do not accept 
that this be restricted to cases where the transferor is the ultimate controlling entity. 

Letter 

For acquisitions under common control that are recorded at previous carrying amounts, 
our view is that any difference between the consideration given and the amount of the 
acquired assets and liabilities meets the definition of a contribution to or distribution from 
owners and should be treated as such.   

Support (b) contribution from owners or 
distribution to owners. 
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SMC 7: In your view, should the accounting treatment for the recipient and transferor of an acquisition UCC be 
symmetrical? 

Table 13: Overview of Responses to SMC 7 

Comment Respondent # Totals 

Accounting should be symmetrical 1, 3, 4, 5, 7, 8, 9, 10, 11, 12, 15, 
16, 17, 18, 19, 20, 21, 22, 24, 26 

20 

Accounting should be symmetrical but may be impediments to achieving this 6, 23, 25 3 

Did not respond to this SMC 2, 13, 14 3 

Total Respondents  26 
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Response 
# 

Respondent Comments Staff Comments 

SMC 7: Symmetrical Accounting for an Acquisition UCC 

001 
The FMSB believes that the accounting for the recipient and the transferor should be 
symmetrical. 

Accounting should be symmetrical. 

002 

[This respondent did not respond to individual SMCs because they consider that the CP 
emphasizes exchange acquisitions which are extremely rare in the public sector 
whereas it should emphasize amalgamations which are more frequent. This respondent 
recommends that the public sector situation is explored in more depth so that an 
accounting standard can be developed.] 

These comments are noted. 

003 

The Council reiterates that the “mirror” effect, by which a single transaction is treated 
symmetrically in the financial statements of two distinct entities, is not an accounting 
principle. In some cases, it may be difficult to carry out symmetrical treatment, as each 
entity exercises its judgment and takes into consideration elements that are specific to it.  

Nevertheless, if such acquisitions under common control had to be identified, the Council 
considers that the recipient must reflect the acquisition under common control at its net 
carrying amount. We can then consider that the accounting treatment will be symmetrical 
on the aggregate between the transferor and the recipient. 

Accounting should be symmetrical. 

Symmetrical accounting is assumed to flow from 
accounting for the acquisition at net carrying amount. 

004 
Logically to avoid inadvertently creating internally generated goodwill within the group, 
the accounting treatment should be symmetrical. 

Accounting should be symmetrical. 

005 
Yes. For reasons of comparability, accountability and transparency it is undesirable for 
PSEs UCC to adopt inconsistent accounting treatments.  

Accounting should be symmetrical. 

006 

In general terms, the AASB agrees that logically the contribution/distribution or gain/loss 
recognised by the recipient and transferor of an acquisition UCC should be symmetrical. 
However, due to the nature of the assets being transferred, and the requirement for 
different measurement bases across Standards, the AASB acknowledges that in some 
circumstances the accounting outcome may not be symmetrical. 

In relation to the question of symmetry, the AASB particularly considers that thought 
should be given to complex groups where there may be a chain of entities and how 

Accounting should be symmetrical 
notwithstanding that there will be some 
circumstances where this does not occur due to 
the nature of the assets being transferred and the 
requirement for different measurement bases 
across Standards. 
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SMC 7: Symmetrical Accounting for an Acquisition UCC 

entities that fall between an ultimate parent and a transferee or transferor may be 
affected.  

Staff notes that suggestions for additional guidance in 
specific areas will be considered when drafting the 
ED. 

007 We support the view that the treatment should to be symmetrical. Accounting should be symmetrical. 

008 

HoTARAC strongly believes that in accounting for an acquisition UCC, the accounting 
treatment for the recipient and transferor should be symmetrical, as at the whole of 
government level there has been no change to the assets or liabilities subject to the 
combination. This also aligns with the Government Finance Statistics (GFS) approach. 

Symmetry can be achieved by both the transferor and the recipient recognising a 
contribution from owners or distribution to owners of the same amount. This can be 
achieved either by transferring net assets at the transferor’s carrying amount, or by 
requiring the transferor (or where applicable the intermediary owner entity) to adjust the 
carrying amount to the recipients fair value and /or to align with accounting policies 
immediately prior to transfer to the recipient. 

Accounting should be symmetrical. 

009 

We believe that the accounting treatment for the recipient and transferor of an 
acquisition UCC should be symmetrical, since the acquisition is merely an internal 
transfer for the ultimate controlling entity. We suggest that the resulting entity should 
succeed the combining entity’s structure of net assets (each amount of line items) under 
the amalgamation UCC.  

Accounting should be symmetrical. 

010 

We are of the view that the accounting treatment for the recipient and transferor in an 
acquisition under common control should be symmetrical as it represents a transaction 
with owners. 

Even though we support the symmetrical accounting treatment, we suggest that the 
proposed pronouncement dealing with public sector combinations should note that the 
values at which the assets and liabilities are transferred by the transferor, and the values 
at which the assets and liabilities are assumed by the recipient might be different in 
certain instances. These differences result, for example, from the application of different 

Accounting should be symmetrical. 
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SMC 7: Symmetrical Accounting for an Acquisition UCC 

accounting bases applied by the recipient and transferor (see our response and 
proposed suggestions to preliminary view 7 above).  

011.1 

ACAG supports the symmetrical treatment of acquisitions UCC in the accounts of the 
recipient and transferor. However, ACAG recommends that any accounting standard 
developed should include additional guidance on how this symmetry can be achieved 
where the transfers are to be accounted for as a contribution from/distribution to owners 
and adjusted directly through equity. 

Accounting should be symmetrical. 

011.2 

Specific guidance should be provided as to how distributions to owners are to be 
accounted for where the value of the net assets transferred is greater than the 
Contributed Equity of the transferor. In particular, can the difference be adjusted by the 
transferor against another equity account such as accumulated surpluses, or should the 
difference be accounted for as a loss by the transferor and a gain by the recipient?  
Similar issues may arise where a recipient entity assumes net liabilities under a PSC 
UCC. 

This is an area where the current accounting requirements in Australia are silent. Some 
jurisdictions within Australia have developed their own requirements for accounting for 
the equity adjustments, resulting in different accounting treatments between jurisdictions. 

The determination of the accounting treatment of the 
difference arising for the recipient in an acquisition 
UCC has not been decided and SMC 6 asks 
respondents for their views. Whether or not the 
difference arising is accounted for as a distribution to 
owners is dependent on future IPSASB decisions.  
Staff notes that IPSASs do not include specific 
requirements as to the accounting treatment of a 
distribution to owners where the value of the net 
assets transferred is greater than the contributed 
equity of the transferor. The IPSASB may wish to 
consider if the ED should include such guidance. 

011.3 

Another issue to be considered relates to the treatment of asset revaluation surpluses on 
the transfer of the related assets. In particular, can a recipient entity recognise the asset 
revaluation surpluses relating to the transferred assets where either an operation is 
transferred to a single entity or a new entity is created? At present, it would appear that 
such a transfer is not allowed under existing accounting standards in Australia. As such, 
examples have been identified in the restructures of administrative arrangements where 
property, plant and equipment is transferred from one government department to another 
under the restructure. In these circumstances, the asset revaluation surplus cannot be 
transferred to the new department. However, at the Whole-of-Government level the 

This appears a matter with broader application than 
this project  Paragraph 57 of IPSAS 17, Property, 
Plant, and Equipment includes guidance on the 
accounting treatment of the asset revaluation reserve 
on derecognition of an item of property, plant, and 
equipment.   
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SMC 7: Symmetrical Accounting for an Acquisition UCC 

asset revaluation surplus remains as there has been no change to the position of the 
economic entity. 

[The respondent included an example to highlight this issue. This is not reproduced 
here.] 

012 
CIPFA agrees that the accounting treatment for the recipient and transferor of an 
acquisition UCC should be symmetrical. 

Accounting should be symmetrical. 

013 

No comments as the text currently stands. 

For all that, logically, the accounting treatment in the public sector, where mergers and 
acquisitions are viewed differently than in the market sector, should be symmetrical for 
the buyer and the seller. 

No comment on this SMC. 

014 [Respondent replied to selected SMCs only]  

015 

Yes, we believe that the accounting treatment should be symmetrical when the recipient 
and transferor entities are under common control. Increases in the controlling entity’s 
interest in one entity should be offset by decreases in the other entity. Although these 
transactions will be eliminated on consolidation of the entities, the accounting treatment 
in both of the separate financial statements should reflect the economic substance of the 
transaction in the same manner. This will provide more clarity and transparency from the 
users’ perspective.  

Consequently, guidance will be required from the transferor’s perspective for entities 
under common control, as the guidance provided in existing IPSASs with respect to the 
derecognition of assets and extinguishment of liabilities may result in an accounting 
treatment for the transferred operation by the transferor that is not symmetrical with the 
corresponding treatment by the recipient. 

Accounting should be symmetrical. 

Staff notes that existing IPSASs may provide an 
impediment to achieving symmetry. Staff considers 
that the IPSASB should consider this as the ED is 
developed. 

016 We are not aware of any public-sector specific reasons to the contrary. Accounting should be symmetrical. 

017 
ICPAK believes that the accounting for the recipient and the transferor should be 
symmetrical.  

Accounting should be symmetrical. 
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SMC 7: Symmetrical Accounting for an Acquisition UCC 

018 
The Institute also believes that the accounting treatment of the recipient and transferor 
on acquisition UCC should be symmetrical given the absence of fair value measurement.   

Accounting should be symmetrical. 

019 
Yes. We note that symmetrical accounting aligns with a principle that is fundamental to 
reporting under Government Finance Statistics.  

Accounting should be symmetrical. 

020 

Our view is that they should be symmetrical for better transparency and 
understandability. Both transferor and recipient should disclose in their notes to the 
financial statements the gain or loss arising from an acquisition UCC and the fact that it 
will be eliminated upon consolidation by their controlling entity.  

Accounting should be symmetrical. 

021 
We are of the view that, the accounting treatment for the recipient and transferor of an 
acquisition UCC should be symmetrical. 

Accounting should be symmetrical. 

022 
Symmetrical accounting treatment is a good starting point. Entities under common 
control and applying IFRS should in theory not have major differences and fair value 
would be the same in the hands of the buyer and seller. 

Accounting should be symmetrical. 

023 

If the IPSASB decides to proceed with treating some combinations of entities UCC as 
acquisitions, the NZASB agrees that the accounting should be symmetrical with the 
accounting treatment of acquisitions of entities UCC. In a transaction between entities 
UCC any “gain” or “loss” on derecognition is likely to reflect the common control nature 
of the transaction, rather than an arm’s length economic gain or loss of the transferor.  
Therefore, treating this difference as a contribution from/distribution to owners more 
accurately reflects the nature of the transaction. 

Accounting should be symmetrical if the IPSASB 
continues with two classifications of combination 
UCC. 

024 
Yes, I think that the accounting treatment for the recipient and transferor of an 
acquisition UCC be symmetrical, I suggest for the board if agrees18. 

Accounting should be symmetrical. 

025 
The SRS-CSPCP is of the opinion that in principle takeovers should be recorded 
symmetrically, because this simplifies the financial statistics. However, this is possible 
only for public entity UCCs, because they have the same accounting policies. In the case 

Accounting should be symmetrical but will only 
be possible where the entities have the same 
accounting policies. 

18  http://www.iasplus.com/en/news/2012/october/iasb-updates-work-plan-for-recent-decisions 
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SMC 7: Symmetrical Accounting for an Acquisition UCC 

of units NUCC symmetrical recording would be desirable, but hardly feasible, because of 
the different accounting standards. 

026 In our view the accounting should be symmetrical. Accounting should be symmetrical. 
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