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Summary of main commentson ED 3 Business Combinations, and Proposed
Amendmentsto |AS 36 | mpairment of Assets and |AS 38 I ntangible Assets

General

The CAR has views that are different from that of the IASB, especidly regarding accounting br
goodwill and intangible assets with an indefinite useful life and the related impairment test.

In this section we summarize our specific views. In the next section we respond to the specific
questions raised. Thereis an overlap in text between the two sections.

As a generd comment, we point out that the IASB proposals rdae to the consolidated financia
datements. The guidance does not relate to a company’s sngle financid datements. We
recommend including guidance on how the relaed business combinations issues should be
accounted for in the company’ dngle financid datements. This is especidly important in
Stuations of reverse acquisitions.

Aboalition of Pooling Accounting

We agree with the Board's proposd on the abolition of pooling accounting, but are concerned by
the lack of guidance on accounting for business combinations where an acquirer cannot be
identified. We beieve this guidance should be included in phase |. Business combinations in
which an acquirer cannot be identified do take place in practice. It is in our view unacceptable to
have no guidance avalable until the draft of phase Il is issued. Furthermore, dl issues relating to
the application of purchase method should be included in phase | to be able to comment on the
implications of purchase accounting as a whole. If not possble, we should be granted a
possibility to comment on the total business combinations project (phase | and phase 1) after the
draft of phase |l isissued.

Furthermore, as there is no guidance to account for the dtuaions where a new entity is formed to
effect a busness combinaion, we recommend induding this guidance in ED 3. It will be
necessary to determine which party should be identified as the acquirer. This will be a darting
point for applying purchase accounting in the consolidated financid datements of the newly
formed entity.

Accounting for Goodwill (and Impairment Test)
On accounting for goodwill we do not agree with the IASB. We ae of the opinion that the

factors condituting goodwill pad a acquistion gengdly diminish in vdue over time We
believe this is dso true where there is no loss in the overdl vaue of the acquired business, based



on the fact that externd goodwill will be replaced by interndly generated goodwill in due time.
We therefore believe that goodwill should be amortised systematicaly over its ussful life.
Furthermore, we believe that the proposed impairment test will prove insufficiently robust to
measure any decline in the vadue of goodwill with a reasonable degree of rdiability and
objectivity.

Our objective is not to seek international convergence at any price, but primarily to improve the
quality of accounting. In our opinion the objective of quditative good accounting can only be
achieved by recognising goodwill as an asset and amortisng the goodwill over the useful life
Therefore, we believe that 1AS 22 should be retained in this respect. We dso favour to retain the
impairment test and the rebuttable presumption of IAS 22, as wdl as the posshility to reverse
goodwill impairments in certain cases. Reversds of goodwill impairment should be dlowed in
cases where management could not control the reasons undelying the imparment and
management cannot control the reasons underlying the reversa of he impairment. In these cases,
thereis no risk of recognising interndly generated goodwill.

We believe the current proposd is mainly a result of a desire to converge to US GAAP. In that
respect, we do not understand why the level of impairment testing differs between ED 3 (cash
generding units) an US GAAP (reporting entities). Such differences will be impracticable,
burdensome and difficult to communicate to stakeholders.

Intangible Assets with an Indefinite Useful Life
As a consequence of our comments on goodwill accounting, we beieve the same holds in

accounting for intangible assets with an indefinite useful life. It is our view tha the current
requirements of IAS 36 and IAS 38 should be retained.



Responsesto |ASB’s Questionson ED 3 Business Combinations

Question 1 — Scope
The Exposure Draft proposes:

to exclude from the scope of the IFRS business combinations in which separate entities
or operations of entities are brought together to form ajoint venture, and business
combinations involving entities under common control (see proposed paragraphs 2 and 3
and paragraphs BC9-BC11 of the Basis for Conclusions).

Are these scope exclusions appropriate? If not, why not?

to include in the IFRS a definition of business combinations involving entities under
common control, and additiona guidance on identifying such transactions (see proposed

paragraphs 9-12 and Appendix A, and paragraphs BC12-BC15 of the Bas's for
Conclusions).

Are the definition and additional guidance helpful in identifying transactions within the
scope exclusion? If not, what additional guidance would you suggest, and why?

Response

Yes, we agree with the Board's proposa that these scope exclusions are agppropriate for phase |
of the project, but we believe that phase Il of the Busness Combinations project should ded with
these issueswhich isin line with our understanding of Board' s intention.

We regard the definition of business combinations involving entities under common control and
additiond guidance on identifying such transactions helpful. We believe that the proposed
revison to the definition of joint control in IAS 28 Accounting for Investments in Associates and
IAS 31 Financial Reporting of Interests in Joint Ventures is an overamplification. Although
joint control requires unanimous consent on drategic decisons, it is compatible with the use of
majority voting for lesser issues.

Question 2 —Method of accounting for business combinations

The Exposure Draft proposes to diminate the use of the pooling of interests method and require
al business combinations within its scope to be accounted for by gpplying the purchase method

(see proposed paragraphs 13- 15 and paragraphs BC18-BC35 of the Basis for Conclusions).




Isthis appropriate? If not, why not? If you believe the pooling of interests method should be
applied to a particular class of transactions, what criteria should be used to distinguish those
transactions from other business combinations, and why?

Response

Yes, we agree with the Board's proposal and believe that purchase accounting is the appropriate
method for busness combinations which ae red acquistions. Purchase accounting should
replace pooling of interests accounting because in our view the redity is that it is only rarely that
an acquirer cannot be identified in business combinations.

However, & the moment no guidance is available on accounting for busness combinations in
which an acquirer cannot be identified. This guidance should be incdluded in phase |. Business
combinaions in which an acquirer cannot be identified do take place. It is in our view
unacceptable to have no guidance available until the draft of phase Il issued.

Furthermore, dl issues related to purchase accounting should be included in phase | to be able to
comment on the implications of purchase accounting as a whole. If not possble, we should be
granted a possbility to comment on the total business combinations project (phase | and phase
1) after the draft of phase Il isissued.

Question 3 — Reverse acquisitions

Under IAS 22 Business Combinations, a business combination is accounted for as areverse

acquisition when an entity (the legdl parent) obtains ownership of the equity of another entity

(the legd subsidiary) but, as part of the exchange transaction, issues enough voting equity as

congderation for control of the combined entity to passto the owners of the legd subsidiary. In

such circumstances, the legd subsidiary is deemed to be the acquirer. The Exposure Dreft:
proposes to modify the circumstances in which a business combination could be regarded
asareverse acquidtion by clarifying that for al busness combinations effected through
an exchange of equity interests, the acquirer isthe combining entity that has the power to
govern the financid and operating policies of the other entity (or entities) so asto obtain
benefits from its (or their) activities. As aresult, areverse acquisition occurs when the
legd subsidiary has the power to govern the financia and operating policies of the legd
parent SO as to obtain benefits from its activities (see proposed paragraph 21 and
paragraphs BC37-BCA1 of the Basis for Conclusions).

Is this an appropriate description of the circumstances in which a business combination
should be accounted for as a reverse acquisition? If not, under what circumstances, if
any, should a business combination be accounted for as a reverse acquisition?

proposes additiona guidance on the accounting for reverse acquisitions (see proposed
paragraphs B1-B14 of Appendix B).




Isthis additional guidance appropriate? If not, why not? Should any additional guidance
be included? If so, what specific guidance should be added?

Response

Yes, we agree with the proposed description of the circumstances in which a busness
combination should be accounted for as a reverse acquistion. We believe that even though the
magority of the ingigating group of shareholders may be from the acquired entity the acquirer
should be the entity whose shareholders have obtained the power to govern the financid and
operating policies of the other entity.

We regad the proposed additiond guidance together with the illusrative examples as
appropriate. Nevertheless, we think it would be helpful if the Board added guidance in the
gandard making it clear that the comparative figures presented should be those of the legd
subsidiary and not those of the legd parent.

Furthermore, as a generd comment, we point out that the Board's proposals reate to
consolidated financia Statements. The guidance does not rdae to a company’s sngle financid
gatements. We recommend including guidance on how the rdlaed business combinations issues
should be accounted for in the single company financid Statements. This is especidly important
in Situations of reverse acquitions.

Question 4 — Identifying the acquirer when a new entity isformed to effect a business
combination

The Exposure Draft proposes that when a new entity is formed to issue equity instruments to
effect a busness combination, one of the combining entities that existed before the combination
should be adjudged the acquirer on the evidence available (see proposed paragraph 22 and
paragraphs BC42-BCA46 of the Basis for Conclusions).

Isthisappropriate? If not, why not?

Response

Yes, we agree with the genera principle that in busness combinations an acquirer has to be
identified based on the evidence avalable The newly formed entity individudly hes little
economic substance and can therefore not be consdered as the acquirer. The legd form of the
transaction should not change the genera principle and consequently, we support the Board's
proposd that one of the combining entities that exised before the combination should be
determined to be the acquirer on the evidence available.

However, as there is no guidance to account for the dtuations in which a new entity is formed to
effect a busness combination, we recommend including such guidance in ED 3. It will be
necessary to determine which party can be recognised as the acquirer. This will be a darting
point for goplying purchase accounting in the consolidated financid satements of the newly
formed entity.




Question 5—Provisonsfor terminating or reducing the activities of the acquiree

Under IAS 22, an acquirer must recognise as part of dlocating the cost of abusiness
combination a provison for terminating or reducing the activities of the acquiree (a

‘restructuring provison’) that was not aliability of the acquiree a the acquisition date, provided
the acquirer has satisfied specified criteria. The Exposure Draft proposes that an acquirer should
recognise a restructuring provison as part of alocating the cost of a business combination only
when the acquiree has, a the acquisition date, an exigting liability for restructuring recognised in
accordance with |AS 37 Provisions, Contingent Liabilities and Contingent Assets (see proposed
paragraph 40 and paragraphs BC55-BC66 of the Basis for Conclusions).

Isthis appropriate? If not, what criteria should an acquirer be required to satisfy to recognise a

restructuring provision that was not a liability of the acquiree as part of allocating the cost of a
combination, and why?

Response

Yes, we agree with the Board's proposa not to apply recognition criteria different from 1AS 37
Provisions, Contingent Liabilities and Contingent Assets for a restructuring provison in the case
of abusiness combination.

Question 6 — Contingent liabilities

The Exposure Draft proposes that an acquirer should recognise separately the acquiree' s
contingert ligbilities at the acquigtion date as part of dlocating the cost of abusiness
combination, provided their fair values can be measured reliably (see proposed paragraphs 36
and 45 and paragraphs BC80-BC85 of the Basis for Conclusions).

Isthis appropriate? If not, why not?
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Response

No, we do not bdieve that the Board's proposa is appropriate. We believe that contingent
ligbilities should be recognised separatdy only if they satisfy the requirements of IAS 37
Provisions, Contingent Liabilities and Contingent Assets
Our main concerns with the proposa are:
- non compliance with the requirements of 1AS 37 Provisions, Contingent Liabilities and
Contingent Assets
unreliable measurement; and
potentid  recognition of contingent lidbilities with high amounts but low probability of
becoming an actud lidbility.

We do think it is illogica to recognise contingent liakilities in an acquistion, if it is not possble
to recognise them under the current requirements of IAS 37 Provisions, Contingent Liabilities
and Contingent Assets. The nature of a contingent liability does not change as a result of an
acquisition and we believe the IAS 37 Provisions, Contingent Liabilities and Contingent Assets
criteria should till be gpplied. Although the purchase price of the acquired entity may include an
dlowance for contingent liabilities (and for contingent assets), we are not convinced that ther
far vaues can be measured rdigbly.

Many contingent ligbilities arise from legd cams (for example for tobacco or fast food
indudtries) and can result in very large figures according to Appendix B15 (I), which requires the
amount of the contingent ligbility to “reflect dl expectations about possble cash flows and not
the angle mog likdy or the expected maximum or minimum cash flow”. The resulting number
does not reflect the potentia future cash outflow because it is based on an average expectation
covering a wide spectrum of possble outcomes. It is very difficult in redity, sometimes
impossible, to quantify the possible outcome of contingent matters such aslega proceedings.

Once contingent ligbilities are recognised separately, the acquirer must measure them at ther far
vaues with changes in fair vaue recognised in profit or loss (paragraph 46). Such contingent
lidbilities are explicitly excluded from the scope of IAS 37 Provisions, Contingent Liabilities
and Contingent Assets. We disagree with the proposd, because it results in incondstent
trestment between contingent liabilities acquired in a busness combination and other contingent
ligbilities of the same or a different entity.

Ovedl, we are of the opinion that ED 3 is conceptudly inconsgent in incorporating dl parts in
dlocating the cost of a busness combination. For example  Provisons for terminaing or
reducing the activities of the acquiree are excluded from the cost of a business combination
based on not being consgent with IAS 37 (refer to Question 5). At the same time, contingent
ligbilities are included in the cost of a busness combination, being not consstent with IAS 37.

Additiondly, we understand from BC74 that the Board agreed that the role of probability in the
Framework should be consdered more generdly as part of a later Concepts project. While we
welcome this initiative, we believe that meanwhile the recognition criteria for assets and
lighilities should not be dtered in the case of abusness combination.
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Question 7 —Measuring the identifiable assets acquired and liabilities and contingent
liabilities assumed

IAS 22 includes a benchmark and an dlowed dternative trestment for the initial measurement of
the identifiable net assets acquired in a business combination, and therefore for the initia
measurement of any minority interests. The Exposure Draft proposes requiring the acquiree' s
identifiable assats, liabilities and contingent liabilities recognised as part of dlocating the cost to
be measured initialy by the acquirer at their fair vaues at the acquidition date. Therefore, any
minority interest in the acquiree will be stated a the minority’ s proportion of the net fair vaues
of those items. This proposd is consstent with the allowed dternative treatment in IAS 22 (see
proposed paragraphs 35 and 39 and paragraphs BC88-BC95 of the Basis for Conclusions).

Isthis appropriate? If not, how should the acquiree’ s identifiable assets, liabilities and

contingent liabilities recognised as part of allocating the cost of a business combination be
measured when there isa minority interest in the acquiree, and why?

Response

In_principle, we agree with the Board's proposa requiring the acquiree's identifiable assets and
ligbilities to be recognised as part of the cost dlocation to be measured initidly by the acquirer a
therr far vaues a the acquidtion date. We agree that any minority interet in the acquiree will
be stated at the minority’ s proportion of the net fair vaues of those items.

However, while we acknowledge that the purchase price in generd is affected by contingent
ligbilities and in-process research and development, we believe that assets and liabilities that do
not meet the recognition criteria of IAS 37 Provisions, Contingent Liabilities and Contingent
Assets and IAS 38 Intangible Assets should not be recognised as assets and ligbilities in a
business combinetion.

We refer to our answer to Question 6 that for reasons of comparability and understandability the
recognition criteria of the Framework should be applied consgdently when accounting for
business combinations.

Question 8 — Goodwill

The Exposure Draft proposes that goodwill acquired in a business combination should be
recognised as an asset and should not be amortised. Instead, it should be accounted for after
initid recognition at cost less any accumulated impai rment |osses (see proposed paragraphs 50-
54 and paragraphs BC96-BC108 of the Basis for Conclusions).

Do you agree that goodwill acquired in a business combination should be recognised as an
asset? If not, how should it be accounted for initially, and why? Should goodwill be accounted
for after initial recognition at cost less any accumulated impairment losses? If not, how should it
be accounted for after initial recognition, and why?
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Response

No, we do not agree with the Board's proposd. We are of the opinion that the factors that
conditute the goodwill paid a acquigtion generdly diminish in vaue over time. We bdieve this
is dso true where there is no loss in the overdl vaue of the acquired business, based on the fact
that externa goodwill will be replaced by interndly gernerated goodwill in due time. We
therefore believe that goodwill should be amortised systeméticaly over its useful life.

The impairment test as proposed has conceptual and practical weaknesses, for example:
- in gpplying the impairment test acquired goodwill and interndly generated goodwill will
be intermingled,;
no reversd of the carrying amount of goodwill will teke place when the factors that
caused the impairment reverse; and
annua imparment testing is an onerous and very judgemental process.
We believe that the proposed imparment test will prove insufficiently robust to measure any
declinein the value of goodwill with a reasonable degree of rdiability and objectivity.

Our objective is not to seek international convergence a any price, but primarily to improve the
quality of accounting. In our opinion the objective of quditative good accounting can only be
achieved by recognisng goodwill as an asset and amortisng the goodwill over the useful life.
Therefore, we beieve that |AS 22 should be retained in this respect.

Question 9 — Excess over the cost of a business combination of the acquirer’sinterest in the
net fair value of the acquiree sidentifiable assets, liabilitiesand contingent liabilities

In some business combinations, the acquirer’ s interest in the net fair value of the acquiree' s
identifiable assets, liabilities and contingent liabilities recognised as part of alocating the cost of
the combination exceeds that cost. The Exposure Draft proposes that when such an excess exists,
the acqw rer should:
reassess the identification and measurement of the acquiree sidentifiable assets,
liabilities and contingent liahilities and the measurement of the cogt of the combination;
and
recognise immediately in profit or |oss any excess remaining after that reassessment. (See
proposed paragraphs 55 and 56 and paragraphs BC109-BC120 of the Basis for
Conclusons)

Isthis treatment appropriate? If not, how should any such excess be accounted for, and why?
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Response

No, we do not believe that the proposed treatment is appropriate and therefore disagree with the
Board's proposd. Although we agree that “negeative goodwill” does not meet the definition of a
ligility, we believe tha its treetment should be condgent with the treatment of pogtive
goodwill. In a busness combination an entity should be required to recognise assets and
ligbilittes according to current dandards and recognition criteria The remaining difference
between the purchase price and the separately recognised identifiable assets and lidbilities can
gther be a podtive or negaive premium, cdled goodwill. The remainder is economicaly
judtified by future profits or future losses that are identified in the acquirer's plan for the
acquisition and can be messured rdiably, but which do not represent identifigble lidbilities at the
date of acquidtion (for example restructuring provisons and contingent liabilities). That portion
of negative goodwill should be recognised as income in the profit and loss account when the
future losses and expenses are recognised.

The reference to expected future losses in the case of negative goodwill is clearly expressed in
the current 1AS 22 Business Combinations in paragraph 61. Accordingly, negative goodwill
should only be recognised immediately as income to the extent that it does not relate to identified
expected future losses and expenses that can be measured rdiably a the date of acquistion.
Therefore, we prefer to retain the present requirements for negative goodwill (IAS 22 Business
Combinations paragraphs 59 to 63) particularly the treatment in paragraphs 61 and 62.

Question 10 — Completing the initial accounting for a business combination and subsequent
adjustmentsto that accounting

The Exposure Draft proposes that:

if theinitid accounting for a business combination can be determined only provisonaly

by the end of the reporting period in which the combination occurs because either the fair
vauesto be assigned to the acquireg s identifiable assets, liabilities or contingent

ligbilities or the cost of the combination can be determined only provisondly, the

acquirer should account for the combination using those provisond vaues. Any
adjustment to those vaues as a result of completing the initial accounting isto be
recognised within twelve months of the acquigition date (see proposed paragraphs 60 and
61 and paragraphs BC123-BC126 of the Basis for Conclusions).

I's twelve months from the acquisition date sufficient time for compl eting the accounting
for a business combination? If not, what period would be sufficient, and why?

with some exceptions carried forward as an interim measure from 1AS 22, adjusments to
the initid accounting for a business combination after that accounting is complete should
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be recognised only to correct an error (see proposed paragraphs 62 and 63 and paragraphs
BC127-BC132 of the Basisfor Conclusions).

Isthis appropriate? If not, under what other circumstances should the initial accounting
be amended after it is complete, and why?

Response

Yes, we bedieve that adjusments to edimates of the totd cost of the combination should
normaly be made within 12 months of the acquidtion date. Theresfter adjusments should only
be made to correct an error (as proposed).

Other comments
Disclosure requirements of paragraphs 73to 76

Paragraphs 65 to 76 of ED 3 require certain disclosures for past business combinations and
busness combinations effected during the reporting period or after the balance sheet date but
before the issue date of the financial Statements.

Although paragraphs 65, 71 and 73 are not explicit as to whether comparetive figures are
required or not, we bedieve tha paagraph 65 (covering current and future business
combinations) as wdl as paragreph 71 (asking for cumulative information) do not require
compardive figures for the information requested. However, paragraph 73 and the following
paragraphs are not clear in that respect.

We ask the IASB to clarify whether paragraphs 73 to 76 require comparative information or not.
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Responsesto |ASB’s Questions on Proposed Amendmentsto | AS 36 I mpairment of
Assets

Question 1 — Frequency of impairment tests
Are the proposals relating to the frequency of impairment testing intangible assets with indefinite
useful lives and acquired goodwill appropriate (see proposed paragraphs 8 and 8A and

paragraphs C6, C7 and C41 of the Basis for Conclusions)? If not, how often should such assets
be tested for impairment, and why?

Response

No, we do not agree with the Board' s proposal that:
indefinite useful life intangibles shal be tested for impairment annualy at the end of each
annud reporting period; and whenever thereis an indication of possible impairment;
acquired goodwill shdl be tested for imparment annudly a any time during an annud
reporting period, provided the test is peformed a the same time every year, and
whenever thereis an indication of possible imparment.
We bdieve tha permitting annua imparment teds a different dates for indefinite useful life
intangibles (at the end of each annual reporting period) and for acquired goodwill (at any time
during an annud reporting period) is impracticd. Tedting other intangible assets for imparment
is conceptualy related to testing goodwill for impairment. Therefore, dl annud imparment tests
should be performed at the same date a any time during an annua reporting period provided the
test is performed a the same time every year. For reasons of comparability and relevance of
interim and annua financid reports testing in the fourth quarter should be recommended.

Question 2 — Intangible assets with indefinite useful lives

The Exposure Draft proposes that the recoverable amount of an intangible asset with an
indefinite useful life should be measured, and impairment losses (and reversds of impairment
losses) for such assets accounted for, in accordance with the requirementsin IAS 36 for assets
other than goodwill (see paragraphs C10-C11 of the Basis for Conclusions).

Isthis appropriate? If not, how should the recoverable amount be measured, and impairment
losses (and reversals of impairment losses) be accounted for?

Response

| No, we do not agree with the Board' s proposal. We refer to Question 8 rdlated to ED 3.
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Question 3—Measuring valuein use
The Exposure Draft proposes additiond guidance on measuring the value in use of an asst.
Isthis additional guidance appropriate? In particular:

a) Should an asset’s value in use reflect the elements listed in proposed paragraph 25A7 If
not, which elements should be excluded or should any additional elements be included?
Also, should an entity be permitted to reflect those elements either as adjustmentsto the
future cash flows or adjustments to the discount rate (see proposed paragraph 26A and
paragraphs C66 and C67 of the Basis for Conclusions)? If not, which approach should
be required?

b) Should the assumptions on which cash flow projections are based take into account both
past actual cash flows and management’ s past ability to forecast cash flows accurately
(see proposed paragraph 27(a)(ii) and paragraphs C66 and C67 of the Basis for
Conclusions)? If not, why not?

c) Isthe additional guidance in proposed Appendix B to [draft] 1AS 36 on using present

value techniques in measuring an asset’ s value in use appropriate? If not, why not? Isit
sufficient? If not, what should be added?

Response

| Y es, we agree with the Board' s proposal.

Question 4 — Allocating goodwill to casi-gener ating units

The Exposure Draft proposes that for the purpose of imparment testing, acquired goodwill
should be allocated to one or more cash-generating units.

a) Should the allocation of goodwill to one or more cash-generating units result in the
goodwill being tested for impairment at a level that is consistent with the lowest level at
which management monitors the return on the investment in that goodwill, provided such
monitoring is conducted at or below the segment level based on an entity’ s primary
reporting format (see proposed paragraphs 73-77 and paragraphs C18-C20 of the Basis
for Conclusions)? If not, at what level should the goodwill be tested for impairment, and

why?
b) If an entity disposes of an operation within a cash-generating unit to which goodwill has

been allocated, should the goodwill associated with that operation be included in the
carrying amount of the operation when determining the gain or loss on disposal (see
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proposed paragraph 81 and paragraphs C21-C23 of the Basis for Conclusions)? If not,
why not? If so, should the amount of the goodwill be measured on the basis of the relative
values of the operation disposed of and the portion of the unit retained or on some other
basis?

c) If anentity reorganisesitsreporting structure in a manner that changes the composition
of one or more cash-generating units to which goodwill has been allocated, should the
goodwill be reallocated to the units affected using a relative value approach (see
proposed paragraph 82 and paragraphs C24 and C25 of the Basis for Conclusions)? If
not, what approach should be used?

Response

In principle, we agree with the Board's proposas. The cash-generating unit is the lowest levd a
which management monitors the return on the invesment in that goodwill, provided such
monitoring is conducted a or below the segment level based on an entity’s primary reporting
format. We believe the current proposad is mainly a result of a desre to converge to US GAAP.
In that respect, we do not understand why the level of imparment testing differs between ED 3
(cash genegating units) and US GAAP (reporting entities). Such differences  will  be
impracticable, burdensome and difficult to communicate to stakeholders.

Furthermore, we condder the measurement of the goodwill in (b) and (c) based on rdative
vauesto be apractical solution.

Question 5 — Determining whether goodwill isimpaired
The Exposure Draft proposes:

that the recoverable amount of a cash-generating unit to which goodwill has been

alocated should be measured as the higher of the unit’s vaue in use and net selling price
(see proposed paragraphs 5 (definition of recoverable amount) and 85 and paragraph C17
of the Basis for Conclusions).

Isthis appropriate? If not, how should the recoverable amount of the unit be measured?
the use of a screening mechaniam for identifying potentia goodwill impairments,

whereby goodwill alocated to a casht generating unit would be identified as potentialy
impaired only when the carrying amount of the unit exceeds its recoverable amount (see
proposed paragraph 85 and paragraphs C42- C51 of the Basisfor Conclusions).

Isthis an appropriate method for identifying potential goodwill impairments? If not, what
other method should be used?
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that if an entity identifies goodwill alocated to a cadh generating unit as potentidly

impaired, the amount of any impairment loss for that goodwill should be measured asthe
excess of the goodwill’ s carrying amount over its implied vaue measured in accordance
with proposed paragraph 86 (see proposed paragraphs 85 and 86 and  paragraphs C28-
CA40 of the Basisfor Conclusions).

Is this an appropriate method for measuring impairment losses for goodwill? If not, what
method should be used, and why?

Response

No, we do not agree with the Board's first and third proposal. In order not to result in a lack of
religbility and objectivity to measure any dedine in the vdue of goodwill, the imparment test
needs to be a robust test. Therefore, the testing criteria need to be very drong. Because pre-
exiding interndly generated goodwill of the acquirer cannot be separated from the measurement
of acquired goodwill, we are of the opinion that goodwill should be amortised and that the
impairment test of the current IAS 36 should be retained. We refer to Question 8 related to ED 3.

We agree with the Board's second proposa and support the use of a screening mechanism
whereby if the carying amount of a cashgenerating unit does not exceed its recoverable
amount, no further assessment of impairment needs to be made. However, we recognise that this
cah mask a dtuation where the goodwill has been impared, but the imparment is more than
offset by gains in other assats or intangibles which may or may not be recognised on the baance
sheet (eg. interndly generated goodwill). At the borderline anomaous results may appear such
that no imparment of goodwill is recognised if the screening test is passed but a sgnificant write
down must be made if the full imparment test is peformed. Neverthdess, the complexity is
reduced if a screening test is goplied and we regard that as a practicd solution.

Question 6 — Rever sals of impairment losses for goodwill

The Exposure Draft proposes that reversals of impairment losses recognised for goodwill should
be prohibited (see proposed paragraph 123 and paragraphs C62- C65 of the Basis for
Conclusions).

Isthis appropriate? If not, what are the circumstances in which reversals of impairment losses
for goodwill should be recognised?
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Response

In principle, we agree with the Board's proposa that reversal of goodwill impairment should not
be treated as any other reversa of imparment. However, we favour to retain the posshility to
reverse goodwill impairments in certain cases. Reversals of goodwill imparment should be
dlowed in cases where management could not control the reasons underlying the impairment
and management cannot control the reasons underlying the reversd of the imparment. In these
cas=s, thereis no risk of recognising internally generated goodwill.

For example, the imparment and the reversal of the imparment as a result of mgor foreign
currency movements when the goodwill and the cash flows are noted in different currencies.
Furthermore, refer to the examplesin the current IAS 22.

Question 7 — Estimates used to measur e r ecover able amounts of cash-gener ating units
containing goodwill or intangible assets with indefinite useful lives

The Exposure Draft proposes requiring a variety of information to be disclosed for each segment,
based on an entity’ s primary reporting format, that includes within its carrying amount goodwill

or intangible assets with indefinite useful lives (see proposed paragraph 134 and paragraphs C69-
C82 of the Basisfor Conclusons).

a) Should an entity be required to disclose each of the items in proposed paragraph 134? I
not, which items should be removed from the disclosure requirements, and why?

b) Should the information to be disclosed under proposed paragraph 134 be disclosed
separately for a cash-generating unit within a segment when one or more of the criteria
in proposed paragraph 137 are satisfied? If not, why not?

Response
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a)

b)

No, we beieve that disclosed information should be useful for users of financid
daements in drawing concdusons on the financid podtion and financid
performance of entities Therefore, we believe the lig of required items given in
paragraph 134 should be reduced. Some of the required information seems to us
being excessve and having no vadue in mesdting the criterion of understandability
of financid datements. For example, we bdieve it is likdy that a segment may
include different cashgenerdting units where for some the recoverable amount is
net sdling price and for others where it is vaue in use. The information required
by paragraph 134 (e) and (f) then may become unwiddy and of little benefit to the
reader.

Yes, we agree with the principle as proposed in paragraph 137 but once again have
concerns about the very extensve disclosure requirements in paragraph 134 (e
and (f).
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Responsesto | ASB’s Questions on Proposed Amendmentsto |AS 38 ntangible
Assets

Question 1 — Identifiability

The Exposure Draft proposes that an asset should be treated as meeting the identifiability
criterion in the definition of an intangible asset when it is separable or arises from contractua or
other legd rights (see proposed paragraphs 10 and 11 and paragraphs B6-B10 of the Basisfor
Conclusions).

Are the separability and contractual/other legal rights criteria appropriate for determining

whether an asset meets the identifiability criterion in the definition of an intangible asset? If not,
what criteria are appropriate, and why?

Response

Yes, we agree that the separability and contractual or other legd rights criteria are appropriate
for determining whether an assst medts the identifiability criterion in the definition of an
intangible asset as prescribed in paragraph 11.

Question 2 —Criteriafor recognising intangible assets acquired in a business combination
separ ately from goodwill

This Exposure Draft proposes darifying that for an intangible asset acquired in abusiness
combination, the probability recognition criterion will dways be satisfied and, with the

exception of an assembled workforce, sufficient information should dways exist to measure its
fair vaue reliably (see proposed paragraphs 29-32 and paragraphs B11-B15 of the Basisfor
Conclusions). Therefore, as proposed in ED 3, an Exposure Draft of a proposed International
Financia Reporting Standard Business Combinations, an acquirer should recognise, at the
acquigtion date and separately from goodwill, dl of the acquiree s intangible assets, excluding

an assembled workforce, that meet the definition of an intangible asset (see proposed paragraphs
36, 43 and 44 of ED 3).

Do you agree that, with the exception of an assembled wor kfor ce, sufficient information can
reasonably be expected to exist to measure reliably the fair value of an intangible asset acquired
in a business combination? If not, why not? The Board would appreciate respondents outlining
the specific circumstances in which the fair value of an intangible asset acquired in a business
combination could not be measured reliably.
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Response

No, we disagree with the Board's proposa. Paragraph 89 of the Framework requires an asset to
meet the criteria of the probability test in order to be recognised. The generd principle that an
asst is recognised when (i) future economic benefits will probably flow to the entity and (ii) the
cost or vaue can be measured rdiably, should be consgently applied in dl Stuaions induding
busness combinaions. The current proposd results in an inconsgent trestment of intendly
generated and externdly acquired intangible assets, because the probability criterion for
recognition of an assat as defined in the Framework is now presumed to be fulfilled in the case
of a busness combination or separate acquisition. We regard the Board's proposal as a major
change which should not be introduced in the context of the newly proposed consequentia
amendments to IAS 38 Intangible Assets but instead be considered more generdly as part of a
separate Concepts project.

Furthermore, we believe that the proposed amendments are not clear enough in respect of how to
account for in-process research and development projects (paragraph 36(c) of ED 3). The Basis
for Conclusons darifiesin BC67 that any item must first meet the definition of an asset to be
recognised on the balance sheet. We disagree that an acquired in-process research and
development project meets the criterion of “control over aresource’ and we fall to seewhy such
acquired in-process research and development would qudify as an asset while interndly
generated in-process research and development would not. Therefore we ask the Board to
investigate these issues in a separate “ Concepts” project.

Question 3 — Indefinite useful life

The Exposure Draft proposes to remove from 1A S 38 the rebuttable presumption that an
intangible assat’ s useful life cannot exceed twenty years, and to require its useful life to be
regarded as indefinite when, based on an andlysis of dl of the relevant factors, thereis no
foreseeable limit on the period of time over which the asset is expected to generate net cash
inflows for the entity (see proposed paragraphs 85-88 and paragraphs B29-B32 of the Basis for
Conclusions).

Isthis appropriate? If not, under what circumstances, if any, should an intangible asset be
regarded as having an indefinite useful life?

Response

No, we do not agree with the Board's proposd. In line with our answers to Question 8 related to
ED 3 and Questions 2 and 5 related to imparment of assets, we beieve that the rebuttable
presumption and the impairment test of the current IAS 36 should be retained.
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Question 4 — Useful life of intangible asset arising from contractual or other legal rights

The Exposure Draft proposes that if an intangible asset arises from contractua or other legd

rights that are conveyed for alimited term that can be renewed, the useful life shdl include the
renewa period(s) only if there is evidence to support renewd by the entity without significant

cost (see proposed paragraphs 91 and 92 and paragraphs B33-B35 of the Basis for Conclusions).

Isthis an appropriate basis for determining the useful life of an intangible asset arising from

contractual or other legal rights that are conveyed for a limited term that can be renewed? If
not, under what circumstances should the useful life include the renewal period(s)?

Response

Y es, we support the useful life requirements in paragraphs 91 and 92. It may be the case that
after alimited time of a patent that cannot be renewed, thereis fill an intangible asset — e.g.
unpatented know how — which dready existed a the time of the business combination. However,
we find it too difficult to gpply an “economic renewa concept” and furthermore it may lead to
discretionary interpretations.

Question 5 —Non-amortisation of intangible assets with indefinite useful lives

The Exposure Draft proposes that an intangible asset with an indefinite useful life should not be
amortised (see proposed paragraphs 103 and 104 and paragraphs B36-B38 of the Basis for
Conclusions).

Isthis appropriate? If not, how should such assets be accounted for after their initial
recognition?

Response

No, we do not agree with the Board's proposal. In line with our answers to Question 8 related ©
ED 3 and Quegtions 2 and 5 relaed to imparment of assets, we believe that intangible assets

should be amortised.

Other comments
Directly attributable expenditures
The deletion of item (d) in paragraph 58 (old paragraph 54), regarding overheads that can be

alocated, seemsto be a consequentia amendment of the improvements proposed to IAS 16
Property, Plant and Equipment as published by the Board in its Exposure Draft of May 2002.

24



The Board confirmed in its November 2002 deliberations that administration and generd
overhead costs are excluded from the cost of an item of property, plant and equipment. However,
we believe that the overheads referred to in the old paragraph 54 (d) should be regarded as
directly attributable cogs to generate the asset, for example in the case of Research and
Development, and should be reinstated.
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