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Dear Ms Crichton

| ASB Proposals on Business Combinations, Impairment and Intangible Assets

CIPFA’s Accounting and Auditing Standards Panel (the Pandl) has considered the Consultation Paper
on the IASB Proposals on Business Combinations, Impairment and Intangible Assets. The Pand
decided that it would not be gppropriate to comment on the questionsraised in the ED, but that it would
be worthwhile to highlight a few areas of concern and interest related .to the public benefit sector.
Whilgt the public benefit sector is outside the scope of the IASB, and notwithstanding the point that no
decision has yet been taken on the extenson Of international GAAP to entities which are not listed
companies, there is a srong likelihood that changes to internationad GAAP will have an impact on the
public benefit sector in the medium term.

The Pand note that entities under *common control’ are excluded from the scope of ED 3 and that the
definition of control contained in ED 3 is congstent with the definition contained in UK accounting
standards such as FRS 2. The Pand takes the view that many public sector business combinations
relate to entities under common control. Such combinations would therefore be outside the scope of ED
3. The Pand notes that accounting for business combinations involving entities under common control
isto be considered as part of Phase |1 of the IASB project. Thereis aso an issue as to whether what
might superficiadly appear to be mergers of centrd government departments are in substance amply the
restructuring of segments and therefore outside the scope of both Phases of the IASB project.

The implications for the UK public benefits sector of using acquidtion accounting are potentialy
ggnificant. In many casesit is unlikdly that there will be congderation attributable to an acquirer.
Therefore negative goodwill equd to the aggregate fair vaues of the identifiable net assets would arise.
Under the proposasin ED 3 negative goodwill should be recognised immediately in the performance
datement. The Panel has reservations that the recognition of negative goodwill in such a case will be
difficult to understand and potentialy mideading for users. The Pand therefore shares the reservations
that the Board has about requiring the purchase method to be used for dl business combinations.
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ED 3 dates that goodwill should not be subject to annual amortisation, but rather should be subject to
annua imparment review. The Pandl notes the Board' s point on the lack of

symmetry of the |ASB proposals for goodwill and intangibles. The Pandl is dso not sure why the
depreciation concept gpplied to al other fixed assets does not apply to goodwill, even if ‘new goodwill’
Is being created to replace any using up of purchased goodwill. There are no specific public sector
implicationsin relation to the |ASB proposal. However, it islikely that amortisation rather than
impairment would be more straightforward for public sector organisations accounting for goodwill
arigng from purchases / acquisitions. Once an amortisation schedule is established, it is generdly
followed year on year, whereas impairment requires areview to take place every year. The Pand
therefore supports the Board' s view that entities should be permitted to use amortisation rather than to
have to go down the impairment route.

Under the revised 1AS 38, separability would not be a criterion for identifying an intangible fixed asset.
An intangible asst would therefore be considered as identifiable when it is separable, or, when it arises
from contractua or other legd rights, even if those rights are not separable. In addition the proposa
would require development expenditure to be capitalised if certain criteriaare met.

This proposd is unlikdy to have sgnificant implications for much of the public sector, as most public
sector organisations do not have intangible fixed assets. However for those organisations that do, such
as the Minigry of Defence, they may be forced to recognise more intangible fixed assets than they do
currently. The full implications of such recognition would need to be considered in due course.
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