CCDG

COUNCIL ON CORPORATE
DISCLOSURE & GOVERNANCE

CL 102
11 April 2003

Dear Sirs,

RESPONSE TO EXPOSURE DRAFTSED 3 BUSINESS COMBINATIONS AND
PROPOSED AMENDMENTSTO IAS 36, IMPAIRMENT OF ASSETSAND |IAS 38,
INTANGIBLE ASSETS

The Council on Corporate Disclosure and Governance (CCDG) appreciates the
opportunity to comment on the Exposure Draft ED 3 Business Combinations and the Exposure
Draft of Proposed Amendments to IAS 36, Impairment of Assets and IAS 38, Intangible Assets
published by the Internationd Accounting Standards Board (IASB) in December 2002. Our
comments are divided into Generd Comments and Responses to Specific Questions set out in the
“Invitation to Comment” section. These comments are given in the context of the IASB's
Framework for the Preparation and Presentation of Financial Statements consdering, inter alia,
the recognition and measurement criteria therein, whether dternatives are permitted, and the
adequacy of requirements or guidance.

General Comments

2. We strongly support the work of the IASB in its efforts to improve the qudity of, and to

seek international  convergence on, the accounting for business combinations, so as to provide

high qudity, trangparent and comparable information to users of financia statements.

Responsesto Specific Questions

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 ae brought together to form a joint venture, and business
combinations involving entities under common control (see proposed paragraphs 2 and 3).

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

The CCDG is of the view that the scope exclusions are appropriate. However, we would

like to suggest that, in addition to providing guidance for identifying transactions that fall

within the scope exclusons, the IASB could perhaps provide further guidance on how the
excluded transactions should be accounted for.
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(b) to indude in the IFRS a ddfinition of busness combinaions involving entities under
common control, and additiond guidance on identifying such transactions (see proposed
paragraphs 9-12 and Appendix A).

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

The CCDG is of the view that the definition and additional guidance are hepful in
identifying transactions within the scope exclusion.

Question 2 — Method of accounting for business combinations

The Exposure Draft proposes to diminate the use of the pooling of interests method and require
al busness combinations within its scope to be accounted for by agpplying the purchase method
(see proposed paragraphs 13-15).

Is this appropriate? If not, why not? If you believe the pooling of interests method should be
goplied to a particular class of transactions, what criteria should be used to digtinguish those
transactions from other business combinations, and why?

The CCDG is of the view that the dimination of the use of the pooling of interests method
and therequirement to use the purchase method are appropriate.

Question 3 —Rever se acquisitions

Under 1AS 22 Business Combinations, a busness combination is accounted for as a reverse
acquistion when an entity (the legd parent) obtains ownership of the equity of another entity
(the legd subsdiary) but, as pat of the exchange transaction, issues enough voting equity as
congderation for control of the combined entity to pass to the owners of the legd subsdiary. In
such circumgtances, the legd subsidiary is deemed to be the acquirer. The Exposure Dréft:

(8 proposes to modify the circumstances in which a business combination could be regarded
as a reverse acquistion by clarifying that for al busness combinations effected through an
exchange of equity interests, the acquirer is the combining entity that has the power to
govern the financid and operating policies of the other entity (or entities) so as to obtan
benefits from its (or ther) activities. As a result, a reverse acquistion occurs when the legd
subsidiary has the power to govern the financid and operating policies of the legd parent
S0 as to obtain benefits from its activities (See proposed paragraph 21).
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Is this an gppropriate description of the circumstances in which a business combination
should be accounted for as a reverse acquigtion? If not, under what circumstances, if any,
should a business combination be accounted for as areverse acquisition?

The CCDG is of the view that the proposal is an appropriate description of the
circumstances in which a business combination should be accounted for as a reverse
acquigtion.

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

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

The CCDG isof the view that the additional guidanceisappropriate.

Question 4 — ldentifying the acquirer when a new ertity is formed to effect a business
combination

The Exposure Draft proposes that when a new entity is formed to issue equity instruments to
effect a busness combination, one of the combining entities that existed before the combination
should be adjudged the acquirer on the evidence available (see proposed paragraph 22).

Isthis appropriate? If not, why not?

The CCDG is of the view that the proposal on identifying the acquirer when a new entity is
formed to effect a business combination is appropriate.

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

Under IAS 22, an acquirer must recognise as pat of dlocating the cost of a busness
combination a provison for terminating or reducing the activiies of the acquiree (a
‘restructuring provison’) that was not a liability of the acquiree a the acquidtion date, provided
the acquirer has satisfied specified criteria. The Exposure Draft proposes that an acquirer should
recognise a restructuring provison as pat of dlocaing the cost of a busness combinaion only
when the acquiree has, a the acquistion date, an exigting liability for restructuring recognised in
accordance with 1AS 37 Provisions, Contingent Liabilities and Contingent Assets (see proposed
paragraph 40).

Is this gppropriate? 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 dlocating the cost of a
combination, and why?
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The CCDG isof the view that the proposal isappropriate.
Question 6 — Contingent liabilities

The Exposure Draft proposes that an acquirer should recognise separately the acquiree's
contingent ligbilities a the acquigtion date as part of dlocating the cost of abusiness
combination, provided their fair values can be measured reliably (see proposed paragraphs 36
and 45).

Is this appropriate? If not, why not?

The CCDG isof the view that the proposal is appropriate.

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

IAS 22 includes a benchmark and an dlowed dternative trestment for the initid measurement of
the identifiable net assets acquired in a busness combination, and therefore for the initid
measurement of any minority interests. The Exposure Draft proposes requiring the acquiree's
identifiable assets, liabilities and contingent ligbilities recognised as part of dlocating the cogt to
be measured initidly by the acquirer a thar far vdues a the acquidtion date. Therefore, any
minority interest in the acquiree will be dated a the minority’s proportion of the net far vaues
of those items. This proposd is condgtent with the dlowed dterndive trestment in 1AS 22 (see
proposed paragraphs 35 and 39).

Is this gppropriate? If not, how should the acquiree’s identifiable assets, liabilities and contingent
ligbilities recognised as part of dlocating the cost of a busness combination be measured when
there isaminority interest in the acquiree, and why?

The CCDG isof theview that the proposal is appropriate.

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
initid recognition a cost less any accumulated impairment losses (see proposed paragraphs 50-
54).

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

The CCDG is of the view that the proposal is appropriate, but to the extent that the
impairment test is carried out with the rigour that the IASB has intended. There are some
concerns about the practical problems associated with the proposed impairment tests. The
results of impairment tests depend largely on management’s projections and assertions.
This process could be abused and may result in goodwill remaining on balance sheets
indefinitely or longer than it should be. Furthermore, the subjectivity of the impairment
test would make it more difficult for users to assess the reasonableness of estimates, even
with disclosure. This could lead to information being less comparable across companies
and across different jurisdictions. The IASB may wish to condder proposng certain
guiddlinesto minimise these practical difficulties.

Question 9 — Excess over the cost of a business combination of the acquirer’sinterest in the
net fair value of the acquiree'sidentifiable assets, liabilities and contingent liabilities

In some business combinations, the acquirer’s interest in the net fair vaue of the acquiree's
identifiable assats, liahilities and contingent liabilities recognised as pat of dlocaing the cost of
the combination exceeds that cost. The Exposure Draft proposes that when such an excess exists,
the acquirer should:

@ ressess the identification and measurement of the acquiree’s identifisble assets,
ligbilittes and contingent liabilities and the messurement of the cost of the
combination; and

(b) recognise immediatdy in profit or loss any excess remaining after that reassessment.

(see proposed paragraphs 55 and 56).

Isthis trestment appropriate? If not, how should any such excess be accounted for, and why?

The CCDG isof the view that the proposal is appropriate.

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

The Exposure Draft proposes that:

(& if the initid accounting for a busness combinaion can be determined only provisondly by
the end of the reporting period in which the combination occurs because ether the fair
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vaues to be assgned to the acquiree's identifigble assets, ligbilities or contingent ligbilities
or the cogt of the combinaion can be determined only provisondly, the acquirer should
account for the combination using those provisond vaues. Any adjusment to those vaues
as a result of completing the initid accounting is to be recognised within twelve months of
the acquidition date (see proposed paragraphs 60 and 61).

Is twelve months from the acquistion daie sufficent time for completing the accounting
for abusiness combination? If not, what period would be sufficient, and why?

The CCDG isof the view that the proposal is appropriate.
(b) with some exceptions caried forward as an interim measure from IAS 22, adjustments to
the initid accounting for a business combination after that accounting is complete should

be recognised only to correct an error (see proposed paragraphs 62 and 63).

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

The CCDG isof the view that the proposal is appropriate.

PROPOSED AMENDMENTSTO IAS 36, IMPAIRMENT OF ASSETS

Question 1 — Frequency of impairment tests

Are the proposds rdating to the frequency of imparment tesing intangible assets with indefinite
useful lives and acquired goodwill appropriate (see proposed paragraphs 8 and 8A)? If not, how
often should such assets be tested for impairment, and why?

The CCDG isof the view that the proposal is appropriate.

Question 2 — Intangible assets with indefinite useful lives

The Exposure Draft proposes that the recoverable amount of an intangible assst with an
indefinite useful life should be measured, and imparment losses (and reversds of imparment
losses) for such assets accounted for, in accordance with the requirements in IAS 36 for assets

other than goodwill.

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

The CCDG isof the view that the proposal is appropriate.
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Question 3—Measuring valuein use

The Exposure Draft proposes additionad guidance on measuring the vaue in use of an assdt. Is
this additiona guidance appropriate? In particular:

@

(b)

(©

should an asst's vaue in use reflect the dements listed in proposed paragraph 25A7 If
not, which dements should be excluded or should any additiona eements be included?
Also, should an entity be permitted to reflect those eements ether & adjustments to the
future cash flows or adjustments to the discount rate (see proposed paragraph 26A)? If
not, which approach should be required?

should the assumptions on which cash flow projections are based take into account both
past actud cash flows and management’'s past ability to forecast cash flows accurately
(see proposed paragraph 27( 8)( ii))? If not, why not?

is the additional guidance in proposed Appendix 3 to [draft] IAS 36 on using present
vaue techniques in measuring an asset’s vaue in use appropriate? If not, why not? Is it
sufficient? If not, what should be added?

The CCDG is of the view that this proposal is conceptually appropriate, but to the extent
that the impairment test is carried out with the rigour that the IASB has intended. As
highlighted in our response to Q8 of the main ED on Business Combinations, there are
some concer ns about the practical problems associated with the proposed impairment tests.

Question 4 — Allocating goodwill to cash-gener ating units

The Exposure Draft proposes that for the purpose of imparment testing, acquired goodwill
should be allocated to one or more cash-generating units.

@

(b)

Should the dlocation of goodwill to one or more cashgenerding units result in the
goodwill being tested for imparment a a leved that is condgtent with the lowest leve a
which management monitors the return on the invesment in that goodwill, provided such
monitoring is conducted a or bdow the segment level based on an entity's primary
reporting format (see proposed paragraphs 73-77)? If not, a what level should the goodwill
be tested for impairment, and why?

If an entity disposes of an operation within a cash-generding unit to which goodwill has
been dlocated, should the goodwill associated with that operation be included in the
carying amount of the operation when determining the gain or loss on disposa (see
proposed paragraph 81)? If not, why not? If so, should the amount of the goodwill be
measured on the bass of the relative vaues of the operation disposed of and the portion of
the unit retained or on some other basis?
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(©

If an entity reorganises its reporting structure in a manner that changes the compostion of
one or more cashrgenerding units to which goodwill has been dlocated, should the
goodwill be redlocated to the units affected usng a relative value approach (see proposed
paragraph 82)? If not, what approach should be used?

The CCDG is of the view that this proposal is conceptually appropriate, but to the extent
that the impairment test is carried out with the rigour that the IASB has intended. As
highlighted in our response to Q8 of the main ED on Business Combinations, there are
some concerns about the practical problems associated with the proposed impairment tests.
In addition, in the example appearing immediately after paragraph 81, there may be a
built-in bias because of the different attributes, (i.e., market price and recoverable amount)
that are used to compute the allocation of goodwill.

Question 5 — Determining whether goodwill isimpaired

The Exposure Draft proposes:

@

(b)

(©

that the recoverable amount of a cash-generding unit to which goodwill has been dlocated
should be measured as the higher of the unit's vadue in use and net sdling price (see
proposed paragraphs 5 (definition of recoverable amount) and 85).

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

the use of a screening mechanism for identifying potential goodwill imparments, whereby
goodwill alocated to a cashgenerating unit would be identified as potentidly impaired
only when the carrying amount of the unit exceeds its recoverable amount (see proposed
paragraph 85).

Isthis an gppropriate method for identifying potential goodwill impairments? If not, what
other method should be used?

that if an entity identifies goodwill dlocated to a cadtrgenerdting unit as potentidly
impaired, the amount of any imparment loss for that goodwill should be messured 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).

Is this an appropriate method for measuring impairment losses for goodwill? If not, what
method should be used, and why?
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The CCDG is of the view that these proposals are appropriate, but to the extent that the
impairment test is carried out with the rigour that the IASB has intended. As highlighted
in our response to Q8 of the main ED on Business Combinations, there are some concerns
about the practical problems associated with the proposed impair ment tests.

Question 6 — Reversals of impair ment losses for goodwill

The Exposure Draft proposes that reversds of impairment losses recognized for goodwill should
be prohibited (see proposed paragraph 123).

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

The CCDG isof the view that the proposal is appropriate.

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).

(@ 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 paragreph 134 be disclosed
separately for a cashrgenerding unit within a segment when one or more of the criteria in
proposed paragraph 137 are satisfied? If not, why not?

The CCDG is of the view that the proposal is appropriate.

PROPOSED AMENDMENTSTO IAS 38, INTANGIBLE ASSETS

Question 1 — Identifiability

The Exposure Draft proposes that an asset should be trested as meeting the identifigbility
criterion in the definition of an intangible asset when it is gparable or arises from contractua or
other legal rights (see proposed paragraphs 10 and 11).

Are the separability and contractud/other legd rights criteria gppropricte for determining

whether an asst meets the identifigbility criterion in the definition of an intangible asset? If nat,
whét criteria are appropriate, and why?
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The CCDG isof the view that the proposal isappropriate.

Question 2 — Criteria for recognising intangible assets acquired in a business combination
separ ately from goodwill

This Exposure Draft proposes darifying that for an intangible assst acquired in a business
combination, the probability recognition criterion will dways be sisfied and, with the exception
of an assembled workforce, sufficient information should dways exis to measure its far vaue
reliably (see proposed paragraphs 29-32). Therefore, as proposed in ED 3 Busness
Combinations, an Exposure Draft of a proposed Financiad Reporting Standard Business
Combinations, an acquirer should recognise, a the acquistion date and separately from
goodwill, dl of the acquireg's intangible assats, excluding an assembled workforce, that meet the
definition of an intangible asset (see proposed paragraphs 36, 43 and 44 of ED 3 Business
Combinations).

Do you agree that, with the exception of an assembled workforce, sufficient information can
reasonably be expected to exist to measure rdiably the fair vaue of an intangible asset acquired
in a busness combination? If not, why not? It would be gppreciated if respondents outlining the
goecific drcumdances in which the far vaue of an intangible asst acquired in a busness
combination could not be measured rdligbly.

The CCDG is of the view that the proposal is appropriate. However, there may be
practical considerations as pecise measures may not be available to measure reliably the
fair value of acquired intangible assets.

Question 3 — Indefinite useful life

The Exposure Draft proposes to remove from IAS 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 andyss of dl of the rdevant factors, there is no
foreseegble 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).

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

The CCDG is of the view that the proposal is appropriate.
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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 contractud or other legd
rights that are conveyed for a limited term that can be renewed, the useful life shdl indude the
renewd period(s) only if there is evidence to support renewd by the entity without Sgnificant
cost (see proposed paragraphs 91 and 92).

Is this an gppropriate bass for determining the useful life of an intangible asset arigng from
contractud or other legd rights that are conveyed for a limited term that can be renewed? If not,
under what circumstances should the useful life include the renewa period(s)?

The CCDG is of the view that the proposal is appropriate. However, the |ASB may wish to
consder amending the phrase in paragraph 85 “generate net cash inflows for the entity” to
“generate future economic benefits for the entity” for reason of clarity and consistency
both with the standard and the IASB Framework.

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).

Isthis appropriate? If not, how should such assets be accounted for after their initia recognition?

The CCDG isof the view that the proposal is appropriate.

3. We ghdl be pleased to discuss our comments and views with the Board or its daff.
Please contact Mr Ramchand Jagtiani, Deputy Director, a the Inditute of Certified Public

Accountants of Singgpore via emal a jagtiani@icpas.org.sy should you require further
information. Thank you.

Y ours Sncerely,

Yours sncerdly,

Chee Hong Tat
Secretary, CCDG




