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ABSTRACT

The objective of this independent study is to do the comparative study of the two
different account method, purchase method and pooling of interests method, under International
accounting standard No. 22, Business Combinations (revised 1998). The method used in this
study is literacy review of financial statements are prepared in conformity with International
Accounting Standard, articles and other relevant online publications.

From this study, it was found that International Accounting Standard No. 22 classify
two type of business combinations, purchase method and pooling of interests method. Purchase
method 1s business combination in which an acquirer can be identified. For an unusual business
combination in which an acquirer can not be identified must be accounted for by the pooling of
interests method. Accounting treatment of this two different accounting method is not the same.
The main difference treatments are summarised as follow. The first, purchase method requires
the acquirer to recognise assets acquired and liabilities assumed i it is probable that an economic
benefit will flow and if there is a reliable measure of cost or fair value. In contrast, pooling of

interests method requires the combined enterprises to include the financial statement items of the



combining enterprises in the financial statements of the combined enterprises, no more criteria
required. The second, purchase method requires the acquirer to recognise assets acquired and
liabilities assumed at fair value. The difference between cost of the purchase and the fair value of
the net assets is recognised as goodwill or negative goodwill. In contrast with pooling of interests,
carrying amount on the books of the combining companies are carried forward and no goodwill or
negative goodwill is recognised. The third, under purchase method, any direct cost relating to the
acquisition are included in the purchase consideration. Other costs which can not be directly
attributed to the particular acquisition being accounted for, are not included in the cost of the
acquisition but are recognised as an expense as incurred. In contrast, pooling of interest method
require that all expenditures and expenses incurred in relation to the pooling of interests are
recognised as expenses in the period in which they are incurred. The last, purchase method
requires that as from the date of acquisition, an acquirer should recognise in the balance sheet the
identifiable assets and liabilities of the acquiree and any goodwill or negative goodwill arising on
the acquisition and corporate into the income statement the results of operations of the acquiree.
In contrast to pooling of interests method require that, the financial statement items of the
combining enterprises for the period in which the combination occurs and for any comparative
periods disclosed should be included in the financial statements of the combined enterprises as if
they had been combined from the beginning .of the earliest period presented.

From the difference treatments as above, it reflect the difference financial statement
after the combination. Purchase method requires an acquirer to restate the acquired company’s net
assets on its financial statement on reflect their cost of acquisition and recognised net assets
acquired at fair value. Meanwhile pooling of interests method inherits the book value of the target
company’s assets, without regards to their fair value or the consideration paid. Generally the
purchase’s cost exceeds the fair value of the acquiree’s identifiable assets, so the earnings of an
acquirer be reduced by depreciation and amortization acquired from the combination but this is
not the effect under pooling of interests method.

From the comparative study, two difference accounting method effect the difference
financial statement after combination. It make confusion to the investors and make difficulty
when compare financial statement between the company used difference accounting method.
Currently many countries used single method, purchase method, for business combinations

meanwhile International Accounting Standard allow two methods of accounting. This dilute



harmonization in accounting standard among the countries. Hence the further study is that to
comparative study of accounting treatment between International Accounting Standard and
accounting standard issued by other organizations in order" to encourage cooperation in
accounting standard harmonization. Another further study is that to study new International
Accounting Standard No. 22 which is current project of International Accounting Standard
Committee. The objective is to study whether the changes in accounting treatment will enhance

comparability and harmonization of accounting standard or not, and how it is.



