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Diagram 2

Measurement principle

• The identifiable assets acquired and the liabilities 
assumed are measured at their acquisition-date fair 
values. 

• With regard to assets, this implies that no 
separate valuation allowance accounts are 
recognised. 

• Fair value is determined in accordance with its use 
by other market participants irrespective of whether 
or how the acquirer intends using the asset. 

Exception to the recognition 
principles:

• Contrary to IAS37, Provisions, 
Contingent Liabilities and 
Contingent Assets, a contingent 
liability is recognised as part of 
the liabilities assumed at the 
acquisition date, if there is a 
present obligation arising from 
past events and the outflow of 
future economic benefits is not 
probable. (The ability to measure 
the contingent liability is a pre-
requisite for recognition.)

Recognition principle
• To qualify for recognition the definitions of assets 

and liabilities in terms of the Framework must be met. 
Notwithstanding this, the acquirer may recognise 
assets and liabilities that the acquiree had not 
previously recognised:

• Intangible assets are recognised separately from 
goodwill if they are identifiable. 

• Assets and liabilities relating to operating leases 
where the acquiree is the lessee are recognised 
on the basis of whether the terms associated 
with the leasing arrangement are favourable or 
unfavourable respectively. (Note that in measuring 
the acquisition-date fair values of operating leases 
where the acquiree is the lessor, the acquirer takes 
into account the terms of the lease in measuring 
the leased asset and does not recognise a separate 
asset or liability if the terms of the lease are 
favourable or unfavourable to current market 
conditions).

• The identifiable assets and liabilities must be part 
of what the acquirer and the acquiree (or its former 
owners) exchanged in the business combination.

Exceptions to the measurement 
principle:

• An acquirer may have reacquired a 
right that it had previously granted 
the acquiree, for example, where a 
franchisor-franchisee relationship 
exists between the acquirer and the 
acquiree. The revised IFRS3 requires 
the acquirer to recognise this 
reacquired right as an intangible 
asset based on the remaining 
contractual term (which is also 
the amortisation period for the 
intangible asset post-acquisition). 
If the terms of the contract are 
favourable or unfavourable based 
on current market transactions, the 
acquirer recognises a settlement 
gain or loss.

• The acquirer is required to 
measure a liability or an equity 
instrument related to replacing the 
acquiree’s share-based payment 
awards in accordance with IFRS2.

• Non-current assets (or disposal 
groups) classified as held for sale 
in accordance with IFRS5 are 
measured at fair value less costs 
to sell in accordance with IFRS5.

Exceptions to both the recognition 
and measurement principles:

• Deferred tax assets and liabilities 
of the acquiree are measured in 
accordance with IAS12, Income 
Taxes

• Employee benefit arrangements 
are measured in accordance with 
IAS19, Employee benefits (this is 
consistent with the 2004 version 
of IFRS3) 

• Where the seller has contractually 
indemnified the acquirer for the 
outcome of a contingency or 
uncertainty relating to a specific 
asset, the acquirer has obtained 
an indemnification asset. This 
asset is recognised at the same 
time and measured on the same 
basis as the indemnified item.

The revised standard also provides guidance 
on the classification and designation of 
identifiable assets acquired and liabilities 
assumed in a business combination. The 
general principle is that the classification and 
designation is based on conditions that exist 
at the acquisition date, with the exception 
of the classification of leasing arrangements 
and the classification of a contract as an 
insurance contract. In both these instances, 
the acquirer classifies the related contracts 
based on conditions that existed at the 
inception of the contract (or the modification 
date if the terms of the contract have 
been modified in a way that alters the 
classification of the contract subsequently).

Finalisation of acquisition date fair values 
– “the measurement period”

As is the case with the 2004 version of 
IFRS3, the revised version acknowledges 
that it is not always practical to finalise, at 
the acquisition date, the fair values of the 
identifiable net assets of the acquiree. The 
initial accounting for a business combination 
requires a determination of the fair values 
to be used in relation to the assets, liabilities 
and contingent liabilities acquired, as well 
as of the consideration transferred and the 
measurement of a non-controlling interest. 

The period in which the initial accounting 
is finalised is known as the measurement 
period, which ends on the earlier of the 
date on which the outstanding information 
relating to the acquisition is received and 12 
months after the acquisition date. The 2004 
version of IFRS3 included an exception to 
the 12-month rule relating to recognising 
deferred tax assets, which existed at the 
acquisition date, but which could not be 
recognised. No such exception applies in the 
revised IFRS3. 

As is the case with the 2004 version of 
IFRS3, measurement period adjustments 
are recognised as if the accounting for 
the business combination had been 
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