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Ilove YouTube. And if I am honest I
always use Google for my searches.
The reason that I mention these two

together is that they both belong to the
same entity Alphabet, which is the
newish name for the Google group
ultimate parent. It is a quirk of financial
reporting that the brand YouTube is
recognised on the group balance sheet
but the more valuable brand Google is
not. This is because only purchased
intangibles are recognised. The brand
YouTube was purchased as part of the
acquisition of YouTube Inc in 2006 and
of course the brand Google was internally
developed.

This brings me to the news. The IASB
is deliberating on feedback on current
group consolidation accounting. The last
sizable shake up was in 2008 when full
and partial goodwill was introduced into
IFRS 3. While it is recognised that the
2008 improvements to IFRS 3 Business
Combinations were significant, the
feedback from the Post Implementation
Review (PIR) reads like a shopping list of
failings from a ‘could do better’ school
report.

First up is a criticism of the separation
of intangibles from goodwill. The brand
YouTube was separated from the goodwill
during the 2006 acquisition. But the
feedback questions the meaningfulness
of this distinction. Intangible recognition
recognises the customer loyalty to the
brand and goodwill recognition
recognises customer loyalty to the entity.
You can see why commentators argue
that the difference is so small as to make
no difference.

Next up is a criticism of definition of a
‘business’ in IFRS 3. A business
combination requires the calculation of
goodwill to recognise the fair value of the
customer loyalty and an asset purchase
does not. IFRS 3 defines a business as
an entity that has inputs and processes
and outputs. An asset is just an asset.
But the feedback is that it can be difficult

to make this distinction work in real life
transactions.

Then the feedback criticised the
accounting for contingent liabilities under
a business combination. This requires
that a contingent liability must be
measured at fair value in an acquisition
(IFRS 3). Other contingent liabilities are
carried at full value or zero value
depending upon a probable/possible
analysis (IAS 37). This inconsistency has
already been dealt with in this column
under the heading ‘Contingent Liability
Inconsistency’ and is clearly a thorn for
other commentators.

Contingent consideration is also
addressed. This like everything in an
acquisition is measured at fair value but
the feedback was that it is really devilishly
difficult to derive a fair value for share
consideration that may flow five years into
the future if uncertain criteria are fulfilled.

Martin Jones looks at IASB moves to make
changes to group consolidation accounting

BUSINESS COMBINATIONS:
ALL YOU NEED TO KNOW

Criticism of fair value continued in
commentary on organic growth. It is
currently difficult to compare a group that
has grown through organic growth with
one that has grown through acquisitions
as the acquisitive group will inevitably
have a bigger balance sheet from the fair
value measurement of the incoming
subs.

Interestingly, amortisation of goodwill
raised its head. I thought this idea was
long dead but some commentators still
believe that amortisation has logic
founded in the idea that purchased
goodwill is steadily replaced by inherent
goodwill through the customer relations
fostered by the sub under the guidance
of the parent. You could make a
persuasive argument that the goodwill
that we all feel for YouTube in 2016 is
more to do with the parent management
since acquisition in 2006 than the
original management from before
acquisition.

And, lastly, commentators criticised the
choice between full and partial goodwill.
This drives me nuts and I would put this
way out ahead in first place as my
number-one criticism of IFRS 3. Under
current rules groups can value NCI either
at fair value (full goodwill) or at NCI
proportion of net assets (partial goodwill).
Groups are generally plumping for full
goodwill, but clearly the choice gives the
potential for inconsistency. But even
worse, IFRS 3 allows full or partial
goodwill on a transaction by transaction
basis. This means two acquisitions in the
same group on the same day could be
measured using different methods. I do
not know of any group actually doing this
but this really highlights the craziness of
the choice. However, commentators
generally placed criticisms of the choice
lower down on their list of criticisms. I
guess the difference is that I am a
teacher and in exam questions there is
always NCI but in real life NCI is actually
quite rare. PQ
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