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1 The Croft
Euxton
Chorley
Lancashire
PR7 6LH
Ms Annette Kimmitt
Senior Project Manager
Internationa Accounting Standards Board
30 Cannon Street

London EC4M 6XH

Friday, March 28, 2003

Dear Ms Kimmitt
Re: ED 3 Business Combinations and Revised | AS 38

May | comment on three aspects of the current exposure draft on Business Combinations,
two of which affect the exposure draft on the revised IAS 38, and which can be
categorized with regard to the “Invitation to Comment” under the following headings:

1 ED 3 Business Combinations
Question 9 — Excess over the cost of a busness combination of the acquirer's
interest in the net far vadue of the acquiregs identifisble asss,
lidhilities and contingent liabilities

We recommend strengthening of the standard in regard to the
recognition of this excess over the cost of a business combination,
otherwise referred to as Negative Goodwill.

2. Exposure Draft of Revised IAS 38
Question2- Criteria for recognizing intangible assets acquired in a business
combination separately from goodwill:
ED 3 Business Combinations
(Quedtion 7 — Measuring  the identifidble assets acquired and  liabilities and
contingent liabilities assumed)

Definition of Intangible Asss:
Although IAS 38 deds adequatdly with the issue of “Control” (see
paragraphs 12 - 15), we condder that an explicit reference to the

concept of “Control” in ED 3 Busness Combinations, paragraphs
36 and 43, would avoid confusion and mis-understanding.
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3. Exposure Draft of Revised IAS 38
Question 1 — Identifidbility:
ED3 Business Combinations
(Quedtion 7 - aso, as above)

InProcess Research & Development Projects (Technology under
development):

Although the proposed treatment of in-process research and
development under 1AS 38 is only addressed under “Internally
Generated Intangible Assets’ , we recommend that the accounting
treatment of research and development projects in acquired
business combinations should also be consistent with this
treatment as proposed in paragraphs 43 — 51.

ED 3 Business Combinations itself need to be amended to avoid
confusion by specifically stating that research and development
projects, if classified as still “in-process’ and with no alternative
future use, should be identified, valued and charged to expense in
accordance with previously accepted normal accounting principles

Note The subject under 3. above could of course be consdered to be a sub-set of 2.,
though we have deliberately addressed it as a separate sub-category. The reason is that
the action | recommend to be taken by the IASB in regard to the treatment of in-process
ressarch & development projects is diametricaly opposite to that being made for the
definition of intangible assets (though, interestingly enough, consigent with this
definition).

. Negative Goodwill (ED3: Question 9in “Invitation to Comment”)

In my view, the Exposure Draft does not adequatdly address the reasons why it is
undesrable to dlow negative goodwill to be reported in financid satements except
under the most regtrictive circumstances.

Owing to the wesk UK dandard on the matter, lax and inadequate practices and
methodologies in the vauation of red edtae have been dlowed to continue unchecked
over many years. It is only the recent radica change in the taxation of intangible assts
in the UK that has, for the firs time, introduced any red sanction againgt such practices
(i.e. by treating the amortization of negative goodwill as taxable income).

In my view the Internationd Accounting Standards should be specific about the
trestment of negative goodwill, as currently not al countries have adopted similar
trestments of negative goodwill for taxation purposes (i.e tregting the amortization of it
as taxable income).
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While | agree in principle with the proposed standard, as per paragraphs 55 and 56 of
ED3, neverthdess we fed that it should be srengthened to address the known
wesknesses of exiging dandards. | recommend, therefore, that the IASB’s own
sandard in regard to Negative Goodwill should aso reflect smilar requirements to those
st out in the USs FASB requirements under SFAS 141 reating to “bargain
purchases’ (refer to paragraphs 44 to 46). While the concept of a bargain purchase is
recognized in paragraph 56 (¢) d the proposed IASB standard, this appears to be redly

only by way of a passng reference.

In the Basis for Conclusons, paragraph BC114, however, the IASB consdered the
above recommendation, which reflects the view that recognizing an excess by reducing
the vaues attributed to the acquiree's identifiadble net assets is appropriate.  But the
IASB regected this view, noting that the reduction in vaues dlocated to esch of the
acquirees identifidble net assets would inevitably be abitrary and therefore not
representationaly faithful.

While | agree with the IASB’'s observation above, however, | beieve that its
condderation of the problem was itsdf based upon a misconception. This
misconception is rooted in the implicit assumption that the acquirer’s resssessment of
the net fair vaues attributed to some of the acquiree's identifiable net assets would itsdlf
be subject to appropriate vauation methodologies for the fixed assets. Inappropriate
vauation practices have been dlowed to develop in the UK as a result of accounting
gandards which have not previoudy adequatdy addressed the problem of negative

goodwill,

Included & the end of this section isamore forma statement of my recommendation.

Background

To provide more support for why it is necessary to amend the suggested standard, we
fed that it may be hdpful to firg provide a description of some of the red edae
vauation problems that have been encountered in the UK over the past few years.
These problems are, | beieve, directly attributable to the current very week postion
adopted in the UK accounting standard on negative goodwill.

A paticular problem |, as an internationd vauation consultant, has encountered is the
effective overvauation of fixed assets where a depreciated replacement cost approach is
adopted. Under the Royd Ingditution of Chartered Surveyor's (RICS's) guiddines,
evauations undertaken on this bass are included assuming earnings are adequate to
support the reported vaues, i.e. no economic obsolescence is quantified or gpplied to the
vaues reported. The depreciated replacement cost approach is generaly used for
specidized assets, notably nongenerd purpose red edtate, and the resulting vauations,
without adequate care and understanding, can be out of step with economic redlity.

The above comment is not to say such an goproach does not have its place in the

vauation of specidized assets. For example, in the USA, the “cost gpproach” as it is
known is probably more commonly used than in the UK, though the sophidtication of
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the appraisd techniques is often greater, including a more quantitative methodology in
pendizing the assets for any economic obsolescence.

The blanket acceptance of cost approaches to the vauation of certain assets which
assume adequate earnings, will continue to contribute to their overvauation and hence
result in the cregtion of what may be claimed to be negative goodwill.

A second issue concerning the potential overvauation of assets, specificdly red edate,
is where properties are vaued as “buildings with trading potentid”. The RICS correctly
recognizes that certain properties such as hotels, nursng homes, etc. may need to be
vaued effectively as a busness, as this cannot redidicaly be separated from the red
estate’ s “bricks and mortar”. There are two principa issues here:

1 This approach should be gpplied only to certain types of assets (as secified in
the RICS Appraisa and Vduation Manud)

2. In undertaking such an approach the vauers need to be fully conversant with
business gppraisd to avoid such problems as incluson of brand names and other
intangible assets within the values ascribed to the property.

Within 1., we have recently seen pat of the Safeway red estate portfolio valued on an
earnings bass as opposed to the more usual open market approach using comparétive
rental or sdes evidence of Smilar red edate assats. It is clear these assets were valued
as individual businesses, not as pure red edtate properties, dthough the more accepted
open market bass assuming a vacant property would most likdy have yidded materidly
different results.

Within point 2., above, there are numerous issues of methodology and competence of
the firms to undertake “business vauations’ and to recognize what particular assets they
arevauing.

Magor areas of concern are the multipliers gpplied to earnings streams such as EBITDA
which are very sendgtive to rdativdy minor variations and for which, gppropriate
expertise is required in the derivation of these rates. Notably any misguided use of red
edtate yidds applied to such income streams would have catastrophic consequences.
Additiondly, what actudly is being vadued is very petinent. We fed drongly that
additiona earnings attributable to factors such as brand names and other associated
intangible assets (as opposed to the generic red edtate) are probably being included in
the concluded red edtae vaues & an individua property leve. Where a dominant
factor is the brand (e.g. for a hotel chain), t is incongruous to have a Stuation whereby
the sum of the parts can materidly exceed the vadue of the whole. Should the brand
name and other associated intangible assets have been separatdy identified and vaued,
any dement of double-counting would clearly exacerbate the problem.

The vduation of assats on a trading potentid bass is therefore an issue of understanding
and governance by the professional bodies concerned, as well as appropriate expertise in
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the area of business vauation by those undertaking such engagements. Overriding the
aboveiswhat is being vaued and how thisis being represented.

The View of the UK’s ASB in the Preface to its Consultation Paper on ED3

In paragraph 25 of its Preface to its Consultation Paper on ED3, the ASB dates that the
IASB’'s proposd to recognize negative goodwill as a profit in the performance
datements may lead to problems with companies legidaion based on EU Directives.
We undersand from this statement that the ASB may condder it better to retain its
treetment of negative goodwill under its exising dandards on the matter, i.e as
embodied within FRS 10.

It is my opinion that, on the contrary, any negeive goodwill arisng as a result of a
busness combination can only be conddered as “redized” and, as such, therefore
whally in accordance with the EU Directives which permit only “redized’ profits to be
credited to the profit and loss account.

Recommendation for amendment of the proposed ED 3 standard per Question 9:

| recommend that ED 3 Business Combinations paragraphs 55 and 56 include the
following insertions, indicated in red and itdics

55. If the acquirer’s interest in the net far vaue of the identifiable assets, lighilities
and contingent liabilities recognized under paragraph 35 exceeds the cost of the
bus ness combination, the acquirer shall:

@ reessess the identification and measurement of the acquireg's identifigble
asts liadilities and contingent ligbilities and the measurement of the
cost of the combination, and

(b) recognize immediately in profit or loss any excess remaning dafter that
reassessment.

Under (a) above, specific attention should be directed to the question of
whether adequate consideration had previously been given to the assessment of
functional and economic obsol escence in the determination of the fair values
attributed to the identified assets (and liabilities).

56. A gan recognised under paragraph 55 could comprise one or more of the
following components:

(@) erors in measuring the fair vdue of ether the cost of he combination or the
acquiregs identifisble assats, liabilities, or contingent  ligbilities.  Possble
future costs arisng in repect of the acquiree that have not been reflected
correctly in the far vadue of the acquirees identifiable assets, liabilities or
contingent ligbilities are potentid causes of such errors.
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(b) a requirement in an accounting standard to messure identifiable net assets
acquired at an amount that is not far vaue, but is treated as though it is far
vaue for the purpose of alocating the cost of the combination. For example,
the guidance on determining the far vadue of the acquiregs identifigble
asxts and liabilities, in Appendix B requires the amount assigned to tax
assets and liabilities to be undiscounted.

(c) abargan purchase.

Note that a bargain purchase should be regarded, in general, as an
extraordinary event — and therefore its recognition needs to satisfy the same
tests and criteria as are applied to the recognition of other extraordinary items
in the financial statements of an accounting entity.

Comment on above in context of Convergence with US GAAP

The US viewpoint is likdy to be tha ther sandard dedling with bargain purchases,
namely paragraphs 44 to 46 of SFAS 141, is more effective in ensuring that any over-
valudtion of desgnated assats, both tangible and intangible, is curtailed — even though
this may result in aless theoretically eegant proposa.

The US recommendation is that any excess of the amounts assgned to assets acquired
and ligbilities assumed is dlocated as a pro rata reduction of the amounts that would
have been assgned to dl of the acquired assats, with some specified exclusons. (The
vaue of the assats under condderation dso includes any research and development
assets acquired and dharged to expense, which aspect we address in a later section.) The
US dandard does, however, provide for a bargain purchase to be recognized, by
providing for any excess remaning after reducing to zero the amounts that otherwise
would have been assigned to those assets, to be booked as an extraordinary gain.

In my view, the US's FASB may well accept the IASB standard as modified above, as
the basis for arevison to their own standard SFAS 141.
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. Definition of Intangible Assets (Question 2 in IAS 38 in “Invitation to
Comment” [and Subset of Question 7 re. ED 3])

| do not disagree with the definition of intangible assets as set out in ED 3 Budness
Combinations paragraph 36 (¢) and the need to satisfy the identifigbility criterion st out
in paragreph 43. The definition of “an asset” as st out in the Exposure Draft of the
Revised IAS 38 has retained the reference to the concept of “Control”. Nevertheless the
revised standard for the criteria necessary for the recognition of an intangible asset is in
danger of weekening this concept of “Control” as one of the key criteria which needs to
be stisfied in order to define and value an “identifiable’ intangible ass=t.

For example, as st out in paragraph 43 of ED3, referring to paragraph 36, the definition
of an intangible asset has now been aigned with the definition set out in the US standard
as contained in Paragraph 39 of SFAS 141.

| would recommend, therefore, that paragraph 43 of ED3 Busness Combinations should
include explicit reference to “Control” — i.e. in addition to the reference to IAS 38
Intangible Assets (revised 200X) which does indeed retain this reference to the need for
control. (See Exposure Draft of Revised IAS 38 paragraphs 12 through 15)

In the context of this comment, however, it may be worth observing that in the “Basis
for Conclusons on Exposure Draft 3, December 2002°, paragraphs BC90-through-
BC95, the IASB congders the issue of “control” but in a different context, namely the
use of ‘control’ to define the boundaries of a group. Note, however, that the meaning
ascribed to “control” in IAS 38, paragraphs 12 — 15, is condgtent with the meaning set
out above.

Included at the end of this section isamore forma statement of my recommendation.

Background

The IAS 38 (together with the associated UK standard FRS 10) has previoudy provided
a superior standard for the recognition of intangible assets to that recently introduced by
the US's Financid Accounting Standards Board under SFAS 141. This has been
particularly rdevant in the context of the argument previoudy advanced as to why one
should not recognize an Assembled and Trained Workforce as an intangible asset gpart
from Goodwill, but was dso relevant in regard to Customer Relaionships.

As st out in Appendix B b the SFAS 141, paragraph B169, the logic for the treatment
in the US standard was because FASB bdieved that the methodologies used to measure
the vaue of an assembled workforce and the related intellectud property was likely to
be replacement cost. FASB beieves tha replacement cost is not a representationdly
fathful meesurement of the far vadue of the intdlectud capitd acquired in a busness
combination, and concluded that the techniques to measure the vaue of an assembled
workforce and the related intdlectud cepitd with sufficient reigbility are not currently
avalable. Consequently FASB decided to make an exception to the recognition criteria
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and require the vadue of an assembled workforce to be included in the amount recorded
as goodwill.

Nether a portfolio of clients nor a team of skilled staff would be recognised under IAS
38 nor under the UK’s Financid Reporting Standard FRS 10, according to the following
agument. “There may be an expectation that the clients within the portfolio will
continue to seek professona services from the entity, or that the team of daff will
continue to make thelr expert ills avalable to the entity. However, in the absence of
cusody or legd rights to retain the clients or daff, the entity has insufficent control
over the expected future benefits to recognise them as assets.”

In US GAAP, under SFAS 141, | understand that a customer base defined as a group of
customers that are not known or identifiable to the entity (such as customers of a fast-
food franchise), would not meet the criteria for recognition gpart from goodwill. On the
other hand, per 8B159: while a non-contractuad customer relationship is only recognised
goat from gooowill if it meets the separability criterion, it would meat the separability
criterion if it can be sold in combinaion with a related contract, asset or ligbility. Per
8B160: there is no requirement that the relationship itsdf be traded in observable
exchange transactions, and per 8B161: there is no requirement that management intends
to sdl the asst, only the capability of being sold.

By way of contrat, the team of skilled staff or assembled work force (“AWF’) is not
recognised under US accounting sandards, but based upon a different argument.
Apparently the Financid Accounting Standards Board (“FASB”) have chosen to
consdder AWF as an element of goodwill because they fed the replacement cost method
typically employed overlooks the embedded know-how in the AWF. FASB concluded
that techniques to measure the value of an assembled workforce and the related
intellectud capitd with sufficient rdigbility are not currently avalable.  Consequently,
per 8B169, it decided to make an exception to the recognition criteria and require that
the far vaue of an assembled workforce acquired be included in the amount initialy
recorded as goodwill, regardiess of whether it meets the recognition criteria In effect,
this treatment agppears to hang on the argument that the current replacement cost
techniques used to vadue an assembled workforce may dgnificantly under-vaue this
intangible ast.

Not reporting the value of an asset because it is consdered to be under-vaued represents
anew and somewhat risky development for the accountancy profession in generd.

Note that in the Bads for Concluson on ED3, in paragraphs BC93 and BC94, the IASB
does address an issue of “control” in the context of defining the boundaries of a group,
but this reference is in an entirdy different sense to that addressed in connection with
this recommendation. Note, however, that the meaning ascribed to “control” in I1AS 38,
paragraphs 12 — 15, is consistent with the meaning assumed above.
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The View of the UK’s ASB in the Preface to its Consultation Paper on ED3

The ASB observes in paragraph 28 of its Preface to its Consultation Peper on ED3 that
the IASB proposes both to change the definition of an intangible asset (the separability
criterion) and to make presumptions in favour of acquired intangibles meeting the
‘probability of inflow of benefits test of the recognition criteria. It goes on to say that
the proposads would result in the recognition of many more intangible assets with the
only asset proposed to be prohibited from recognition being the assembled workforce.
The ASB expresses its concern that widening of the scope of recognition of intangible
assets may not improve the usefulness of information for users because of problems in
reliability measuring the fair value of such assts.

In my view, explicit retention of the requirement for control of the intangible asset by
the entity involved will serve to subgtantidly meet the concerns expressed by the ASB
and to limit, sengbly, the number of intangible assets that ae to be sepaady
recognised under the revised standard.

Recommendation for amendment of the proposed ED3 standard per Question 7:

| recommend re-writing ED 3 Business Combinations paragraphs 36 and 43 to include
the following insertions, indicated in red and itdics:

36 The acquirer shdl recognize separady the acquiree’s identifiable assats,
ligbilities and contingent lidbilities a the acquistion date only if they satidfy the
following criteria a that date:

(& in the case of an assat other than an intangible asst, it is probable that any
asociated future economic benefits will flow to the acquirer, and its far
vaue can be measured reliably;

(b) in the case of a liability other than a contingent ligbility, it is probable that
an outflow of resources embodying economic benefits will be required to
ettle the obligation, and itsfair vaue can be measured rdiably;

(o it is an intangible aset as defined in IAS 38 Intangible Assets (revised
200X), meets the associated requirements for control of the asset by the
entity, and it is not an assembled workforce; and

(d) inthecaseof acontingent ligbility, itsfar vaue can be measured reliably.

43 Under paragraph 36, the acquirer recognizes separately an intangible asset of the
acquiree a the acquidtion date only if it meets the definition of an intangible
asst in IAS 38 (revised 200X), meets the associated requirements for control
of the asset by the entity, and is not an assembled workforce. A non-monetary
asts without physica substance must be identifidble to meet the definition of
an intangible assts and thus be recognized by the acquirer separately from
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goodwill.  In accordance with IAS 38 (revised 200X), an asset meets the
identifiability criterion in the definition of an intangible asset only if it:

(@ aises from contractua or other lega rights, regardiess of whether those
rights are trandferable or separable from the entity or from other rights and
obligations; or

(b) is separable, i.e. capable of being separated or divided from the entity and
old, transferred, licensed, rented or exchanged, ether individudly or
together with arelated contract, asset or lighility.

Note that we are not advocating that paragraph 44 be dropped, though with the above
amendment to paragraph 43, it may be viewed as superfluous. Note dso the omisson
from paragraph 36 reating to an in-process research and development project, which is
addressed in the following section.

Page 10 of 14



Comments by Hugh J Osburn, FCMA, ASA, ASIP
on ED3 Business Combinations and Revised IAS 38

COPY in WORD document

. Treatment of I n-Process Research & Development Projects (Question 1
in AS 38 “ I nvitation to Comment” [and Subset of Question 7 re. ED3])

In my view, the reference to in-process research and development projects as currently
contained in paragraph 36 of ED3 to be unclear and confusing.

Reference is made to an in-process research and development project that “meets the
definition of an intangible asst” when, by definition, the very term “in-process research
and development project” cannot meet the definition of an intangible asset (see reference
to IAS 38, bdow). Confuson obvioudy exists with respect to the intangible asset(s)
which reasonably could be expected to emanate from an in-process research and
development project, and the concept of what an in-process research and development
project representsin the first place.

Typicdly, the intangible asset being crested during the course of an in-process research
and devdopment project is “technology”, while during the time this technology is being
cregted, i.e. until such time as the point of “technica feashility” is reached, it is perhgps
better referred to as “technology under development”. The other point worth making,
moreover, is tha an in-process research and development project may well be amed a
enhancing “exiging technology”, or a least utilizing previoudy developed technology
in the creation of “new” technology. Owing to the potentid confuson created,
moreover, it is our opinion that it would be unwise to even refer to an intangible asset
cdled “research and development project” (i.e. even after dropping the term “in-
process’ once the project had proceeded beyond the point of “technicd feashbility”).

IAS 38 (at paragraph 46, revised) does indeed rule that no intangible asset arisng from
ressarch (or from the research phase of an internal project) shall be recognized.
Smilaly, in paragraph 49 (revised), it specifies that an intangible asset arisng from
development (or from the development phase of an internd project) shal be recognized
only if an entity can demondrate the technica feaghility of completing the intangible
ast so that it will be available for use or sde.

The above requirements therefore reflect essentidly the same requirements as embodied
within the US's SFAS 141. Paragraph 42 of SFAS 141 does, however, emphasize the
requirement that the amounts assgned to both tangible and intangible assets that have no
alternative future use shdl be charged to expense a the acquidtion date. Similarly, in a
footnote to paragraph 44, in addressng the excess of amounts assigned to assets
acquired and liabilities assumed, it is emphaszed that the acquired assets include
research and development assets acquired and charged to expense in accordance with the
requirement described above.

The proposed standard per ED3 could, however, usefully be enhanced by including a
amilar requirement to that included in SFAS 141, namey that amounts assgned to both
tangible and intangible assats that have no dternative future use should be charged to

expense.
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Background

Under US GAAP, dgnificant problems had previoudy been encountered by the
Securities and Exchange Commisson in policing the identification and vauation of
technology associated with In-Process Research and Development Projects. These
ranged from the problem of having very low or even zero vaues assigned to the whole
drugs development pipeline beonging to large, viable pharmaceuticad companies, to
having unacceptably high percentages of the tota acquistion vaues of computer
software companies being assgned to in-process research and devel opment projects.

To address and control the worst excesses of such variations in the conclusons of vaue,
dringent practice guiddines have been devdoped by the American Inditute of Certified
Public Accountants in cooperation with the SEC, covering the methodologies to be used
in the vauation of in-process research and development projects. There was such a
prectice guideline issued by the AICPA with specific reference to the pharmaceuticd,
electronic devises and software industriesin 2001.

Needless to say, one of the key objectives in preparing the above guidelines on in
process research and development projects was to ensure that the value associated with
exiding technology employed or othewise used in the research and development
projects was recognized and vaued as “Exiding Technology”.  This applied, in
particular, to al technology that was patented or the subject of a patent gpplication.

Smilaly, a second key objective of the guiddines was that economic benefits arisng
from further development of the technology currently under development, i.e in future
research and development projects, should be attributed to Goodwill and not to the
current research and development projects.

Recommendation for amendment of the proposed ED3 and |1 AS 38 standards:

| recommend re-writing ED 3 Business Combinations paragraph 36 to exclude the
explicit reference to in-process research and development projects under sub-section (€)
and, a the end of the paragraph, making a further insertion to clarify the need to write-
off any vadue attributed to “in-process research and development projects’. In addition,
| recommend leaving the previoudy recommended insertion relating to the proposd to
introduce the concept of “control” into the definition of intangible asssts. See the
indicated insertions, below, in red and italics;:

36 The acquirer shdl recognize separately the acquiree’'s identifiable assets
ligbilities and contingent licbilities a the acquistion date only if they stidfy the
following criteria a that date:

(@ in the case of an asset other than an intangible asse, it is probable that any

associaed future economic benefits will flow to the acquirer, and its far
vaue can be measured reliably;
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(b) in the case of a ligbility other than a contingent ligbility, it is probable that an
outflow of resources embodying economic benefits will be required to settle
the obligation, and its fair vaue can be measured reiably;

(o) it is an intangible asset as defined in IAS 38 Intangible Assets (revised
200X), meets the associated requirements for control of the asset by the
entity, and it is not an assembled workforce; and

(d) inthe case of a contingent liability, itsfair vaue can be measured religbly.

Note: Any value attributed to in-process research and development projects,
i.e. those that have not yet reached that stage defined as * the point of technical
feasibility” and have no alternative future use, should be written off and
reduce the value attributed to Goodwill by an equivalent amount. Any existing
technology being utilized by “in-process research and development projects’
should be identified and valued as “technology”, and be included among the
identified intangible assets. Any value to be attributed to future extensions of
existing research and development projects, i.e. the creation and/or
development of technology not yet under development, should be included in
the identified value of Goodwill.

With regard to the Revised IAS 38 dandard, | recommend that under the section
“Acquidtion as Part of a Busness Combination”, a new paragraph should be inserted,
perhaps a number 31, with subsequent paragraphs re-numbered accordingly.  This
paragraph will make specific reference to the treatment of in-process research and
development projects as follows:

31

With regard to technology under development, there is the need to recognize
and value this as an asset associated with in-process research and
development projects. For those in-process research and development
projects that have no alternative future use, the associated value of the
technology under development should be charged to expense in accordance
with normal accounting practice as set out in paragraphs 43 — 51 (Note:
following insertion of this paragraph: revised numbers 44-52)

With the acquistion of an on-going programme of research and
devdopment projects, any value ascribed to future research and
development projects forms part of the Goodwill of the entity. In other
words, the value of any technology not yet developed as part of an existing
research and development project, forms part of the value ascribed to
Goodwill.
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Comments by Hugh J Osburn, FCMA, ASA, ASIP
on ED3 Business Combinations and Revised IAS 38
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| trust tha my comments and recommendations, above, concerning amendments to be
made to the Exposure Drafts on Business Combinations and the Revised IAS 38 will
contribute helpfully to the IASB’s consdeation of further amendments prior to
findisation of the proposed accounting standards.

As a professond vaudion consultant, | have limited my comments to those aspects
impinging upon the concepts of “far vaue’ and which, in my experience, can have a
profound impact upon both professond agppraisal practice and vduation Standards
themsdlves.

Y ours sncerdly,

Hugh J Osburn, FCMA, ASA, ASIP
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