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Dear Sr
SUBMISSION ON ED 3BUSINESS COMBINATIONS

We comment below on two specific issues resulting from ED 3 Business Combinations
The proposed accounting trestment of goodwill; and
The proposed impairment test for goodwill.

We have been involved in the New Zedand submisson process and generdly support that
submisson. However, we fed dgrongly about the abovementioned issues and consider it
important to provide additional comments directly to you.

The proposed accounting treatment of goodwill

We note the incondgtency in treatment between goodwill and discount on acquidtion in a
business combination.

Neverthdess, we acknowledge that digning the treatment and thereby expensing acquired
goodwill on acquigtion would chdlenge wel-established practice and would ignore the
future economic benefits embodied in that goodwill. We therefore accept the proposa that
goodwill acquired in a business combination be recognised as an asst.

However, we grongly disagree with the proposed subsequent accounting treatment of
goodwill.

In our view goodwill should be amortised over a relative short period, as well as tested for
imparment during the useful life i.e goodwill should be accounted for a cost less
accumulated amortisation and impairment losses.

The bendfits arisng from the goodwill acquired in a busness combinaion will be consumed
over time and replaced by interndly generated goodwill. The Board acknowledges this in
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paragraph BC107 of ED 3. In our view it is therefore gppropriate to write down the value of
acquired goodwill over its useful life.

Further, if imparment testing is the only meesure used to determine the write down of
acquired goodwill, over time entities will effectivedly be recognisng interndly generated
goodwill.  This is incondgtent with 1AS 38 Intangible Assets which prohibits the recognition
of internaly generated goodwill. We disagree with the inconsstent trestment of interndly
generated goodwill between entities involved in business combinations and other entities.

We acknowledge that it might be difficult in some crcumdtances to determine accurately the
useful life of acquired goodwill, but we believe that acquired goodwill has a relatively short
life. In our view, an average ussful life could be determined through a limited review of how
long goodwill lasted in busness combinations where goodwill was recognised. An average
could then be used as the period for writing-off al acquired goodwill.

The proposed impairment test for goodwill
We believe the proposed impairment test is complex and very costly to apply.

We are aso concerned that the proposed two stage-test might not reved the fact tha the
acquired goodwill is impaired. It is posshble tha the fird stage might reved no imparment of
the unit to which goodwill is dlocated. Therefore goodwill would not be tested for
imparment even though caculaions under the second stage would reved that goodwill was
impaired.

We note that interndly generated goodwill would effectively be incuded in measuring the
implied value of goodwill which provides a further “cushion” to the impairment of acquired
goodwill.

We congder, in addition to amortisation, that acquired goodwill should be reviewed for
imparment & each reporting date usng the current one step imparment test in IAS 36
Impairment of Assets That is if the unit to which goodwill is alocated were considered to be
impaired, the imparment amount would firsly be offsst agang the carying amount of
goodwill, and the remainder againg the other assatsin the unit.

If you have any questions concerning our comments, please contact Todd Beardsworth (+64
4917 1590) or Sanel Tomlinson (+64 4 917 1601).

Y ours fathfully

Kevin Brady



