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ED 3 Business Combinations

1 GENERAL COMMENTS
Staff generdly supports the proposals contained in ED 3 Business Combinations.

Request for Executive Summary
We request that where a document is lengthy, the IASB prepare an executive
summary for each exposure draft (ED).

I nviting comments on specific issues

We also recommend that where a project is ongoing (such as this one) and the IASB
seeks input on its current views or tentative decisons, an invitation to comment be
issued that would address specific issues and comments be invited on those issues
only. It is not clear from a ful-blown exposure draft what issues are 4ill under
consderation and might change in the near future.

2 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).

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

We agree with these exclusons.

However, we recommend that “operations’ be darified. For example, is the
acquidtion of debtors the purchase of an asset (the debtors) or an operation (the
debtors plus an intangible component)?

(b) toinclude 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 Basis for Conclusions).

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

We agree that the definition of busness combinations involving entities under
common control and the additional guidance on identifying such transactions are
helpful.
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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 9-12 and paragraphs BC18-
BC35 of the Basis for 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
distinguish those transaction from other business combinations and why?

We agree with the dimination of the pooling of interets method and te requirement
for dl business combinations to be accounted for by applying the purchase method.

However, there are rare circumstances when fresh start accounting may be gpplicable.
For example, where two entities merge to form a new entity and neither entity can be
identified as the controlling entity it will be more gppropriate to adopt fresh dart
accounting rather than purchase accounting or the pooling of interests. However, we
acknowledge that these circumstances are extremely rare and therefore accept that
purchase accounting should be adopted in al circumstances for the purposes of
congstency.

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 ownership 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. The Exposure Draft:

(@ proposesto 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 operation
policies of the other entity (or entities) so as to obtain benefits for 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).

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

We agree with the description of the circumstances in which a business acquigtion
could be regarded as areverse acquisition.
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(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 the additional guidance on the accounting for reverse acquistions is
appropriate.

Question 4 — Identifying the acquirer when a new entity is formed to dfect 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 Basis for
Conclusions).

Isthis appropriate? If not, why not?

We agree tha when a new entity is formed to issue equity insruments to effect a
busness combination, one of the combining entities that exited before the
combination should be adjudged the acquirer on the evidence avalable. However, we
refer you to our previous comment in relaion to fresh start accounting.

Question 5 - Provisions for terminating or reducing the activities of the acquiree
Under IAS 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 Basis for Conclusions).

Is 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?

We agree that an acquirer should recognise a redructuring provison as pat of
dlocaing the cost of a busness combination only when the acquiree has, a the
acquistion deate, recognised an exiging liability for restructuring in accordance with
IAS 37.
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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 Basis for
Conclusions).

Isthis appropriate? If not, why not?

We disagree with the proposed recognition of the acquiregs contingent ligbilities a
acquisition date as part of alocating the cost of the business combination.

We note:
that the proposed requirement to recognise the contingent liabilities of an acquiree
a acquidtion isincongstent with the IASB Framework; and
the asymmetricd treetment of the recognition of contingent ligbilities and
contingent assets of the acquiree at acquisition date.

We have concerns regarding the practical implications of recognisng the contingent
ligbilities of the acquiree, dthough we acknowledge that contingencies are consdered
when the acquisition price is determined.

We understand that:

- the IASB Framework is to be amended to remove the inconsastency of the
recognition of contingent liabilities and
the asymmetrica treatment of contingent ligbilities and contingent assets is to be
remedied in the Business Combinations Phase |1 project.

We would support the proposal provided the above inconsistencies are remedied.

We have mgor concerns about the way in which the IASB introduces some new
concepts or maor changes to existing concepts. Some of the requirements in ED 3
contain new concepts or will result in subgtantidd amendments to exising concepts,
eg. recognition of contingent ligbilities. Any amendment to the IASB Framework to
dlow for this new concept of recognisng contingent liabiliies will have wide
implications and should be undertaken through the norma due process. A separate
invitation to comment should be issued with questions specificdly rdevant to the new
or amended concepts rather than addressng the issue in the questions on an entire
subject-gpecific exposure draft. We congder that changes should not be made in
isolation (i.e. only relating to busness combinations) but should be made throughout
dl the rdevant gandards. In this case the principle in IAS 37 regarding the
recognition of contingent ligbilities should have been amended.

We dso condder that when the asymmetrical trestment regarding the recognition of
contingent ligbilities and contingent assets has been remedied, the proposed standard
should specify that the recognition of a contingent asset of the acquiree cannot create
an excess (discount on acquisition).
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Question 7 — Measuring identifiable assets acquired and liabilities and contingent
liabilities assumed

IAS 22 includes a benchmark and an dlowed 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 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 Basis for
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 isa minority interest in the acquiree, and why?

We agree that the minority interest of the acquireg's identifiable assats and liabilities
and contingent liakilities recognised as part of dlocating the cost should be measured
initidly at far vaue a the acquidtion date.

Question 8 — Goodwill

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

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

why?

We agree that goodwill acquired in a busness combination should be recognised as an
ast. However, we have concerns regarding the proposed subsequent accounting of
goodwill. The tentative view of daff is that we strongly support the amortisation of

goodwill.

The proposed impairment testing of goodwill acquired in a busness combination will
effectivdy, over time, permit the recognition of interndly generated goodwill. This is
inconggent with the requirements of IAS 38, which prohibits the recognition of
internaly generated goodwill (current paragraph 36 and proposed paragraph 40) and
could be regaded as a “back-door gpproach” to the recognition of interndly
generated goodwill.

It will dso leed to inconsgtent trestment of interndly generated goodwill between
entities.  Entities involved in busness combinaions will be dlowed to recognise
internaly generated goodwill, but other entities are prohibited to recognise interndly
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generated goodwill. We do not support this inconsgtent treatment for smilar items
and condder that such a fundamenta change to a concept or standard should be
addressed in the revison of IAS 38. Until the principle in IAS 38 rdating to
internally generated goodwill is changed, entities should not be dlowed to recognise
internaly generated goodwill through a goodwill impairment test.

We dso condder that the acquired goodwill generdly decreases in vdue over a
relatively short period and, therefore the goodwill aisng on acquidgtion should be
amortised. Impairment testing in accordance with the mode proposed in IAS 36 may
be expensve and difficult to gpply in New Zedand and many other countries because
of the thinness of trading. We prefer amortisation but if imparment teting is the
required treatment, then we support the one-step approach.

This tentative view of daff will be discussed a@ the FRSB meeting to be held on 15
April 2003. Staff will forward the FRSB decision to you after the mesting.

Question 9 — 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

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:

(@) 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.)

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

The tentative decison of daff is that the proposed requirement to reassess the
identification and measurement of the acquiregs identifidble assets and liabilities
where an excess emerges is too week. If the initid assessment of the identification
and meassurement of the acquireg’s identifidble assets, liabilities and contingent
ligbilities and the measurement of the cost of the combingtion is accurate, which one
can presume is the case, the reassessment is not likdy to be different from the first
assessment.  Furthermore, the proposed requirement involves immediate recognition
of income as the result of the purchase of assets and is therefore incondgtent with
conventional accounting for the purchase of assets.

We recommend that, to the extent that the excess does not exceed the fair vaues of
recognised identifidble non-monetary assets, the far vaues of the recognised
identifidble nonr-monetary assets be reduced proportionately until the excess is
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eiminated, and the non-monetary assets acquired musuthen be recognised a the
reduced amounts. To the extent that the excess is not diminated, that portion of the
excess is then recognised as income immediately.

This tentative view of staff will be discussed a the FRSB meeting to be held on 15
April 2003. Staff will forward the FRSB decision to you after the meeting.

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

subsequent adjustments to that accounting

The Exposure Draft proposes that:

(@ if the initial accounting for a business combination can be determined only
provisionally 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 provisionally, the acquirer should account
for the combination using these 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 paragraph 60 and 61 and
paragraphs BC123-BC126 of the Basis for Conclusions).

Is 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?

The tentative vies of daff is that 12 months from the acquistion date is insufficient
time for completing the accounting for a busness combination. We recommend a
period of up to the next reporting date (whether that be an interim or annud reporting
date), plus 12 months to provide aufficent time to determine the initid accounting.
The rationde behind this recommendation is that the completion of the initid
accounting will then be aligned with the reporting dates of the acquirer.

We dso discussed the difference between updating far vaues of assets and liabilities
recognised on acquidtion within the 12 month timeframe and recognisng assets and
ligbilities that did not meet the recognition criteria on acquisition but subsequently did
within the 12 month period. We request tha the IASB daify if this requirement
goplies to both dtuations and, if not, that the IASB darify which gtuation it goplies
to.

This tentative view of daff will be discussed a@ the FRSB meeting to be held on 15
April 2003. Staff will forward the FRSB decision to you after the meeting.

(b) with some exceptions carried forward as an interim measure from IAS 22,
adjustment 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 is complete, and why?
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We do not support any adjusment to the initid accounting for a busness combination
after that accounting is complete.

The FRSB expressad its support for the proposa put forward under the Improvements
to IAS 8 that changes in accounting policies and corrections of errors should be
accounted for retrospectively. However, the FRSB wishes to reiterate its concern that
this treetment could lead to misuse, as history has proved in New Zedand.

Other issues

Paragraph 9 — Business combinations involving entities under common control

We were concerned about the potentid for avoiding the gpplication of ED 3 by
aranging a busness combination in such a manner tha the combinaion met the
requirements of a busness combination involving entities under common control  but
then relinquish control shortly after the combination is findised. The concern was
that control after the business combination was only temporary. We consder that the
requirement in paragraph 9 that the control before and after the business combination
“isnot trangitory” may be intended to address thisissue.

Paragraph 34 — Cost

We are concerned about the content of paragraph 34 relating to changes in the vaue
of assts given, equity insruments issued or ligbilities incurred by the acquirer in
exchange for control of the acquiree. We condder that the obligation should be
measured a the date the obligation arises, which is condgtent with the requirements
of ED 2 and that any subsequent change in the vaue of the consderation given is not
relevant to the business combination. If the change related to, for example, an option
granted as pat of the condderation given, the possbility of change would have been
factored into the value of the congderation given.

Paragraphs 36 and 37 — Fair value of assets
We recommend that the guidance in paragraph 37 be expanded to explain that the fair
value of the assets acquired becomes the new ‘cost’ of the assets and that the useful
lives of the assets acquired should be reassessed for the purposes of caculating
depreciation. For the purposes of the consolidated financid statements, there should
be zero accumulated depreciation on acquisition.

Disclosures

We are concerned about the volume of disclosures required. We consder that some
of the disclosures are excessve andlor are open to manipulation, for example,
paragraph 69(b) which requires disclosure of “the profit or loss of the combined entity
for the period as though the acquidtion date for dl busness combinaions effected
during the reporting period had been the beginning of the period.” Such disclosure is
tantamount to the proforma type disclosure that the USA is currently trying to
overcome.

Identified assets — Deferred tax assets

We ae concerned about the inconsstent treatment between deferred tax assets and
other assets that were not separately identified at acquisition. ED 3 alows deferred
tax assats subsequently redised by the acquirer to be recognised as outlined in
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paragraph 64, but does not permit the recognition of other assets that were included in
goodwill a acquidtion date. Paragraph 64 requires the carrying amount of goodwill
to be reduced by the amount of any deferred tax assets subsequently redlised by the
acquirer.

We recommend that the inconsstency be removed and dso tha the term “redised’ in
paragraph 64 be adequately explained.

3  Amendmentsto |AS 36 Impairment of Assets

General Commentsin relation to |AS 36

We consder that fair vaue is the most appropriate measurement bads for determining
the recoverable amount of an asset because far vadue provides a more reliable and
objective measure of recoverable amount than vaue in use.

On acquidition, an asset is recognised a its cost of acquidgtion. The purchase
condderation is a measure of the asst's far vaue (the amount for which the asset
could be exchanged between knowledgesble willing parties in an am’'s length
transaction). The cost of the assat at the date of acquisition is, therefore, its fair vaue
a that date. If an asst is initidly recognised a far vaue, far vaue should aso be
used as the bads for determining whether an asset is impared and, if the asst is
impaired, the amount of that impairment.

We consder that the recoverable amount of an asset should be measured as the asset’s
far vadue where the asset is held for continuing use and its far vaue less cods of
disposa where the asset is held for disposal.

We ds0 consder that if fair vaue is adopted as the measurement basis for recoverable
amount, then assets measured at fair value should be excluded from the scope of 1AS
36 Impairment of Assets because impairment losses will automaticaly be accounted
for.

Measuring an asset’s recoverable amount a the higher of vaue in use and net sdling
price can be subjective.  Vadue in use includes assumptions made by management
rather than assumptions necessarily made by the market and this provides scope for
management to exercise discretion in identifying whether an asset is impaired and the
extent of that imparment. Comparisons within an entity over time are hindered
because assumptions made by management about future net cash flows generated by
an ast are likely to change as management’s intention regarding the use of the asset
changes. Comparability between entities may aso be hindered as a result of the
assumptions made by an entity’s management not being the same as those of another
entity’ s management in respect of asmilar asst.

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?
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We agree with the concept of annua imparment testing but are concerned about the
potentid cost of complying with this requirement. The preferred gpproach is an
annud review of the carying amount of the asset taking into account the sources of
information that are rdlevant in determining whether or not an assst may be impaired.
Requiring annua impairment testing of goodwill and indefinite life assts will aso
result in incondgtency with the treetment for other intangible assets and property,
plant and equipment which are only reviewed for impairment on an annua basis.

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 1AS 36 for assets other than goodwill (see paragraphs C10-C11 of
the Basis for Conclusions).

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

We agree with the proposd that intangible assets, other than goodwill, with indefinite
useful lives should be measured and accounted for in accordance with IAS 36.

Question 3—Measuring value in 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 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 adjustments to the
discount rate (see proposed paragraph 26A and paragraphs C66 and C67 of the
Basisfor Conclusions)? If not, which approach should be required?

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

(c) is the additional guidance in proposed Appendix Bto [draft] IAS 36 on using
present value technigues in measuring an asset’s value in use appropriate? |If
not, why not? Isit sufficient? If not, what should be added?

As mentioned earlier, we congder that far vaue is a more gppropriate measurement
bassfor the recoverable amount of an asset than valuein use.

However, we condder that the additiond guidance on measuring the vaue in use of
an asset is gppropriate.
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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.

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

(b) If an entity disposes of an operation within a cash-generating unit to which
goodwill has been allocated, should the goodwill associated with that operation
be included in the carrying amount of the operation when determining the gain
or loss on disposal (see 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?

(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?

As dready noted we support the amortisation of goodwill and disagree with only
imparment testing goodwill. We ae of the view that the dlocation of goodwill to
one or more cashgenerating units can be complex. However, if the proposed
imparment testing is retaned, we agree with the proposas. We aso acknowledge
that the allocation of goodwill to one or more cash-generating units can be complex.

We consder the proposed standard should limit the smallest unit to one level below a
segment, in accordance with the guidance in SFAS 142 “Goodwill and Other
Intangible Assets’, paragraphs 30 and 31.

We agree with the proposd to include the goodwill associated with such a “smdler
unit” in the carrying amount when determining the gain or loss on disposal. We dso
agrees that goodwill should be redlocated on a relaive vaue gpproach when the
entity reorganises its reporting sructure in manner that changes the compogtion of
one or more of these “smaller units’.
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Question 5 — Determining whether goodwill isimpaired
The Exposure Draft proposes:

(@ 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).

Is this appropriate? If not, how should the recoverable amount of the unit be
measured?

We do not agree with the proposas and consder that the recoverable amount of a
cash-generating unit to which goodwill has been dlocated should be measured at fair
vaue.

(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).

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

We do not agree with the proposals and consider tha the existing one-step approach
to the imparment testing of goodwill should be retained.

(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).

Is this an appropriate method for measuring impairment losses for goodwill? 1f
not, what method should be used, and why?

We drongly support the amortisation of goodwill for the reasons explained.
Neverthdess, if the IASB decides to retain the proposds for impairment testing of
goodwill, then the one-step approach is supported.

We do not agree that the amount of any impairment loss for goodwill should be
meesured as the excess of the goodwill’s carying amount over its implied vaue
measured in accordance with the proposas in paragraph 86. Application of the
proposed two-step gpproach can result in the adjusted carrying amount of the cash
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generating unit being reduced to less than the recoverable amount of the cash
generding unit.

Under the current one-step approach, the impairment loss of the cash-generaing unit
as a whole is dlocated againgt any goodwill that has been dlocated to that unit before
the values of the individud assets of the unit are reduced. Therefore, the goodwill is
reduced to zero before any impairment loss is dlocated to the individud assets of the
unit. This means that the carrying amount of the unit will not be reduced to or below
its recoverable amount until the goodwill has been written off in totd.

Under the proposed approach, the impairment loss to be dlocated to the goodwill of
the unit may be higher than the imparment loss of the cashtgeneraing unit as a
whole. This can aise because the carying amount of the goodwill exceeds the
implied value of the goodwill, determined in accordance with the proposds, by more
than the imparment loss of the cadrgeneraing unit as a whole.  In such
circumgtances, the carrying amount of the cashgenerating unit could be less than its
recoverable amount.

The FRSB consders tha the current one-step approach to imparment testing of
goodwill should be retained as this approach represents a smple and codt-effective
approach and ultimately ensures that the carrying amount of the cashgenerating unit
isequd to its recoverable amount (i.e. itsfair vaue) after an impairment writedown.

Question 6 — Reversals of impairment losses for goodwill

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

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

We agree with the proposa to prohibit the reversa of impairment losses for goodwill,
but recognise tha there is an incondstency between impairment reversds for goodwill
and impairment reversals for other assets.
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Question 7 — Estimates used to measure recoverable amounts of cash-generating
units containing goodwill or intangible assets with indefinite useful lives

The Exposure Draft proposes requiring a variety of information to be disclosed for
each segment, based on an entity’s primary reporting format, that includes within its
carrying amount goodwill or intangible assets with indefinite useful lives (see
proposed paragraph 134 and paragraphs C69-C82 of the Basis for 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?

(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 criteria in proposed paragraph 137 are satisfied? If not, why not?

We condder the disclosures to be excessive.

4 Amendmentsto |AS 38 | ntangible Assets

General comments

The FRSB issued ED-87: Accounting for Intangible Assets for comment in April
1999. The exposure draft was a direct copy of IAS 38 Intangible Assets except for
some minor amendments to its terminology and format to ensure that ED-87 was
consgtent with other New Zedland pronouncements.

Two of the mgor concerns raised by condtituents in their submissions were:

- The definition of assats contained in the IASB Framework should be applied

conggently. Condituents consdered that intangible assets meet the definition of
an asset & provided in paragraph 49(a) of the IASB Framework and were strongly
opposed to the prohibition on recognising internaly generated intangible assets.
The recognition of an intangible asset if only its cost can be religbly measured is
incongdent with the definition in the IASB Framework that adso dlows
recognition if the vaue can be measured reliably (paragraph 83 requires
recognition of an dement if “(b) the item has a cog or vaue that can be measured
with religbility” and paragraph 89 requires recognition of an asset when “...the
asset has a codt or vaue that can be measured reliably).

In light of the widespread negative comments from condituents, particularly in
relation to the blanket prohibition on the recognition of interndly generated brands,
the exposure draft was not issued as a standard in New Zedand.

We acknowledge that the current exposure of 1AS 38 relates to amendments resulting
from ED 3 and was not intended to be a review of the detailed principles of IAS 38.
However, these comments could be useful in future congderations of, and
amendmentsto, the principles of 1AS 38.
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Question 1 — I dentifiability

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 Basis for Conclusions).

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

We agree that the separability and contractud/other legd rights criteria are
appropriate for determining whether an asst meets the identifigbility criterion in the
definition on an intangible ass=t.

Question 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.

We agree that sufficient information can reasonably be expected to exis to measure
reliably thefair vdue of an intangible asset acquired in a business combination.

Question 3 — I ndefinite useful life

The Exposure Draft proposes to remove from | AS 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 paragraphs B29-B32 of the Basis for Conclusions).

Is this appropriate? If not, under what circumstances, if any, should an intangible
asset be regarded as having an indefinite useful life?
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We agree with the proposad to remove the rebuttable presumption that an intangible
assets useful life cannot exceed twenty years.

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
paragraphs B33-B35 of the Basis for 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 circumgances should the useful life include the
renewal period(s)?

We agree with the incluson in the useful life of an intangible assat of the limited term
renewd period(s) aisng from contractud or other legd rights only if there is
evidence to support renewd without significant cos.

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

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

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

We agree tha an intangible asset with an indefinite useful life should not be
amortised.

5 Consequential Amendments

|AS 12 Income Taxes

(i) Temporary differences arising on business combinations

The FRSB recommends that an additiona paragraph (e.g. 21(c)) be added to IAS 12
to include the guidance in SIC 21 that the measurement of a temporary difference is
dependent on the probable method of recovery of the asset’s carrying vaue. Where
the asset is recovered through sde, the tax rate gpplying to a sde of the asset should
apply. Where the asset is to be recovered through use, the tax rate gpplying to the
income generated by the use of the asset should be used The non+
depreciation/amortisation of the asset does not affect the recognition of a deferred tax
lighility.
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The reason for the recommended guidance is to darify whether a deferred tax liahility
will arise where brands or other intangibles are acquired and not amortised (as
permitted by the amendmentsto IAS 38).
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