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ED3 - BUSINESS COMBINATIONS : Questions 1

Question 1: Score



Assorition pou lo poricipoiion des
enireprises froncolses & 'harmonisofion
cemprabin e nstoealk Mouverment

des Entreprises de France
MEDEF

Acteo & Medef welcome the convergence effort that has been conducted by the IASB in accounting for
Business Combinations and Intangibles.

However, the issues detailed below are raising concern among members.
1- Issues of the utmost importance

- the cost of acquisition should be retained as the best measurement of the net assets acquired:

v" management should remain accountable for the total investment decided and carried o,

v  the cost of acquistion should incdude the restructuring costs incurred in the business
combination as planned at inception; we therefore recommend that a restructuring ligbility
be recognized as part of the cost of acquidtion, if conditions set in IAS 37 are met before
the end of the dlocation period and if the restructuring costs result without any doubt
possible from the reduction of the acquiree’ s activities and the business combination,

v" goodwill is not measured on the grounds that have lead to recognize it as an asset (that is
the synergies involved in the busness combination) if the cost of acquistion does not
include dl costsincurred, of dl natures, directly attributable to the combination.

- management’sintent should bereflected:
v assts should be far vaued on the bass of management's intent (continuing or ceasing
operations).

- goodwill should not be dlocated to the lowest leved of cash generating unit a which
management monitors  return on invesment. In our view, one important festure in the
dlocation of goodwill is condsency over time. The lower goodwill is dlocated, the less
condgtent will the dlocation be over time, since dlocating goodwill then becomes extremey
sengtive to any change in the reporting structure. Also, for the sake of comparability, the leve
to which goodwill is alocated should not depend on the organisation choices made by
managemen.

More importantly, we bdieve tha the most useful information is provided to users when
aggregating cash generating units that conditute businesses with dmilar  characteristics,
notwithganding the fact that they may be monitored, as fa as internd reporting review is
concerned, independently. We indeed beieve that smilar economic charecteristics ensure a
gmilar economic behaviour, excluding hence any opportunity for gans in vadue of a cash
generding unit to offset losses of another.

Since the right level to which goodwill should be dlocated might be in most cases, in line
with US Gagps requirements, we recommend an gpproach smilar to present US Gaaps, that is
an allocation of goodwill at a level no lower than the first level below segment. This will
serve convergence and greater comparability from one ertity to the other.

- the proposed imparment test should be rgected as flawed. In applying the proposed
imparment test, goodwill may have to be impared because of a gan in vaue of one asst
belonging to the cash generating unit to which it has been dlocated, dthough that gain in vaue
would never be recognized, if the asset was gill to be carried a higtorica cost. There is no
attempt to vaue goodwill appropriately, on the grounds that have lead to recogniseit as an
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asst. Furthermore, determining the implied vaue of goodwill as defined would be both cosily
and burdensome.

In our view, the present impairment test required in 1AS 36 is rigorous enough to ensure
that no cash generating unit is presented in the baance sheet in excess of its recoverable vaue.
There is no need to introduce more complexity that would deny the economic interdependency
of dl assts incduded in cash generaing units or conflict with the mix-mode measurement on
which IFRS ae currently built. Furthermore the suggestion that there should be greater efforts
made to segregate internaly generated and acquired goodwill seems thoroughly impractical.

We dso beieve that requiring an impairment test to be carried out sysemdticdly a least once
a year adequately strengthens the accounting for goodwill when switching from amortization
to impairment testing.

- Management forecasts dways and nauraly reflet the investments, restructuring,
optimisation decisons that management intends to make in order to improve the entity’'s
performance. Therefore the requirements of both present IAS 36 and the exposure draft should
be reviewed in order to match the business logic. It is not sensible indeed to expect entities to
build up theoreticdl cash flows forecasts desgned for the sole purpose of supporting
imparment testing. Entities would incur undue cods and effort and no rdiability could be
expected in forecasts that management would never either assess or gpprove. Moreover
anayss of actud vs forecasted performance would be denied.

We therefore suggest that the requirement to base value in use on the most recent forecasts
approved by management beretained, just asthey are.

The vadue in use obtained for the CGU would dill be comparable to its carrying vaue since al

outflows resulting from the investment or redructuring to be conducted would be included in
the projection.

- Disclosures required are far too detailed to be of any use to the reader of financid
dsatements. A lot of data are requested, where qualitative and synthetic narratives would be far
more useful to the understanding of the user of financid satements.

2- Issuesthat raise concern

- dedgnaing an acquirer arbitrarily in the very rare circumstances when there is none is not an
improvement; the pooling of interest method should not be diminated before a more adequate
method is identified; sound criteria and definition need however be set up, in order to avoid
abuse.

- we agree that any minority interest in the acquiree be sated a the minority’s proportion of the
net far vaues of the identifisble assts and liabilitties However this would result in a
divergence from US requirements and deny European companies with the level playing fidd
that they are seeking.

ED3 - BUSINESS COMBINATIONS : Questions 3
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- Negdive goodwill aisng from future losses should not be recognised in profit and loss
immediately, but should match the future losses when they occur. It is in our view gppropriate
to ded with pogtive and negative goodwill symmetricaly and hence regard negative goodwill
as “future outflows arising from the past business combination”.

- imparment tesing of intangible assats with indefinite useful life and goodwill should be
caried out sysematicaly as pat of one sngle procedure, smultaneoudy, and following the
business planning cycle of the entity.

- we do not bdieve that management past ability of rdiable forecasting should be reflected in
the assumptions retained in messuring vaue in use. This would infringe the requirement to
base cash flow projections on most recent forecasts established by management. Moreover
management may have in the past gone through periods when forecast compared to red
figures never show any specific patern. Most of the time aso there are quite sound reasons
identified to judtify the discrepancies. However we acknowledge that management past ability
of rdigble forecading is an information useful to users. Therefore we recommend that an
andyss by management should be disclosed, as to how and why last projections were under-
or over- met.

ED3 - BUSINESS COMBINATIONS : Questions 4

Question 1: Score
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QUESTIONS

Question 1 : SCOPE

The Exposure Draft proposes :

a)

b)

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

Are these scope exclusions appropriate? I f not, why not ?

These scope exclusons do not conditute any change from the actua IAS 22. When encountering
joint ventures and entities under common control, preparers and auditors are left with no standard
whatsoever as to how to ded with these Stuations. In our opinion, such a Stuation is not adequate.
It is however our underganding that these scope exclusons are not meant to survive Phase 2 of
the Business Combinations project and we encourage the Board to undertake the necessary
andysis in order to define the appropriate accounting treatment. We would oppose to phase 2,
were these scope exclusions to be maintained.

to include in the IFRS a definition of business combinations involving entities under common
control, and additional guidance on identifying such transactions (see proposed paragraphs 9-
12 and Appendix A, and paragraphs BC12-BC15 of the Basis for Conclusions).

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

We welcome the additiona guidance astruly helpful.

ED3 - BUSINESS COMBINATIONS : Questions 5
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Question 2 : M ETHOD OF ACCOUNTING FOR BUSINESS COMBINATIONS

The Exposure Draft proposes to eliminate the use of the pooling of interests method and require all
business combinations within its scope to be accounted for by applying 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 shouldbe used to distinguish those transactionsfrom
other business combinations, and why ?

We cannot concur with the Board decison to dead with true mergers as if there was an identifigble
acquirer. We disagree with the Board on that respect:
it is not because criteria not subject to abuse are difficult to define that specific Stuations
should be ignored. In trying to prevent abuse, the Board's intention is to promote
comparability of accounts. Comparability of accounts cannot be achieved when the acquirer &
arbitrarily designated ; moreover, in that case, relevance is heavily impaired,

- the Board announces that phase 2 of the Busness Combinaions project is likely to provide
with an andysis of the fresh start method as a proper method of accounting for true mergers. If
this proves right, there will still be the need for adequate criteria, and we do not see any good
reason why the necessary definition effort has been postponed;

- in the meanwhile we consider the pooling of interests method more gppropriate to true mergers
than the purchase method that does not adequately reflect the Situation at stake.

We therefore recommend the Board:
- not to amend the present IAS 22 as to accounting for true mergers before phase 2 of the project
is completed,
- toinclude aproper definition of true mergers, in order to prevent from further abuse.

ED3 - BUSINESS COMBINATIONS : Questions 6
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Question 3 : REVERSE ACQUISITIONS

Under IAS 22 Business Combinations, a business combination is accounted for as a reverse
acquisition when an entity (the legal parent) obtains ovnership of the equity of another entity (the
legal subsidiary) but, as part of the exchange transaction, issues enough voting equity as consideration
for control of the combined entity to pass to the owners of the legal subsidiary. In such circumstances,
thelegal subsidiary is deemed to be the acquirer. The Exposure Draft :

a) proposes to modify the circumstances in which a business combination could be regarded as a
reverse acquisition by clarifying that for all business combinations effected through an
exchange of equity interests, the acquirer is the combining entity that has the power to govern
the financial and operating policies of the other entity (or entities) so asto obtain benefits from
its (or their) activities. As a result, a reverse acquisition occurs when the legal subsidiary has
the power to govern the financial and operating policies of the legal parent so as to obtain
benefits from its activities (see proposed paragraph 21 and paragraphs BC37-BC41 of the Basis
for Conclusions).

I sthis an appropriate description of the circumstancesin 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 ?

We agree with the Board's decison and intent to ensure that business combinations be accounted
for in accordance with their substance rather than with their legd form. However we do not
support paragraph 21 wording.

In our view, reverse acquidtions dtuations should be described as very exceptional circumstances
and dedt with accordingly. In those very rare cases, the entity should be required to disclose and
judify dl the facts that are very strong indicators that the business combination should be dedt
with as a reverse acquisition. Sentences such as “Commonly, the acquirer is the larger entity...”
should be removed. Paragraphs 19 and 20 dready include appropriate guidance and paragraph 21
should not infer that they should not be gpplied to reverse acquisitions.

Paragraph 21 should read as follows:

“ However, dl petinent facts and circumgtances shdl be conddered to determine which of the
combining entities has the power to govern the financid and operating policies of the other entity
(or entities) so as to obtain benefits from its (or their) activities. In some rare circumstances, the
legd subsidiary may be the entity that obtains the power to govern the financid and operaing
policies of its legd parent. This is the case when, for example, a private operding entity arranges
to have itsdf “acquired” by a non-operating or dormant public entity as a means of obtaining a
sock exchange liging. In such circumgtances, cadled reverse acquistions, the purchase method
should be gpplied, the legd subsdiay being the acquirer. Guidance on the accounting for reverse
acquigitionsis provided in paragraphs B1 — B14 of Appendix B.”

ED3 - BUSINESS COMBINATIONS : Questions 7
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b) proposes additional guidance on the accounting for reverse acquisitions (see proposed
paragraphs B1-B14 of Appendix B).
I's this additional guidance appropriate ? If not, why not ? Should any additional guidance be
included ? If so, what specific guidance should be added ?

The guidance provided is adequate.

Question 4 . IDENTIFY THE ACQUIRER WHEN A NEW ENTITY IS FORMED TO EFFECT A BUSINESS
COMBINATION

The Exposure Draft proposes that when a new entity is formed to issue equity instruments to effect a
business 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-
BC46 of the Basisfor Conclusions).

I sthisappropriate ? If not, why not ?

Y es, we agree.

Question 5 : PROVISIONSFOR TERMINATING OR REDUCING THE ACTIVITIESOF THE ACQUIREE

Under |AS 22, an acquirer must recognise as part of allocating the cost of a business combination a
provision for terminating or reducing the activities of the acquiree (a ‘restructuring provision’) that
was not a liability of the acquiree at the acquisition date, provided the acquirer has satisfied specified
criteria. The Exposure Draft proposes that an acquirer should recognise a restructuring provision as
part of allocating the cost of a business combination only when the acquiree has, at the acquisition
date, an existing liability for restructuring recognised in accordance with IAS 37 Provisions,
Contingent Liabilities and Contingent Assets (see proposed paragraph 40 and paragraphs BC55-BC66
of the Basisfor Conclusions).

I's this 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 ?

No, we do not agree. The Board's atempt to exclude from the dlocation of the cost of a business
combination any dement that is not an asset or a liability of the acquiree a the date of acquistion is nat,
in our view, the most relevant approach.

In our view, management should be accountable to the shareholders for large and strategic invesments
such as the purchase of exiging busnesses. We therefore think that accounting for the business
combination should reflect the goodwill arising from the transaction as planned by management.

ED3 - BUSINESS COMBINATIONS : Questions 8
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In that respect, we agree with paragraph BC 98 of the basis of conclusons where goodwill is defined as
an as=t and is intended, if every asset and liability is measured appropriately, to reflect the synergies
aisng from the busness combination, that is from both entities brought together, not from the acquiree
or the acquirer.

Furthermore, a busness combination is a unique operation, and in our opinion, there is no better
measurement of the far vaue of the acquistion than the tota condderation (cash and other asses,
including codts to incur to bring both entities into one) planned by management to create the synergies
that goodwill isintended to reflect.

Terminating or reducing the activiies of the acquiree resultss most of the time from the busness
combination itself, and represents the cost to pay to provide for the synergies as planned by management.

To excdude the cogt of terminating or reducing activities from the dlocation of the cost of acquistion
leads to inadequate measurements as described below:

- the costs of restructuring would be shown as pat of the operating performance of the
combined entity which they are nat,

- goodwill would be underestimated. In some cases, goodwill could be lead to be negative. A
profit would have to be reported, while costs would be differed until restructuring costs
become a liability in accordance with IAS 37.

This, in our view, lead to digtortions of both the income statement and the balance sheet.

However we agree with the Board that no ligbility should be reported that is not compliant withIAS 37.
Therefore, provided that the commercid and indudtria drategies have been publicly outlined no later than
a the date of acquigtion, in order to raise expectations as to the future restructuring plan, we recommend
that the cogt of terminating or reducing the activities of the acquiree be included in the dlocation of the
cogt of the acquisition. Those costs would be reported as ligbility as soon as the conditions set in IAS 37
ae me; seting up a redructuring plan within twelve months of the acquistion date is feasble under
European laws. We want to draw the Board's atention to the underlying redlity in Europe where laying
off employees cannot be decided and carried out as easily and rapidly asit isin the United States.

In order to avoid abuse, we recommend that the Board set up criteria to which the restructuring plan
should be assessed, in order to make sure tha the plan actudly results from the combination of the two
entities.

By extensgon of the above, and dthough the question is not raised as such, we recommend that assets
acquired in the combination be accounted for at fair value, fair vaue being:
- the vaue in use, on the bass of the discounted cash flows planned by management past the
combination, in those cases when the asset is to be maintained in operations,
- the net sdling price (or fair vaue less cods to sdl) of the asst, in those cases when the assat is
to be disposed of.

To make management accountable for the business combination, the whole transaction should hence be
reported reflecting management’s intent. With the accompanying explanatory disclosures, we fed that
information would be more useful to users than it would be according to the present draft.

ED3 - BUSINESS COMBINATIONS : Questions 9
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Question 6 : CONTINGENT LIABILITIES

The Exposure Draft proposes that an acquirer should recognise separately the acquiree's contingent
liabilities at the acquisition date as part of allocating the cost of a business combination, provided their
fair values can be measured reliably (see proposed paragraphs 36 and 45 and paragraphs BC80-BC85
of the Basisfor Conclusions).

Isthisappropriate ? If not, why not ?

No, we do not agree.

Identifisble and measurable contingent  liabilities may have influenced the tota congderation that
management agreed to in the acquistion.

However we believe that no liability should be recognised that does not meet IAS 37 definition and
recognition criteria. Therefore contingent ligbilities arisng from an acquistion and of which far vadue
can be measured rdiably should not be dlocated as part of the cost of acquisition, unless they meet 1AS
37 criteria before the end of the alocation period.

However we would like to dress that, in our view, circumstances are very rare when contingent liabilities
are measured rdliably at the time of acquisition without being subject to aliability guarantee.

Question 7 . MEASURING THE IDENTIFIABLE ASSETS ACQUIRED AND LIABILITIES AND CONTINGENT
LIABILITIESASSUMED

I AS 22 includes a benchmark and an allowed alternative treatment for the initial measurement of the
identifiable net assets acquired in a business combination, and therefore for the initial measurement of
any minority interests. The Exposure Draft proposes requiring the acquiree's identifiable assets,
liabilities and contingent liabilities recognised as part of allocating the cost to be measured initially by
theacquirer at their fair values at the acquisition date. Therefore, any minority interest in the acquiree
will be stated at the minority’s proportion of the net fair values of those items. This proposal is
consistent with the allowed alternative treatment in |AS 22 (see proposed paragraphs 35 and 39 and
paragraphs BC88-BC95 of the Basis for Conclusions).

I's this 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
isaminority interest in the acquiree, and why ?

We agree that the dimination of the option and the treatment retained are appropriate. We however wish
that convergence with US Gagps be reached on that specific matter since it might affect comparability of
performance among entities greetly.

ED3 - BUSINESS COMBINATIONS : Questions 10
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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. I nstead, it should be accounted for after initial recognition at
cost less any accumulated impairment losses (see proposed paragraphs 50-54 and paragraphs BC96-
BC108 of the Basisfor 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 ?

We agree with the proposals by the Board. We bdlieve that impairment should drive entities to report
more meaningful accounts that amortisation does. However to make that change for the better, entities
need to be subject to strong, robust and easy to implement impairment tests.

Question 9: EXCESS OVER THE COST OF A BUSINESS COMBINATION OF THE ACQUIRER’SINTEREST IN
THE NET FAIR VALUE OF THE ACQUIREE'S IDENTIFIABLE ASSETS, LIABILITIES AND CONTINGENTS
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 allocating the cost of the

combination exceeds that cost. The Exposure Draft proposes that when such an excess exists, the
acquirer should :

a) reassesstheidentification and measurement of the acquiree’ s identifiable assets, liabilities and
contingent liabilities and the measurement of the cost of the combination; and

b) recogniseimmediately in profit or loss any excess remaining after that reassessment.
(See proposed paragraphs 55 and 56 and paragraphs BC109-BC120 of the Basis for Conclusions.)
I sthistreatment appropriate ? If not, how should any such excess be accounted for, and why ?
We disagree with the Board' s proposal.
We bdlieve that the same reasoning should apply, whether goodwill arises positive or negative.
In those circumstances when negative goodwill arises, and that future losses are known and planned,

goodwill should be conddered as “future outflows arisng from past transactions’ and hence be
recognised as aliahility.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 11
IAS 38 — Intangible Assets
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Our recommendetion is as follows:

- negatlive goodwill aisng from accounting policies not requiring accounting for assets and
lichilities a far vaue, or from a true bargan should be recognised in profit and loss
immediady;

- negaive goodwill arisng from future losses, planned restructuring and contingent liabilities
should match those lossesiin profit and loss in the period when they are incurred.

The entity should regularly test that negative goodwill need to be maintained.

Queﬂion 10 : COMPLETING THE INTIAL ACCOUNTING FOR A BUSINESS COMBINATION AND SUBSEQUENT
ADJUSTMENTSTO THAT ACCOUNTING

The Exposure Draft proposes that :

a) if theinitial accounting for a business combination can be determined only provisionally by the
end of thereporting period in which the combination occurs because either the fair valuesto be
assigned totheacquiree sidentifiable assets, liabilitiesor contingent liabilities or the cost of the
combination can be determined only provisionally, the acquirer should account for the
combination using those provisional values. Any adjustment to those values as a result of
completing the initial accounting is to be recognised within twelve months of the acquisition

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 completing the accounting for a
business combination ? If not, what period would be sufficient, and why ?

Twelve months from the acquigtion is sufficient time for completing the accounting for a busness
combingtion.

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

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

We agree with the present draft requirements.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 12
IAS 38 — Intangible Assets
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AMENDMENTSTOIAS 36

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 ?

We bdieve it is reasonable to cary out an annud imparment tes of intangible assets with indefinite
useful lives and acquired goodwill. However we recommend that the Board adjust dightly ther
proposals:

- to st up the same frequency for both intangible assets with indefinite useful lives and acquired

goodwill: the impairment tests should be carried out Smultaneoudy;

- to leave to the entity the choice of when those tests should be carried out during the year; it
indeed seems right to have the imparment testing procedures match the budget setting
procedures, which may vary in timing from one company to the next.

Evidently an impairment test should be carried out every time there is an indication that an asset might be
impaired, whenever the indication arises.

Question 2 : INTANGIBLE ASSETSWITH 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 reversals of impairment losses) for such
assets accounted for, in accordance with the requirementsin | AS 36 for assets other than goodwill (see
paragraphs C10-C11 of the Basis for Conclusions).

I's this appropriate? If not, how should the recoverable amount be measured, and impairment |osses
(and reversals of impairment losses) be accounted for?

We agree with the Board' s proposals.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 13
IAS 38 — Intangible Assets
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Question 3 : M EASURING VALUE IN USE

The Exposure Draft proposes additional guidance on measuring the value in use of an asset. Is this
additional guidance appropriate ?
In particular :

(a) should an asset’s value in use reflect the elements listed in proposed paragraph 25A ? 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 adjustments to the future cash
flows or adjustmentsto the discount rate (see proposed paragraph 26A and paragraphs C66 and
C67 of the Basisfor Conclusions) ? If not, which approach should be required ?

The exposure draft is congstent with present IAS 36 in requiring that:

- vauein use be based on the most recent forecasts approved by management, and

- any invesment increesing peformance or capacity of the assets under review or restructuring

cost be excluded of the forecasts.

In practice these two requirements are conflicting with each other. Management forecasts dways and
naturdly reflect the invesments, restructuring, optimisation decisons that management intends to
make in order to improve the entity’s performance. Therefore the requirements of both present 1AS 36
and the exposure draft should be reviewed in order to maich the business logic. It is not senshle
indeed to expect entities to build up theoretica cash flows forecasts designed for the sole purpose of
supporting impairment testing. Entities would incur undue costs and effort and no rdiability could be
expected in forecasts that management would never ether assess or gpprove. Moreover andyss of
actual vs forecasted performance would be denied.
We therefore suggest that the requirement to base value in use on the most recent forecasts gpproved
by management be retained, just asthey are.
The vdue in use obtaned for the CGU would 4ill be comparable to its carrying vaue since dl
outflows resulting from the invetment or restructuring to be conducted would be included in the
projection.

Asde that firs comment, we believe that paragraph 25A describes appropriately how an asset’s vaue
in use should be determined. We believe that an entity should be permitted to reflect those eements
ether as adjustments to the future cash flows or as adjustments to the discount rate.

Some entities are favourable to having the choice to carry those projections after tax; such a choice is
open under US Gagps. Those entities have set up monitoring procedures, measuring performance as
financid investors do, thet is after tax.

(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 ?

Congdering managemet’'s past ability to forecest cash flows accurately in determining what
assumptions should be retained as a basis for cash flow projections seems at first Sight gppedling.
However it isnat, in our view, appropriate and consstent with the slandard’ s requirements.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 14
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One main feature of impairment testing is to base cash flow projections on most recent forecasts
edtablished by management. There is not one entity in which forecasts are carried out by management,
that management would adjust to reflect past discrepancies between forecast and realised figures.

Moreover, management may have in the past gone through periods when forecast compared to red
figures never show any specific pattern. Mogt of the time there are quite sound reasons identified to
jusify the discrepancies (September 11" in the Aeronautics, a new competitor or an old one that has
gone out of the market....), dl judifications that management is able to identify when comparing
actud and forecast performances. When would such a judtification be retained as being sound, when
should it be rgected and last forecasts be adjusted?

The gandard aso requires that an impairment test be carried out immediatedly whenever there is an
indication that an asset or cash generating unit might be impared. One grong internd indicator for
such an impairment test to be carried out is that forecast performance is not met.

For dl the reasons above, we believe the information most relevant and useful to users would be:
- toretain management’ s last forecasts as bads for imparment testing,
- to require that an andyss by management be disclosed, as to how and why last projections
were under- or over- met.

Question 4 ALLOCATING GOODWILL TO CASH-GENERATING UNITS

The Exposure Draft proposes that for the purpose of impairment 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 ?

In our view, one important feeture in the dlocation of goodwill is condgtency over time. The lower
goodwill is dlocated, the less conagent will the dlocation be over time, dnce dlocating goodwill
then becomes extremely sengtive to any change in the reporting structure.

Moreover we bdieve that the most useful information is provided to users when aggregating cash
gengrating units thet conditute businesses with smilar characteridtics, notwithstanding the fact that
they may be monitored, as far as interna reporting review is concerned, independently. We indeed
believe tha smilar economic characterigics ensure a Smilar economic behaviour, excluding hence
any opportunity for gainsin vaue of acash generating unit to offset losses of another.

Therefore we recommend an gpproach smilar to present US Gagps, that is an dlocation of goodwill
a aleve no lower than the first level below segment.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 15
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(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 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 ?

We agree with the proposa. Whenever goodwill has been dlocated a a levd higher than the cash
generating unit being disposed of, we recommend that goodwill associated with the disposal operation
be measured on the basis of the reaive discounted cash flows of al cash generating units to which
goodwill was dlocated globdly.

(o) If an entity reorganises its reporting 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 ?

We agree that goodwill be re-alocated and we agree with the proposed approach. We however
believe that the less it happens, the more rdevant and useful the information provided, and favour the
greatest consigtency over time, as explained in our answer to question &) above.

Question 5 : DETERMINING WHETHER GOODWILL ISIMPAIRED
The Exposure Draft proposes :

(a) that the recoverable amount of a cash-generating unit to which goodwill has been allocated
should be measured as the higher of the unit’s value in use and net selling price (see proposed
paragraphs 5 (definition of recoverable amount) and 85 and paragraph C17 of the Basis for
Conclusions).

I sthis appropriate? If not, how should the recoverable amount of the unit be measured ?

We agree with the basis for conclusons.

(b) the use of a screening mechanism for identifying potential goodwill impairments, whereby
goodwill allocated to a cash-generating unit would be identified as potentially impaired only
when the carrying amount of the unit exceeds its recoverable amount (see proposed paragraph
85 and paragraphs C42-C51 of the Basis for Conclusions).

I's this an appropriate method for identifying potential goodwill impairments ? If not, what
other method should be used ?

We believe that the impairment test as defined in present IAS 36 should be maintained.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 16
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(c) that if an entity identifies goodwill allocated to a cash-generating unit as potentially impaired,
the amount of any impairment loss for that goodwill should be measured as the excess of the
goodwill’s carrying amount over its implied value measured in accordance with proposed
paragraph 86 (see proposed paragraphs 85 and 86 and paragraphs C28-C40 of the Basis for
Conclusions).

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

We believe the proposed impairment test should be reected as flawed. In applying the proposed
imparment test, goodwill may have to be impared because of a gan in vdue of one asst
belonging to the cash generating unit to which it has been dlocated, dthough that gan in vaue
would never be recognized, if the asset was dill to be carried a higtorica cost. There is no attempt
to vaue goodwill appropriately, on the grounds that have lead to recognise it as an asset.
Furthermore, determining the implied vaue of goodwill as defined would be both costly and
burdensome.

In our view, the present impairment tet required in IAS 36 is rigorous enough to ensure that no
cash generating unit is presented in the baance sheet in excess of its recoverable value. There is
no need to introduce more complexity that would deny the economic interdependency of al assets
induded in cash generating units or conflict with the mix-model measurement on which IFRS are
currently built.  Furthermore the suggestion that there should be greater efforts made to segregate
internaly generated and acquired goodwill seems thoroughly impractical.

We aso beieve that requiring an impairment test to be carried out systematicaly a least once a
year adequatdly drengthens the accounting for goodwill when switching from amortization to
impairment testing.

Question 6 : REVERSALSOF 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).

I's this appropriate ? If not, what are the circumstances in which reversals of impairment losses for
goodwill should be recognised ?

We agree with the Board's proposal. However we bdieve that the exception included in present 1AS 36
should be maintained. Imparment losses for goodwill should be recognised, if and only if the exact
events that triggered the impairment do reverse.

Question { . ESTIMATES USED TO MEASURE RECOVERABLE AMOUNTS OF CASH GENERATING UNITS
CONTAINING GOODWILL OR INTANGIBLE ASSETSWITH INDEFINITE USH-UL 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 Conclusions).

ED — Amendmentsto IAS 36 & IAS 38 : Questions 17
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(a) Should an entity be required to disclose each of the itemsin proposed paragraph 134 ? If 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 ?

We do not beieve that the list of information to be disclosed as displayed in § 134 and § 137 would serve
the usx of financd datements right. However we agree that dl information necessary for a good
understanding of the analys's and assumptions made in the business is required.

Therefore management should include a narrative including those quantitetive data as deemed necessary
in the drcumstances and explaining the assumptions underlying the cash flow forecasts on which vaue in
use are based.

Users should hence be entitted to understand the conclusions that were reached on the bass of
management anayss ingead of being invited to review every single parameter included in the forecads.
Moreover some of the parameters lised by the Board (% market shares, %gross margins...) are
confidential data that should not be made public.

ED — Amendmentsto IAS 36 & IAS 38 : Questions 18
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AMENDMENTSTOIAS 38

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 contractual or other legal rights
(see proposed paragraphs 10 and 11 and paragraphs B6-B10 of the Basisfor Conclusions).

Arethe separability and contractual/other legal rights criteria appropriate for determining whether an
asset meetstheidentifiability criterion in the definition of an intangible asset ? If not, what criteria are
appropriate, and why ?

Y es, we agree.

Quastion 2: CRITERIA FOR RECOGNISING INTANGIBLE ASSETS ACQUIRED IN A BUSINESS COMBINATION
SEPARATELY FROM GOODWILL

This Exposure Draft proposes clarifying that for an intangible asset acquired in a business
combination, the probability recognition criterion will always be satisfied and, with the exception of an
assembled workforce, sufficient information should always exist to measure its fair value reliably (see
proposed paragraphs 29-32 and paragraphs B11-B15 of the Basis for Conclusions). Therefore, as
proposed in ED 3, an Exposure Draft of a proposed International Financial Reporting Standard
Business Combinations, an acquirer should recognise, at the acquisition date and separately from
goodwill, all 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 workforce, 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.

Measurability of intangible assats has dways been a difficult issue. Therefore we do not agree with the
Board on this issue, since we do not believe it is reasonable to assume that dl identifiable intangible
asets will —with the exception of a work-force- be measurable in dl Stuations arising in business
combinations.
Also we recommend that intangible assets acquired in the combination be accounted for a fair vaue, far
vaue being:

- the vdue in use, on the basis of the discounted cash flows planned by management past the

combination, in those cases when the asset is to be maintained in operations,

ED3 - BUSINESS COMBINATIONS : Questions 19

Question 10 : COMPLETING THE INTIAL ACCOUNTING FOR A BUSINESS COMBINATION AND SUBSEQUENT ADJUSTMENTS TO THAT
ACCOUNTING
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- the net sdling price (or fair vaue less cods to sdl) of the asst, in those Gses when the asset is
to be disposed of. Would the sdle of the acquired assets fail during the alocation time of the
cost of acquigtion, the fair value of the assets acquired would have to be deemed equd to zero.

Question 3 : INDEFINITE USEFUL LIFE

The Exposure Draft proposes to remove from IAS 38 the rebuttable presumption that an intangible asset’s
useful life cannot exceed twenty years, and to require its useful life to be regarded as indefinite when,
based on an andyss of dl of the rdlevant factors, there is 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 Basisfor Conclusions).

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

Yeswe believeit is appropriate.

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 contractual or other legal rights
that are conveyed for a limited term that can be renewed, the useful life shall include the renewal
period(s) only if thereis evidence to support renewal by the entity without significant cost (see proposed
paragraphs 91 and 92 and paragraphs B33-B35 of the Basisfor Conclusions).

Is this 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) ?

Yeswe believeit is gppropriate.

Question 5: NON-AMORTISATION OF INTANGIBLE ASSETSWITH INDEFINITE USEFUL LIVES

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

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

Yeswe believeit is gppropriate.

ED3 - BUSINESS COMBINATIONS : Questions 20

Question 10 : COMPLETING THE INTIAL ACCOUNTING FOR A BUSINESS COMBINATION AND SUBSEQUENT ADJUSTMENTS TO THAT
ACCOUNTING



