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4 April 2003

Sr David Tweedie

Internationa Accounting Standards Board
30 Cannon St

London ECAM 6XH

United Kingdom

Re Exposure Draft ED 3. Business Combinations, and Amendments to |AS 36,
Impairment of Assets, and IAS 38, Intangible Assets.

Dear Sir David,

We are pleased to provide our comments on the above Exposure Draft which reflect
joint discussons between oursdves and BNP-Paribas and our own conclusions
thereon.

We agree with some of the proposed changes in the accounting trestment for business
combinations and intangible assts.  In paticular, in some gtuations, we find that
usng an imparment test gpproach ingead of an amortisation approach for goodwill
and intangible assets is gppropriate.  However, for conceptua and practica reasons,
we have mgor concerns with the prohibition of an amortisation gpproach for goodwill
in dl cases as wel as with the complexities introduced for the imparment test of

goodwill,

We dso would like to highlight our concerns with the current gpproach for the
dlocation of the cost of acquisition to individua items that have been acquired, based
on far vdue. This gpproach does not reflect the redity of business combinations and
we beieve that, in peforming the dlocation, the recognition and measurement of
individual items should take account of the acquirer’s intentions at the date of the
acquigtion.

Finadly, we fed we must caveat our responses to this Exposure Draft, which
represents solely Phase | of the Business Combinations project. Our responses could
change as afunction of the timing and potentia content of Phase |1 of the project.

We detail in Appendix 1 our viewson ED 3, IAS 36 and IAS 38.

If you have any queries regarding our comments, plesse do not hestate to contact
Veronique de La Bachelerie or Pierre-Henri Damotte a respectively : 33 1 42 14 49
86and 33142140410

Regards,

F. Oudéa
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Commentson 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 a joint
venture, and business combinations involving entities under common control
(see proposed paragraphs 2 and 3 and paragraphs BC9-BC11 of the Basis for
Conclusions).

Arethese scope exclusions appropriate? If not, why not?

(b) 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 912 and Appendix A, and paragraphs
BC12-BC15 of the Basisfor Conclusions).

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

We were corfused by the drafting of the scope excluson in paragraph 3(a) for joint
ventures. We bdieve it is important that the Board clarifies that this excluson applies
gpecificaly to the preparation of the financid statements of the joint venture itself and
not to those of the two parties to the joint venture.

See dso our comments at Question 2.

Question 2—Method 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 Basisfor Conclusions).

Is this 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 digtinguish those transactions from other business
combinations, and why?

We agree that where there is an acquidtion (i.e. where an entity can be identified as
taking controal), the purchase method of accounting should be gpplied.

However, we bdieve that not al business combinations are acquidtions. Mergers of
equas (i.e. where none of the combining entities can be identified as taking control)
exis, abeit rare. In the case of a merger of equas, we would disagree that one of the
combining entities should be desgnated as an acquirer and the other combining entity
as an acquireg, resulting in the agpplication of different types of accounting to each of
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the finencdd daements of the combining entities It will not result in meaningful
information.  In such rare cases, we support that the combining entities gpply smilar
types of accounting, namely the pooling of interests method.

We note that the IASB acknowledges that such rare cases may exist where an acquirer
cannot be identified (see ED 3.BC20). We undersand that the Board, having no
aufficient time to discuss the accounting treatment for those transactions, decided that
it should not make a gpecific scope excluson for those cases because they are
expected to be very rare.  We disagree with this proposd and believe tha while
proper research has not been conducted for those types of combinations, it is
ingppropriate to impose an accounting treatment that does not result in relevant
information. We bdieve that the current 1AS 22 trestment for unitings of interests
should ill be applied to mergers of equas (where none of the combining entities can
be identified as taking contral).

Question 3—Rever se acquisitions

Under IAS 22 Business Combinations, a business combination is accounted for as
areverse acquisition when an entity (the legal parent) obtains owner ship of the
equity of another entity (the legal subsidiary) but, as part of the exchange
transaction, issues enough voting equity as consider ation for control of the
combined entity to passto the owners of thelegal subsidiary. In such
circumstances, the legal 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 acquidtion 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 as to 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 Basisfor Conclusions).

I's 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
asareverseacquisition?

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

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

We agree that sze should not be a mgor factor in the determination of the acquirer.
The biggest party to the business combination is not necessarily adways the acquirer.
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We are concerned that the fifth sentencein ED 3.21 is not clear:

“Although legally the issuing non-operating entity is regarded as the parent
and the operating entity is regarded as the subsidiary, the legal subsidiary is
the acquirer with the power to govern the financial and operating policies of
the legal parent so as to obtain benefits fromits activities.”

We bdieve it is necessary to clarify that, in order to assess whether there is a reverse
acquistion, there should be a congderation of whether the former shareholders of the
legd subsdiay have actudly obtained control of the legd parent. As it is currently
drafted, ED 3.21 focuses on control being obtained ly alegd entity rather than by the
shareholders of that entity.

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

Identifying the acquirer when a new entity is formed to effect a busness
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).

Isthisappropriate? If not, why not?

We agree.

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

Under 1AS 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 provison’) 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 busness combination only when the
acquiree has, at the acquidtion date, an exising liability for restructuring
recognised in accordance with IAS 37 Provisons, Contingent Liabilities and
Contingent Assets (see proposed paragraph 40 and paragraphs BC55-BC66 of
the Basisfor Conclusions).

Is this appropriate? If not, what criteria should an acquirer be required to
satisfy to recognise a restructuring provison that was not a liability of the
acquiree as part of allocating the cost of a combination, and why?

We disagree.
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We bdlieve that the objective of the Standard should be to ensure the most relevant
dlocation of the cogt of acquidition to the acquired assets and liabilities of the
acquiree and other rdevant items. To this am, it may be necessary to dlocate an
amount of the cost of acquidtion to assetliabilities that were not recognised a the
date of acquistion in the acquireg's financid datements, but that were taken into
account in the determination of the acquistion price  Therefore, if it can be
demongrated and documented a the date of acquistion that a reduction for
restructuring costs was taken into account in establishing the acquistion price, this
element should aso be taken into account in the dlocation of the cost of acquigtion if
it gives rise to a liability at, or shortly after, the date of acquistion. ED 361
acknowledges that a twelve-month period may be needed to complete the initid
accounting for the acquistion. We believe that this period should dso apply for the
recognition as a liability under IAS 37 for restructuring codts that were an eement of
the acquigtion price. In other words, if the IAS 37's criteria for a restructuring
provison ae met within tweve months after the acquidtion and it can be
demondtrated that the restructuring costs to which the provison relate were taken into
account in determining the acquistion price, then the redtructuring provison should
be recognised as an dlocation of the cost of acquidition when the IAS 37's criteria are
met (i.e. with a resulting effect on the goodwill amount). Conversdy, if the IAS 37's
criteria for a redtructuring provison are met after twelve months after the acquigtion,
even if it can be demondrated that the restructuring costs to which the provison
relates were taken into account in determining the acquistion price, then the
resructuring provison should be recognised as a post-acquistion expense when the
IAS 37 s criteriaare met.

This proposa takes into account the fact that, in the case of a hodtile take-over, it will
be extremdy difficult for the acquirer to organise with the acquiree the announcement
by the acquiree of a future restructuring before the date of acquidtion. This future
resructuring may nonethdess have been an dement of the price the acquirer was
ready to pay for the acquisition. Under ED 3's proposds, in order to have a relevant
dlocation of the cost of acquidtion, the acquirer will need to organise with the
acquiree the announcement of the restructuring by the acquiree before the date of
acquistion, so tha the redsructuring will be an dement to which the cogt of
acquistion can be dlocaed. It is possble to do so (dthough it will require new
business practices) only where there is no hostile take-over. We do not believe that
the recognition of redructuring provisons during a business combination should be
affected by the fact that the acquidtion is or is not a hogtile take-over.

We acknowledge that some may argue that our proposals for the recognition within
twelve months from the acquistion of restructuring provisons that were an dement
of the acquidtion price represents a departure from the Framework. However, as has
the Board noted in the Bads for Conclusons in respect of the recognition of the
acquiree s contingent liabilities (see our response to Question 6), it may be rdevant in
some cases to depart from the Framework in order to provide more meaningful
information. We believe that the proposed recognition of restructuring provisons in a
busness combination would reflect the substance of how the acquistion price has
been determined. This approach would be smilar to the condderdtion given to
contingent liabilities and their proposed consequentid treatment.
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We note that the restructuring costs may relate not only to the acquiree's activities but
adso to those of the acquirer. This may occur when redundant capacity will result
from the acquidtion. For example, an acquirer may identify during the negotiation
process that instead of closng one of the acquireg's plants it is more gppropriate to
close one of its own plants, which would become redundant on the acquistion of the
acquireeg's plant. In such a case, we believe that a restructuring provision for closing
the acquirer's plant should be recognised as an gpportionment of the cogt of
acquigtion when IAS 37's criteria ae met and if it is within twelve months from the
acquigition. We believe that this gpproach is dso consstent with the gpproach taken
for peforming the impairment test of cash-generating units when businesses will be
merged and will not generate independent cash flows, it is appropriate to perform the
test at the merged levd. The gpproach for the recognition of restructuring provisons
should be amilar.

We would like to illudrate the issue we rase with a red public life example. Very
recently in France, bank Crédit Agricole announced its intention to acquire bank
Credit Lyonnais. However, when the French authorities examined the proposed
acquigtion, they indicated that they would authorise it only if goproximatdy eghty
branches of the combined entities in some designated areas were closed in France.
Therefore, the acquidtion is contingent to the closng of those branches, some of
which may be those of Crédit Agricole and others belonging to Crédit Lyonnais. It is
not a requirement that these eighty branches be identified & the date of acquigtion. If
the acquisition goes through, it would be relevant to us that an dlocation of the cost of
acquisition be made for the closure of those branches.

Our suggestions above reflect some of the current requirements of Reguldion
CRC 99-02 under French GAAP agpplicable to consolidated financia statements,
except that the period during which the restructuring provisons can be recognised
extends to the end of the first annua reporting period beginning after the acquigtion
date. The current requirements in paragraph 21122 of Regulation CRC 99-02 reating
to the recognition of provisons are asfollows:

“Provisions. as at the date of acquisition, valuation of liabilities of the acquired
enterprise is to take into account all liabilities and charges identified to this date but
is not to take into account provisions for future operating losses relating to activities
still to be pursued, except in the case of losses on contracts in progress. Moreover,
recognition of provisions for restructuring costs may only be made with strict regard
to the following conditions:

Restructuring programs are clearly defined by the competent management
bodies, and their cost is estimated in sufficient detail;

A public announcement of the plans and their consequences was made before
the close of the financial year begun after the date of acquisition, namely,
before expiration of the time interval allowed for the parent enterprise to
determine precisely the entry values of identifiable assets and liabilities.

Furthermore, for the part of these programs concerning the parent enterprise, only
the costs corresponding to a reduction in redundant capacity as a result of the
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acquisition are to be taken into account and included in the acquisition cost of
securities, for their amount net of corresponding tax savings.”

We bdieve that those requirements have been proven to work agppropriatey and give
relevant information.

Question 6—Contingent liabilities

The Exposure Draft proposesthat an acquirer should recognise separ ately 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 par agraphs BC80-BC85 of the
Basisfor Conclusions).

Isthisappropriate? If not, why not?

We agree.  The recognition of contingent liabilities reflects an dement which was
consdered in determining the cost of acquistion.

Question 7—Measuring the identifiable assets acquired and liabilities and
contingent liabilities assumed

IAS 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 the acquirer 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 IAS 22 (see proposed paragraphs 35 and 39 and
paragraphs BC88-BC95 of the Basisfor Conclusions).

Is 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 is a minority interest in the
acquiree, and why?

With respect to the measurement of minority interess, we agree tha thar
measurement should be on the same bass as the measurement of the identifiable net
assets acquired, i.e. a the minority’s proportion of the net vaues assgned to those
items a the date of acquigtion.
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Question 8—Goodwill

The Exposure Draft proposesthat 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

impair ment losses (see proposed paragraphs 50-54 and par agr aphs 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 recognition of goodwill as an asst.

With respect to the amortisation or not of goodwill, we acknowledge that there are
conceptud merits supporting both views.

We agree tha, in some cases, it is more relevant to cary goodwill a its acquistion
cost without amortisation and subject it to impairment tests on aregular basis.

However, we believe that peforming ED 3's imparment tests on every goodwill on
an anud bass and with the cdculaion of the implied vaue of goodwill when
required could be extremely burdensome.  According to our understanding of
IAS 36.74 (see our response a Question 4 in the IAS 36 Invitation to Comment), in
some cases, we may have to dlocate goodwill to cashgenerating units (CGUs) at a
low leve in our organisation. The amount dlocated to goodwill may be materid but
not so sgnificant. In such cases, it may be more appropriate to have an approach
where goodwill could be amortised and, in addition, tested for impairment when there
is an indication that it may be impared. We do not believe that, compared to an
amortisation approach, the benefits of implementing the revised IAS 36's imparment
test of goodwill to dlow the non-amortisation of goodwill justify the associated codts.

In sum, we beieve tha a combination of amortisation of goodwill (when it is not
ggnificant) and impairment testing when there is an event tha indicates that there
may be an impairment, is a more workable solution.

Question 9—Excess over the cost of a busness combination of the acquirer’s
interest in the net fair value of the acquiree’s identifiable assets, liabilities and

contingent liabilities.

Excess over the cost of a business combination of the acquirer’s interest in the
net fair value of the acquiree's identifiable assets, liabilities and contingent
liabilities. In some business combinations, the acquirer’s interest in the net fair
value of the acquire€'s identifiable assets, liabilities and contingent liabilities
recognised as part of allocating the cost of the combination exceeds that cost. The
Exposure Draft proposesthat when such an excess exists, the acquirer should:
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(a) reassess the identification and measurement of the acquiree's identifiable
assets, liabilities and contingent liabilities and the measurement of the cost of
the combination; and

(b) recognise immediately 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's this treatment appropriate? If not, how should any such excess be accounted
for, and why?

Subject to the recognition of provisons for restructuring costs under our proposas
and contingent licdbilities, we agree with the immediate recognition in the income
datement of any excess over the cost of a business combination of the acquirer's
interes in the net far vadue of the acquiregs identifiable assets, liadilities and
contingent  ligbilities (‘negetive goodwill’).  This is because this treatment would
normaly reflect the negotiations that led to the purchase price.

However, if the redtructuring provisons and contingent liabilities mentioned above
are not included in the alocation of the cost of acquistion, then we believe that the
current 1AS 22 treatment should be retained with some modifications. Any ‘negative
goodwill’, should be recognised as follows:

() to the extent that negative goodwill relates to expectations of future losses and
expenses that are identified in the acquirer’s plan for the acquidtion and can be
measured reliably, but which do not represent identifiable liabilities a the date of
acquigtion, that portion of negative goodwill should be recognised as income in
the income statement when the future losses and expenses are recognised (same
asinlAS 22.61); and

(b) any remaning amount of negaive goodwill should be recognised as income
immediatdy.

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

The Exposure Draft proposes that:

(a) if the initial accounting for a business combination can be determined only
provisonally by the end of the reporting period in which the combination
occurs because either the fair values to be assigned to the acquiree's
identifiable assets, liabilities or contingent liabilities or the cost of the
combination can be determined only provisonally, the acquirer should
account for the combination using those provisonal 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).
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I's twelve months from the acquisition date sufficient time for completing the
accounting for a business combination? If not, what period would be
aufficient, and why?

(b) with some exceptions carried forward as an interim measure from 1AS 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 Basis
for Conclusions).

Is this appropriate? If not, under what other circumstances should the initial
accounting be amended after it iscomplete, and why?

We agree that tweve months from the acquidtion dae is aufficent time for
completing the accounting for a business combination. Once this period is completed,
we agree that any subsequent adjustment is a correction of an error. However, as we
indicated in our comment letter on the Improvements Project, we disagree that dl
erors should be recognised retrospectively. We believe that erors that are not
fundamentd errors should be recognised in the income statement in the period in
which they are discovered.

Other Comments
Measuring identifiable assets and liabilities at fair value at the date of acquisition

We disagree with the measurement of the acquiree's identifiable assets liabilities and
contingent liabilities recognised as pat of dlocating the cost to be measured initidly
by the acquirer at ther far vaues a the acquistion date. We beieve tha the
acquirer’s intentions should be congdered in determining the vaues to be assgned to
identifiable assets, liabilities and contingent ligbilities a the date of acquigtion. For
example, among the identifiable assats of the acquirer, there may be a brand for which
a far vadue could be assgned. However, the acquirer may have no intention of using
this brand and, in negotiating the purchase price, discounted the value of the brand to
zero. We believe that it would be ingppropriate to recognise this brand at its fair vaue
ingtead of zero a the date of acquidtion. Indeed, if the brand is recognised at its fair
vaue an imparment loss will have to be recognised shortly after the acquigtion for
the brand because the acquirer will not use the brand. Assuming that the acquistion
generated goodwill, there will be no offsetting entry in the income datement to reflect
the fact that the acquirer properly negotiated with the sdler the fact that it will not use
the brand. We do not believe that this accounting gives a proper picture of the
acquistion.

Indeed, during acquidtions, the purchase price is determined for the acquigtion of a
bunch of items in a sngle transaction, rather than based on an aggregation of the price
of each item being sold. Some items may have a vadue for the sdler and none for the
acquirer. However, the redity of the transaction is that the sdller accepts an overdl
price for the sale of dl of the items. As we have indicated a Quegtion 5, we bdieve
that the objective of the Standard should be to ensure the most relevant dlocation of
the cost of acquistion to the acquired assets and ligbilities of the acquiree and other

10
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rdevant items. Therefore, there should be a congderation of the acquirer’s intentions
for the items acquired.

We aso note that under the current literature, for deferred tax assets, the acquirer’s
intentions with respect to the utilisation of the acquiree's bases for deferred tax assets
(such as tax loses) should be taken into account in vauing these deferred tax assets.

This has consequences on the dlocation of the cost of acquigtion. Therefore, the
condderation of the acquirer’s intentions in determining the vaues of items acquired
in abusiness combination is a concept that dready existsin the literature.

In order to assess the extent to which the acquirer’s intentions should be consdered in
determining the vaues to be assgned to the acquireg’s identifiadble assets and
lighilities, an acquirer would need to demonsrate and provide the appropriate
documentation at the date of acquidtion that, in negotiating the purchase price, its
intentions were dready known and led to a quantifiable adjustment of the purchase
price.

Recognition of deferred tax assets after the initial accounting is complete

We disagree with the outright requirement in ED 3.64 whereby, if the potentia benefit
of the acquireg's income tax loss carry-forwards or other deferred tax assets did not
saidy the criteria in ED 3.36 for separate recognition on initid accounting for the
business combination, and is subsequently redised, then the acquirer shal reduce the
carying amount of goodwill (to restate goodwill as if the deferred tax asset had been
recognised separately on acquisition) and recognise this reduction in goodwill as an
expense.

While we agree with this trestment is appropriate during the twelve-month window
that dlows for readjusment of the carying amount of goodwill that has been
determined provisondly, we believe that if the benefit is recognised after twelve
months from acquigtion, goodwill should not be reduced unless it is impaired.
Indeed, after twelve months, it is possble that the benefit represents post-acquidtion
added vadue aisng from the acquirer’s expertise in deding with income tax loss
carry-forwards, and therefore a consequentid reduction of goodwill would just be
arbitrary.

11
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Comments on Amendmentsto | AS 36, | mpair ment 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 Bass for
Conclusions)? If not, how often should such assets be tested for impairment, and

why?

We dissgree.  Imparment tests for dl items of goodwill on an annua basis would be
extremely burdensome, even in the light of IAS 36.96 (see our comments on Question
8 of ED 3). In the light of cost/benefit condderations, we would propose that, if the
goodwill is materid but not dgnificant, an amortisation gpproach should be permitted
to be complemented by imparment tests each time there is an indication that goodwill
may be impaired (same approach as for intangible asset with afinite life).

If the gpproach under which goodwill is not amortised is findly retaned, we believe
that for goodwill that is materid but not sgnificant, a requirement that goodwill shdl
be tested for impairment over a three-year period on a rolling basis is a more workable
solution, which takes into condderation the cost/benefit of the impairment test.

We agree that indefinite lived intangible asssts and goodwill that is significant should
be tested for imparment a the end of each annud reporting period (in the light of
IAS 36.20A) and, if ealier, when there is an indication of the intangible asset or
goodwill may be impared. This is because the impairment test for intangible assts
with indefinite lived intangible assets is much less burdensome than for goodwill.

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
reversals of impairment losses) for such assets accounted for, in accordance with
the requirements in IAS 36 for assets other than goodwill (see paragraphs C10-
C11 of the Basisfor Conclusions).

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

We agree.

Question 3—Measuring valuein use

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

(@) should an asset’'s value in use reflect the eements listed in proposed
paragraph 25A? If not, which eements should be excluded or should any

12
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additional elements be included? Also, should an entity be permitted to
reflect those elements either as adjustments to the future cash flows or
adjustments to the discount rate (see proposed paragraph 26A and
paragraphs C66 and C67 of the Bass for Conclusons)? If not, which
approach should berequired?

(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 Basisfor Conclusons)? If not, why not?

(¢) is the additional guidance in proposed Appendix B to [draft] IAS 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?

We agree.

Question 4—Allocating goodwill to cash-gener ating units

The Exposure Draft proposes that for the purpose of impairment testing,
acquired goodwill should be allocated to one or mor e 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?

As a prdiminary comment, we ae unsure how to interpret the requirements of
IAS 36.74, paticulaly what is intended by requiring the identification of a cashr
generating unit (CGU) at ‘the lowest level at which management monitors the return
on investment on assets that include the goodwill’. There is uncertainty about the

meaning of ‘management’.

We consdered the gpplication of the proposed requirements to our organisation. We
came to the following conclusons

(@ the leve of identification of CGUs should be, at the very minimum, a the primary
segment reporting level in accordance with IAS 14 Segment Reporting;

(b) the levd of identification of CGUs is mogs likdy to be a one levd of
dissggregation below the primay segment reporting leve (i.e by busness
activity within each busness ssgment); and

() on occasons, the level of identification of a CGU may be a a further levd of
disaggregation (two or more levels below the primary segment reporting level),

due to dealy diginguishable cash inflows within a paticular busness activity,
for example, asaresult of different geographica sources of revenue.
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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 Bass for Conclusons)? 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.

(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 Basisfor Conclusions)? If not, what approach should be used?

We agree.

Question 5—Deter mining whether goodwill isimpaired

The Exposure Draft proposes.

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

I's this appropriate? If not, how should the recoverable amount of the unit be
measured?

We agree.

(b) the use of a screening mechanism for identifying potential goodwill
impairments, whereby goodwill allocated to a cashtgenerating 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 Bags for Conclusions). Is this an appropriate method for
identifying potential goodwill impairments? If not, what other method should
be used?

We agree.

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

We disagree.  We bdieve denominating the comparison between the carrying amount
and the recoverable amount as a “screening mechanism” and then proceeding to a
caculaion of the ‘implied’ value of goodwill isingppropriate.

We disagree with the recognition of an imparment loss of goodwill based on its
implied vaue for the following reasons:

@

(b)

(©

(d)

(€

(d)

the purpose of the test should not be to measure the fair vaue of an asset or the
amount that would be paid for it, but it should be to ensure that the entity will
recover its carrying amount. We agree that recoverable amount is the higher of
net sdling price (to reflect recovery in the case of a sde) and vadue in use (to
reflect recovery in the case of keeping the asset for use). There are only two
choicesfor an entity: ether keep or sdll an ass=;

we agree that recoverable amount should be measured for an individud assat.
However, if an asset works together with other assets and does not generate
independent cash inflows, the assats should be grouped and the CGU to which
they belong should be identified. It is the smdlest group of assets that generate
independent cash inflows from other groups of assets. Goodwill is an asset that
does not generate cash inflows separatdly, therefore, its CGU must be identified;

the cadculation of the ‘implied vaue of goodwill trests goodwill as if it were an
asset which is gtand-done from dl the other assets of the CGU. 1AS 36.C30
explains that the purpose of the approach is to reflect a method smilar to the one
that would be applied to determine goodwill, would an acquidtion occur a the
date of the test. As mentioned above, we believe that this should not be the
purpose of IAS 36. The purpose of the impairment test should be to ensure that
the entity will recover the carrying amount of the goodwill’s CGU. Therefore, it
is appropriate to cadculate any imparment loss for the goodwill’s CGU and then
dlocae this imparment loss within the assats of tha CGU. In doing this
dlocation, which can only be arbitrary, we agree that the carying amount of
goodwill should be reduced firg;

the approach introduces an inconsstent treatment between intangible assets and
goodwill whereas many intangible assets are of the nature of goodwill. This may
give rise to accounting arbitrages;

determination of far vaues is a difficult, cosly and sometimes subjective
exercise.  We do not see the benefits of undertaking this exercise, just for the
purpose of determining the amount of an imparment loss to be dlocated to
goodwill when the goodwill’'s CGU is impared, compared to a more smple
method. Agan, wha we bdieve is key to ensure is that the carrying amount of
the goodwill’s CGU will be recovered atogether one way or the other;

the exercise of determining the ‘implied vaue of goodwill is one dep further
towards udng far vaue measurement in the financid Staements We disagree
with this gpproach as long as many mgor issues reaing to far vaue
measurement have not yet been debated.
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In sum, for conceptua and practica reasons, we believe that the current requirements
of IAS 36 ae appropriate and ae sufficiently rigorous (i.e. measurement of an
imparment loss for the CGU to which the goodwill belongs and then dlocae the
imparment loss according to the current IAS 36.88 and |AS 36.89).

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 Basisfor Conclusions).

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

We dissgree. Reversds of goodwill impairment should not be prohibited. The future
cash flows based on management budgets reflect the postion of the company within
the economic cycle a a specific point in time. The management budgets are rardy
projected over more than three to five years and are a key component of the
impairment test because they are the basis for extrgpolations. The establishment of
management budgets & one point in time is highly influenced by the economic
environment a tha point in time. We usudly note that management budgets may be
over pessmigic when there is a crigs or over optimigic when the economy is
booming. If there is a criss there is a risk tha management may recognise a
goodwill impairment that is not confirmed just because it projected cash-flows that
were too pessmigtic a one point in time. Two or three years later, the cash flows will
have changed, not due to a given specific event, nor necessarily due to the existence
of interndly generated goodwill, but because the market environment a that time will
not be the same, by force of economics. Management may smply have reassessed its
ealier projections under the influence of the new economic environment and be less
pessmigic. We bdieve tha a reveesd of the goodwill imparment should be
permitted in such crcumgances in the same way that any edimate is normdly
adjusted for a change in that estimate, if it can be measured reliably.

Question 7—Estimates used to measure recover able amounts of cash-generating
units containing goodwill or intangible assets with indefinite useful lives.

The Exposure Draft proposesrequiring 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 assetswith indefinite useful
lives (see proposed paragraph 134 and paragraphs C69-C82 of the Basisfor
Conclusions).

(@) Should an entity be required to disclose each of the items in proposed
paragraph 1347 If not, which items should be removed from the disclosure
requirements, and why?
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(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
mor e of the criteriain proposed paragraph 137 are satisfied? If not, why not?

The disclosure provisons are extremely onerous and we are not sure of the vaue to
the usars of the financid Statements in dl cases. We believe tha the lig of items
required by paragraph 134 should be reduced.

We are dso concerned that some of the items listed would in fact represent extremely
sendtive and in some cases confidentid data (% gross margin, % market share) and
should not be made public.
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Comments on 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 contractual or other legal 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 asst? If not, what criteria are appropriate, and why?

We agree that separability and contractud/other lega rights are agppropriate criteria
for determining whether an asset meets the identifiability criterion in the definition of
an intangible asset as prescribed in IAS 38.11.

Question 2—Criteria for recognisng intangible assets acquired in a business
combination separ ately 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 reiably.

While it may be possble to identify intangible assets, we have doubts about the
rdidble far vaue measurement of these identifisble intangible assets in dl cases
Let's take the example of the acquidtion of a bank. Usng the draft Illudrative
Examples, we should potentidly identify the following intangible assets

(@ trademarks

(b) cugtomer ligts

(c) customer contracts (such as customer management contracts)
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(d) related customer reationships (such as our adility to sdl other products in the
future to exiging dlients)

() non-contractua customer relationships (such as our &bility to sdl products in the
future to other individuds related to our clients — eg. children, reatives, friends,
etc.)

and other contract-based intangible assets (such as sarvicing rights) and technology-
based intangible assets.

For the items listed above, we do not vaue them separately when we acquire a bank’s
business and we would not know how to determine their fair vaue rdiably. As far as
we unders¢and ED 3 and the revisons to IAS 38, we would not be required to

recognise them separately.

In addition, as we explained a Question 7 on ED 3, an intangible asset may have a
value but this value may represent nothing to the acquirer because it will not use the
exising asset.  In such cases, we disagree that the intangible asset should be measured
a its far vdue. The acquirer’s intentions, if gopropriately documented at the date of
acquisition, should be considered.

Question 3—Indefinite useful life

The Exposure Draft proposes to remove from 1AS 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 analysis of all of the
relevant 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 par agraphs B29-B32 of the Basisfor Conclusions).

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

We agree.

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 there is evidence to
support renewal by the entity without significant cost (see proposed paragraphs
91 and 92 and par agraphs B33-B35 of the Basisfor Conclusions).

I's this an appropriate basis for determining the useful life of an intangible asset
arisng 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
lifeincludetherenewal period(s)?

19



Appendix 1
Commentson ED 3 - Business Combinations, mpairment of Assetsand
Intangible Assets

We agree.

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 Basisfor Conclusions).

I's this appropriate? If not, how should such assets be accounted for after their
initial recognition?

We agree.
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