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EXPOSURE DRAFT OF REVISED |AS 36

| ntroduction

1

This Exposure Draft has been issued by the International Accounting
Standards Board as part of its project on business combinations. The
Board announced in July 2001 that it would undertake the project as
part of its initial agenda. The project’s objective is to improve the
quality of, and seek international convergence on, the accounting for
business combinations and the subsequent accounting for goodwill and
intangible assets acquired in business combinations.

The project has two phases. The first phase has resulted in the Board
publishing simultaneously this Exposure Draft, which proposes changes
to IAS 36 Impairment of Assets and IAS 38 Intangible Assets, and ED 3,
an Exposure Draft of a proposed International Financial Reporting
Standard Business Combinations. The Board's deliberations during the
first phase of the project focused primarily on the following issues:

(8 the method of accounting for business combinations;

(b) the initial measurement of the identifiable assets acquired and
liabilities and contingent liabilities assumed in a business
combination;

(c) the recognition of provisions for terminating or reducing the
activities of an acquiree;

(d) the treatment of any excess of the acquirer's interest in the fair
values of identifiable net assets acquired in a business combination
over the cost of the combination; and

(e) the accounting for goodwill and intangible assets acquired in a
business combination.

Therefore, the Board's intention while developing this Exposure Draft
was to reflect only those changes related to its decisions in the Business
Combinations project, and not to reconsider al of the requirements in
IAS 36 and IAS 38. The changes proposed to IAS 36 are primarily
concerned with the impairment test for goodwill. The changes proposed
to 1AS 38 are primarily concerned with clarifying the notion of
‘identifiability’ as it relates to intangible assets, the useful life and

5 © Copyright IASCF



ProPOSED AMENDMENTS |ASS 36 & 38 DECEMBER 2002

amortisation of intangible assets, and the accounting for in-process
research and development projects acquired in business combinations.

The second phase of the Business Combinations project will include
consideration of:

(a) issuesarising in respect of the application of the purchase method;

(b) the accounting for business combinations in which separate entities
or operations of entities are brought together to form a joint
venture, including possible applications for ‘fresh start’ accounting;
and

(c) the accounting for business combinations involving entities under
common control.

| nvitation to comment

5.

The Board invites comments on al the changes proposed in the
Exposure Draft, and would particularly welcome answers to the
guestions set out in the ‘Invitation to Comment’ at the front of each
proposed revised Standard. As noted above, the Board is not
considering changes to al of the requirementsin IAS 36 and IAS 38 at
this time. Therefore, the Board is not requesting comments on aspects
of these Standards not proposed for change.

Comments should be submitted in writing so as to be received no later
than 4 April 2003. Until the revised Standards become effective, the
requirements of the current versions of 1AS 36 and IAS 38 remain in
force.

Presentation of the document

7.

This Exposure Draft presents for each of the proposed revised
Standards:

* Aninvitation to comment. Questions have been limited to the main
issues, but the Board would also welcome comments on other
changes proposed.

© Copyright IASCF 6

INTRODUCTION

e A summary of main changes. This section summarises the Board's
proposals for changes to the Standard. Minor matters and editorial
changes are not mentioned.

e The revised text presented as a marked-up copy of the full text of
the Standard. The amendments to I1AS 36 and IAS 38 proposed in
the May 2002 Exposure Draft Improvements to International
Accounting Sandards and the November 2002 Exposure Draft 2
Share-based Payment also are presented as marked-up text.

e A basis for conclusions. This section presents the basis for the
Board' s conclusions on major issues.

e A summary of the consegquentid amendments to the Standard
proposed in the May 2002 Exposure Draft Improvements to
International Accounting Standards and the November 2002
Exposure Draft 2 Share-based Payment.

e Alternative views. This section presents the views of Board
members who voted against the publication of the Exposure Draft.
Those Board members concluded that the proposed revised text for
the Standard, taken as a whole, should not be published in its
present form. The IASB does not allow partial dissents. Board
members views (including the views of Board members who
supported the publication of the Exposure Draft of the Standard)
may change as a result of comments received in the exposure
process. Alternative views are not attributed to individual Board

members.
8. Consequential amendments to other Standards and SIC Interpretations
are presented at the end of the Exposure Draft.
Style
9. The Board decided that the Business Combinations project should result

inarevised IAS 36 and arevised IAS 38. Therefore, the style changes
the Board has agreed to make for new Standards—International
Financia Reporting Standards (IFRSs)—have not been reflected in the
revised text. These changes are set out in the Preface to International
Financial Reporting Standards (issued in May 2002).

7 © Copyright IASCF
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10. However, this document does reflect the Board's decision to change
certain terminology in existing Standards. Accordingly, the word ‘ shall’
is used instead of ‘should’ and ‘entity’ is used instead of ‘enterprise’.
By replacing ‘should’ with ‘shall’, the Board does not intend to change
the requirements in the Standards, but to clarify that it interprets
‘should’ as meaning ‘shall’. By replacing ‘enterprise’ with ‘entity’, a
more neutral term, the Board intends to reflect its objective that
Standards should be used by &l profit-oriented entities preparing
general purpose financial statements.

© Copyright IASCF 8

INTRODUCTION

PROPOSED AMENDMENTSTO

IAS 36
IMPAIRMENT OF ASSETS

[Note: For the purpose of this Exposure Draft, the new text is underlined and
the deleted text is struck through. The amendmentsto |AS 36 proposed
in the May 2002 Exposure Draft |mprovements to International
Accounting Standards are also presented in this manner as marked-up
text.]

9 © Copyright IASCF
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Invitation to Comment (IAS 36)

The Board would particularly welcome answers to the questions set out below.
Comments are most helpful if they indicate the specific paragraph or group of
paragraphs to which they relate, contain a clear rationale and, where
applicable, provide a suggestion for alternative wording.

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?

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 |osses
(and reversals of impairment losses) for such assets accounted for, in
accordance with the requirementsin IAS 36 for assets other than goodwill (see
paragraphs C10-C11 of the Basis for Conclusions).

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

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 elements listed in proposed
paragraph 25A7? 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 Basis for Conclusions)? If not, which
approach should be required?

© Copyright IASCF 10
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(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) isthe 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? Is it sufficient? If not, what should be
added?

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 alocation 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?

(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?

(c) 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 alocated, should the goodwill be redlocated 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?

11 © Copyright IASCF
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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’svaluein
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?

(b) the use of a screening mechanism for identifying potential goodwill
impairments, whereby goodwill allocated to a cash-generating unit would
be identified as potentialy 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?

(c) 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?

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 Basis for Conclusions).

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

© Copyright IASCF 12
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Question 7 — Estimates used to measur e r ecover able amounts of cash-
generating units containing goodwill or intangible assetswith 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 134? 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 more of the criteria in proposed paragraph 137 are satisfied? If
not, why not?

13 © Copyright IASCF
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Summary of Main Changes (IAS 36)

Frequency of impairment testing

IAS 36 requires the recoverable amount of an asset to be measured
whenever there is an indication that the asset may be impaired. The
Exposure Draft proposes:

o that the recoverable amount of an intangible asset with an indefinite
useful life should aso be measured at the end of each annual
reporting period, irrespective of whether there is any indication that it
may be impaired. However, the most recent detailed calculation of
recoverable amount made in a preceding reporting period may be
used in the impairment test for that asset in the current period,
provided specified criteria are met.

o to relocate from IAS 38 Intangible Assets the requirement for the
recoverable amount of an intangible asset not yet available for use to
also be measured at the end of each annual reporting period,
irrespective of whether there is any indication that it may be impaired.

o that goodwill acquired in a business combination should be tested for
impairment annually and whenever there is any indication that it may
be impaired.

Measuring valuein use

The Exposure Draft proposes clarifying that the following elements
should be reflected in the calculation of an asset’s value in use;

0 an estimate of the future cash flows the entity expects to derive from
the asset.

0 expectations about possible variations in the amount and/or timing of
those future cash flows.

o the time value of money, represented by the current market risk-free
rate of interest.

0 the price for bearing the uncertainty inherent in the asset.

© Copyright IASCF 14
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o other factors, such asilliquidity, that market participants would reflect
in pricing the future cash flows the entity expects to derive from the
asset.

The Exposure Draft also proposes clarifying that the second, fourth and
fifth of these elements can be reflected either as adjustments to the future
cash flows or adjustments to the discount rate.

IAS 36 requires cash flow projections used to measure value in use to be
based on reasonable and supportable assumptions that represent
management’s best estimate of the set of economic conditions that will
exist over the remaining useful life of the asset. The Exposure Draft
proposes requiring those assumptions also to take into account both past
actual cash flows and management’s past ability to forecast cash flows
accurately.

Additional guidance on using present value techniques in measuring an
asset’s value in use has been included in proposed Appendix B to [draft]
IAS 36. In addition, the guidance in IAS 36 on estimating the discount
rate when an asset-specific rate is not directly available from the market
has been relocated to Appendix B.

Allocating goodwill to cash-generating units

IAS 36 requires goodwill to be tested for impairment as part of
impairment testing the cash-generating units to which it relates. It
employs a ‘bottom-up/top-down’ approach under which the goodwill is
in effect tested for impairment by allocating its carrying amount to each
of the smallest cash-generating units to which a portion of that carrying
amount can be allocated on a reasonable and consistent basis.
Consistently with IAS 36, the Exposure Draft proposes that:

0 goodwill should be tested for impairment as part of impairment
testing the cash-generating units to which it relates.

o the carrying amount of goodwill should be allocated to each of the

smallest cash-generating units to which a portion of that carrying
amount can be allocated on a reasonable and consistent basis.

15 © Copyright IASCF
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However, the Exposure Draft proposes additional guidance clarifying
that a portion of the carrying amount of goodwill should be regarded as
capable of being allocated to a cash-generating unit on a reasonable and
consistent basis only when that cash-generating unit represents the lowest
level at which management monitors the return on investment in assets
that include the goodwill. That cash-generating unit cannot be larger
than a segment based on the entity’ s primary reporting format determined
in accordance with IAS 14 Segment Reporting.

The Exposure Draft proposes clarifying that if the initial allocation of
goodwill acquired in a business combination cannot be completed before
the end of the annua reporting period in which the business combination
occurs, that initial alocation should be completed before the end of the
first annual reporting period beginning after the acquisition date.

The Exposure Draft proposes that when an entity disposes of an
operation within a cash-generating unit to which goodwill has been
allocated, the goodwill associated with that operation should be:

o included in the carrying amount of the operation when determining
the gain or loss on disposal; and

0 measured on the basis of the relative values of the operation disposed
of and the portion of the cash-generating unit retained.

The Exposure Draft proposes that when an entity reorganises its
reporting structure in a manner that changes the composition of cash-
generating units to which goodwill has been allocated, the goodwill
should be reallocated to the units affected using a relative value approach
similar to that used when an entity disposes of an operation within a
cash-generating unit.

M easuring impair ment losses for goodwill

If the carrying amount of a cash-generating unit to which goodwill has
been allocated exceeds its recoverable amount, IAS 36 requires the
excess to be recognised as an impairment loss for goodwill. Any excess
remaining after the carrying amount of goodwill has been reduced to zero
is then recognised by being allocated to the other assets of the unit pro
rata with the carrying amount of each asset in the unit. The Exposure
Draft proposes amending this approach by requiring the impairment loss

© Copyright IASCF 16
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for goodwill to be measured as the excess of the carrying amount of
goodwill over itsimplied value.

The Exposure Draft proposes that the implied value of goodwill should
be measured a s the excess of:

o the recoverable amount of the cash-generating unit to which the
goodwill has been allocated, over

o the net fair value of the identifiable assets, liabilities and contingent
liabilities the entity would recognise if it acquired that cash-
generating unit in a business combination on the date of the
impairment test. However, an entity should exclude from this net fair
value calculation any identifiable asset that was acquired in a business
combination but not recognised separately from goodwill at the
acquisition date.

Timing of impairment testsfor goodwill

The Exposure Draft proposes that:

0 the annual impairment test for a cash-generating unit to which
goodwill has been alocated may be performed any time during an
annual reporting period, provided the test is performed at the same
time every yesr.

o different cash-generating units may be tested for impairment at
different times.

However, if some of the goodwill allocated to a cash-generating unit was
acquired in a business combination during the current annua reporting
period, the Exposure Draft proposes requiring that unit to be tested for
impairment before the end of the current period.

The Exposure Draft proposes that the most recent detailed calculation
made in a preceding reporting period of the recoverable amount of a
cash-generating unit to which goodwill has been allocated may be used in
the impairment test for that unit in the current period, provided specified
criteriaare met.

17 © Copyright IASCF
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The Exposure Draft proposes that an entity should recognise its best
estimate of any probable impairment loss for goodwill if the carrying
amount of a cash-generating unit to which the goodwill has been
allocated exceeds its recoverable amount, but the entity has not
completed before the financial statements are authorised for issue its
determination of whether the goodwill is impaired. The Exposure Draft
also proposes requiring any adjustment to that estimated impairment loss
as a result of completing the impairment test to be recognised in the
immediately succeeding reporting period.

Rever sals of impairment lossesfor goodwill

IAS 36 requires an impairment loss recognised for goodwill in aprevious
reporting period to be reversed when the impairment loss was caused by
a specific external event of an exceptiona nature that is not expected to
recur and subsequent external events have occurred that reverse the
effect of that event. The Exposure Draft proposes to prohibit the
recognition of reversals of impairment losses for goodwill.

Disclosure

The Exposure Draft proposes that if any portion of the goodwill acquired
in a business combination during the reporting period has not been
allocated to a cash-generating unit at the reporting date, an entity should
disclose the amount of the unallocated goodwill together with the reasons
why that amount remains unallocated.

The Exposure Draft proposes that if an entity recognises only its best
estimate of a probable impairment loss for goodwill, it should disclose
the following information in the period in which that estimate is
recognised:

o the fact that the impairment loss recognised for goodwill is an
estimate that has not yet been finalised; and

o the reasons why the amount of the impairment loss has not been
finalised.

The Exposure Draft also proposes that the entity should disclose in the
immediately succeeding reporting period the nature and amount of any
adjustments recognised to the estimated impairment loss.

© Copyright IASCF 18
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The Exposure Draft proposes requiring disclosure of a range of
information 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. That information is concerned
primarily with:

o the key assumptions used to measure the recoverable amounts of the
cash-generating units within the segment that include within their
carrying amounts goodwill or intangible assets with indefinite useful
lives.

o for each key assumption, the amount by which the value assigned to
that assumption must change, incorporating any consequential effects
of that change on the other variables used to measure recoverable
amount, for the aggregate recoverable amount of the cash-generating
units within the segment that include within their carrying amounts
goodwill or intangible assets with indefinite useful livesto be equal to
their aggregate carrying amount.

19 © Copyright IASCF
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| nter national Accounting Standard |AS 36
(revised 200X)

| mpairment of Assets

[Draft] International Accounting Standard 36 Impairment of Assets (IAS 36)
is set out in paragraphs 1-139 and Appendix B. All the paragraphs have
equal authority but retain the IASC format of the Standard when it was
adopted by the IASB. [Draft] IAS 36 should be read in the context of its
objective and the Basis for Conclusions, the Preface to International
Financial Reporting Standards and the Framework for the Preparation and
Presentation of Financial Statements. These provide a basis for selecting
and applying accounting policies in the absence of explicit guidance.

Objective

The objective of this Standard is to prescribe the procedures that an enterprise
entity applies to ensure that its assets are carried at no more than their
recoverable amount. An asset is carried at more than its recoverable amount if
its carrying amount exceeds the amount to be recovered through use or sale of
the asset. If thisisthe case, the asset is described as impaired and the Standard
requires the enterprise entity to recognise an impairment loss. The Standard
also specifies when an enterprise entity should reverse an impairment loss and
it prescribes certain disclosures for impaired assets.

Scope

1. This [draft] Standard sheuld shall be applied in accounting for the
impairment of all assets, other than:

(&) inventories (see[draft] IAS 2, Inventories);

(b) assets arising from construction contracts (see 1AS 11,
Construction Contracts);

(c) deferred tax assets (see |AS 12, Income Taxes);

23 © Copyright IASCF




ProPOSED AMENDMENTS |ASS 36 & 38 DECEMBER 2002

(d) assets arising from employee benefits (see IAS 19, Employee
Benefits);

(e) financial assetsthat areincluded in the scope of [draft] |AS 32 39,
Financial Instruments. Bisclosure-and-Presentation Recognition
and Measurement;

(f) investment property that is measured at fair value (see [draft]
| AS 40, I nvestment Property); and

(g) biological assets related to agricultural activity that are measured
at fair value less estimated point-of-sale costs (see IAS 41,
Agriculture).

This [draft] Standard does not apply to inventories, assets arising from
congtruction contracts, deferred tax assets or assets arising from
employee benefits because existing Haterhational-Accounting Standards
applicable to these assets aready contain specific regquirements for
recognising and measuring these assets.

This [draft] Standard appliesto:

() subsidiaries, as defined in [draft] IAS 27, Consolidated and Separate

Financial Statements and—Accounting—for—tnvestments—in
Subsidiaries;

(b) associates, as defined in [draft] IAS 28, Accounting for Investments
in Associates; and

(c) joint ventures, as defined in IAS 31, Financial Reporting of Interests
in Joint Ventures.

For impairment of other financial assets, refer to [draft] |IAS 39,
Financial Instruments: Recognition and Measurement.

This [draft] Standard does not apply to financial assets included in the
scope of [draft] IAS 39, investment property measured at fair value under
[draft] IAS40, or biological assets related to agricultural activity
measured at fair value less estimated point-of-sale costs under |AS 41.
However, Fhis this [draft] Standard applies to assets that are carried at

revalued amount (fair value) under other Hnternational—Aecounting
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Standards, such as the alowed alternative treatment in [draft] IAS 16,
Property, Plant and Equipment. Hewever—identifying ldentifying
whether such a revalued asset may be impaired depends on the basis used
to determine fair value:

(a) if the asset’'s fair value is its market value, the only difference
between the asset’s fair value and its net selling price is the direct
incremental costs to dispose of the asset:

(i) if the disposal costs are negligible, the recoverable amount of
the revalued asset is necessarily close to, or greater than, its
revalued amount (fair value). In this case, after the revaluation
requirements have been applied, it is unlikely that the revalued
asset is impaired and recoverable amount need not be
estimated; and

(ii) if the disposal costs are not negligible, net selling price of the
revalued asset is necessarily less than its fair value. Therefore,
the revalued asset will be impaired if its value in use is less
than its revalued amount (fair value). In this case, after the
revaluation requirements have been applied, an enterprise
entity applies this [draft] Standard to determine whether the
asset may be impaired; and

(b) if the asset’s fair value is determined on a basis other than its market
value, its revalued amount (fair value) may be greater or lower than
its recoverable amount. Hence, after the revaluation requirements
have been applied, an enterprise entity applies this [draft] Standard
to determine whether the asset may be impaired.
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Definitions

5.

The following terms are used in this [draft] Standard with the
meanings specified:

The Recoverable recoverable amount of an asset or_a cash-generating
unit isthe higher of anasset'sits net selling price and itsvaluein use.

Value in _use is the present value of estimated the future cash flows
expected to arise be derived from the-continuing-use-of an asset or
cash-generating unit and-from-itsdispesal-at the end-of itsuseful-life.

Net selling price is the amount obtainable from the sale of an asset or
cash-generating unit in an arm’'s length transaction between
knowledgeable, willing parties, less the costs of disposal.

Costs of disposal are incremental costs directly attributable to the
disposal of an asset or_cash-generating unit, excluding finance costs
and income tax expense.

An impairment loss is the amount by which the carrying amount of an
asset or a cash-generating unit exceeds its recoverable amount.

Carrying amount is the amount at which an asset is recognised in the
balance sheet after deducting any accumulated depreciation
(amortisation) and accumulated impairment losses thereon.

Depreciation (Amortisation) is the systematic allocation of the
depreciable amount of an asset over its useful life.*

Depreciable amount is the cost of an asset, or other amount substituted
for cost in the financial statements, lessitsresidual value.

Useful lifeiseither:

(a) theperiod of time over which an asset is expected to be used by the
enterprise entity; or

1In the case of an intangible asset er-geedwil, the term ‘amortisation’ is generally used instead
of ‘depreciation’. Both terms have the same meaning.
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(b) the number of production or similar units expected to be obtained
from the asset by the enterprise entity.

A cash-generating unit is the smallest identifiable group of assets that
generates cash inflows from continuing use that are largely
independent of the cash inflows from other assets or groups of assets.

Corporate assets are assets other than goodwill that contribute to the
future cash flows of both the cash-generating unit under review and
other cash-generating units.

An active market isa market where all the following conditions exist:
(a) theitemstraded within the market are homogeneous,

(b) willing buyers and sellers can normally be found at any time; and
(c) pricesare availableto the public.

The agreement date for a business combination is the date that a
substantive agreement between the combining parties is reached and,
in the case of publicly listed entities, announced to the public. In the
case of a hostile takeover, the earliest date that a substantive
agreement between the combining parties is reached is the date that a
sufficient _number of the acquiree’'s owners have accepted the
acquirer’s offer for the acquirer to obtain control of the acquiree.
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| dentifying an Asset that may be Impaired

6.

Paragraphs 7 to 14 specify when recoverable amount shedld shall be
determined. These requirements use the term ‘an asset’ but apply equally
to an individual asset or a cash-generating unit. The remainder of this
[draft] Standard is structured as follows:

(a) paragraphs 15 to 50 set out the requirements for measuring
recoverable amount. These requirements also use the term ‘an asset’
but apply equally to an individual asset or a cash-generating unit;

(b) paragraphs 51 to 107 set out the requirements for recognising and
measuring impairment losses. Recognition and measurement of
impairment losses for individual assets other than goodwill are dealt
with in paragraphs 51 to 57. Paragraphs 58 to 107 deal with the
recognition and measurement of impairment losses for cash-
generating units and goodwill;

(c) paragraphs 108 to 115 set out the requirements for reversing an
impairment loss recognised in prior years for an asset or a cash-
generating unit. Again, these requirements use the term ‘an asset’
but apply equaly to an individual asset or a cash-generating unit.
Additional requirements are set out for an individual asset in
paragraphs 116 to 120, for a cash-generating unit in paragraphs 121
and 122, and for goodwill in paragraphs 123 and 124;

(d) paragraphs 125 to 133 specify the information to be disclosed about
impairment losses and reversals of impairment |osses for assets and
cash-generating units. Paragraphs 134 to 137 set out additional
disclosure reguirements for cash-generating units to which goodwill
or intangible assets with indefinite useful lives have been allocated
for impairment testing purposes.

An asset is impaired when the carrying amount of the asset exceeds its
recoverable amount. Paragraphs 9 to 11 describe some indications that
an impairment loss may have occurred: if any of those indications is
present, an enterprise entity is required to make a forma estimate of
recoverable amount. indieati ial-mpal i

present; Except as described in paragraphs 8A and 8B, this [draft]
Standard does not require an enterprise entity to make a formal estimate
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of recoverable amount if no indication of a potential impairment loss is
pr L.

An enterprise entity should shall assess at each balance sheet date
whether there is any indication that an asset may be impaired. If any
such indication exists, the enterprise entity should shall estimate the
recoverable amount of the asset.

| rrespective of whether thereis any indication of impairment, an entity

8B.

shall also:

(a) estimate at the end of each annual reporting period the
recoverable amount of an intangible asset with an indefinite
useful life or an intangible asset not yet available for use; and

(b) test goodwill acguired in a business combination for impairment
annually in accordance with paragraphs 73 to 98.

The ability of an intangible asset to generate sufficient future economic

benefits to recover its carrying amount is usually subject to greater
uncertainty until the asset is available for use. Therefore, this [draft]
Standard requires an entity to test for impairment, at least annualy, the
carrying amount of an intangible asset that is not yet available for use. ?

In assessing whether there is any indication that an asset may be
impaired, an enterprise entity should shall consider, asa minimum, the
following indications:

External sources of information

(@) during the period, an asset's market value has declined
significantly more than would be expected as a result of the
passage of time or normal use;

(b) significant changes with an adverse effect on the enterprise entity
have taken place during the period, or will take place in the near

® The reference in paragraph 8A to “‘intangible assets not yet available for use” and paragraph
8B have been relocated from IAS 38 Intangible Assets. For an explanation see paragraph B28 of
the Basis for Conclusions to [draft] IAS 38 Intangible Assets.
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future, in the technological, market, economic or legal
environment in which the enterprise entity operates or in the
market to which an asset is dedicated;

(c) market interest rates or other market rates of return on
investments have increased during the period, and those increases
are likely to affect the discount rate used in calculating an asset’s
value in use and decrease the asset’'s recoverable amount
materially;

(d) the carrying amount of the net assets of the reporting-enterprise
entity ismore than its market capitalisation;

I nternal sources of information

(e) evidence is available of obsolescence or physical damage of an
asset;

(f) significant changes with an adverse effect on the enterprise entity
have taken place during the period, or are expected to take place
in the near future, in the extent to which, or manner in which, an
asset is used or is expected to be used. These changes include the
asset _becoming idle, plans to discontinue or restructure the
operation to which an asset belongs, er plansto dispose of an asset
before the previoudy expected date, and reassessing the useful life
of an asset asfinite rather than indefinite; and

(g) evidenceisavailable from internal reporting that indicates that the
economic performance of an asset is, or will be, worse than
expected.

The list in paragraph 9 is not exhaustive. An enterprise entity may
identify other indications that an asset may be impaired and these would
also require the enterprise entity to determine the asset’s recoverable
amount or, in the case of goodwill, perform an impairment test in
accordance with paragraphs 73 to 98.

Evidence from internal reporting that indicates that an asset may be
impaired includes the existence of:
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(@) cash flows for acquiring the asset, or subsequent cash needs for
operating or maintaining it, that are significantly higher than those
originally budgeted;

(b) actual net cash flows or operating profit or loss flowing from the
asset that are significantly worse than those budgeted;

(c) asignificant decline in budgeted net cash flows or operating profit,
or asignificant increase in budgeted | oss, flowing from the asset; or

(d) operating losses or net cash outflows for the asset, when current
period figures are aggregated with budgeted figures for the future.

As indicated in paragraph 8A, this [draft] Standard requires the
recoverable amount of an intangible asset with an indefinite useful life or
not yet available for use to be estimated, and goodwill to be tested for
impairment, at least annually. Apart from when the reguirements in
paragraph 8A apply, Fhe the concept of materiality appliesin identifying
whether the recoverable amount of an asset needs to be estimated. For
example, if previous calculations show that an asset’s recoverable
amount is significantly greater than its carrying amount, the enterprise
entity need not re-estimate the asset’s recoverable amount if no events
have occurred that would eliminate that difference. Similarly, previous
analysis may show that an asset’s recoverable amount is not sensitive to
one (or more) of the indications listed in paragraph 9.

Asan illustration of paragraph 12, if market interest rates or other market
rates of return on investments have increased during the period, an
enterprise entity is not required to make a formal estimate of an asset’s
recoverable amount in the following cases:

(a) if the discount rate used in calculating the asset’s value in use is
unlikely to be affected by the increase in these market rates. For
example, increases in short-term interest rates may not have a
material effect on the discount rate used for an asset that has along
remaining useful life; or

(b) if the discount rate used in calculating the asset’s value in use is

likely to be affected by the increase in these market rates but
previous sensitivity analysis of recoverable amount shows that:
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(i) it is unlikely that there will be a material decrease in
recoverable amount because future cash flows are aso likely to
increase. For example, in some cases, an enterprise entity may
be able to demonstrate that it adjusts its revenues to
compensate for any increase in market rates; or

(ii) the decrease in recoverable amount is unlikely to result in a
material impairment |oss.

If there is an indication that an asset may be impaired, this may indicate
that the remaining useful life, the depreciation (amortisation) method or
the residual value for the asset need to be reviewed and adjusted under

the hternational-Aecounting Standard applicable to the asset, even if no
impairment lossis recognised for the asset.
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M easur ement of Recover able Amount

15.

16.

17.

18.

19.

This [draft] Standard defines recoverable amount as the higher of an
asset’s or cash-generating unit’s net selling price and value in use.
Paragraphs 16 to 56 50 set out the reguirements for measuring
recoverable amount. These requirements use the term ‘an asset’ but
apply equally to an individual asset or a cash-generating unit.

It is not always necessary to determine both an asset’s net selling price
and itsvalue in use. For example, if either of these amounts exceeds the
asset’s carrying amount, the asset is not impaired and it is not necessary
to estimate the other amount.

It may be possible to determine net selling price, even if an asset is not
traded in an active market. However, sometimesit will not be possible to
determine net selling price because there is no basis for making areliable
estimate of the amount obtainable from the sale of the asset in an arm’s
length transaction between knowledgeable and willing parties. In this
case, the recoverable amount of the asset may be taken to be its value in
use.

If there is no reason to believe that an asset's value in use materialy
exceeds its net selling price, the asset’s recoverable amount may be taken
to be its net selling price. This will often be the case for an asset that is
held for disposal. This is because the value in use of an asset held for
disposal will consist mainly of the net disposal proceeds, since the future
cash flows from continuing use of the asset until its disposal are likely to
be negligible.

Recoverable amount is determined for an individual asset, unless the
asset does not generate cash inflows from continuing use that are largely
independent of those from other assets or groups of assets. If thisis the
case, recoverable amount is determined for the cash-generating unit to
which the asset belongs (see paragraphs 64 58 to 87 102), unless either:

(a) theasset’s net selling priceis higher than its carrying amount; or

(b) the asset’s value in use can be estimated to be close to its net selling
price and net selling price can be determined.
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In some cases, estimates, averages and computational shortcuts may
provide a reasonable approximation of the detailed computations
illustrated in this [draft] Standard for determining net selling price or
valuein use.

M easuring the Recover able Amount of an Intangible Asset

with an Indefinite Useful Life

20A. Paragraph 8A requires the recoverable amount of an intangible asset with

an _indefinite useful life to be estimated at the end of each annual
reporting period, irrespective of whether there is any indication that it
may be impaired. However, the most recent detailed calculation of such
an asset’s recoverable amount made in a preceding period may be used in
the impairment test for that asset in the current period provided all of the
following criteria are met:

(a) if the intangible asset does not generate cash inflows from
continuing use that are largely independent of those from other
assets or groups of assets and is therefore tested for impairment as
part of the cash-generating unit to which it belongs, the assets and
liabilities making up that unit have not changed significantly since
the most recent recoverable amount calculation;

(b) the most recent recoverable amount calculation resulted in an
amount that exceeded the asset’s carrying amount by a substantial

margin; and

(c) based on an analysis of events that have occurred and circumstances
that have changed since the most recent recoverable amount
calculation, the likelihood that a current recoverable amount
determination would be less than the asset’s carrying amount is
remote.

Net Selling Price

21.

The best evidence of an asset’s net selling price is a price in a binding
sale agreement in an arm’s length transaction, adjusted for incremental
costs that would be directly attributable to the disposal of the asset.
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If there is no binding sale agreement but an asset is traded in an active
market, net selling price is the asset’'s market price less the costs of
disposal. The appropriate market price is usually the current bid price.
When current bid prices are unavailable, the price of the most recent
transaction may provide a basis from which to estimate net selling price,
provided that there has not been a significant change in economic
circumstances between the transaction date and the date at which the
estimate is made.

If there is no binding sale agreement or active market for an asset, net
selling price is based on the best information available to reflect the
amount that an enterprise entity could obtain, at the balance sheet date,
for the disposal of the asset in an arm’s length transaction between
knowledgeable, willing parties, after deducting the costs of disposal. In
determining this amount, an enterprise entity considers the outcome of
recent transactions for similar assets within the same industry. Net
selling price does not reflect a forced sale, unless management is
compelled to sell immediately.

Costs of disposal, other than those that have already been recognised as
liabilities, are deducted in determining net selling price. Examples of
such costs are lega costs, stamp duty and similar transaction taxes, costs
of removing the asset, and direct incremental costs to bring an asset into
condition for its sale. However, termination benefits (as defined in
IAS 19, Employee Benefits) and costs associated with reducing or
reorganising a business following the disposal of an asset are not direct
incremental coststo dispose of the asset.

Sometimes, the disposal of an asset would require the buyer to take over
aliability and only asingle net selling price is available for both the asset
and the liability. Paragraph ## 71 explains how to deal with such cases.

Valuein Use

25A. The following elements shall be reflected in the calculation of an

asset’svaluein use:

(a) an estimate of the future cash flows the entity expects to derive
from the asset;
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(b) expectations about possible variationsin the amount and/or timing
of those future cash flows,

(c) the time value of money, represented by the current market risk-
freerate of interest;

(d) thepricefor bearing the uncertainty inherent in the asset; and

(e) other factors, such as illiquidity, that market participants would
reflect in pricing the future cash flows the entity expects to derive
from the asset.

Estimating the value in use of an asset involves the following steps:

(a) estimating the future cash inflows and outflows to be derived from
continuing use of the asset and from its ultimate disposal; and

(b) applying the appropriate discount rate to these future cash flows.

26A.The elements identified in paragraph 25A(b), (d) and (€) can be reflected

either as adjustments to the future cash flows or adjustments to the
discount rate.  Whichever approach an entity adopts to reflect
expectations about possible variations in the amount and/or timing of
future cash flows, the result shall be to reflect the expected present value
of the future cash flows; that is, the weighted average of al possible
outcomes. Appendix B provides additional guidance on the use of
present value techniques in measuring an asset’ svalue in use.

Basisfor Estimates of Future Cash Flows

27.

In measuring valuein use:

(a) cash flow projections sheutd shall be based on reasonable and
supportable assumptions that:

(i) __represent management’s best estimate of the set range of
economic conditions that will exist over the remaining useful
life of the asset; and

(i) take into account both past actual cash flows and
management’ s past ability to forecast cash flows accurately.
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Greater weight sheuld shall be given to external evidence;

(b) cash flow projections should shall be based on the most recent
financial budgetsforecasts that have been approved by
management. Projections based on these budgets/forecasts should
shall cover a maximum period of five years, unlessa longer period
can bejustified; and

(c) cash flow projections beyond the period covered by the most recent
budgets/forecasts should shall be estimated by extrapolating the
projections based on the budgets/forecasts using a steady or
declining growth rate for subsequent years, unless an increasing
rate can be justified. This growth rate sheuld shall not exceed the
long-term average growth rate for the products, industries, or
country or countries in which the enterprise entity operates, or for
the market in which the asset is used, unless a higher rate can be
justified.

Detailed, explicit and reliable financial budgets/forecasts of future cash
flows for periods longer than five years are generally not available. For
this reason, management’ s estimates of future cash flows are based on the
most recent budgets/forecasts for a maximum of five years. Management
may use cash flow projections based on financial budgets/forecasts over
a period longer than five years if management is confident that these
projections are reliable and it can demonstrate its ability, based on past
experience, to forecast cash flows accurately over that longer period.

Cash flow projections until the end of an asset’s useful life are estimated
by extrapolating the cash flow projections based on the financial
budgets/forecasts using a growth rate for subsequent years. This rate is
steady or declining, unless an increase in the rate matches objective
information about patterns over a product or industry lifecycle. If
appropriate, the growth rate is zero or negative.

Where conditions are very favourable, competitors are likely to enter the
market and restrict growth. Therefore, enterprises entities will have
difficulty in exceeding the average historical growth rate over the long
term (say, twenty years) for the products, industries, or country or
countries in which the enterprise entity operates, or fer the market in
which the asset is used.

37 © Copyright IASCF



31

ProPOSED AMENDMENTS |ASS 36 & 38 DECEMBER 2002

In using information from financial budgets/forecasts, an enterprise entity
considers whether the information reflects reasonable and supportable
assumptions and represents management’s best estimate of the set of
economic conditions that will exist over the remaining useful life of the
asset.

Composition of Estimates of Future Cash Flows

32.

33.

35.

Estimates of future cash flows sheuld shall include:
(a) projections of cash inflows from the continuing use of the asset;

(b) projections of cash outflows that are necessarily incurred to
generate the cash inflows from continuing use of the asset
(including cash outflows to prepare the asset for use) and that can
be directly attributed, or allocated on a reasonable and consistent
basis, to the asset; and

(c) net cash flows, if any, to be received (or paid) for the disposal of
the asset at the end of itsuseful life.

Estimates of future cash flows and the discount rate reflect consistent
assumptions about price increases due to general inflation. Therefore, if
the discount rate includes the effect of price increases due to genera
inflation, future cash flows are estimated in nomina terms. If the
discount rate excludes the effect of price increases due to general
inflation, future cash flows are estimated in real terms (but include future
specific price increases or decreases).

Projections of cash outflows include future overheads that can be
attributed directly, or allocated on a reasonable and consistent basis, to
the use of the asset.

When the carrying amount of an asset does not yet include al the cash
outflows to be incurred before it is ready for use or sale, the estimate of
future cash outflows includes an estimate of any further cash outflow that
is expected to be incurred before the asset is ready for use or sale. For
example, this is the case for a building under construction or for a
development project that is not yet compl eted.
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To avoid double counting, estimates of future cash flows do not include:

(a) cash inflows from assets that generate cash inflows from continuing
use that are largely independent of the cash inflows from the asset
under review (for example, financial assets such as receivables); and

(b) cash outflows that relate to obligations that have aready been
recognised as liabilities (for example, payables, pensions or
provisions).

Future cash flows sheuld shall be estimated for the asset in its current
condition. Estimates of future cash flows sheuld shall not include
estimated future cash inflows or outflows that are expected to arise
from:

(a) a future restructuring to which an enterprise entity is not yet
committed; or

(b) future capital expenditure that will improve or enhance the asset

in excess of its eriginaly—assessed standard of performance
assessed immediately before the expenditure is made.

Because future cash flows are estimated for the asset in its current
condition, value in use does not reflect:

(a) future cash outflows or related cost savings (for example reductions
in staff costs) or benefits that are expected to arise from a future
restructuring to which an enterprise entity is not yet committed; or

(b) future capital expenditure that will improve or enhance the asset in
excess of its eriginally—assessed standard of performance assessed
immediately before the expenditure is made or the related future
benefits from this future expenditure.

A restructuring is a programme that is planned and controlled by
management and that materially changes either the scope of the business
undertaken by an enterprise entity or the manner in which the businessis
conducted. 1AS 37, Provisions, Contingent Liabilities and Contingent
Assets, gives guidance that may-clarify clarifies when an enterprise entity
is committed to a restructuring.
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When an enterprise entity becomes committed to a restructuring, some
assets are likely to be affected by this restructuring. Once the enterprise
entity is committed to the restructuring:

(@ in determining value in use, estimates of future cash inflows and
cash outflows reflect the cost savings and other benefits from the
restructuring (based on the most recent financial budgets/forecasts
that have been approved by management); and

(b) estimates of future cash outflows for the restructuring are dealt with
in a restructuring provision under IAS 37, Provisions, Contingent
Liabilities and Contingent Assets.

Appendix A, Example 5, illustrates the effect of a future restructuring on
avaluein use calculation.

Until an enterprise entity incurs capital expenditure that improves or
enhances an asset in excess of its eriginalhy—assessed standard of
performance assessed immediately before the expenditure is made,
estimates of future cash flows do not include the estimated future cash
inflows that-are expected to arise from this expenditure (see Appendix A,
Example 6).

Estimates of future cash flows include future capital expenditure
necessary to maintain or sustain an asset at its eriginaty—assessed
standard of performance assessed immediately before the expenditure is
made.

Estimates of future cash flows sheuld shall not include:
(a) cash inflowsor outflows from financing activities; or

(b) income tax receipts or payments.

Estimated future cash flows reflect assumptions that are consistent with
the way the discount rate is determined. Otherwise, the effect of some
assumptions will be counted twice or ignored. Because the time value of
money is considered by discounting the estimated future cash flows,
these cash flows exclude cash inflows or outflows from financing
activities. Similarly, since the discount rate is determined on a pre-tax
basis, future cash flows are also estimated on a pre-tax basis.
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The estimate of net cash flows to be received (or paid) for the disposal
of an asset at the end of its useful life shedld shall be the amount that
an enterprise entity expects to obtain from the disposal of the asset in
an arm’s length transaction between knowledgeable, willing parties,
after deducting the estimated costs of disposal.

The estimate of net cash flows to be received (or paid) for the disposal of
an asset at the end of its useful life is determined in a similar way to an
asset’s net selling price, except that, in estimating those net cash flows:

() an enterprise entity uses prices prevailing at the date of the estimate
for similar assets that have reached the end of their useful life and
that have operated under conditions similar to those in which the
asset will be used; and

(b) those prices are adjusted for the effect of both future price increases
due to general inflation and specific future price increases
(decreases). However, if estimates of future cash flows from the
asset’s continuing use and the discount rate exclude the effect of
general inflation, this effect is also excluded from the estimate of net
cash flows on disposal.

Foreign Currency Future Cash Flows

47.

Future cash flows are estimated in the currency in which they will be
generated and then discounted using a discount rate appropriate for that
currency. An enterprise entity trand ates the present value obtained using

the spot exchange rate at the balanee—sheet—date—(d&senbed—m—LASQ%

date of the valuein use cal cuI at| on.

Discount Rate

48.

The discount rate (or rates) sheuld shall be a pre-tax rate (or rates)
that reflect(s) current market assessments of ;.

(a) _thetimevalue of money; and

41 © Copyright IASCF



49.

50.

ProPOSED AMENDMENTS |ASS 36 & 38 DECEMBER 2002

(b) the risks specific to the asset: Fhe-discount-rate(s)-sheuld-net
reflectrisks for which the future cash flow estimates have not been

adjusted.

A rate that reflects current market assessments of the time value of
money and the risks specific to the asset is the return that investors would
require if they were to choose an investment that would generate cash
flows of amounts, timing and risk profile equivalent to those that the
enterprise entity expects to derive from the asset. This rate is estimated
from the rate implicit in current market transactions for similar assets or
from the weighted average cost of capital of alisted enterprise entity that
has a single asset (or a portfolio of assets) similar in terms of service
potential and risks to the asset under review. However, the discount
rate(s) used to measure an asset’s value in use should not reflect risks for
which the future cash flow estimates have been adjusted. Otherwise, the
effect of some assumptions will be double-counted.

When an asset-specific rate is not directly available from the market, an
enter-pﬁse entity uses surrogatas to eﬁtlmate the dlscount rate. IFhe

Appendix B prowdes add|t| onal qwdance on estlmatl ng the d|scount rate
in such circumstances.
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Recognition and M easur ement of an
I mpairment L oss

57 51. Paragraphs 58 52 to 63 57 set out the requirements for recognising and
measuring impairment losses for an individual asset other than goodwill.
Recognition and measurement of impairment losses for a cash-generating
units and goodwill are dealt with in paragraphs 88 58 to 93 107.

58 52. If, and only if, the recoverable amount of an asset is less than its
carrying amount, the carrying amount of the asset should shall be
reduced to its recoverable amount. That reduction is an impairment
loss.

59 53. An impairment loss sheuld shall be recognised as-an-expense-in-the
ncome-statement |mmed|ately profit or_loss, unless the asset is
carried at revalued amount under another hnaternational-Accounting
Standard (for example, under the allowed alternative treatment in
[draft] |AS 16, Property, Plant and Equipment). Any impairment loss
of a revalued asset should shall be treated as a revaluation decrease

under that other Hnternational-Acecounting Standard.

60 54. Animpairment loss on a non-revalued asset is recognised as-an-expense
in-the-ineome-statement in profit or loss. However, an impairment loss
on arevalued asset is recognised directly against any revaluation surplus
for the asset to the extent that the impairment loss does not exceed the
amount held in the revaluation surplus for that same asset.

61 55. When the amount estimated for an impairment loss is greater than
the carrying amount of the asset to which it relates, an enterprise entity
should shall recognise a liability if, and only if, that is required by
another Haternational-Aceounting Standard.

62 56. After the recognition of an impairment loss, the depreciation
(amortisation) charge for the asset sheuld shall be adjusted in future
periods to allocate the asset’s revised carrying amount, less its residual
value (if any), on a systematic basis over its remaining useful life.
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63 57. If an impairment loss is recognised, any related deferred tax assets or
liabilities are determined under IAS 12, Income Taxes, by comparing the
revised carrying amount of the asset with its tax base (see Appendix A,
Example 3).
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Cash-Generating Units and Goodwill

64 58. Paragraphs 65 59 to 93 107 set out the requirements for identifying the
cash-generating unit to which an asset belongs and determining the
carrying amount of, and recognising impairment losses for, cash-
generating units and goodwill.

I dentification of the Cash-Generating Unit to Which an Asset
Belongs

65 59. If thereis any indication that an asset may be impaired, recoverable
amount sheuld shall be estimated for the individual asset. If it is not
possible to estimate the recoverable amount of the individual asset, an
enterprise entity should shall determine the recoverable amount of the
cash-generating unit to which the asset belongs (the asset’s
cash-generating unit).

66 60. The recoverable amount of an individual asset cannot be determined if:

() the asset’s value in use cannot be estimated to be close to its net
selling price (for example, when the future cash flows from
continuing use of the asset cannot be estimated to be negligible); and

(b) the asset does not generate cash inflows from continuing use that are
largely independent of those from other assets.

In such cases, value in use and, therefore, recoverable amount, can be
determined only for the asset’ s cash-generating unit.

EXPOSURE DRAFT OF REVISED |AS 36

It is not possible to estimate the recoverable amount of the private
railway because the value in use of the private railway cannot be
determined and it is probably different from scrap value. Therefore, the
enterprise  entity estimates the recoverable amount of the
cash-generating unit to which the private railway belongs, that is, the
mine as a whole.

67 61. As defined in paragraph 5, an asset’s cash-generating unit is the

smallest group of assets that includes the asset and that generates cash
inflows from continuing use that are largely independent of the cash
inflows from other assets or groups of assets. Identification of an asset’s
cash-generating unit involves judgement. If recoverable amount cannot
be determined for an individual asset, an enterprise entity identifies the
lowest aggregation of assets that generate largely independent cash
inflows from continuing use.

Example

A bus company provides services under contract with a municipality that
requires minimum service on each of five separate routes. Assets
devoted to each route and the cash flows from each route can be
identified separately. One of the routes operates at a significant |oss.

Because the enterprise entity does not have the option to curtail any one
bus route, the lowest level of identifiable cash inflows from continuing
use that are largely independent of the cash inflows from other assets or
groups of assetsis the cash inflows generated by the five routes together.
The cash-generating unit for each route is the bus company as a whole.

Example

A mining enterprise entity owns a private railway to support its mining
activities. The private railway could be sold only for scrap value and the
private railway does not generate cash inflows from continuing use that
are largely independent of the cash inflows from the other assets of the

mine.
continued ...
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68 62. Cash inflows from continuing use are inflows of cash and cash

equivalents received from parties outside the reperting-enterprise entity.
In identifying whether cash inflows from an asset (or group of assets) are

largely independent of the cash inflows from other assets (or groups of
assets), an enterprise entity considers various factors including how
management monitors the enterprise entity’s operations (such as by
product lines, businesses, individua locations, districts or regiona areas
or in some other way) or how management makes decisions about
continuing or disposing of the enterprise entity’s assets and operations.
Appendix A, Example 1, gives examples of identification of a
cash-generating unit.
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69 63. If an active market exists for the output produced by an asset or a Recover able Amount and Carrying Amount of
group of assets, this asset or group of assets sheuld shall be identified a Cash-Generating Unit

as a cash-generating unit, even if some or all of the output is used

internally. If this is the case, management’s best estimate of future . - .
market prices for the output sheuld shall be used: #3 67. The recoverable amount of a cash-generating unit is the higher of the

cash-generating unit’'s net selling price and value in use. For the purpose
of determining the recoverable amount of a cash-generating unit, any

(a) in determining the value in use of this cash-generating unit, when X -
reference in paragraphs 16 to 56 50 to ‘an asset’ isread as a reference to

estimating the future cash inflows that relate to the internal use of

the output; and ‘acash-generating unit’.

(b) in determining the value in use of other cash-generating units of #4 68. The carrying amount of a cash-generating unit sheuld shall be
the reperting-enterprise entity, when estimating the future cash determined c_onsst(_an_tly with t_he way the recoverable amount of the
outflows that relate to the internal use of the output. cash-generating unit is determined.

70 64. Even if part or all of the output produced by an asset or a group of #5 69. The carrying amount of a cash-generating unit:

assets is used by other units of the reperting—enterprise entity (for ) )

example, products a an intermediate stage of a production process), this (8 includes the carrying amount of only those assets that can be

asset or group of assets forms a separate cash-generating unit if the attributed directly, or allocated on a reasonable and consistent basis,

enterprise entity could sell this output on an active market. This is to the cash-generating unit and that will generate the future cash
because this asset or group of assets could generate cash inflows from inflows estimated in determining the cash-generating unit’s value in
continuing use that would be largely independent of the cash inflows use; and

from other assets or groups of assets. In using information based on ] ] ) o

financial budgets/forecasts that relates to such a cash-generating unit, an (b) does not include the carrying amount of any recognised liability,

enterprise entity adjusts this information if internal transfer prices do not unless the recoverable amount of the cash-generating unit cannot be
reflect management’s best estimate of future market prices for the cash- determined without consideration of this liability.

generating unit’s output. o ) ) ) ]
This is because net selling price and value in use of a cash-generating

74 65. Cash-generating units shoutd shall be identified consistently from unit are determined excluding cash flows that relate to assets that are not
period to period for the same asset or types of assets, unlessa changeis part of the cash-generating unit and liabilities that have already been
justified. recognised in the financial statements (see paragraphs 24 and 36).

72 66. If an enterprise entity determines that an asset belongs to a different #6 70. Where assets are grouped for recoverability assessments, it isimportant
cash-generating unit than different from that in previous periods, or that to include in the cash-generating unit all assets that generate the
the types of assets aggregated for the asset's cash-generating unit have relevant stream of cash inflows from continuing use. Otherwise, the
changed, paragraph 147 129 requires certain disclosures about the cash- cash-generating unit may appear to be fully recoverable when in fact an
generating unit, if an impairment loss is recognised or reversed for the impairment loss has occurred. In some cases, athough certain assets
cash-generating unit and is material to the financial statements of the contribute to the estimated future cash flows of a cash-generating unit,
reportingenterprise entity as awhole. they cannot be allocated to the cash-generating unit on a reasonable and

consistent basis. This might be the case for goodwill or corporate assets
such as head office assets. Paragraphs 79 73 to 87 102 explain how to
deal with these assets in testing a cash-generating unit for impairment.
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#7 71. It may be necessary to consider certain recognised liabilities in order to

determine the recoverable amount of a cash-generating unit. This may
occur if the disposal of a cash-generating unit would require the buyer to
take over a liability. In this case, the net selling price (or the estimated
cash flow from ultimate disposal) of the cash-generating unit is the
estimated selling price for the assets of the cash-generating unit and the
liability together, less the costs of disposal. In order to perform a
meaningful comparison between the carrying amount of the cash-
generating unit and its recoverable amount, the carrying amount of the
liability is deducted in determining both the cash-generating unit’'s value
in use and its carrying amount.

Example

A company operates a mine in a country where legislation requires that
the owner must restore the site on completion of its mining operations.
The cost of restoration includes the replacement of the overburden,
which must be removed before mining operations commence.
A provision for the costs to replace the overburden was recognised as
soon as the overburden was removed. The amount provided was
recognised as part of the cost of the mine and is being depreciated over
the mine's useful life. The carrying amount of the provision for
restoration costs is 500, which is equa to the present value of the
restoration costs.

The enterprise entity is testing the mine for impairment. The
cash-generating unit for the mine is the mine as awhole. The enterprise
entity has received various offers to buy the mine at a price of around
800; this price encompasses the fact that the buyer will take over the
obligation to restore the overburden. Disposal costs for the mine are
negligible. The value in use of the mine is approximately 1,200,
excluding restoration costs. The carrying amount of the mine is 1,000.

The net selling price for the cash-generating unit is 800. This amount
considers restoration costs that have already been provided for. As a
consequence, the value in use for the cash-generating unit is determined
after consideration of the restoration costs and is estimated to be 700
(1,200 less 500). The carrying amount of the cash-generating unit is
500, which is the carrying amount of the mine (1,000) less the carrying
amount of the provision for restoration costs (500). Therefore, the
recoverable amount of the cash-generating unit exceeds its carrying
amount.
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#8 72. For practical reasons, the recoverable amount of a cash-generating unit

is sometimes determined after consideration of assets that are not part of
the cash-generating unit (for example, receivables or other financial
assets) or liabilities that have already been recognised in the financia
statements (for example, payables, pensions and other provisions). In
such cases, the carrying amount of the cash-generating unit is increased
by the carrying amount of those assets and decreased by the carrying
amount of those liabilities.

Goodwill

Allocating Goodwill to Cash-Generating Units

73.

For the purpose of impairment testing, goodwill acquired in a business

74.

combination shall, from the acquisition date, be allocated to one or
more cash-generating units. Each of those cash-generating units shall
represent the smallest cash-generating unit to which a portion of the
carrying amount of the goodwill can be allocated on a reasonable and
consistent basis.

A portion of the carrying amount of goodwill shall be regarded as

capable of being allocated to a cash-generating unit on a reasonable
and consistent basis only when that cash-generating unit represents
the lowest level at which management monitors the return on
investment in assets that include the goodwill. However, that cash-
generating unit shall not be larger than a segment based on the entity’'s
primary reporting format determined in _accordance with |AS 14,
Segment Reporting.

79 75. Goodwill arisithg-on—aequisition acquired in a business combination

represents a payment made by an acquirer in anticipation of future
economic benefits from assets that are not capable of being individually

|dent|f|ed and wparatelv recoqnlsed Iheiutweeeenenm&bmem&may
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Goodwill acquired in a business combination often contributes to the

77.

cash flows of multiple cash-generating units. However, a cash-
generating unit is tested for impairment by including in its carrying
amount only those assets that can be allocated to it on a reasonable and
consistent basis. Therefore, the smallest cash-generating unit to which a
portion of the carrying amount of goodwill can be alocated on a
reasonable and consistent basis often comprises a number of smaller
cash-generating units to which the goodwill relates but to which it cannot
be allocated on areasonable and consistent basis.

Applying the requirements in paragraphs 73 and 74 results in goodwill

78.

being tested for impairment at a level that is consistent with the lowest
level at which management monitors, whether directly or indirectly, the
return on the investment in that goodwill, provided such monitoring is
conducted at or below segment level based on the entity’s primary
reporting format. Therefore, the development of additiona reporting
systems is typically not necessary.

A cash-generating unit to which goodwill is allocated for the purpose of

79.

impairment testing may or may not coincide with the level at which
goodwill is allocated under [draft] IAS 21, The Effects of Changes in
Foreign Exchange Rates, for the purpose of measuring foreign currency

gains and losses.

If the initial allocation of goodwill acquired in a business combination

80.

cannot be completed before the end of the annual reporting period in
which the business combination is effected, that initial allocation shall
be completed before the end of the first annual reporting period
beginning after the acquisition date.

Under [draft] IFRS X, Business Combinations, if the initial accounting

for a business combination can be determined only provisionally by the
end of the reporting period in which the combination is effected, the

acquirer:

(a) accounts for the combination using those provisiona values; and
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(b) recognises any adjustments to those provisional values as a result of
completing the initial accounting within twelve months of the

acquisition date.

In such circumstances, the initial allocation of the goodwill acquired in
the combination might also be unable to be completed before the end of
the annual reporting period in which the combination is effected. When
this is the case, the entity discloses the information required to be
disclosed under paragraph 132.

If an entity disposes of an operation within a cash-generating unit and

82.

goodwill has been allocated to that cash-generating unit, the goodwill
associated with the operation disposed of shall be:

(a) _included in the carrying amount of the operation when
determining the gain or loss on disposal; and

(b) measured on the basis of the relative values of the operation
disposed of and the portion of the cash-generating unit retained.

Example

An entity sells for 100 an operation that was part of a cash-generating
unit to which goodwill has been allocated. The recoverable amount of
the portion of the cash-generating unit retained is 300.

25% of the goodwill allocated to the cash-generating unit is included in
the carrying amount of the operation that is sold.

If an entity reorganises its reporting structure in a way that changes

the composition of one or _more cash-generating units to which
goodwill has been allocated, the goodwill shall be reallocated to the
units affected using a relative value approach similar to that used
when an entity disposes of an operation within a cash-generating unit.
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Example

Goodwill previously had been alocated to cash-generating unit A.
However, A is to be divided and integrated into three other
cash-generating units, B, C and D.

The goodwill allocated to unit A is reallocated to units B, C and D
based on the relative values of the three portions of A before those
portions are integrated with B, C and D.

Testing Cash-Generating Units with Goodwill for |mpairment

83. When, as described in paragraph 76, goodwill relates to a
cash-generating _unit _but cannot be allocated to that unit on _a
reasonable and consistent basis, the unit shall be tested for
impairment, whenever there is an indication that it may be impaired,
by comparing its carrying amount, excluding any goodwill, with its
recoverable amount. Any impairment loss shall be recognised in
accordance with paragraph 103.
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If a cash-generating unit described in paragraph 83 includes in its

85.

carrying amount an intangible asset that has an indefinite useful life or is
not yet available for use and that asset can be tested for impairment only
as part of the cash-generating unit, paragraph 8A requires the unit aso to
be tested for impairment at the end of each annual reporting period.

A cash-generating unit to which goodwill has been allocated shall be

tested for impairment annually, and whenever there is an indication
that it may be impaired, by comparing its carrying amount, including
the goodwill, with its recoverable amount. |f the recoverable amount
of the unit exceeds its carrying amount, the unit and the goodwill
allocated to that unit shall be regarded as not impaired. |If the carrying
amount of the unit exceeds its recoverable amount, the entity shall:

(a) determine whether the goodwill allocated to that unit is impaired
by comparing the implied value of the goodwill, determined in
accordance with paragraph 86, with its carrying amount;

(b) recognise any excess of the carrying amount of goodwill over its
implied value immediately in profit or 1oss as an impairment |0ss,
and

(c) _recognise any remaining excess of the carrying amount of the unit
over its recoverable amount as an impairment loss in accordance
with paragraph 103.

Implied Value of Goodwill

86.

Theimplied value of goodwill shall be measured as the excess of:

(a) the recoverable amount of the cash-generating unit to which the
goodwill has been allocated, over

(b) the net fair value of the identifiable assets, liabilities and
contingent liabilities the entity would recognise if it acquired that
cash-generating unit in a business combination on the date of the
impairment test. However, an entity shall exclude from this net
fair _value any identifiable asset acquired in a business
combination but not recognised separately from goodwill at the

acquisition date.
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To caculate the implied value of goodwill, an entity determines the net

fair value of the identifiable assets, liabilities and contingent liabilities it
would recognise if it acquired the cash-generating unit in a business
combination on the date of the impairment test. The requirement in
paragraph 86(b) to exclude from that net fair value particular identifiable
assets ensures that an impairment 10ss is not recognised for goodwill to
the extent that the |oss arises because an identifiable asset not recognised
separately from goodwill at the acquisition date subsequently meets the
criteriafor separate recognition.

Minority Interest

88.

Under [draft] IFRS X, goodwill recognised in a business combination

89.

represents the goodwill acquired by a parent based on the parent’s
ownership interest, rather than the amount of goodwill controlled by the
parent as a result of the business combination. Therefore, goodwill
atributable to a minority interest is not recognised in the parent’s
consolidated financial statements. Accordingly, if there is a minority
interest in a cash-generating unit to which goodwill has been allocated
the carrying amount of that unit comprises:

(a) both the parent’s interest and the minority interest in the identifiable
net assets of the unit; and

(b) the parent’sinterest in goodwill.

However, part of the recoverable amount of the cash-generating unit
determined in accordance with this [draft] Standard will be attributable to
the minority interest in goodwill.

Consequently, for the purpose of impairment testing a non-wholly-owned

cash-generating unit with goodwill, the carrying amount of that unit is
notionally adjusted, before being compared with its recoverable amount,
by grossing up the carrying amount of goodwill allocated to the unit to
include the goodwill attributable to the minority interest. This notionally
adjusted carrying amount is then compared with the recoverable amount
of the unit to determine whether the cash-generating unit is impaired.
If it is, the entity allocates the impairment loss in accordance with
paragraph 85 by first determining the amount of any goodwill

impairment.
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The implied value of goodwill allocated to a unit with a minority interest

91.

includes goodwill attributable to both the parent and the minority
interest. This implied value is compared with the notionally grossed up
carrying amount of the goodwill to determine whether the goodwill is
impaired. However, because goodwill is recognised only to the extent of
the parent’s ownership interest, any impairment loss relating to the
goodwill is apportioned between that attributable to the parent and that
attributable to the minority interest, with only the former being
recognised by the entity as a goodwill impairment loss.

If the total impairment loss relating to goodwill is less than the amount

92.

by which the notionally adjusted carrying amount of the cash-generating
unit exceeds its recoverable amount, paragraph 85(c) requires the
remaining excess to be accounted for as an impairment loss in
accordance with paragraph 103.

Example 7 in Appendix A illustrates the impairment testing of a non-

wholly-owned cash-generating unit with goodwill.

Timing of Impairment Tests

93.

The annual impairment test for a cash-generating unit to which

94.

goodwill has been allocated may be performed at any time during an
annual reporting period, provided the test is performed at the same
time every year. Different cash-generating units may be tested for
impairment at different times. However, if some or all of the goodwill
allocated to a cash-generating unit was acquired in_a business
combination during the current annual reporting period, that unit
shall be tested for impairment before the end of the current annual

period.

If other assets or smaller cash-generating units constituting the

95.

cash-generating unit to which goodwill has been allocated are tested
for impairment at the same time as that larger unit, they shall be tested
for impairment before the larger unit.

At the time of impairment testing a cash-generating unit to which

goodwill has been allocated, there might, for example, be an indication
that a smaler cash-generating unit within that larger unit may
beimpaired. In such circumstances, the entity tests the smaller
cash-generating unit for impairment first, and recognises any impairment
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loss for that unit before testing the larger cash-generating unit for
impairment.

The most recent detailed calculation made in a preceding reporting

97.

period of the recoverable amount of a cash-generating unit to which
goodwill has been allocated may be used in the impairment test of that
cash-generating unit in the current period provided all of the following
criteria are met:

(a) the assets and liabilities making up the unit have not changed
significantly since the most recent recoverable amount
calculation;

el

(b) the most recent recoverable amount calculation resulted in _an
amount that exceeded the unit’s carrying amount by a substantial

margin; and

(c) based on an analysis of events that have occurred and
circumstances that have changed since the most recent
recoverable amount calculation, the likelihood that a current
recoverable amount determination would be less than the current
carrying amount of the cash-generating unit is remote.

If the carrying amount of a cash-generating unit to which goodwill has

98.

been allocated exceeds its recoverable amount but the entity has not
completed before the financial statements are authorised for issue its
determination of whether the goodwill is impaired, the entity shall
recognise in_those financial statements its best estimate of any
probable impairment loss for the goodwill. Any adjustment to that
estimated impairment loss as a result of completing the impairment test
shall be recognised in the immediately succeeding reporting period.

An entity that recognises its best estimate of a probable impairment loss

for_goodwill in accordance with paragraph 97 might, as a result of
completing the impairment test, determine that the estimated impairment
loss recognised in the preceding reporting period was overstated. |n such
circumstances, the recognition of an adjustment to the previoudy
recognised estimated impairment loss for goodwill is not areversal of an

impairment |0ss.
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Corporate Assets (b) cannot be allocated on a reasonable and consistent basis to that
unit, the entity shall:

84 99. Corporate assets include group or divisional assets such as the building

of aheadquarters or a division of the enterprise entity, EDP equipment or () compare the carrying amount of the unit, excluding the
a research centre. The structure of an enterprise entity determines corporate asset, with its recoverable amount and recognise
whether an asset meets this [draft] Standard’s definition of corporate any impairment loss in accordance with paragraph 103;
assets for a particular cash-generating unit. Key characteristics of
corporate assets are that they do not generate cash inflows independently (i) _identify the smallest cash-generating unit that includes the
from of other assets or groups of assets and their carrying amount cannot cash-generating unit under review and to which a portion
be fully attributed to the cash-generating unit under review. of the carrying amount of the corporate asset can be
allocated on a reasonable and consistent basis (the ‘larger’
85 100. Because corporate assets do not generate separate cash inflows, the cash-generating unit); and
recoverable amount of an individua corporate asset cannot be
determined unless management has decided to dispose of the asset. Asa (iii) compare the carrying amount of the larger cash-generating
consequence, if there is an indication that a corporate asset may be unit, including the portion of the carrying amount of the
impaired, recoverable amount is determined for the cash-generating unit corporate asset allocated to that unit, with its recoverable
to which the corporate asset belongs, compared te with the carrying amount. _Any impairment loss shall be recognised in
amount of this cash-generating unit and any impairment loss is accordance with paragraph 103.

recognised in accordance with paragraph 88 103.
87 102. An example of how to deal with corporate assets can be found in

86 101. In testing a cash-generating unit for impairment, an enterprise Appendix A, Example 8.
entity sheuld shall identify all the corporate assets that relate to the _ ) _
cash generatmg unit under review. Eer—eadq—mlemmed—eer-pepate Impairment Lossfor a Cash-Generating Unit

portlon of the carrvmq amount of acorporateasset 88103. An impairment loss sheuld shall be recognised for a
cash-generating unit if, and only if, its recoverable amount is less than
its carrying amount. The impairment loss sheuld shall be allocated to
reduce the carrying amount of the assets of the unit in the following
order:

(a) first, to reduce the carrying amount of goodwill allocated to the
cash-generating unit (if any) to its implied value in accordance
with paragraph 85; and

(b) then, to the other assets of the unit on a pro-rata basis based on
the carrying amount of each asset in the unit.

(a) can be allocated on a reasonable and consistent basis to that unit,

the entity shall compare the carrying amount of the unit, including
the portion of the carrying amount of the corporate asset allocated
to_the unit, with its recoverable amount. Any impairment loss
shall be recognised in accordance with paragraph 103.

These reductions in carrying amounts shedld shall be treated as
impairment losses on individual assets and recognised in accordance
with paragraph 59 53.
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89 104. In allocating an impairment loss under paragraph 88 103, the
carrying amount of an asset sheuld shall not be reduced below the
highest of:

(a) itsnet selling price (if determinable);
(b) itsvaluein use (if determinable); and

(c) zero.

The amount of the impairment loss that would otherwise have been
allocated to the asset should shall be allocated to the other assets of the
unit on a pro-rata basis.

91 105. If thereis-no-practical-way-to-estimate the recoverable amount of each
individual asset of a cash-generating unit cannot be estimated without

undue cost or effort, this [draft] Standard requires an arbitrary allocation
of an impairment loss between the assets of that unit, other than
goodwill, because all assets of a cash-generating unit work together.

92 106. If the recoverable amount of an individual asset cannot be determined
(see paragraph 66 60):

(@) animpairment loss is recognised for the asset if its carrying amount
is greater than the higher of its net selling price and the results of the
allocation procedures described in paragraphs 88 103 and 89 104;
and

(b) no impairment loss is recognised for the asset if the related cash-

generating unit is not impaired. This applies even if the asset’s net
selling price isless than its carrying amount.
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Example

A machine has suffered physical damage but is still working, athough
not aswell asit used to. The net selling price of the machine isless than
its carrying amount. The machine does not generate independent cash
inflows from continuing use. The smallest identifiable group of assets
that includes the machine and generates cash inflows from continuing use
that are largely independent of the cash inflows from other assets is the
production line to which the machine belongs. The recoverable amount
of the production line shows that the production line taken as a whole is
not impaired.

Assumption 1: budgets/forecasts approved by management reflect no
commitment of management to replace the machine.

The recoverable amount of the machine alone cannot be estimated since
the machine svalue in use:

(@) may differ fromits net selling price; and

(b) can be determined only for the cash-generating unit to which the
machine belongs (the production line).

The production line is not impaired, therefore, no impairment loss is
recognised for the machine. Nevertheless, the enterprise entity may need
to reassess the depreciation period or the depreciation method for the
machine.  Perhaps, a shorter depreciation period or a faster
depreciation method is required to reflect the expected remaining useful
life of the machine or the pattern in which economic benefits are

consumed by the enterprise entity.

Assumption 2: budgets/forecasts approved by management reflect a
commitment of management to replace the machine and sell it in the near
future. Cash flows from continuing use of the machine until its disposal
are estimated to be negligible.

The machine’ s value in use can be estimated to be close to its net selling
price. Therefore, the recoverable amount of the machine can be
determined and no consideration is given to the cash-generating unit to
which the machine belongs (the production ling). Since the machine's
net selling price is less than its carrying amount, an impairment loss is
recognised for the machine.
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93 107. After the requirements in paragraphs 88 103 and 89 104 have
been applied, a liability sheuld shall be recognised for any remaining
amount of an impairment loss for a cash-generating unit if, and only

if, that is required by other tnternational-Accounting Standards. 94 108. Paragraphs 95 109 to 102 115 set out the requirements for reversing
' an impairment loss recognised for an asset or a cash-generating unit in

prior years periods. These requirements use the term ‘an asset’ but apply
equaly to an individual asset or a cash-generating unit. Additional
requirements are set out for an individual asset in paragraphs 462 116 to
106 120, for a cash-generating unit in paragraphs 107-te-108 121 and
122 and for goodwill in paragraphs 409-te-112 123 and 124.

Reversal of an Impairment L oss

95 109. An enterprise-should entity shall assess at each balance sheet date
whether there is any indication that an impairment loss recognised in

prior periods for an asset in-prioryears-may other than goodwill may
no longer exist or may have decreased. If any such indication exists,

the enterprise-should entity shall estimate the recoverable amount of
that asset.

96 110. In assessing whether thereis any indication that an impairment loss

recognlsed in_prior_periods for an asset in—prior—years other than
goodwill may no longer exist or may have decreased, an enterprise
slqeulelentltyshall consider, asa minimum, the following indications:

External sources of information

(a) the asset’s market value has increased significantly during the
period;

(b) significant changes with a favourable effect on the enterprise
entity have taken place during the period, or will take place in the
near future, in the technological, market, economic or legal
environment in which the enterprise entity operates or in the
market to which the asset is dedicated;

(c) market interest rates or other market rates of return on
investments have decreased during the period, and those decreases
are likely to affect the discount rate used in calculating the asset’s
value in use and increase the asset’'s recoverable amount
materially;
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I nternal sources of information

(d) significant changes with a favourable effect on the enterprise
entity have taken place during the period, or are expected to take
place in the near future, in the extent to which, or manner in
which, the asset is used or is expected to be used. These changes
include capital expenditure that-has-been incurred during the
period to improve or enhance an asset in excess of its eriginatly
assessed standard of performance assessed immediately before the
expenditure is made or a commitment to discontinue or
restructure the operation to which the asset belongs, and

(e) evidenceisavailable from internal reporting that indicates that the
economic performance of the asset is, or will be, better than
expected.

97 111. Indications of a potential decrease in an impairment loss in paragraph
96 110 mainly mirror the indications of a potential impairment loss in
paragraph 9. The concept of materiality applies in identifying whether
an impairment loss recognised in prior periods for an asset in-prior-years
other than goodwill may need to be reversed and the recoverable amount
of the asset determined.

98 112. If there is an indication that an impairment loss recognised for an asset
other than goodwill may no longer exist or may have decreased, this may
indicate that the remaining useful life, the depreciation (amortisation)
method or the residual value may need to be reviewed and adjusted in

accordance with the Haternational-Aecounting Standard applicable to the
asset, even if no impairment lossis reversed for the asset.

99 113. An impairment loss recognised in prior periods for an asset i-prior
years other than goodwill sheuld shall be reversed if, and only if, there
has been a change in the estimates used to determine the asset’s
recoverable amount since the last impairment loss was recognised.
If thisisthe case, the carrying amount of the asset sheuld shall, except
as described in paragraph 116, be increased to its recoverable amount.
That increaseisa reversal of an impairment loss.

100 114. A reversal of an impairment loss reflects an increase in the estimated
service potential of an asset, either from use or sae, since the date when
an enterprise entity last recognised an impairment loss for that asset.
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An enterprise entity is required under paragraph 129 to identify the
change in estimates that causes the increase in estimated service
potential. Examples of changesin estimates include:

(@) a change in the basis for recoverable amount (i.e., whether
recoverable amount is based on net selling price or value in use);

(b) if recoverable amount was based on value in use: a change in the
amount or timing of estimated future cash flows or in the discount
rate; or

(c) if recoverable amount was based on net selling price: a change in
estimate of the components of net selling price.

101 115. An asset’s value in use may become greater than the asset’s carrying
amount simply because the present value of future cash inflows increases
as they become closer. However, the service potentia of the asset has
not increased. Therefore, an impairment loss is not reversed just because
of the passage of time (sometimes caled the ‘unwinding’ of the
discount), even if the recoverable amount of the asset becomes higher
than its carrying amount.

Reversal of an Impairment Lossfor an Individual Asset

102 116. Theincreased carrying amount of an asset other than goodwill due
to a reversal of an impairment loss sheuld shall not exceed the
carrying amount that would have been determined (net of amortisation
or depreciation) had no impairment loss been recognised for the asset
in prior years.

103 117. Any increase in the carrying amount of an asset other than goodwill
above the carrying amount that would have been determined (net of
amortisation or depreciation) had no impairment loss been recognised for
the asset in prior years is a revaluation. In accounting for such a

revaluation, an enterprise entity applies the haternational-Accounting
Standard applicable to the asset.

104 118. A reversal of an impairment loss for an asset other than goodwill
should shall be recognised as—income immediately in the-income
statement profit or 1oss, unless the asset is carried at revalued amount

under another tnternational-Accounting Standard (for example, under
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the allowed alternative treatment in [draft] | AS 16, Property, Plant and
Equipment). Any reversal of an impairment loss on a revalued asset
should shall be treated as a revaluation increase under that other

tnternational-Aceounting Standard.

105 119. A reversal of an impairment loss on a revalued asset is credited
directly to equity under the heading revaluation surplus. However, to the
extent that an impairment loss on the same revalued asset was previously
recognised as—an—expense—rthe-income-statement in profit or loss,
areversa of that impairment loss is also recognised as-Heome-r-the
Hreome statement in profit or loss.

106 120. After a reversal of an impairment loss is recognised, the
depreciation (amortisation) charge for the asset sheould shall be
adjusted in future periods to allocate the asset’s revised carrying
amount, less its residual value (if any), on a systematic basis over its
remaining useful life.

Reversal of an Impairment Lossfor a Cash-Generating Unit

107 121. Areversal of an impairment loss for a cash-generating unit sheuld

shall be allocated to inerease-the-carrying-ameunt-of the assets of the
unit, ir-the-fellowing—order: except for goodwill, pro-rata with the

carrying amounts of those assets.

These increases in carrying amounts sheuld shall be treated as
reversals of impairment losses for individual assets and recognised in
accordance with paragraph 104 118.

108 122. In allocating a reversal of an impairment loss for a cash-
generating unit under paragraph 187 121, the carrying amount of an
asset shoutd shall not be increased above the lower of:

(a) itsrecoverable amount (if determinable); and
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(b) the carrying amount that would have been determined (net of
amortisation or depreciation) had no impairment loss been
recognised for the asset in prior years periods.

The amount of the reversal of the impairment loss that would
otherwise have been allocated to the asset sheuld shall be allocated on
a pro-rata basis to the other assets of the unit, except for goodwill en-a
pro-rata-basis.

Reversal of an Impairment Lossfor Goodwill

Anlmpalrment Ioss recognlsed for goodwill sheuJel shaII not be
reversed in a subsequent period unless:.

110 124. [Draft] 1AS 38, Intangible Assets, prohibits the recognition of
mternally generated goodW|II Any—subsequent—increase—in—the

Any
increase in the recoverable amount of goodwill in the periods following
the recognition of an impairment loss for that goodwill is likely to be an
increase in internally generated goodwill, rather than a reversal of the
impairment loss recognised for the acquired goodwill.
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Disclosure

413 125. Fer An entity shall disclose the following for each class of assets;
i = I  diclose

(@) the amount of impairment losses recognised in the—income
statement profit or loss during the period and the line item(s) of
the income statement in which those impairment losses are
included;

(b) the amount of reversals of impairment losses recognised in the
ncome-statement profit or loss during the period and the line
item(s) of the income statement in which those impairment losses
arereversed;

(c) the amount of impairment losses recognised directly in equity
during the period; and

(d) theamount of reversals of impairment losses recognised directly in
equity during the period.

114 126. A class of assets is a grouping of assets of similar nature and use in
an enterprise entity’ s operations.

415 127. The information required in paragraph 313 125 may be presented
with other information disclosed for the class of assets. For example,
this information may be included in a reconciliation of the carrying
amount of property, plant and equipment, at the beginning and end of the
period, as required under [draft] IAS 16, Property, Plant and Equipment.

116 128. An enterprise entity that apphies reports segment information in
accordance with 1AS 14, Segment Reporting, sheuld shall disclose the
following for each reportable segment based on an enterprise entity's

primary reporting format {as-definedinAS14).

(@) the amount of impairment losses recognised in the—income
statement profit or loss and directly in equity during the period;
and
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(b) the amount of reversals of impairment losses recognised in the
neome-statement profit or loss and directly in equity during the
period.

enteppmse—sheuld—diselese An_entity shaII dlsclose the foIIovvmq for

each material impairment loss recognised or reversed during the
period for an individual asset, including goodwill, or a cash-generating
unit:

(a) theeventsand circumstancesthat led to the recognition or reversal
of theimpairment loss;

(b) theamount of the impairment loss recognised or reversed,
(c) for anindividual asset:
(i) thenature of the asset; and

(ii) if_the entity reports segment information in accordance with
|AS 14, the reportable segment to which the asset belongs,
based on the enterprise entity’s primary reporting format {as

finedi , A \
apphiestAS14);

(d) for a cash-generating unit:

(i) adescription of the cash-generating unit (such as whether it
is a product line, a plant, a business operation, a
geographical area, a reportable segment as defined in |AS 14
or other);

(ii) the amount of the impairment loss recognised or reversed by
class of assets and, if the entity reports segment information
in_accordance with 1AS 14, by reportable segment based on

the enterprise entity’ s primary reporting format {as-defined-in
FAS 14 if the enterprise-applies|AS 14); and
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(iii) if the aggregation of assets for identifying the cash-
generating unit has changed since the previous estimate of
the cash-generating unit’s recoverable amount (if any), the
enterprise-should-describe a_description of the current and
former way of aggregating assets and the reasons for
changing the way the cash-generating unit isidentified;

(e) whether the recoverable amount of the asset (cash-generating
unit) isitsnet selling price or itsvaluein use;

(f) if recoverable amount is net selling price, the basis used to
determine net selling price (such as whether selling price was
determined by reference to an active market or in some other
way); and

(g) if recoverable amount is value in use, the discount rate(s) used in
the current estimate and previous estimate (if any) of valuein use.

ef—theieuomng An entlty shall d|sclose the followi nq mformatlon for

the aggregate impairment losses and the aggregate reversals of
impairment _losses recognised during the period for which no
information is disclosed under paragraph 129:

(a) the main classes of assets affected by impairment losses and the
main cIa.sses of assets affected by reverw]s of |mpa1rment Iosses

(b) the main events and circumstances that led to the recognition
&wemal} of these |mpa|rment Iossas and reversals of impairment

119 131. An enterprise entity is encouraged to disclose key assumptions used

to determine the recoverable amount of assets (cash-generating units)
during the period. However, an entity is required under paragraph 134 to
disclose information about the estimates used to measure the recoverable
amount of a cash-generating unit when goodwill or an intangible asset
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with an indefinite useful life is included in the carrying amount of that
unit.

If, in_accordance with paragraph 79, any portion of the goodwill

133.

acquired in_a business combination during the reporting period has
not been allocated to a cash-generating unit at the reporting date, the
amount of the unallocated goodwill shall be disclosed together with the
reasons why that amount remains unallocated.

An_entity that recognises the best estimate of a probable impairment

loss for goodwill in accordance with paragraph 97 shall disclose the
following in the period in which the estimated impairment loss is

recognised:

(a) the fact that the impairment loss recognised for goodwill is an
estimate that has not yet been finalised; and

(b) the reasons why the amount of the impairment loss has not been
finalised.

The entity shall disclose in the immediately succeeding reporting
period the nature and amount of any adjustments recognised to the
estimated impairment |oss.

Estimates used to M easur e Recover able Amounts of

Cash-Gener ating Units Containing Goodwill or

I ntangible Assets with I ndefinite Useful Lives

134. An entity that reports segment information in accordance with 1AS 14

shall disclose the information required under (a) to (f) for each
segment, based on the entity’s primary reporting format, that includes
in_its carrying amount goodwill or intangible assets with indefinite
useful lives. An entity that does not report segment information shall
disclose the information required under (a) to (f) for the entity as a
whole. References to ‘cash-generating units should be read as
references only to those cash-generating units within the segment or,

as the case may be, the entity as a whole, that include in their carrying

amounts goodwill or intangible assets with indefinite useful lives:
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the carrying amount of goodwill.

(b)

the carrying amount of intangible assets with indefinite useful

(9]

lives.

the basis on which the recoverable amounts of the cash-generating

(d)

units have been determined (valuein use or net selling price).

the amount by which the aggregate of the recoverable amounts of

(e

the cash-generating units exceeds the aggregate of their carrying
amounts.

if the recoverable amounts of the cash-generating units are based

on valuein use:

(i) _a description of, and the value assigned to, each key
assumption on which management has based its cash flow
projections for the period covered by the most recent
budgets/forecasts, whether those assumptions reflect past
experience and, if not, how and why they differ from past
experience.  Key assumptions are those to which the
recoverable amounts of the cash-generating units are most
sensitive.

(i) __the period over which management has projected cash flows
based on financial budgets/forecasts approved by
management and, when a period greater than five years is
used for a cash-generating unit, an explanation of why that
longer period is justified. This explanation shall include a
discussion of management’s past experience in_accurately
forecasting cash flows over equivalent periods. |f different
periods are used for different cash-generating units, the
range of periods used shall be disclosed.

(iii) the growth rate used to extrapolate cash flow projections
beyond the period covered by the most recent
budgets/forecasts, and the justification for using any growth
rate that exceeds the long-term average growth rate for the
products, industries, or country or _countries in which the
entity operates, or for the market to which the unit is
dedicated. When different growth rates are used for different
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cash-generating units, the range of growth rates used shall be
disclosed.

(iv) for each key assumption disclosed under (i) above, the

amount by which the value assigned to that assumption must
change, after incorporating any conseguential effects of that
change on the other variables used to measure recoverable
amount, in order for the aggregate recoverable amount of the
cash-generating units to be equal to their aggregate carrying
amount.

(v) the change in the weighted average growth rate used to
extrapolate cash flow projections beyond the period covered
by the most recent budgets/forecasts that would cause the
aggregate recoverable amount of the cash-generating units to
be equal to their aggregate carrying amount. The weighted
average growth rate should be weighted by reference to the
amount_of goodwill and identifiable intangible assets with
indefinite useful livesin each cash-generating unit.

if the recoverable amounts of the cash-generating units are based

on net salling price, the methodology used to determine net selling
price. If those net sdlling prices are not determined using
observable market prices for the cash-generating units, the
following information shall also be disclosed:

() a description _of, and the value assigned to, each key
assumption _on __which  management has based its
determination of net selling price, whether the assumptions
reflect past experience and, if not, how and why they differ
from past experience. Key assumptions are those to which
the recoverable amounts of the cash-generating units are
most sensitive.

(ii) _for each assumption disclosed under (i) above, the amount by
which the value assigned to that assumption must change,
after incorporating any consequential effects of that change
on the other variables used to measure recoverable amount,
in_order for the aggregate recoverable amount of the
cash-generating units to be equal to their aggregate carrying
amount.
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135. The most recent detailed calculation made in a preceding period of the Transiti 0na| Pr OViSiOﬂS and Effective Date
recoverable amount of a cash-generating unit may, under paragraph 20A

or 96, be carried forward and used in the impairment test for that unit in
the current period provided specified criteria are met. When this is the
case, the information for that cash-generating unit that is incorporated
into the disclosures required under paragraph 134 relate to the carried
forward calculation of recoverable amount.

136. Example 9 in Appendix A illustrates the disclosures required under
paragraph 134.

137. The information required under paragraph 134 shall be disclosed
separately for a cash-generating unit within a segment (or, as the case
may be, within the entity) when:

(a) the carrying amount of goodwill or intangible assets with
indefinite useful lives allocated to that cash-generating unit is
significant in relation to the total carrying amount of goodwill or
intangible assets with indefinite useful lives; or

(b) the basis for determining the recoverable amount of the cash-
generating unit differs from the basis used for the other units
within the segment (entity) whose carrying amounts include
goodwill or identifiable intangible assets with indefinite useful
lives; or

138. This[draft] Standard shall apply:

(a) prospectively from [date the revised Standard isissued] to:

(c) the nature of, or value assigned to, the key assumptions or growth

rate_on which management has based its determination of (i) goodwill acquired in business combinations for which the
recoverable _amount for the cash-generating unit differs agreement date is after [date the revised Standard is issued];

significantly from that used for the other units within the segment and

(entity) whose carrying amounts include goodwill or identifiable . . . . . L

intangible assets with indefinite useful lives, (i) |nt§1nQ|bIe assets acquweq in_business complnatlons for
which the agreement date is after [date the revised Standard
isissued]; and

(b) to all other assets prospectively from the beginning of the first
annual reporting period beginning on or after [date the revised
Standard isissued].
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139. Entities are encouraged to apply the requirements of this [draft]
Standard before the effective dates specified in paragraph 138.
However, if an entity applies this [draft] Standard before those
effective _dates, it also shall apply [draft] IFRS X, Business
Combinations, and [draft] |AS 38 (revised 200X), I ntangible Assets, at

the sametime.
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Appendix A

| llustrative Examples

The appendix is illustrative only and does not form part of the standards
draft] Standard. The purpose of the appendix is to illustrate the application
of the standards [ draft] Sandard to assist in clarifying thei its meaning.

All the examples in this appendix assume the enterprises entities concerned
have no transactions other than those described.

Example 1 - Identification of
Cash-Generating Units

The purpose of thisexampleis:

(a) to give an indication of how cash-generating units are identified in
various situations; and

(b) to highlight certain factors that an enterprise entity may consider in
identifying the cash-generating unit to which an asset belongs.

A - Retail Store Chain
Background

Al Store X belongs to a retail store chain M. X makes al its retail
purchases through M’s purchasing centre. Pricing, marketing,
advertising and human resources policies (except for hiring X’s cashiers
and salesmen) are decided by M. M also owns 5 other stores in the same
city as X (athough in different neighbourhoods) and 20 other stores in
other cities. All stores are managed in the same way as X. X and 4 other
stores were purchased 5 years ago and goodwill was recognised.

What is the cash-generating unit for X (X’s cash-generating unit)?
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Analysis

A2.

A3.

A4.

In identifying X’'s cash-generating unit, an enterprise entity considers
whether, for example:

(a) internal management reporting is organised to measure performance
on a store-by-store basis; and

(b) the businessis run on a store-by-store profit basis or on a region/city
basis.

All M’s stores are in different neighbourhoods and probably have
different customer bases. So, although X is managed at a corporate
level, X generates cash inflows that are largely independent frem of those
of M’s other stores. Therefore, it is likely that X is a cash-generating
unit.

If the carrying amount of the goodwill can be allocated on a reasonable
and consistent basis to X's cash-generating unit, M applies to that
cash-generating unit the “bettem—up- impairment test described in
paragraph 80 85 of [draft] IAS 36. If the carrying amount of the
goodwill cannot be allocated on a reasonable and consistent basisto X’'s
cash-generating unit, M applies to that cash-generating unit the ~bettom
up—and—top—dewn- impairment tests described in paragraph 83 of
draft] IAS 36.

B - Plant for an Intermediate Step in a Production Process

Background

AS.

A dsignificant raw material used for plant Y’'s final production is an
intermediate product bought from plant X of the same enterprise entity.
X’'sproductsare sold to Y at atransfer price that passes all marginsto X.
80% of Y’sfinal production is sold to customers outside of the reperting
enterprise entity. 60% of X's fina production is sold to Y and the
remaining 40% is sold to customers outside of the reperting-enterprise

entity.

For each of the following cases, what are the cash-generating units for X
andY?
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Case 1: X could sell the products it sellsto Y in an active market.
Internal transfer prices are higher than market prices.

Case 2: Thereisno active market for the products X sellsto Y.

Analysis

Casel

AG.

AT.

A8.

X could sell its products en in an active market and, so, generate cash
inflows from continuing use that would be largely independent of the
cash inflows from Y. Therefore, it is likely that X is a separate cash-
generating unit, athough part of its production is used by Y
(see paragraph 69 63 of [draft] IAS 36).

It islikely that Y is also a separate cash-generating unit. 'Y sells 80% of
its products to customers outside of the reperting—enterprise entity.
Therefore, its cash inflows from continuing use can be considered to be
largely independent.

Internal transfer prices do not reflect market prices for X’'s output.
Therefore, in determining value in use of both X and Y, the enterprise
entity adjusts financial budgets/forecasts to reflect management’s best
estimate of future market prices for those of X’s products that are used
internally (see paragraph 69 63 of [draft] IAS 36).

Case 2

A9.

It is likely that the recoverable amount of each plant cannot be assessed
independently frem of the recoverable amount of the other plant because:

(a) the majority of X’s production is used internally and could not be
sold in an active market. So, cash inflows of X depend on demand
for Y’s products. Therefore, X cannot be considered to generate
cash inflows that are largely independent from of those of Y; and

(b) thetwo plants are managed together.

A10. As aconsequence, it is likely that X and Y together is the smallest group

of assets that generates cash inflows from continuing use that are largely
independent.
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C - Single Product Enterprise Entity

Background

A1ll. Enterprise Entity M produces a single product and owns plants A, B and

C. Each plant is located in a different continent. A produces a
component that is assembled in either B or C. The combined capacity of
B and C is not fully utilised. M’s products are sold world-wide from
either B or C. For example, B’s production can be sold in C's continent
if the products can be délivered faster from B than from C. Utilisation
levels of B and C depend on the allocation of sales between the two sites.

For each of the following cases, what are the cash-generating units for A,
B and C?

Case l: Thereisan active market for A’s products.

Case 2: Thereisno active market for A’s products.

Analysis

Casel

Al2.

Al3.

Al4.

It is likely that A is a separate cash-generating unit because there is an
active market for its products (see Example B - Plant for an Intermediate
Step in a Production Process, Case 1).

Although there is an active market for the products assembled by B and
C, cash inflows for B and C depend on the allocation of production
across the two sites. It is unlikely that the future cash inflows for B and
C can be determined individually. Therefore, it is likely that B and C
together is the smallest identifiable group of assets that generates cash
inflows from continuing use that are largely independent.

In determining the value in use of A and B plus C, M adjusts financial
budgets/forecasts to reflect its best estimate of future market prices for
A’s products (see paragraph 69 63 of [draft] IAS 36).
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Case 2

A15. It is likely that the recoverable amount of each plant cannot be assessed
independently because:

() there is no active market for A’s products. Therefore, A’s cash
inflows depend on sales of the final product by B and C; and

(b) athough there is an active market for the products assembled by B
and C, cash inflows for B and C depend on the alocation of
production across the two sites. It is unlikely that the future cash
inflows for B and C can be determined individually.

A16. As a conseguence, it is likely that A, B and C together (i.e, M as a
whole) is the smallest identifiable group of assets that generates cash
inflows from continuing use that are largely independent.

D - Magazine Titles
Background

A17. A publisher owns 150 magazine titles of which 70 were purchased and
80 were self-created. The price paid for a purchased magazine title is
recognised as an intangible asset. The costs of creating magazine titles
and maintaining the existing titles are recognised as an expense when
incurred. Cash inflows from direct sales and advertising are identifiable
for each magazine title. Titles are managed by customer segments.
Thelevel of advertising income for a magazine title depends on the range
of titles in the customer segment to which the magazine title relates.
Management has a policy to abandon old titles before the end of their
economic lives and replace them immediately with new titles for the
same customer segment.

What is the cash-generating unit for an individual magazine title?
Analysis
A18. It is likely that the recoverable amount of an individual magazine title
can be assessed. Even though the level of advertising income for atitle

is influenced, to a certain extent, by the other titles in the customer
segment, cash inflows from direct sales and advertising are identifiable
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for each title. In addition, athough titles are managed by customer
segments, decisions to abandon titles are made on an individua title
basis.

A19. Therefore, it is likely that individual magazine titles generate cash
inflows that are largely independent ene-from-anether of each other and
that each magazine title is a separate cash-generating unit.

E - Building Half-Rented to Others and Half-Occupied for
Own Use

Background

A20. M is a manufacturing company. It owns a headquarters building that
used to be fully occupied for internal use. After down-sizing, half of the
building is now used internally and half rented to third parties. The lease
agreement with the tenant is for five years.

What is the cash-generating unit of the building?
Analysis

A21. The primary purpose of the building is to serve as a corporate asset,
supporting M’s manufacturing activities. Therefore, the building as a
whole cannot be considered to generate cash inflows that are largely
independent of the cash inflows from the enterprise entity as a whole.
So, it is likely that the cash-generating unit for the building is M as a
whole.

A22. The building is not held as an investment. Therefore, it would not be

appropriate to determine the value in use of the building based on
projections of future market related rents.
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Example 2 - Calculation of Valuein Use and
Recognition of an Impairment L oss
In this example, tax effects are ignored.
Background and Calculation of Valuein Use
A23. At the end of 20X0, enterprise entity T acquires enterprise entity M for
10,000. M has manufacturing plants in 3 countries. The-anticipated
ol lifo of " AR .

Schedule 1. Data at the end of 20X0

End of 20X0 Allocation of Fair valueof  Goodwill®
purchase identifiable
price assets
Activitiesin Country A 3,000 2,000 1,000
Activitiesin Country B 2,000 1,500 500
Activitiesin Country C 5,000 3,500 1,500
Tota 10,000 7,000 3,000

(@ Activities in each country are the smallest cash-generating units to which goodwill can be
alocated on a reasonable and consistent basis (aHeeation-based-on determined as the difference
between the purchase price of the activities in each country, as specified in the purchase
agreement, and the fair value of the identifiable assets).

A23A. Because goodwill has been allocated to the activities in each country,
each of those activities must be tested for impairment annually or more
frequently if there is any indication that they may be impaired (see
paragraph 85 of [draft] IAS 36).

A24. The net selling price of each cash-generating unit is not determinable
because it is unlikely that a ready buyer exists for all the assets of each
country’s activities. Therefore, the recoverable amount of each unit is
based on its value in use. At the end of 20X0 and 20X1, the value in use
of each cash-generating unit exceeds its carrying amount. Therefore the
activities in each country and the goodwill allocated to those activities
are regarded as not impaired.
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A25. 1n20X4; At the beginning of 20X2, a new government is elected in
Country A. It passes legidation significantly restricting exports of T's
main product. As aresult, and for the foreseeable future, T's production
in Country A will be cut by 40%.

A26. The significant export restriction and the resulting production decrease
require T also to estimate the recoverable amount of the goodwit-and-net
asset&ef—the Country A operanons a the beQ| nn| ng of 20X2. lheueash—

A27. Ihe—net—sdhﬁg—pnee—ef—the—GeuHW—A—eaQQ-gequaﬂng—u%ks—net' [ [ i

ef—that—umt— T uses stratht I|ne depreaanon over a 12-year life for the

Country A identifiable assets and anticipates no residual value.

A28. To determine the value in use for the Country A cash-generating unit (see
Schedule 2), T:

(@) prepares cash flow forecasts derived from the most recent financial
budgets/forecasts for the next five years (years 20%5-20X9 20X2-
20X6) approved by management;

(b) estimates subsequent cash flows (years 20%10-20X15 20X7-20Y 2)
based on declining growth rates. The growth rate for 20%X10 20X7
is estimated to be 3%. Thisrate islower than the average long-term
growth rate for the market in Country A; and

(c) selects a 15% discount rate, which represents a pre-tax rate that
reflects current market assessments of the time value of money and
the risks specific to the Country A cash-generating unit.

Recognition and M easurement of Impair ment L oss
A29. The recoverable amount of the Country A cash-generating unit is 1,360:

the higher of the net selling price of the Country A cash-generating unit
(not determinable) and its value in use (1,360).
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A30. T compares the recoverable amount of the Country A cash-generating
unit to its carrying amount (see Schedule 3). Because the carrying
amount_exceeds the recoverable amount by 1,473, T first determines
whether the goodwill allocated to Country A cash-generating unit is
impaired by comparing its implied value with its carrying amount.
If T determines that the net fair value of the identifiable assets it would
recognise if it acquired Country A cash-generating unit at the date of this
impairment test is 1,000, the implied value of the goodwill is 360
(see paragraph 86 of [draft] IAS 36).

A3L. T recognises an impairment loss of 840 1,473 immediately in the-ircome
statement profit or loss. The carrying amount of the goodwill that relates
to the Country A operations is eliminated reduced by 640 to its implied
value of 360. beforereducing—the The carrying amount of other
identifiable assets within the Country A cash-generating unit is reduced
by the remaining impairment loss of 833 (see paragraph 88 103 of
[draft] IAS 36).

A32. Tax effects are accounted for separately in accordance with 1AS 12,
Income Taxes (see Example 3A).
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Schedule 2. Calculation of the value in use of the Country A cash-
generating unit at the end beginning of 204 20X2

Year Long-term Future Present value Discounted

growth cashflows  factor at 15% future cash
rates discount rate® flows
20%5 20X2 2300 0.86957 200

(n=1)

20%6 20X3 253M 0.75614 191
20X7 20X4 273M 0.65752 180
20%8 20X5 290 0.57175 166
20%9 20X6 3040 0.49718 151
20%10 20X7 3% 313@ 0.43233 135
20%1E 20X8 -2% 307 0.3759%4 115
20%12 20X9 -6% 2891 0.32690 94
20%13 20Y0 -15% 245 0.28426 70
20%14 20Y1 -25% 184 0.24719 45
20%15 20Y2 -67% 61 0.21494 13
Vauein use 1,360

(@ Based on management’s best estimate of net cash flow projections (after the 40% cut).
() Based on an extrapolation from preceding year cash flow using declining growth rates.

@) The present value factor is calculated as k = 1/(1+a)", where a = discount rate and

n = period of discount.

Schedule 3. Calculation and allocation of the impairment loss for the
Country A cash-generating unit at the end beginning of

20%4 20X2
End-ef-20X4 Beginning of 20X2 Goodwill Identifiable Total
assets
Historical cost 1,000 2,000 3,000

Accumulated depreciation {
arertisation (20X 1-20X4)

(264) - (533) (167) (800} (167)

Carrying amount

Impairment Loss

7331000 14671833 22002833
(733) (640)  (107) (833) (840) (1.473)

Carrying amount after

impairment loss 0360 1,360 1,000 1,360
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Example 3 - Deferred Tax Effects

A - Deferred Tax Effects of the Recognition of an Impair ment
L oss

Use

the data for enterprise entity T as presented in Example 2, with

supplementary information as provided in this example.

A33.

A34.

A35.

At the end beginning of 20X%4 20X2, the tax base of the identifiable
assets of the Country A cash-generating unit is 4,200 900. Impairment
losses are not deductible for tax purposes. The tax rate is 40%.

The recognition of an impairment loss on the assets of the Country A

cash-generating unit reduces the taxable temporary difference related to
those assets. The deferred tax liability is reduced accordingly.

End Beginning of 20%4 20X2 Identifiable Impairment Identifiable

assets before loss assets after
impairment impairment
loss loss
Carrying amount (Example2) 1;467 1,833 {107 (833) 4,360 1,000
Tax base 1,100 900 - 1,100 900
Taxable temporary difference 367933 {167 (833) 260 100
Deferred tax liability at 40% 146 373  (42) (333) 104 40

In accordance with IAS 12, Income Taxes, no deferred tax relating to the
goodwill was recognised initidly. Therefore, the impairment loss
relating to the goodwill does not give rise to adeferred tax adjustment.
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B - Recognition of an Impairment Loss Creates a Deferred
Tax Asset

A36.

AZ7.

An enterprise entity has an identifiable asset with a carrying amount of
1,000. Its recoverable amount is 650. The tax rate is 30% and the tax
base of the asset is 800. Impairment losses are not deductible for tax
purposes. The effect of the impairment lossis as follows:

Before Effect of After
impairment  impairment  impairment

Carrying amount 1,000 (350) 650
Tax base 800 - 800
Taxable (deductible)

temporary difference 200 (350) (150)
Deferred tax liability (asset)

at 30% 60 (105) (45)

In accordance with IAS 12, Income Taxes, the enterprise entity
recognises the deferred tax asset to the extent that it is probable that
taxable profit will be available against which the deductible temporary
difference can be utilised.
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Example 4 - Reversal of an I mpairment L oss

Use the data for enterprise entity T as presented in Example 2, with
supplementary information as provided in this example. In this example, tax
effects are ignored.

Background

A38.

A39.

In 20%6 20X3, the government is still in office in Country A, but the
business situation is improving. The effects of the export laws on T's
production are proving to be less drastic than initially expected by
management. As a result, management estimates that production will
increase by 30%. This favourable change requires T to re-estimate the
recoverable amount of the net assets of the Country A operations (see
paragraphs 85-96 109 and 110 of [draft] IAS 36). The cash-generating
unit for the net assets of the Country A operations is still the Country A
operations.

Calculations similar to those in Example 2 show that the recoverable
amount of the Country A cash-generating unit is now 4710 1,910.
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Reversal of Impairment Loss

A40. T compares the recoverable amount and the net carrying amount of the
Country A cash-generating unit.

Schedule 1. Calculation of the carrying amount of the Country A
cash-generating unit at the end of 20%6 20X3

Goodwill Identifiable Total
assets
End Beginning of 20%4
20X2 (Example 2)
Historical cost 1,000 2,000 3,000

Accumulated depreciation/
amortisation-{4-years) 269 - (533(167) (806} (167)

Impairment loss {733) (640) (167 (833) (840)(1,473)
Carrying amount after

impairment loss 360 1,360 1,000 1,360
End of 20X6 20X3

Additional depreciation

(2 years) @ - 47 (182) 244H (182
Carrying amount 360 1,113 818 1443 1,178
Recoverable amount 1,7101,910

Excess of recoverable
amount over carrying
amount 597732

(@ After recognition of the impairment loss at the end beginning of 20X%4 20X2, T revised the
depreciation charge for the Country A identifiable assets (from 433:3 166.7 per year to 1237
90.9 per year), based on the revised carrying amount and remaining useful life (11 years).

A41. There has been a favourable change in the estimates used to determine
the recoverable amount of the Country A net assets since the last
impairment loss was recognised. Therefore, in accordance with
paragraph 99 113 of [draft] IAS36, T recognises a reversa of the
impairment 10ss recognised in 204 20X2.

© Copyright IASCF 94

A42.

A43.

EXPOSURE DRAFT OF REVISED |AS 36

In accordance with paragraphs 167 121 and 468 122 of [draft] IAS36, T
increases the carrying amount of the Country A identifiable assets by 87
682 (see Schedule 3), i.e. up to the lower of recoverable amount (4710
1,910) and the identifiable assets depreciated historical cost (4,200
1,500) (see Schedule 2). This increase is recognised i-the-income
statement immediately in profit or loss.

In accordance with paragraph 109 123 of [draft] |AS 36, the impairment
loss on goodwill is not reversed because-the-external-event-that-ted-to-the

Schedule 2. Determination of the depreciated historical cost of the
Country A identifiable assets at the end of 20%6 20X3

End of 20X%6 20X3 Identifiable
assets

Historical cost 2,000
Accumulated depreciation

(4333 166.7 * 6 3 years) {8006} (500)
Depreciated historical cost 1,200 1,500
Carrying amount (Schedule 1) 1113 818
Difference 87 682
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Schedule 3. Carrying amount of the Country A assets at the end of 20%X6 Exam p| e5- Treatment of a
20X3 .
Future Restructuring

End of 20%6 20X3 Goodwill Identifiable Total

assets In this example, tax effects are ignored.
Gross carrying amount 1,000 2,000 3,000 Background
Accumulated amortisation 264 - {780} (349) (46474 (349)
Aceumulated A44. At the end of 20X 0, enterprise entity K tests a plant for impairment. The
. . plant is a cash-generating unit. The plant's assets are carried at
impairment loss (733) (640) (197) (833) (840) (1478 depreciated historical cost. The plant has a carrying amount of 3,000 and
Carrying amount 360 1143818 41131178 aremaining useful life of 10 years.
Reversal of A45, The plant is so speciaised that it is not possible to determine its net
impairment loss 0 87682 87682 selling price. Therefore, the plant’s recoverable amount is its value in
Carrying amount after use. Vaueinuseiscalculated using a pre-tax discount rate of 14%.
reversal of
impairment loss 360 12001500  1.200 1,860 A46. Management approved budgets reflect that:

(a) at theend of 20X 3, the plant will be restructured at an estimated cost
of 100. Since K is not yet committed to the restructuring, a
provision has not been recognised for the future restructuring costs;
and

(b) there will be future benefits from this restructuring in the form of
reduced future cash outflows.

A47. At the end of 20X2, K becomes committed to the restructuring. The
costs are still estimated to be 100 and a provision is recognised
accordingly. The plant’s estimated future cash flows reflected in the
most recent management approved budgets are given in paragraph A51
and a current discount rate is the same as at the end of 20X0.

A48. At the end of 20X3, actua restructuring costs of 100 are incurred and
paid. Again, the plant’s estimated future cash flows reflected in the most
recent management approved budgets and a current discount rate are the
same as those estimated at the end of 20X 2.
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At the End of 20X0

Schedule 1. Calculation of the plant’s value in use at the end of 20X0

Year

20X1
20X2
20X3
20X4
20X5
20X6
20X7
20X8
20X9
20X10

Vaueinuse

Futurecash  Discounted at

flows

300
280

4200
5200
3500
4200
480
4800
4609
4000

14%
263
215
283
308
182
191
192
168
141
108

2,051

@ Excludes estimated restructuring costs reflected in management budgets.
@ Excludes estimated benefits expected from the restructuring reflected in management budgets.

A49. The plant’s recoverable amount (vaue in use) is less than its carrying
amount. Therefore, K recognises an impairment loss for the plant.

Schedule 2. Calculation of the impairment loss at the end of 20X0

Plant
Carrying amount before impairment loss 3,000
Recoverable amount (Schedule 1) 2,051
Impairment loss (949)
Carrying amount after impairment loss 2,051

© Copyright IASCF

98

EXPOSURE DRAFT OF REVISED |AS 36

At the End of 20X 1

A50. No event occurs that reguires the plant’s recoverable amount to be re-
estimated. Therefore, no calculation of the recoverable amount is
required to be performed.

At the End of 20X 2

A51. The enterprise entity is now committed to the restructuring. Therefore,
in determining the plant’s value in use, the benefits expected from the
restructuring are considered in forecasting cash flows. This resultsin an
increase in the estimated future cash flows used to determine value in use
at the end of 20X0. In accordance with paragraphs 95-96 109 and 110 of
[draft] IAS 36, the recoverable amount of the plant is re-determined at
the end of 20X2.

Schedule 3. Calculation of the plant’svaluein use at the end of 20X2

Year Futurecash  Discounted at
flows 14%
20X3 4200 368
20X4 5702 439
20X5 3802 256
20X6 4502 266
20X7 5102 265
20X8 5102 232
20X9 4802 192
20X10 4102 144
Vauein use 2,162

(@) Excludes estimated restructuring costs because a liability has already been recognised.
@ Includes estimated benefits expected from the restructuring reflected in management budgets.

A52. The plant’s recoverable amount (value in use) is higher than its carrying

amount (see Schedule 4). Therefore, K reverses the impairment loss
recognised for the plant at the end of 20XO0.
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Schedule 4. Calculation of the reversal of the impairment loss at the end

of 20X2
Plant

Carrying amount at the end of 20X 0 (Schedule 2) 2,051
End of 20X2

Depreciation charge (for 20X 1 and 20X2 — Schedule 5) (410)
Carrying amount before reversal 1,641
Recoverable amount (Schedule 3) 2,162
Reversal of the impairment loss 521
Carrying amount after reversal 2,162

Carrying amount: depreciated historical cost (Schedule 5) 2,400

(1) The reversal does not result in the carrying amount of the plant exceeding what its carrying
amount would have been at depreciated historical cost. Therefore, the full reversal of the
impairment loss is recognised.

At the End of 20X3

A53. There is a cash outflow of 100 when the restructuring costs are paid.
Even though a cash outflow has taken place, there is no change in the
estimated future cash flows used to determine value in use at the end of
20X2. Therefore, the plant’s recoverable amount is not calculated at the
end of 20X 3.

Schedule 5. Summary of the carrying amount of the plant

End of Depreciated Recoverable Adjusted Impairment Carrying

year  historical amount  depreciation loss amount
cost charge after
impairment
20X0 3,000 2,051 0 (949) 2,051
20X1 2,700 n.c. (205) 0 1,846
20X2 2,400 2,162 (205) 521 2,162
20X3 2,100 n.c. (270) 0 1,892
nc. = not calculated as there is no indication that the impairment loss may have
increased/decreased.

© Copyright IASCF 100

EXPOSURE DRAFT OF REVISED |AS 36

Example 6 - Treatment of
Future Capital Expenditure

In this example, tax effects are ignored.

Background

A54.

A55.

AS56.

AS57.

At the end of 20XO0, enterprise entity F tests a—plane an aircraft for
impairment. The ptane aircraft is a cash-generating unit. It is carried at
depreciated historical cost and its carrying amount is 150,000. It has an
estimated remaining useful life of 10 years.

For the purpose of this example, it is assumed that the plane aircraft’s net
selling price is not determinable.  Therefore, the plane arcraft's
recoverable amount isitsvaluein use. Vauein useis calculated using a
pre-tax discount rate of 14%.

Management approved budgets reflect that:

(a) in20X4, capital expenditure of 25,000 will be incurred to renew the
engine of the plane aircraft; and

(b) this capital expenditure will improve the performance of the plane
aircraft by decreasing fuel consumption.

At the end of 20X4, renewal costs are incurred. The plane aircraft’s
estimated future cash flows reflected in the most recent management
approved budgets are given in paragraph A60 and a current discount rate
isthe same as at the end of 20XO0.
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At the End of 20X0

Schedule 1. Calculation of the plane aircraft’s value in use at the end of

20X0
Year Futurecash Discounted at
flows 14%
20X1 22,165 19,443
20X2 21,450 16,505
20X3 20,550 13,871
20X4 24,7250 14,639
20X5 25,325 13,153
20X6 24,825 11,310
20X7 24,123@ 9,640
20X8 25,533 8,951
20X9 24,2340 7,452
20X10 22,8501 6,164
Valueinuse 121,128

(@ Excludes estimated renewal costs reflected in management budgets.
@ Excludes estimated benefits expected from the renewal of the engine reflected in
management budgets.

A58. The plane aircraft’s recoverable amount (value in use) is less than its
carrying amount. Therefore, F recognises an impairment loss for the

plane aircraft.

Schedule 2. Calculation of the impairment loss at the end of 20X0

Plane
Aircraft
Carrying amount before impairment loss 150,000
Recoverable amount (Schedule 1) 121,128
Impairment loss (28,872)
Carrying amount after impairment loss 121,128

© Copyright IASCF 102

EXPOSURE DRAFT OF REVISED |AS 36

Years 20X1 - 20X3

A59. No event occurs that requires the ptane aircraft’s recoverable amount to
be re-estimated. Therefore, no calculation of recoverable amount is
required to be performed.

At the End of 20X4

A60. The capital expenditure isincurred. Therefore, in determining the plane
aircraft’s value in use, the future benefits expected from the renewal of
the engine are considered in forecasting cash flows. This results in an
increase in the estimated future cash flows used to determine value in use
a the end of 20X0. As a consequence, in accordance with
paragraphs 85-96 109 and 110 of [draft] IAS 36, the recoverable amount
of the plane aircraft isrecalculated at the end of 20X 4.

Schedule 3. Calculation of the plane aircraft’'s value in use at the end of

20X4
Year Future cash Discounted at
flows® 14%

20X5 30,321 26,597
20X6 32,750 25,200
20X7 31,721 21,411
20X8 31,950 18,917
20X9 33,100 17,191
20X10 27,999 12,756
Vauein use 122,072

@ Includes estimated benefits expected from the renewal of the engine reflected in management
budgets.

A61. The plane aircraft’s recoverable amount (value in use) is higher than the
plape aircraft’'s carrying amount and depreciated historical cost (see
Schedule 4). Therefore, K reverses the impairment loss recognised for
the plane aircraft at the end of 20X 0 so that the plane aircraft is carried at
depreciated historical cost.
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Schedule 4. Calculation of the reversal of the impairment loss at the end

of 20X4
Plane
Aircraft

Carrying amount at the end of 20X0 (Schedule 2) 121,128
End of 20X4

Depreciation charge (20X 1 to 20X4 — Schedule 5) (48,452)
Renewal expenditure 25,000
Carrying amount before reversal 97,676
Recoverable amount (Schedule 3) 122,072
Reversal of the impairment loss 17,324
Carrying amount after reversal 115,000

Carrying amount: depreciated historical cost (Schedule 5) 115,000@

@ The value in use of the plane aircraft exceeds what its carrying amount would have been at
depreciated historical cost. Therefore, the reversal is limited to an amount that does not result in
the carrying amount of the plane aircraft exceeding depreciated historical cost.

Schedule 5. Summary of the carrying amount of the plane aircraft
Year Depreciated Recoverable Adjusted [Impairment Carrying

historical amount  depreciation loss amount
cost charge after
impairment
A B c Fotal
20X0 150,000 121,128 0 (28,872) 121,128
End-of 20X0
20X1 135,000 n.c. (12,113) 0 109,015 )
Net-fairvalues 1,200 800 400 2,400
20X2 120,000 n.c. (12,113) 0 96,902
Pro-rata 50% 33% 7% 100%
20X3 105,000 n.c. (12,113) 0 84,789
End-of 20X5
20X4 90,000 (12,113) i
renewal 25,000 - ) )
EE—— B —— AHocation-of-goodwitt
115,000 122,072 (12,113) 17,324 115,000 (using the pro-rata-above) 225 150 75 450
20X5 95,833 n.c. (19,167) 0 95833 Net-carrying-amount
nc. = not caculated as there is no indication that the impairment loss may have {after dllocation-of goodwill) 1,525 1350 875 3,750

increased/decreased.
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Example 7 — I mpairment Testing

Cash-Generating Unitswith Goodwill and

Minority Interests

In this example, tax effects are ignored.

Background

AG2.

Entity X acquires an 80 per cent ownership interest in Entity Y for 1,600

AG3.

on 1 January 20X3. At that date, Y's identifiable net assets have a fair
value of 1,500. Y has no contingent liabilities. Therefore, X recognises

inits consolidated financial statements:

(a) goodwill of 400, being the difference between the cost of the
business combination of 1,600 and X's 80 per cent interest in Y's
identifiable net assets;

(b) Y’sidentifiable net assets at their fair value of 1,500; and

(c) a minority interest of 300, being the 20 per cent interest in Y's
identifiable net assets held by parties outside X.

The assets of Y together are the smallest group of assets that generate

A64.

cash inflows from continuing use that are largely independent of the cash
inflows from other assets or groups of assets. Therefore Y is a
cash-generating unit.  Because this cash-generating unit includes
goodwill within its carrying amount, it must be tested for impairment
annualy, or more frequently if there is an indication that it may be
impaired (see paragraph 85 of [draft] IAS 36).

At the end of 20X3, X determines that the recoverable amount of

cash-generating unit Y is 1,000. X uses straight-line depreciation over a
10-vear life for Y'sidentifiable assets and anticipates no residual value.

Testing Y for | mpair ment

AGS.

A portion of Y's recoverable amount of 1,000 is attributable to the

unrecognised minority interest in goodwill. Therefore, in accordance
with paragraph 89 of [draft] IAS 36, the carrying amount of Y must be
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notionally adjusted to include goodwill attributable to the minority
interest, before being compared with the recoverable amount of 1,000.

Schedule 1. Testing Y for impairment at the end of 20X3

Identifiable

End of 20X3 Goodwill net assets Total
Gross carrying amount 400 1,500 1,900
Accumulated depreciation - 150 150
Carrying amount 400 1,350 1,750
Unrecognised minority

interest 100" - 100
Notionally adjusted

carrying amount 500 1,350 1,850
Recoverable amount 1,000
Impairment |0ss 850

@ Goodwill attributable to X's 80% interest in Y at the acquisition date is 400. Therefore,

goodwill notionally attributable to the 20% minority interest in Y at the acquisition dateis 100.

AGG.

The impairment loss of 850 is allocated to the assets in the unit by first

AGT.

determining whether the goodwill is impaired. In accordance with
paragraph 85 of [draft] IAS 36, the goodwill is impaired if its carrying
amount exceeds its implied value. If X determines that the fair value of
the identifiable net assets it would recognise if it had acquired Y at the
date of this impairment test is 800, the implied value of the goodwill is
200 (see paragraph 86 of [draft] IAS 36). This implied value includes
the goodwill attributable to both X and the minority interest.

Therefore, 300 of the 850 impairment loss for the unit is attributable to

the goodwill (being the excess of the notional carrying amount of the
goodwill of 500 over its implied value of 200). However, because the
goodwill is recognised only to the extent of X's 80 per cent ownership
interest in Y, X recognises only 80 per cent of that goodwill impairment

loss (i.e. 240).
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AB68. The remaining impairment loss of 550 is, in accordance with _ i
paragraph 103 of [draft] IAS 36, recognised by reducing the carrying Example 8 - Allocation of Cor por ate Assets

amounts of Y'sidentifiable assets (see Schedule 2).

In this example, tax effects are ignored.
Schedule 2. Allocation of the impairment lossfor Y at the end of 20X3

Background
Identifiable ; : : e
. T A72 A69. Enterprise Entity M has three cash-generating units: A, B and C.
End of 20X3 Goodwill net aseets Total The carrying amounts of those units do not include goodwill. There are
Gross carrying amount 400 1,500 1,900 adverse changes in the technological environment in which M operates.

Therefore, M conducts impairment tests of each of its cash-generating

Accumulated depreciation z (150) (150) units. At the end of 20X 0, the carrying anounts of A, B and C are 100,
Carrying amount 400 1,350 1,750 150 and 200 respectively.

Impairment L oss 240 (550) (790) A73 A70. The operations are conducted from a headquarters. The carrying
Carrying amount after amount of the headquarters assets is 200: a headquarters building of 150
impairment loss 160 800 960 and a research centre of 50. The relative carrying amounts of the

cash-generating units are a reasonable indication of the proportion of the
headquarters building devoted to each cash-generating unit.
The carrying amount of the research centre cannot be alocated on a
reasonable basis to the individual cash-generating units.

AZ4 A71. The remaining estimated useful life of cash-generating unit A is
10 years. The remaining useful lives of B, C and the headquarters assets
are 20 years. The headquarters assets are depreciated on a straight-line
basis.

A¥5 A72. There is no basis on which to calculate a net selling price for each
cash-generating unit. Therefore, the recoverable amount of each
cash-generating unit is based on its value in use. Value in use is
calculated using a pre-tax discount rate of 15%.

I dentification of Corporate Assets
A76 A73. In accordance with paragraph 86 101 of [draft] IAS 36, M first
identifies al the corporate assets that relate to the individual

cash-generating units under review. The corporate assets are the
headquarters building and the research centre.
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A7+ A74. M then decides how to deal with each of the corporate assets:

EXPOSURE DRAFT OF REVISED |AS 36

Determination of Recoverable Amount and Calculation of Impairment
L osses

(a) the carrying amount of the headquarters building can be allocated on

a reasonable and consistent basis to the cash-generating units under A79 A76. The‘bettomup—test Paragraph 101 of [draft] IAS 36 requires

review—Fherefore-onhy-a-bettom-up™test-isnecessary; and

(b) the carrying amount of the research centre cannot be allocated on a
reasonable and consistent basis to the individual cash-generating
units under review. Therefore—a—top-down—test-will-be-applied-in
addition-to-the “bottom-uptest:

Allocation of Corporate Assets

A#8 AT5. The carrying amount of the headquarters building is alocated to the

carrying amount of each individual cash-generating unit. A weighted
allocation basisis used because the estimated remaining useful life of A’s
cash-generating unit is 10 years, whereas the estimated remaining useful
lives of B and C's cash-generating units are 20 years.

Schedule 1. Calculation of a weighted alocation of the carrying amount
of the headquarters building

End of 20X0 A B C Total
Carrying amount 100 150 200 450
Useful life 10years 20years 20years
Weighting based on useful 1 2 2

life

Carrying amount after

weighting 100 300 400 800
Pro-rata allocation of the 12% 38% 50%  100%
building (100/800) (300/800) (400/800)

Allocation of the carrying
amount of the building

(based on pro-rata above) 19 56 75 {150}

Carrying amount (after

allocation of the building) 119 206 275 600
© Copyright IASCF 112

caleulation—of first that the recoverable amount of each individual
cash-generating unit be compared with its carrying amount, including the
portion of the carrying amount of the headquarters building allocated to
the unit, and any resulting impairment 10ss recognised. Fhe-top-dewn-
test Paragraph 101 of [draft] IAS 36 then requires ealedlation—of the
recoverable amount of M as a whole (the smallest cash-generating unit
that includes the research centre) to be compared with its carrying
amount, including both the headquarters building and the research centre.
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A B C M
Year Future Discount Future Discount Future Discount Future Discount
cash at15% <cash atl5% cash atl5% cash at15%
flows flows flows flows

1 18 16 9 8 10 9 39 34
2 31 23 16 12 20 15 72 54
3 37 24 24 16 34 22 105 69
4 42 24 29 17 44 25 128 73
5 47 24 32 16 51 25 143 71
6 52 22 33 14 56 24 155 67
7 55 21 34 13 60 22 162 61
8 55 18 35 11 63 21 166 54
9 53 15 35 10 65 18 167 48
10 48 12 35 9 66 16 169 42
11 36 8 66 14 132 28
12 35 7 66 12 131 25
13 35 6 66 11 131 21
14 33 5 65 9 128 18
15 30 4 62 8 122 15
16 26 3 60 6 115 12
17 22 2 57 5 108 10
18 18 1 51 4 97 8
19 14 1 43 3 85 6
20 10 1 35 2 71 4

Vaueinuse 199 164 271 7200

@ 1t is assumed that the research centre generates additional future cash flows for the enterprise
entity as awhole. Therefore, the sum of the value in use of each individual cash-generating unit
is less than the value in use of the business as a whole. The additional cash flows are not
attributable to the headquarters building.

ProPOSED AMENDMENTS |ASS 36 & 38 DECEMBER 2002
Schedule 2. Calculation of A, B, C and M’svaluein use at the end of 20X0

© Copyright IASCF

114

EXPOSURE DRAFT OF REVISED |AS 36

Schedule 3. Application—of —bettom-dp—test Impairment testing A, B

and C
End of 20X0 A B C
Carrying amount (after allocation
of the building) (Schedule 1) 119 206 275
Recoverable amount (Schedule 2) 199 164 271
Impairment loss 0 (42) 4

A81 A77. The next step is to allocate the impairment losses between the assets
of the cash-generating units and the headquarters building.

Schedule 4. Allocation of the impairment losses for cash-generating units
BandC

Cash-generating unit B C

To headquarters building (12) (42*56/206) (1) (4*75/275)

To assetsin cash-generating unit ~ (30) (42*150/206) (3) (4* 200/275)
(42) @

A82 A78. hr-aceordance-with-thetop-downtest-since Because the research

centre could not be alocated on areasonable and consistent basisto A, B
and C's cash-generating units, M compares the carrying amount of the
smallest cash-generating unit to which the carrying amount of the
research centre can be alocated (i.e., M as a whole) to its recoverable
amount.
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Schedule 5. Application—of-the—top-down—test Impairment testing the Example 9 — Disclosur es about
‘larger’_cash-generating unit (i.e., M as awhol€) - - - .
Cash-Generating Units with Goodwill or
End of 20X0 A B C Buldng Research M Intangible Assets with I ndefinite Useful Lives
Carrying amount 100 150 200 150 50 650 The purpose of this example isto illustrate the disclosures required by
Impairment loss paragraphs 134 and 137 of [draft] 1AS36.
arising from the
“pottom-up-test first Background
step of the test [0 (B (13 - (46) . . e . .
- AB80. Entity XYZ is a multinational manufacturing firm that uses geographical
Carrying amount after segments as its primary format for repo_rtinq_seqment in_formation.
the , XYZ's three reportable segments based on its primary reporting format
first step of the test 100 120 197 137 50 604 are Europe, Nor'th America and Asia. Goodvylll has' begn allocated for
impairment testing purposes to cash-generating units in Europe and
Recoverable amount North America.
(Schedule 2) 720
. I A81. XYZ acquired unit C, a manufacturing operation in North America, in
'"?Pa”me”“f’ss December 20X2. Unlike XYZ's other North American operations,
aﬂsﬁ?#em—tep C operates in an industry with high-margins and high-growth rates, and
clow-—test for the with the benefit of a 10-year patent on its primary product. The patent
darger _ was granted to C just before XYZ's acquisition of C. As part of
cash-generating unit _0 accounting for the acquisition of C, XYZ recognised, in addition to the
patent, goodwill of 3,000 and a brand name of 1,000. XYZ's
A83 A79. Therefore, no additional impairment loss results from the management has determined that the brand name has an indefinite useful
application of the ‘top—dewn—test impairment test to the ‘larger’ life. X'YZ has no other intangible assets with indefinite useful lives.
cash-generating unit. Only an impairment loss of 46 is recognised as a
result of the application of the “bettemup- first step of the test to A, B A82. During the year ending 31 December 20X 3, XY Z determines that thereis
and C. no impairment of any of its cash-generating units containing goodwill or

intangible assets with indefinite useful lives. The recoverable amounts of
those units, including unit C, are determined on the basis of value in use
calculations. XYZ has determined that the recoverable amount
calculations are most sensitive to changes in the following assumptions.
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European units
containing goodwill

North American units
containing goodwill
(excluding Unit C)

Unit C

Gross margin during
the budget period
(budget period is4
years)

5-year government
bond rate during the
budget period (budget
period is 5 years)

Gross margin during the
budget period (budget
period is 5 years)

Market share during
the budget period

Market share during
the budget period

Market share during the
budget period

Euro/US dollar
exchange rate during

Raw material price
inflation during the

Raw material price
inflation during the

the budget period budget period budget period
Growthrateusedto  |Growthrateusedto  |Growth rate used to
extrapolate cash flows|extrapolate cash flows |extrapolate cash flows
beyond the budget beyond the budget beyond the budget
period period period

XYZ includes the following disclosure in the notes to its financial

statements for the year ending 31 December 20X 3.

Impairment Tests for Goodwill and Intangible Assets with Indefinite

Lives

Goodwill has been allocated for impairment testing purposes to cash-
generating units in two geographical segments. Europe and North
America. Also allocated to one of the North American units, unit C, isa
valuable brand name that management has determined to have an
indefinite useful life. The information in the table below for Europe
reflects all of the units within that segment that contain goodwill.
The information provided in the table below for North America excludes
unit C. Information for C is provided separately because:

» the amount of goodwill allocated to C is significant in relation to the
total carrying amount of goodwill;
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» the carrying amount of C’'s brand name represents the total carrying
amount of identifiable intangible assets with indefinite useful lives;
and

» the key assumptions and growth rate used to determine the
recoverable amount of C differ from those used for the other North
American units containing goodwill.

Europe

The recoverable amounts of the European units containing goodwill are
determined based on value in use calculations. Those calculations use
cash flow projections based on financia budgets approved by
management covering a four-year period. Cash flows beyond that four-
year period are extrapolated using growth rates ranging from 4 to 6
per cent (weighted average 5.2 per cent). Those growth rates do not
exceed the long-term average growth rates for the products, industries or
countries in which XY Z's European units operate.

North America

The recoverable amounts of the North American units containing
goodwill, including unit C, are determined based on value in use
calculations.  Those calculations use cash flow projections based on
financial budgets approved by management covering a five-year period.
In the case of units other than C, cash flows beyond the five-year period
are extrapolated using growth rates ranging from 5 to 7 per cent
(weighted average 6.3 per cent). These growth rates do not exceed the
long-term average growth rates for the products, industries or countries
in which XYZ's North American units operate.

C's cash flows beyond the five-year period are extrapolated using a
12 per cent growth rate. This growth rate exceeds by 4 percentage points
the long-term average growth rate for the market in which C operates.
However, C benefits from the protection of a 10-year patent on its
primary product, granted in December 20X2. Management is of the
opinion that a 12 per cent growth rate is reasonable in the light of that

patent.
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North America

aggregate carrying amount

4.45%

Europe (excluding UnitC
unit C)
Carrying amount of goodwill 1,000 1,000 3,000
Carrying amount of brand name with indefinite useful life - - 1,000
Amount by which the aggregate recoverable amount of the units|
containing goodwill (and indefinite life brand name) exceeds 4,000 3,000 2,000
their aggregate carrying amount
Key assumptions used in valuein use calculations
« Key assumption « budgeted gross |+ 5-year * budgeted gross
margin government margin
of 25% * bond rate of of 45%2
3.57%*
« Change in key assumption, after incorporating consequentia |« 5 percentage |+ 1.45 * 10 percentage
effects of that change on other variables used to measure| point drop to percentage point
vaue in use, that would cause the aggregate recoverable| 20% point drop to 35%
amount of the units containing goodwill (and indefinite life increase to
brand name) to equal their aggregate carrying amount 5.02%
« Key assumption « budgeted « budgeted * budgeted
market share market share market share
of 20% * of 15% * of 60% *
« Change in key assumption, after incorporating consequentia | 5 percentage |+ 5 percentage |+ 20 percentage
effects of that change on other variables used to measure| point point point
vaue in use, that would cause the aggregate recoverable| drop to 15% drop to 10% drop to 40%
amount of the units containing goodwill (and indefinite life
brand name) to equal their aggregate carrying amount
« Key assumption « Average « raw material [+ raw materia
exchangerate | priceinflation | priceinflation
of of 3% * of 3%*
€1=US$0.993°
» Change in key assumption, after incorporating consequential |+ $0.22 dropto |+ 3 percentage |* 1.25
effects of that change on other variables used to measure| US$0.773 point percentage
value in use, that would cause the aggregate recoverable| increaseto 6% | point
amount of the units containing goodwill (and indefinite life| increase to|
brand name) to equal their aggregate carrying amount 4.25%
« Weighted average growth rate used to extrapolate cash flows|e 5.2% * 6.3% * 12%
beyond the budget period
« Change in weighted average growth rate that would cause the[+ 0.75 * 2.4 percentage |+ 3.6 percentage
aggregate recoverable amount of the units containing| percentage point point
goodwill (and indefinite life brand name) to equa their| point drop to drop to 3.9% drop to 8.4%

* ___Assumption is consistent with actual resultsin previous reporting period.

1

The rate on 5-year US government bonds during the preceding annual reporting period ranged from 3.91% to 4.76%, with a

12-month average of 4.37%. However, arate of 3.57% has been used for the budget period because this rate reflects the yield

on such bonds at the commencement of the budget period.

2 Actual _gross margins for the preceding two annual reporting periods were 35% and 36%, respectively. However,

management believes that a 45% gross margin for the budget period is reasonable in the light of the patent protection over C's
primary product and the expected synergies to be achieved from operating C as part of XYZ's North American segment.

3 The exchange rate during the preceding annual reporting period ranged from US$0.8344 to US$0.9997, with a 12-month

average rate of US$0.896. However, an average exchange rate for the budget period of US$0.993 has been used as this rate

reflects the average market forward exchange rate over the budget period.
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Appendix B

Using Present Value Techniquesin
M easuring the Value in Use of an Asset

This appendix is an integral part of the [draft] Sandard. It provides
guidance on the use of present value technigues in measuring value in use.
Although the guidance uses the term ‘asset’, it equally applies to a group of
assets forming a cash-generating unit.

The Components of a Present Value M easur ement

B1. Thefollowing elements together capture the economic differences among
assets:

(3) an estimate of the future cash flow, or in more complex cases, series
of future cash flows the entity expects to derive from the asset;

(b) expectations about possible variations in the amount and/or timing
of those cash flows;

(c) thetime value of money, represented by the current market risk-free
rate of interest;

(d) the pricefor bearing the uncertainty inherent in the asset; and

(e) other, sometimes unidentifiable, factors (such as illiquidity) that
market participants would reflect in pricing the future cash flows the
entity expects to derive from the asset.

B2. This appendix contrasts two approaches to computing present value,
either of which may be used to estimate the value in use of an asset
depending on the circumstances. Under the ‘traditional’ approach,
adjustments for factors (b)-(€) described in paragraph B1 are embedded
in the discount rate. Under the ‘expected cash flow’ approach, factors
(b), (d) and (€) cause adjustments in arriving at risk-adjusted expected
cash flows. Whichever approach an entity adopts to reflect expectations
about _possible variations in the amount and/or timing of future cash
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flows, the result should be to reflect the expected present value of the
future cash flows, ie the weighted average of all possible outcomes.

General Principles

B3. The techniques used to estimate future cash flows and interest rates will

vary from one situation to another depending on the circumstances
surrounding the asset in question. However, the following general
principles govern any application of present value techniques in

measuring assets:

() interest rates used to discount cash flows should reflect assumptions
that are consistent with those inherent in the estimated cash flows.
Otherwise, the effect of some assumptions will be double-counted or
ignored. For example, a discount rate of 12 per cent might be
applied to contractual cash flows of a loan receivable. That rate
reflects expectations about future defaults from loans with particular
characteristics. That same 12 per cent rate should not be used to
discount expected cash flows because those cash flows already
reflect assumptions about future defaults.

(b) estimated cash flows and discount rates should be free from both
bias and factors unrelated to the asset in guestion. For example,
deliberately understating estimated net cash flows to enhance the
apparent future profitability of an asset introduces a bias into the
measurement.

(c) estimated cash flows or discount rates should reflect the range of
possible outcomes rather than a single most likely, minimum or
maximum possible amount.

BS.
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expectations about the future cash flows and the appropriate risk

premium.  Therefore, the traditional approach places most of the
emphasis on selection of the discount rate.

In some circumstances, such as those in which comparable assets can be

B6.

observed in the marketplace, a traditional approach is relatively easy to
apply. For assets with contractual cash flows, it is consistent with the
manner in which marketplace participants describe assets, asin ‘a 12 per
cent bond'.

However, the traditional approach may not appropriately address some

complex measurement problems, such as the measurement of non-
financial assets for which no market for the item or a comparable item
exists. A proper search for ‘the rate commensurate with the risk’
requires analysis of at least two items—an asset that exists in the
marketplace and has an observed interest rate and the asset being
measured. The appropriate discount rate for the cash flows being
measured must be inferred from the observable rate of interest in that
other asset. To draw that inference, the characteristics of the other
asset’s cash flows must be similar to those of the asset being measured.
Therefore, the measurer must do the following:

(a) identify the set of cash flows that will be discounted;

(b) identify another asset in the marketplace that appears to have similar
cash flow characteristics;

(c) compare the cash flow sets from the two items to ensure that they are
similar (for example, are both sets contractual cash flows, or is one
contractual and the other an estimated cash flow?);

(d) evaluate whether there is an element in one item that is not present in
the other (for example, is oneless liquid than the other?); and

Traditional and Expected Cash Flow Approaches (e) evaluate whether both sets of cash flows are likely to behave (vary)
to Present Value in asimilar fashion under changing economic conditions.

Traditional Approach Expected Cash Flow Approach

B4. Accounting applications of present value have traditionally used asingle
set of estimated cash flows and a single discount rate, often described as
‘the rate commensurate with the risk’. In effect, the traditional approach
assumes that a single discount rate convention can incorporate all the

B7. The expected cash flow approach is, in some situations, a more effective
measurement tool than the traditional approach. In developing a
measurement, the expected cash flow approach uses all expectations
about possible cash flows instead of the single most likely cash flow. For
example, a cash flow might be 100, 200 or 300 with probabilities of
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10 per cent, 60 per cent and 30 per cent, respectively. The expected cash
flow is 220. The expected cash flow approach thus differs from the
traditional approach by focusing on direct analysis of the cash flows in
question and on more explicit statements of the assumptions used in the
measurement.

The expected cash flow approach also allows use of present value

B9.

technigues when the timing of cash flows is uncertain. For example, a
cash flow of 1,000 may be received in one year, two years or three years
with probabilities of 10 per cent, 60 per cent and 30 per cent,
respectively. The example below shows the computation of expected
present value in that situation.

Present value of 1,000 in
1 year at 5% 952.38

Probability 10.00% 95.24

Present value of 1,000 in
2 years at 5.25% 902.73

Probability 60.00% 541.64

Present value of 1,000 in
3 years at 5.50% 851.61

Probability 30.00% 255.48
Expected present value 892.36

The expected present value of 892.36 differs from the traditional notion

B10.

of a best estimate of 902.73 (the 60 per cent probability). A traditional
present value computation applied to this example requires a decision
about which of the possible timings of cash flows to use and,
accordingly, would not reflect the probabilities of other timings. Thisis
because the discount rate in a traditional present value computation
cannot reflect uncertainties in timing.

The use of probahilities is an essential element of the expected cash flow

approach.  Some question whether assigning probabilities to highly
subjective estimates suggests greater precision than, in fact, exists.
However, the proper application of the traditional approach (as described
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in paragraph B6) requires the same estimates and subjectivity without
providing the computational transparency of the expected cash flow

approach.

Many estimates developed in current practice aready incorporate the

B12.

elements of expected cash flows informally. In addition, accountants
often face the need to measure an asset using limited information about
the probabilities of possible cash flows. For example, an accountant
might be confronted with the following situations:

(a) the estimated amount falls somewhere between 50 and 250, but no
amount in the range is more likely than any other amount. Based on
that limited information, the estimated expected cash flow is 150

(50 + 250)/2].

(b) the estimated amount falls somewhere between 50 and 250, and the
most likely amount is 100. However, the probabilities attached to
each amount are unknown. Based on that limited information, the
estimated expected cash flow is 133.33 [(50 + 100 + 250)/3].

(c) the estimated amount will be 50 (10 per cent probability), 250 (30
per cent probability), or 100 (60 per cent probability). Based on that
limited information, the estimated expected cash flow is
140 [(50 x .10) + (250 x .30) + (100 x .60)].

In each case, the estimated expected cash flow is likely to provide a
better estimate of value in use than the minimum, most likely or
maximum amount taken alone.

The application of an expected cash flow approach is subject to a cost-

B13.

benefit constraint. In some cases, an entity may have access to extensive
data and may be able to develop many cash flow scenarios. In other
cases, an entity may not be able to develop more than general statements
about the variability of cash flows without incurring substantial cost.
The entity needs to balance the cost of obtaining additional information
against the additiona reliability that information will bring to the
measurement.

Some maintain that expected cash flow technigques are inappropriate for

measuring a single item or_an item with a limited number of possible
outcomes. They offer an example of an asset with two possible
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outcomes. a 90 per cent probability that the cash flow will be 10 and a
10 per cent probability that the cash flow will be 1,000. They observe
that the expected cash flow in that example is 109 and criticise that result
as not representing either of the amounts that may ultimately be paid.

Assertions like the one just outlined reflect underlying disagreement with

the measurement objective. If the objective is accumulation of costs to
be incurred, expected cash flows may not produce a representationally
faithful estimate of the expected cost. However, [draft] IAS 36 is
concerned with measuring the recoverable amount of an asset.
The recoverable amount of the asset in this example is not likely to be
10, even though that is the most likely cash flow. This is because a
measurement of 10 does not incorporate the uncertainty of the cash flow
in the measurement of the asset. Instead, the uncertain cash flow is
presented as if it were a certain cash flow. No rational entity would sell
an asset with these characteristics for 10.

Discount Rate

B15.

Whichever approach an entity adopts for measuring the value in use of

B16.

an asset, interest rates used to discount cash flows should not reflect risks
for which the estimated cash flows have been adjusted. Otherwise, the
effect of some assumptions will be double-counted.

When an asset-specific rate is not directly available from the market, an

B17.

entity uses surrogates to estimate the discount rate. The purpose is to
estimate, as far as possible, a market assessment of':

() the time value of money for the periods until the end of the asset’s
useful life; and

(b) factors (b), (d) and (€) described in paragraph B1, to the extent those
factors have not caused adjustments in arriving at estimated cash
flows.

As a starting point in making such an estimate, the entity might take into

account the following rates:

(a) the entity’s weighted average cost of capital determined using
techniques such as the Capital Asset Pricing Model;
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(b) the entity’ sincremental borrowing rate; and

(c) other market borrowing rates.

However, these rates must be adjusted to:

B19.

(a) reflect the way that the market would assess the specific risks
associated with the asset’ s estimated cash flows; and

(b) exclude risks that are not relevant to the asset’s estimated cash flows
or for which the estimated cash flows have been adjusted.

Consideration should be given to risks such as country risk, currency risk
and pricerisk.

The discount rate is independent of the entity’s capital structure and the

B20.

way the entity financed the purchase of the asset because the future cash
flows expected to arise from an asset do not depend on the way in which
the entity financed the purchase of the asset.

Paragraph 48 requires the discount rate used to be a pre-tax rate.

B21.

Therefore, when the basis used to estimate the discount rate is post-tax,
that basis is adjusted to reflect a pre-tax rate.

An entity normally uses a single discount rate for the estimate of an

asset’s value in use. However, an entity uses separate discount rates for
different future periods where value in use is sensitive to a difference in
risks for different periods or to the term structure of interest rates.
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Appendix C

Basisfor Conclusions
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impairment losses and rever sals of impair ment losses

TESTING GOODWILL FOR IMPAIRMENT
Allocating goodwill to cash-generating units
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Basis for Conclusions

I ntroduction

C1.

C2.

C3.

This Basis for Conclusions summarises the Board's considerations in
reaching the conclusions in the Exposure Draft for proposed amendments
to IAS 36 Impairment of Assets. Individual Board members gave greater
weight to some factors than to others.

The Exposure Draft has been issued by the Board as part of its project on
business combinations. That project has two phases. The first has
resulted in the Board issuing simultaneously an Exposure Draft (ED 3) of
a proposed IFRS Business Combinations, and this Exposure Draft, which
proposes changes to IAS 36 Impairment of Assets and IAS 38 Intangible
Assets.  The Board's intention in developing its proposals to amend
IAS 36 as part of the first phase of the project was not to reconsider all of
the requirements in IAS36. The changes proposed to IAS 36 are
primarily concerned with the impairment tests for intangible assets with
indefinite useful lives (hereafter referred to as ‘indefinite life
intangibles’) and goodwill. The Board has not deliberated the other
requirementsin IAS 36. Those other requirements will be considered by
the Board as part of afuture project on impairments of assets.

The amendments to IAS 36 proposed in the May 2002 Exposure Draft
I mprovements to International Accounting Sandards are also presented
in the Exposure Draft as marked-up text. This Basis for Conclusions
does not outline the Board's deliberations on the changes to IAS 36
proposed in the May 2002 Exposure Draft. A list of those proposed
changesis provided in Appendix D.

Testing intangible assets with indefinite useful
lives for impairment

C4.

As part of the first phase of its Business Combinations project, the Board
concluded that:

(@ an intangible asset should be regarded as having an indefinite useful
life when, based on an analysis of al relevant factors (legal,

© Copyright IASCF 130

Cs.

EXPOSURE DRAFT OF REVISED |AS 36

regulatory, contractual, competitive, economic and other), there is
no foreseeable limit on the period over which the asset is expected to
generate net cash inflows for the entity; and

(b) an indefinite life intangible should not be amortised, but should be
tested regularly for impairment.

An outline of the Board's deliberations on each of these issues is
provided in the Basis for Conclusions to [draft] IAS 38 Intangible
Assets,

Having reached these conclusions, the Board then considered the form
that the impairment test for indefinite life intangibles should take. The
Board concluded, and this Exposure Draft proposes, that:

(a8 an indefinite life intangible should be tested for impairment at the
end of each annual reporting period, or more frequently if there is
any indication that it may be impaired; and

(b) the recoverable amounts of such assets should be measured, and
impairment losses (and reversals of impairment losses) in respect of
those assets should be accounted for, in accordance with the
requirementsin IAS 36 for assets other than goodwill.

Paragraphs C6-C9 outline the Board's deliberations in reaching its
conclusion about the frequency of impairment testing indefinite life
intangibles. Paragraphs C10 and C11 outline the Board’s deliberations
in reaching its conclusions about measuring the recoverable amount of
such assets and accounting for impairment losses and reversas of
impairment losses.

Frequency of impairment testing (paragraphs 8 and 8A)

Co6.

The Board observed that requiring assets to be remeasured when they are
impaired is a valuation concept rather than one of cost alocation.
This concept, which some have termed ‘the recoverable cost concept’,
focuses on the benefits to be derived from the asset in the future, rather
than on the process by which the cost or other carrying amount of the
asset should be allocated to particular accounting periods. Therefore, the
purpose of an impairment test is to assess whether the carrying amount of
an asset will be recovered through use or sale of the asset. Nevertheless,
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allocating the depreciable amount of an asset with alimited useful life on
a systematic basis over that life provides some assurance against the
asset’s carrying amount exceeding its recoverable amount. The Board
agreed that non-amortisation of an intangible asset increases the reliance
that must be placed on impairment reviews of that asset to ensure that its
carrying amount does not exceed its recoverable amount.

C7. Accordingly, the Board decided that indefinite life intangibles should be
tested for impairment at the end of each annua reporting period.
TheBoard agreed, however, that testing such assets annualy for
impairment is not a substitute for management being aware of events
occurring or circumstances changing between annual tests that indicate a
possible impairment. Therefore, the Board decided that an entity should
also be required to test such assets for impairment whenever there is an
indication of possible impairment, and not wait until the next annual test.

Carrying forward a recoverable amount calculation (paragraph 20A)

C8. The Exposure Draft proposes permitting the most recent detailed
calculation of the recoverable amount of an indefinite life intangible to
be carried forward from a preceding reporting period for use in the
current period’'s impairment test, provided all of the criteria in
paragraph 20A of the draft Standard are met.

C9. Integra to the Board's decision that indefinite life intangibles should be
tested for impairment annually was the view that many entities should be
able to conclude that the recoverable amount of such an asset is greater
than its carrying amount without actually recomputing recoverable
amount. However, the Board agreed that this would be the case only if
the last recoverable amount determination exceeded the carrying amount
by a substantial margin, and nothing had happened since that last
recoverable amount determination to make the likelihood of an
impairment loss other than remote. The Board concluded that, in such
circumstances, permitting a detailed calculation of the recoverable
amount of an indefinite life intangible to be carried forward from the
preceding reporting period for use in the current period’s impairment test
would significantly reduce the costs of applying the impairment test,
without compromising its integrity.
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M easuring recover able amount and accounting for
impairment losses and reversals of impairment losses

C10.

C11.

The Board could see no compelling reason why the measurement basis
adopted for determining recoverable amount and the treatment of
impairment losses and reversals of impairment losses for one group of
identifiable assets should differ from those applying to other identifiable
assets. Adopting different methods would impair the usefulness of the
information provided to users about an entity’s identifiable assets,
because both comparability and reliability, which rest on the notion that
similar transactions are accounted for in the same way, would be
diminished. Therefore, the Board concluded that the recoverable
amounts of indefinite life intangibles should be measured, and
impairment losses and reversals of impairment losses in respect of those
assets should be accounted for, consistently with other identifiable assets
covered by IAS 36.

Some Board members expressed concerns over the measurement basis
adopted in IAS 36 for determining recoverable amount (higher of value
in use and net selling price) and the treatment under IAS 36 of
impairment losses and reversals of impairment losses for assets other
than goodwill. However, the Board’'s intention in developing this
Exposure Draft was not to reconsider the general approach to impairment
testing in IAS 36. Accordingly, the Board agreed that it should address
concerns over that general approach as part of its future re-examination
of IAS 36 in its entirety, rather than as part of its Business Combinations
project.

Testing goodwill for impair ment
(paragraphs 73-98)

C12.

The Board concluded that if a rigorous and operational impairment test
could be devised, more useful information would be provided to users of
an entity’s financial statements under an approach in which goodwill is
not amortised, but is instead tested for impairment annualy or more
frequently if events or changes in circumstances indicate that the
goodwill might be impaired. An outline of the Board's deliberations in
reaching this conclusion is provided in the Basis for Conclusionsto ED 3
Business Combinations.
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Paragraphs C14-C61 outline the Board’s deliberations on the form that
the impairment test for goodwill should take:

(a) paragraphs C18-C25 discuss the proposals in the Exposure Draft
relating to the allocation of goodwill to cash-generating units and the
level at which goodwill istested for impairment.

(b) paragraphs C26-C51 discuss the proposals in the Exposure Draft
relating to the recognition and measurement of impairment losses for
goodwill, including the frequency of impairment testing.

(c) paragraphs C52-C61 discuss the proposals in the Exposure Draft
relating to the timing of goodwill impairment tests.

As afirst step in its deliberations, the Board considered the objective of
the goodwill impairment test and the measure of recoverable amount that
should be adopted for such a test. The Board observed that recent
North American standards use fair value as the basis for impairment
testing goodwill, whereas IAS 36 and the United Kingdom standard are
based on an approach under which recoverable amount is measured as
the higher of value in use and net selling price.

The Board also observed that goodwill acquired in a business
combination represents a payment made by an acquirer in anticipation of
future economic benefits from assets that are not capable of being
individually identified and separately recognised. Goodwill does not
generate cash flows independently of other assets or groups of assets and
therefore cannot be measured directly—instead it is measured as a
residual amount, being the excess of the cost of a business combination
over the acquirer's interest in the net fair value of the acquiree’'s
identifiable assets, liabilities and contingent liabilities. Moreover,
goodwill acquired in a business combination and goodwill generated
after that business combination cannot be separately identified, because
they contribute jointly to the same cash flows.

The Board concluded that because it is not possible to measure
separately goodwill generated internally after a business combination and
factor that measure into the impairment test for acquired goodwill, the
carrying amount of goodwill will always be shielded from impairment by
that internally generated goodwill. The Board therefore took the view
that the objective of the goodwill impairment test could at best be to
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ensure that the carrying amount of goodwill is recoverable from future
cash flows expected to be generated by both acquired goodwill and
goodwill generated internally after the business combination.

The Board noted that because goodwill is measured as aresidual amount,
the starting point in any goodwill impairment test would have to be the
recoverable amount of the operation or unit to which the goodwill
relates, regardless of the measurement basis adopted for determining
recoverable amount. Board members agreed that until the Board
considers and resolves the issue of the appropriate measurement
objective(s) in accounting more broadly, identifying the appropriate
measure of recoverable amount for that unit would be problematic.
Therefore, although some Board members expressed concerns over the
measurement basis adopted in IAS 36 for determining recoverable
amount, the Board agreed that it should not depart from that basis when
measuring the recoverable amount of a unit whose carrying amount
includes acquired goodwill. The Board noted that this would have the
added advantage of allowing the impairment test for goodwill to be
integrated with the impairment test in IAS 36 for other assets and
cash-generating units that include goodwill.

Allocating goodwill to cash-generating units
(paragraphs 73-82)

Ci1s.

C10.

IAS 36 requires goodwill to be tested for impairment as part of
impairment testing the cash-generating units to which it relates.
It employs a ‘ bottom-up/top-down’ approach under which the goodwill is
in effect tested for impairment by allocating its carrying amount to each
of the smallest cash-generating units to which a portion of that carrying
amount can be allocated on a reasonable and consistent basis.

Consistently with |AS 36, the Exposure Draft proposes that:

(@ goodwill should be tested for impairment as part of impairment
testing the cash-generating units to which it relates; and

(b) the carrying amount of goodwill should be alocated to each of the

smallest cash-generating units to which a portion of that carrying
amount can be allocated on a reasonable and consistent basis.
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However, the Exposure Draft proposes additional guidance clarifying
that a portion of the carrying amount of goodwill is to be regarded as
capable of being allocated to a cash-generating unit on a reasonable and
consistent basis only when that unit represents the lowest level at which
management monitors the return on investment in assets that include the
goodwill. That cash-generating unit cannot, however, be larger than a
segment based on the entity’s primary reporting format determined in
accordance with | AS 14 Segment Reporting.

The Board noted that because acquired goodwill does not generate cash
flows independently of other assets or groups of assets, it can be tested
for impairment only as part of impairment testing the cash-generating
units to which it relates. However, the Board was concerned that in the
absence of any guidance on the precise meaning of ‘alocated on
areasonable and consistent basis, some might conclude that when a
business combination enhances the value of al of the acquirer's
pre-existing cash-generating units, any goodwill acquired in that business
combination should be tested for impairment only at the level of the
entity itself. The Board agreed that this should not be the case. Rather,
there should be a link between the level a which goodwill is tested for
impairment and the level of interna reporting that reflects the way an
entity manages its operations and to which the goodwill naturally would
be associated. Therefore, it was important to the Board that goodwill
should be tested for impairment at alevel a which information about the
operations of an entity and the assets that support them is provided for
internal reporting purposes.

Disposal of a portion of a cash-generating unit containing goodwill
(paragraph 81)

C21.

The Exposure Draft proposes that when an entity disposes of an
operation within a cash-generating unit to which goodwill has been
allocated, the goodwill associated with that operation should be:

(a) included in the carrying amount of the operation when determining
the gain or loss on disposal; and

(b) measured on the basis of the relative values of the operation
disposed of and the portion of the cash-generating unit retained.
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Each cash-generating unit to which a portion of the carrying amount of
goodwill is alocated for impairment testing purposes represents the
smallest cash-generating unit to which a portion of that carrying amount
can be allocated on a reasonable and consistent basis. Therefore, the
Board agreed that goodwill cannot be identified or associated with an
asset group at a level lower than that cash-generating unit, except
arbitrarily.

However, the Board also agreed that when an operation within that
cash-generating unit is being disposed of, it is appropriate to presume
that some amount of goodwill is associated with that operation. Thus, an
alocation of the goodwill should be required when the part of the cash-
generating unit being disposed of constitutes an operation. The Board
noted that this is consistent with the proposed requirement in ED 3
Business Combinations to recognise goodwill when an operation is
acquired.

Reorganisation of reporting structure (paragraph 82)

C24.

C25.

The Exposure Draft proposes that when an entity reorganises its
reporting structure in a way that changes the composition of cash-
generating units to which goodwill has been alocated, the goodwill
should be reallocated to the units affected using a relative value approach
similar to that used when an entity disposes of an operation within a
cash-generating unit.

The Board concluded that a reorganisation that changes the composition
of a cash-generating unit to which goodwill has been alocated gives rise
to the same alocation problem as disposing of an operation within that
unit: the goodwill cannot be identified or associated with an asset group
a a level lower than the cash-generating unit, other than arbitrarily.
Therefore, the Board agreed that the same alocation methodology
should be used in both cases.

Recognition and measur ement of impair ment losses
(paragraphs 83-92)

C26.

The Exposure Draft proposes that if the recoverable amount of a cash-
generating unit to which goodwill has been allocated exceeds its carrying
amount, both the unit and the goodwill allocated to that unit should be
regarded as not impaired. If the carrying amount of the unit exceeds its
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recoverable amount, an entity should then determine whether the
goodwill allocated to the unit is impaired by comparing its recoverable
amount, measured as the ‘implied value' of the goodwill, with its
carrying amount.

As outlined in paragraphs C49-C51, the Board is proposing that the
comparison of recoverable amount and carrying amount of the
cash-generating unit be used as a screening mechanism for identifying
potential goodwill impairments to reduce the cost of impairment testing
goodwill. However, the Board reached its decision to include this
screening mechanism after having first decided upon an ‘implied value'
approach to measuring the recoverable amount of, and thus impairment
losses relating to, goodwill and how often goodwill should be required to
be tested for impairment. The discussion below is structured to reflect
the sequence of the Board' s deliberations:

(a) paragraphs C28-C40 outline the Board' s deliberations on measuring
the recoverable amount (implied value) of goodwill.

(b) paragraphs C41-C51 outline the Board's deliberations on the
frequency of goodwill impairment testing and the use of the
screening mechanism to identify potential goodwill impairments to
reduce the cost of the impairment test.

M easuring the recover able amount of goodwill (paragraph 86)

C28.

The Exposure Draft proposes that an impairment loss for goodwill
should be measured as the excess of the carrying amount of goodwill
over its implied value. The Exposure Draft also proposes that the
implied value of goodwill should be measured as a residual, being the
excess of:

(a) the recoverable amount (higher of value in use and net selling price)
of the cash-generating unit to which the goodwill has been allocated,
over

(b) the net fair value of the identifiable assets, liabilities and contingent
liabilities the entity would recognise if it acquired the cash-
generating unit in a business combination on the date of the
impairment test (excluding any identifiable asset that was acquired
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in a business combination but not recognised separately from
goodwill at the acquisition date).

As discussed in paragraph C17, the Board had concluded that:

(@) because goodwill is measured as a residual amount, the starting
point in any goodwill impairment test, and therefore in measuring
the recoverable amount of goodwill, must be the recoverable amount
of the unit to which the goodwill relates. As outlined in paragraphs
C19 and C20, the Board agreed that this unit should represent the
smallest cash-generating unit to which a portion of the carrying
amount of goodwill can be allocated on a reasonable and consistent
basis.

(b) the recoverable amount of such a unit should be measured
consistently with the requirements in IAS 36 as the higher of value
inuse and net selling price.

Therefore, the Board's discussion focused on how the recoverable
amount of goodwill allocated to a cash-generating unit could be
separated from the recoverable amount of the unit as a whole, allowing
that goodwill generated internally after a business combination could not
be measured separately. The Board concluded that a method similar to
the method an acquirer uses to alocate the cost of a business
combination to the net assets acquired could be used to measure the
recoverable amount of goodwill after its initial recognition. Thus, the
Board decided that some measure of the net assets of a cash-generating
unit to which goodwill has been alocated should be subtracted from the
recoverable amount of that unit to determine a current implied value for
the goodwill.

The Board considered the following issues in arriving at the measure of
the net assets of a cash-generating unit described in paragraph C28(b):

(8 whether the measure should include unrecognised value attributable
to the recognised identifiable net assets within the unit (discussed in
paragraphs C33 and C34).

(b) whether the measure should include the value of unrecognised
identifiable net assets within the unit (discussed in paragraphs
C33-C36).
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(c) if al or part of an acquiree is integrated with an entity’s existing
units, whether the measure should include the value of unrecognised
internally generated goodwill within a unit immediately before the
business combination (pre-existing internaly generated goodwill)
(discussed in paragraphs C37-C40).

The Board concluded that the measure of the net assets of a
cash-generating unit described in paragraph C28(b) would result in the
best estimate of the current implied value of the goodwill, given that
goodwill generated internally after a business combination could not be
measured separately.

Unrecognised value

C33.

C34.

C35.

The Board noted that excluding from the measure of a unit’s net assets
any unrecognised value attributable to the unit’'s recognised identifiable
net assets would cause that unrecognised value to be included within the
implied value of goodwill. Similarly, excluding from the measure of a
unit's net assets the value of the unit’s unrecognised identifiable net
assets would cause the value of those items also to be included within the
implied value of goodwill. The Board referred to this as providing
‘cushions’ against the recognition of impairment losses for goodwill.

The Board agreed that providing such cushions confuses different types
of assets. If the unrecognised values are included within the implied
value of goodwill, that implied value could not be said to be an estimate
of the current value of goodwill. Therefore, the Board concluded that
those unrecognised values should be excluded from the implied value of
goodwill by being included in the measure of the net assets of the unit for
the purpose of impairment testing goodwill.

However, Board members noted that if an asset acquired in a business
combination did not, at the time of accounting for the combination,
satisfy the criteria proposed in ED 3 Business Combinations for
recognition separately from goodwill, that asset would be included within
the carrying amount of goodwill. The Board observed that it might be
possible for such an asset subsequently to meet those criteria
Nonetheless, ED 3 prohibits any adjustment being made to the carrying
amount of goodwill to recognise the asset separately—it would remain
within the carrying amount of goodwill.
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The Board agreed that including the value of such an asset within
the measure of the net assets of the unit, and thus excluding it from the
implied value of goodwill, would be inappropriate because it:

() confuses different types of assets; and

(b) could result in the entity recognising an impairment loss for goodwill
when no such impairment exists.

Therefore, the Board agreed that the Exposure Draft should propose
excluding the value of such assets from the measure of the net assets of
the unit.

Pre-existing internally generated goodwill

C37.

C38.

The Board considered whether, if al or part of an acquiree is integrated
with an entity’s existing units, the measure of the net assets of those units
should include the value of any unrecognised internally generated
goodwill that existed within the units immediately before the business
combination (pre-existing internally generated goodwill). If the measure
of the net assets excludes pre-existing internally generated goodwill, that
internally generated goodwill will be included within the implied value
of goodwill, thereby providing a cushion against the recognition of
impairment losses for the acquired goodwill.

The Board agreed that it might be theoreticaly possible to remove the
cushion created by pre-existing internally generated goodwill by
including it within the measure of the unit’s net assets. However, even if
this were done, it does not ensure that the impairment test will capture
only changes in the value of acquired goodwill. Because all goodwill
operates jointly with other assets to generate cash flows, it is not possible
for any impairment test to discern whether the pre-existing internally
generated goodwill, rather than the acquired goodwill, has been impaired
and replaced by goodwill generated after the business combination.
In addition, a requirement to remove the cushion created by pre-existing
internally generated goodwill would prove unworkable in practice for
entities that regularly reorganise or restructure their operations. This is
because when a reorganisation changes the composition of
cash-generating units, it is unlikely that pre-existing internally generated
goodwill could be traced to the reorganised units except arbitrarily.
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The Board was not as concerned about the cushion arising from
pre-existing internally generated goodwill as it was about the cushions
arising from other unrecognised identifiable assets or from unrecognised
value attributable to recognised identifiable assets. Whereas the latter
two cushions confuse different types of assets, the first does not.
Therefore, the Board agreed that the revised Standard should not require
an entity to attempt to identify, track and exclude from the implied value
of goodwill any pre-existing internally generated goodwill.

The Board observed that, as a result of this decision and its decision
about the treatment of unrecognised identifiable assets and unrecognised
value attributable to recognised identifiable assets, the impairment test
for goodwill would ensure that the carrying amount of acquired goodwill
is recoverable from the future cash flows expected to be generated by
goodwill.

Frequency of testing and the scr eening mechanism
(paragraphs 8, 8A and 85)

C41.

C42.

Having agreed on the most appropriate measure of the recoverable
amount of goodwill, the Board then considered how often an entity
should be required to test goodwill for impairment. Consistently with its
conclusions about indefinite life intangibles (see paragraphs C6 and C7),
the Board agreed that non-amortisation of goodwill increases the reliance
that must be placed on impairment tests to ensure that the carrying
amount of goodwill does not exceed its recoverable amount.
Accordingly, the Board decided that goodwill should be tested for
impairment annually. However, the Board aso agreed that the annual
test is not a substitute for management being aware of events occurring
or circumstances changing between annual tests indicating a possible
impairment of goodwill. Therefore, the Board decided that an entity
should a'so be required to test goodwill for impairment whenever thereis
an indication of possible impairment.

After the Board had decided on the frequency of impairment testing,
some Board members expressed concern that the proposed test would not
be cost-effective. Their concerns related primarily to the requirement to
determine the fair value of each identifiable asset, liability and contingent
liability within a cash-generating unit that would be recognised by the
entity if it had acquired the cash-generating unit in a business
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combination on the date of the impairment test (in order to estimate the
implied value of goodwill).

C43. The Board considered the following alternatives for addressing these

concerns:

(a) retaining the one-step approach to impairment testing goodwill in
IAS36. Under that approach, if the recoverable amount of a
cash-generating unit to which goodwill has been alocated exceeds
its carrying amount, the unit and the goodwill allocated to that unit
should be regarded as not impaired. If the carrying amount of the
unit exceeds its recoverable amount, the excess is recognised as an
impairment loss by first being allocated to reduce the carrying
amount of goodwill. If, after reducing the carrying amount of
goodwill to zero, an excess remains, it is allocated to reduce the
carrying amount of the other assets within the unit pro-rata with the
carrying amount of each asset.

(b) including as a first step in the impairment test for goodwill a
screening mechanism similar to that in US Financial Accounting
Standards Board Statement of Financial Accounting Standards
No. 142 Goodwill and Other Intangible Assets (SFAS 142). Under
SFAS 142, goodwill is tested for impairment by first comparing the
fair value of the reporting unit to which the goodwill has been
allocated for impairment testing purposes with the carrying amount
of that unit. If the fair value of the unit exceeds its carrying amount,
the goodwill is regarded as not impaired. An entity need estimate
the implied fair value of goodwill (using an approach consistent with
that described in paragraph C28) only if the fair value of the unit is
less than its carrying amount.

C44. The Board agreed that the Exposure Draft should propose a screening

mechanism similar to that in SFAS 142. The Board's deliberations of
each of the above alternatives are outlined below.

Retaining the one-step approach in 1AS 36

C45. |AS 36 is premised on the notion that if a series of independent cash

flows can be generated only by a group of assets operating together as a
unit, impairment losses should be considered only for that unit as a
whole—individual assets within the unit should not be considered
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separately. Therefore, IAS 36 adopts the view that it is acceptable to
offset unrealised losses on some assets by unrealised gains on other
assets.

. The Board noted the following arguments in support of retaining the

one-step approach to impairment testing goodwill in IAS 36:

(a) itislesscostly and simpler to apply than an approach involving an
implied value calculation.

(b) it is consistent with the approach in IAS 36 for impairment testing
assets other than goodwill. It would be inconsistent to consider
goodwill separately for impairment testing purposes when other
assets within a unit are not considered separately but instead
considered as part of the unit as a whole, particularly given that
goodwill, unlike many other assets, cannot generate cash inflows
independently of other assets.

(c) if goodwill is considered separately for impairment testing purposes
using an implied value calculation when other assets within a unit
are considered only as part of the unit as awhole:

(i) there will be asymmetry: unrecognised goodwill will shield the
carrying value of other assets from imparment, but the
unrecognised value of other assets will not shield the carrying
amount of goodwill from impairment. This seems
unreasonable given that the unrecognised value of those other
assets cannot then be recognised.

(ii) the carrying amount of a unit will be less than its recoverable
amount whenever an impairment loss for goodwill exceeds the
unrecognised value of the other assetsin the unit.

The Board acknowledged that the one-step approach would be less costly
and simpler to apply than the implied value approach, and would ensure
consistency with the approach in IAS 36 for impairment testing other
assets. However, the Board agreed that given the nature of goodwill and
the fact that its non-amortisation increases the reliance that must be
placed on impairment testing, a more rigorous impairment test is justified
for goodwill than for other assets.
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C48. The Board reconfirmed its view that the best measure of goodwill

impairment would be based on a purchase price alocation approach in
which the measure of the net assets of a cash-generating unit described in
paragraph C28(b) is subtracted from the recoverable amount of the unit
to determine the implied value of goodwill. Because that method is the
same as the method used to measure goodwill initially, the resulting
reported amount of goodwill after any impairment charge would be the
best available estimate consistent with the initial measurement of
goodwill upon its acquisition.

Using a screening mechanism

C49.

C50.

The Board considered the extent to which significant impairments of
goodwill might go unrecognised if a comparison of a unit’'s carrying
amount with its recoverable amount were added as a screen to identify
potential goodwill impairments. The Board noted that the use of such a
device would provide a cushion against recognising impairment losses
for goodwill egual to the unrecognised value attributable to the
identifiable assets in the unit. That cushion would, however, exist only if
the value of those identifiable assets were being maintained or increased.
The Board agreed that in this situation, it is likely that the value of
goodwill is also being maintained because there is likely to be, to some
extent, a correlation between appreciation in the value of the identifiable
assets in a unit and appreciation in the value of goodwill in that unit.
The converse is aso likely to be true to some extent. For example, if the
value of goodwill is not being maintained, the value of identifiable
intangible assets in the unit also is probably not being maintained.
Therefore, the unrecognised value attributable to those identifiable
intangible assets would provide little or no cushion against recognising
impairment losses for goodwill.

Therefore, the Board concluded that using a comparison of a unit's
carrying amount with its recoverable amount as a screen to identify
potential goodwill impairments would be likely to:

(8 not result in as many impairments of goodwill going unrecognised as
might first have been thought; and

(b) reduce significantly the costs of applying the goodwill impairment
test without unduly compromising its integrity.
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The Board agreed that if the measurement of goodwill impairment were
preceded by a less costly screening mechanism, the cost of measuring
goodwill impairment by calculating the implied value of the goodwill
would be justifiable. The measurement process would be required
relatively infrequently, and would produce better information in
situations where there was clearly a potential goodwill impairment.

Timing of impair ment tests (paragraphs 93-98)

C52.

CS53.

C54.

To reduce the costs of applying the test, the Exposure Draft proposes to
permit the annual impairment test for cash-generating units to which
goodwill has been allocated to be performed at any time during an annual
reporting period, provided the test is performed at the same time every
year. However, if some or al of the goodwill alocated to a unit was
acquired in a business combination during the current annual reporting
period, that unit must be tested for impairment before the end of the
current period.

The Board observed that acquirers can sometimes ‘overpay’ for an
acquiree, resulting in the amount initialy recognised for the business
combination and the resulting goodwill exceeding the recoverable
amount of the investment. The Board agreed that the users of an entity’s
financial statements are provided with representationally faithful, and
therefore useful, information about a business combination if such an
impairment loss is recognised by the acquirer in the annua period in
which the business combination occurs.

The Board was concerned that it might be possible for entities to delay
recognising such an impairment loss to the annual reporting period after
the business combination if the revised Standard included only a
requirement to impairment test cash-generating units to which goodwill
has been allocated on an annual basis at any time during a reporting
period. Therefore, the Board decided to propose in the Exposure Draft
the added requirement that if some or al of the goodwill alocated to a
unit was acquired in a business combination during the current annual
reporting period, the unit should be tested for impairment before the end
of that period.
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Sequence of impair ment tests (paragraph 94)

C55. The Exposure Draft proposes that if other assets or smaller
cash-generating units constituting a larger cash-generating unit to which
goodwill has been alocated are tested for impairment at the same time as
that larger unit, the other assets or smaler units should be tested for
impairment before the larger unit.

C56. The Board observed that assets or smaller cash-generating units making
up a larger cash-generating unit to which goodwill has been allocated
might need to be tested for impairment at the same time as that larger
unit when there is an indication of a possible impairment of the asset or
smaller unit. The Board agreed that to assess whether the larger unit and
the goodwill within that unit are impaired, the carrying amount of the
larger unit would need first to be adjusted by recognising any impairment
losses relating to the assets or smaller units within that larger unit.

Carrying forward a recover able amount calculation (paragraph 96)

C57. Consistently with the proposals for indefinite life intangibles, the
Exposure Draft proposes to permit the most recent detailed calculation of
the recoverable amount of a cash-generating unit to which goodwill has
been alocated to be carried forward from a preceding reporting period
for use in the current reporting period’s impairment test, provided al of
the criteriain paragraph 96 are met.

C58. Integral to the Board's decision that goodwill should be tested for
impairment annually was the view that many entities should be able to
conclude that the recoverable amount of a cash-generating unit to which
goodwill has been alocated is greater than its carrying amount without
actually recomputing recoverable amount. However, again consistently
with the proposals for indefinite life intangibles, the Board agreed that
this would be the case only if the last recoverable amount determination
exceeded the carrying amount of the unit by a substantial margin, and
nothing had happened since that last determination to make the
likelihood of an impairment loss other than remote. The Board
concluded that in such circumstances, permitting a detailed calculation of
the recoverable amount of a cash-generating unit to which goodwill has
been allocated to be carried forward from the preceding reporting period
for use in the current period’ s impairment test would significantly reduce
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the costs of applying the impairment test, without compromising its
integrity.

Second step of theimpair ment test not completed by year-end
(paragraphs 97, 98 and 133)

C59.

C60.

C61.

The Exposure Draft proposes that an entity should recognise its best
estimate of any probable impairment loss for goodwill when the carrying
amount of a cash-generating unit to which goodwill has been alocated
has been determined to exceed its recoverable amount, but the entity has
not completed its determination of whether the goodwill is impaired
before the financial statements are authorised for issue.

The Board observed that if an entity tests for impairment a
cash-generating unit to which goodwill has been alocated towards the
end of the annua reporting period and discovers that the unit’s carrying
amount exceeds its recoverable amount, the entity might not be able to
complete the goodwill impairment test before its financial statements are
authorised for issue. The Board concluded that, in these circumstances,
users of the entity’s financial statements are provided with the most
rlevant information about the value of the goodwill if the entity
recognises its best estimate of any probable impairment loss and
discloses the information required under proposed paragraph 133.

The Board also agreed that the entity should be able to complete the
goodwill impairment test during the next reporting period. Therefore,
the Exposure Draft also proposes that any adjustment to the previously
recognised estimated impairment loss should be recognised in the
immediately succeeding reporting period.

Reversing goodwill impair ment losses
(paragraph 123)

C62.

The Exposure Draft proposes to prohibit the recognition of reversals of
impairment losses for goodwill. IAS 36 requires an impairment loss for
goodwill recognised in a previous reporting period to be reversed when
the impairment loss was caused by a specific externa event of an
exceptional nature that is not expected to recur, and subsequent external
events have occurred that reverse the effect of that event.
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The Board noted that IAS 38 Intangible Assets prohibits the recognition
of internally generated goodwill. Therefore, if reversals of impairment
losses for goodwill were permitted, an entity would need to establish the
extent to which a subsequent increase in the recoverable amount of
goodwill is attributable to the recovery of the acquired goodwill within a
cash-generating unit, rather than an increase in the internally generated
goodwill within the unit. The Board concluded that this will seldom, if
ever, be possible  Because the acquired goodwill and internaly
generated goodwill contribute jointly to the same cash flows, any
subseguent increase in the recoverable amount of the acquired goodwill
is indistinguishable from an increase in the internally generated goodwill.
Even if the specific external event that caused the recognition of the
impairment loss is reversed, it will seldom, if ever, be possible to
determine that the effect of that reversal is a corresponding increase in
the recoverable amount of the acquired goodwill. Therefore, the Board
concluded that reversals of impairment losses for goodwill should be
prohibited.

Some Board members expressed concern that prohibiting the recognition
of reversals of impairment losses for goodwill so as to avoid recognising
internally generated goodwill might be viewed by some as inconsistent
with the impairment test for goodwill being proposed by the Board.
This is because the impairment test results in the carrying amount of
goodwill being shielded from impairment by internaly generated
goodwill. This has been described by some as ‘backdoor’ capitalisation
of internally generated goodwill.

However, the Board was not as concerned about goodwill being shielded
from the recognition of impairment losses by internaly generated
goodwill as it was about the direct recognition of internally generated
goodwill that might occur if reversals of impairment losses for goodwill
were permitted. As discussed in paragraphs C16 and C38, the Board is
of the view that:

(a) itisnot possible to devise an impairment test for acquired goodwill
that removes the cushion against the recognition of impairment
losses provided by goodwill generated internally after a business
combination; and
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(b) an impairment test in which the cushion created by pre-existing
internally generated goodwill is removed would not be possible or
practicable.

Other proposed amendmentsto |AS 36

Valuein use (paragraphs 25A, 26A and 27, and Appendix B)

C66. The Exposure Draft proposes:

(@) additional guidance to clarify the elements that are reflected in an
asset’s value in use and that those elements can be reflected either as
adjustments to the future cash flows or as adjustments to the
discount rate.

(b) to clarify that cash flow projections used in measuring value in use
must be based on reasonable and supportable assumptions that take
into account both past actual cash flows and management’s past
ability to forecast cash flows accurately.

(c) additional application guidance (in Appendix B) on using present
value techniques in measuring value in use.

(d) relocating to Appendix B the guidance in IAS 36 on estimating the
discount rate used to measure value in use when an asset-specific
rateis not directly available from the market.

C67. The Board agreed to include this additional guidance in the Exposure
Draft in response to a number of requests from its constituents for
clarification of the existing requirementsin |AS 36 on measuring valuein
use. The Board believes that the additional guidance clarifies those
requirements and will help to ensure their consistent application.

Corporate assets (paragraph 101)

C68. The Exposure Draft proposes a redrafting of the paragraph dealing with
impairment testing cash-generating units to which corporate assets relate.
The Board's intention in redrafting that paragraph was not to amend the
requirements for impairment testing cash-generating units to which
corporate assets relate.  Rather, the redrafting is intended merely to
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adjust for removing the ‘top-down/bottom-up’ test from the impairment
test for goodwill.

Disclosures for cash-generating units
containing goodwill or
indefinite life intangibles (paragraphs 134-137)

C69.

C70.

The Exposure Draft proposes requiring an entity to disclose a range of
information about cash-generating units whose carrying amounts include
goodwill or indefinite life intangibles. That information includes:

(@ the carrying amount of goodwill and the carrying amount of
indefinite life intangibles.

(b) the basis on which the unit's recoverable amount has been
determined (value in use or net selling price).

(c) the amount by which the unit's recoverable amount exceeds its
carrying amount.

(d) the key assumptions and estimates used to measure the unit's
recoverable amount and information about the sensitivity of that
recoverable amount to changes in the key assumptions and estimates.

If an entity reports segment information in accordance with IAS 14
Segment Reporting, the Exposure Draft proposes that this information
should be disclosed in aggregate for each segment based on the entity’s
primary reporting format. If an entity does not report segment
information, the information would be disclosed in aggregate for the
entity as a whole. However, the Exposure Draft also proposes that the
information would be disclosed separately for a cash-generating unit
when:

(&) the carrying amount of the goodwill or indefinite life intangibles

alocated to the unit is significant in relation to the total carrying
amount of goodwill or indefinite life intangibles; or
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(b) the basis for determining the unit’s recoverable amount differs from
the basis used for the other units within the segment (or, as the case
may be, the entity) whose carrying amounts include goodwill or
indefinite life intangibles; or

(c) the nature of, or value assigned to the key assumptions or growth
rate on which management has based its determination of the unit's
recoverable amount differs significantly from that used for the other
units within the segment (or, as the case may be, the entity) whose
carrying amounts include goodwill or indefinite life intangibles.

In deciding to include these disclosure requirements in the Exposure
Draft, the Board observed that non-amortisation of goodwill and
indefinite life intangibles increases the reliance that must be placed on
impairment tests of those assets to ensure that their carrying amounts do
not exceed their recoverable amounts. However, the nature of
impairment tests means that the carrying amounts of such assets and the
related assertion that those carrying amounts are recoverable will
normally be supported only by management’s projections. The Board
therefore agreed it should consider ways in which the reliability of the
impairment tests for goodwill and indefinite life intangibles could be
improved. As afirst step, the Board considered including a ‘ subsequent
cash flow test’ in the revised Standard, similar to that included in
UK Financia Reporting Standard 11 Impairment of Fixed Assets and
Goodwill (FRS 11).

Subsequent cash flow test

C72.

FRS 11 requires an entity to perform a ‘subsequent cash flow test’ to
confirm, ex post, the cash flow projections used to measure a unit’s value
in use when testing goodwill for impairment. Under FRS 11, for five
years following each impairment test for goodwill in which recoverable
amount has been based on value in use, the actual cash flows achieved
must be compared with those forecast. If the actual cash flows are so
much less than those forecast that use of the actual cash flows in the
value in use caculation could have required recognition of an
impairment in previous periods, the original impairment calculations
must be re-performed using the actual cash flows, but without revising
any other cash flows or assumptions (except those that change as a direct
consequence of the occurrence of the actual cash flows, for example
where amajor cash inflow has been delayed for ayear). Any impairment
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identified must then be recognised in the current period, unless the
impairment has reversed and the reversal of the loss satisfies certain
criteriain FRS 11 regarding reversals of impairment losses for goodwill.

The Board noted the following arguments in support of including a
similar test in the revised Standard:

(a) it would enhance the reliability of the goodwill impairment test by
preventing the possibility of entities avoiding the recognition of
impairment losses by using over-optimistic cash flow projectionsin
the value in use calculations.

(b) it would provide useful information to users of an entity’s financial
statements because a record of actual cash flows continually falling
short of forecast cash flows will tend to cast doubt on the reliability
of current estimates.

However, the subsequent cash flow test is designed only to prevent
entities from avoiding goodwill write-downs. The Board observed that,
given current trendsin ‘big bath’ restructuring charges, the greater risk to
quality financial reporting might be from entities trying to write off
goodwill without adequate justification in an attempt to ‘manage’ the
balance sheet. The Board also observed that:

(a) the focus of the test on cash flows ignores other elements in the
measurement of value in use. As a result, it does not produce
representationally faithful results in a present value measurement
system. The Board considered incorporating into the recalculation
performed under the test corrections of estimates of other elements
in the measurement of value in use. However, the Board concluded
that specifying which elements to include would be problematic.
Moreover, adding corrections of estimates of those other elements to
the test would effectively transform the test into a requirement to
perform a comprehensive recalculation of vaue in use for each of
the five annual reporting periods following an impairment test.

(b) the amount recognised as an impairment loss under the test is the
amount of the impairment that would have been recognised,
provided changes in estimates of remaining cash flows and changes
in discount and growth rates are ignored. Therefore, it is a
hypothetical amount that does not provide decision-useful
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information—it is neither an estimate of a current amount nor a
prediction of ultimate cash flows.

(c) the requirement to perform the test for each of the five annua
reporting periods following an impairment test could result in an
entity having to maintain as many as five sets of 5-year computations
for each cash generating unit to which goodwill has been allocated.
Therefore, the test is likely to be extremely burdensome, particularly
if an entity has a large number of such units, without producing
understandable or decision-useful information.

The Board therefore decided not to include a subsequent cash flow test in
the revised Standard. However, the Board remained committed to
finding some way of improving the reliability of the impairment tests for
goodwill and indefinite life intangibles, and decided to explore
improving that reliability through disclosure requirements.

Including disclosure requirementsin therevised Standard

C76.

C77.

The Board observed that the Framework identifies ‘reliability’ as one of
the key qualitative characteristics that information must possess to be
useful to users in making economic decisions. To be reliable,
information must be free from material error and bias and be able to be
depended upon to represent faithfully that which it purports to represent.
The Framework identifies ‘relevance as another key qualitative
characteristic that information must possess to be useful to users in
making economic decisions. To be relevant, information must help users
to evaluate past, present or future events, or confirm or correct their past
evaluations.

The Board agreed that information that assists users in evaluating the
reliability of other information included in the financial statements is
itself relevant, increasing in relevance as the reliability of that other
information decreases. For example, information that assists users in
evaluating the reliability of the amount recognised for a provision is
relevant because it helps users to evaluate the effect of both a past event
(the economic consequences of the past event giving rise to the present
obligation) and a future event (the amount of the expected future outflow
of economic benefits required to settle the obligation). Accordingly, an
entity is required under IAS 37 Provisions, Contingent Liabilities and
Contingent Assets to disclose, for each class of provision, information
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about the uncertainties surrounding the amount and timing of expected
outflows of economic benefits, and the major assumptions concerning
future events that may affect the amount required to settle the obligation
and that have been reflected in the amount of the provision.

The Board concluded that because information that assists users in
evauating the reliability of other information is itself relevant, an entity
should disclose information that assists users in evauating the reliability
of the estimates used by management to support the carrying amounts of
goodwill and indefinite life intangibles. Consistently with this objective,
the Board concluded that disclosures about the following would be of
particular importance to users:

() the key assumptions and estimates used to measure the recoverable
amounts of cash-generating units whose carrying amounts include
goodwill or indefinite life intangibles.

(b) the link between those key assumptions and estimates and past
experience.

(c) the sengitivity of the recoverable amounts of the units to changesin
the key assumptions and estimates.

The Board agreed that such disclosures would provide users with more
useful information for evaluating the reliability of the impairment tests
for goodwill and indefinite life intangibles than the information that
would be provided by a subsequent cash flow test.

Level of aggregation for disclosures

C80.

C81.

The Board considered how some balance might be achieved between the
objective of providing users with useful information for evaluating the
reliability of the estimates used by management to support the carrying
amounts of goodwill and indefinite life intangibles, and the potential
magnitude of those disclosures. The Board agreed that the most
appropriate way to deal with this issue would be to require the
information to be disclosed on some aggregated basis.

In considering the appropriate level of aggregation, the Board observed

that each cash-generating unit within an aggregated level would need to
have its recoverable amount calculated on the same basis (net selling
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price or value in use), using the same methodology, and dependent on the
same key assumptions as the other units in the level. The Board
concluded that the requirements in IAS 14 for identifying segments are
such that thisislikely to be the case for each of the cash-generating units
within a given segment based on the entity’s primary reporting format.

The Board therefore decided that a reasonable balance could be achieved
between the objective of the disclosures and their potential magnitude by
requiring:

() information to be disclosed on an aggregate basis for each segment
based on the entity’s primary reporting format that includes in its
carrying amount goodwill or indefinite life intangibles; but

(b) information for a particular cash-generating unit within that segment
to be excluded from the aggregate information and disclosed
separately when either:

(i) the basis (net selling price or value in use), methodology or
key assumptions used to measure its recoverable amount differ
from those used to measure the recoverable amounts of the
other unitsin the segment; or

(ii) the carrying amount of the goodwill or indefinite life
intangibles in the unit is significant in relation to the tota
carrying amount of goodwill or indefinite life intangibles.

Transitional provisions (paragraphs 138 and 139)

C83.

C84.

The Exposure Draft proposes that the revised Standard should apply
prospectively.

In developing this proposal, the Board first considered whether entities
should be required to:

(@) apply retrospectively the proposed impairment test for goodwill; and
(b) apply retrospectively the proposed requirement prohibiting reversals

of impairment losses for goodwill and therefore eliminate any
reversals recognised before the date the revised Standard is issued.
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The Board agreed that retrospective application of the proposed
impairment test for goodwill would be problematic for the following
reasons:

(@) itislikely to be impossible in many cases because the information
needed may not exist, may no longer be obtainable, or may be
obtainable only if the entity incurs undue cost and effort.

(b) it requires the determination of estimates that would have been made
at a prior date, and therefore raises problems in relation to how the
effect of hindsight can be separated from the factors existing at the
date of the impairment test.

The Board & so noted that the proposal in the Exposure Draft to require
goodwill to be tested for impairment annually, irrespective of whether
thereis any indication that it may be impaired, will ensure that by the end
of the first period in which the revised Standard is effective, all
recognised goodwill acquired before the effective date of the revised
Standard would be tested for impairment by applying the proposed new
impairment test.

In the case of reversas of impairment losses for goodwill, the Board
acknowledged that requiring the elimination of reversals recognised
before the date the revised Standard is issued might seem appropriate,
particularly given the Board' s reasons for proposing to prohibit reversals
of impairment losses for goodwill (see paragraphs C62-C65). The Board
concluded, however, that the previous amortisation of that goodwill,
combined with the proposed reguirement in the Exposure Draft for
goodwill to be tested for impairment at least annually, would ensure that
the carrying amount of the goodwill does not exceed its recoverable
amount at the end of the reporting period in which the revised Standard is
effective. Therefore, the Board concluded that the revised Standard
should, in all respects, apply on a prospective basis from the date it is
issued.

Transitional impairment test for goodwill

C88.

Given that one of the objectives of the first phase of the Business
Combinations project is to seek international convergence on the
accounting for goodwill, the Board considered whether the revised
Standard should include a transitional goodwill impairment test similar to
that included in SFAS 142. Under SFAS 142, goodwill is required to be
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tested for impairment annually, and between annua tests if an event
occurs or circumstances change and would be more likely than not to
reduce the fair value of a reporting unit below its carrying amount.
Thetransitional provisionsin SFAS 142 require the impairment test for
goodwill to be applied prospectively. However, a transitional goodwill
impairment test must be performed as of the beginning of the fiscal year
in which SFAS 142 is applied in its entirety. An impairment loss
recognised as aresult of atransitional test is recognised as the effect of a
change in accounting principle, rather than as an imparment loss.
Inaddition to the transitiona test, SFAS142 requires an entity to
perform the required annual goodwill impairment test in the year that
SFAS 142 is initidly applied in its entirety. In other words, the
transitional goodwill impairment test may not be regarded as the initia
year's annual test unless an entity designates the beginning of its fiscal
year asthe date for its annual goodwill impairment test.

The FASB concluded that goodwill that was not regarded as impaired
under US generally accepted accounting principles (GAAP) before
SFAS 142 was issued could be determined to be impaired if the
SFAS 142 impairment test were applied to that goodwill at the date an
entity initially applied SFAS 142. This is because under previous
USGAAP, entities typically tested goodwill for impairment using
undiscounted estimates of future cash flows. The FASB further
concluded that:

(a) the preponderance of any transitional impairment losses was likely
to result from the change in methods and treating those losses as
stemming from changes in accounting principles would therefore be
more representationally faithful.

(b) given that a transitional impairment loss should be reported as a
change in accounting principle, the transitional goodwill impairment
test should ideally apply as of the date SFAS 142 isinitially applied.

Should therevised |AS 36 include a transitional goodwill
impair ment test?

C90.

The Board observed that currently under IAS36, goodwill being
amortised over a period exceeding 20 years must be tested for
impairment at least at each financia year-end. Goodwill being amortised
over a period not exceeding 20 years must be tested for impairment at the
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balance sheet date if there is an indication it might be impaired. This
Exposure Draft proposes requiring goodwill to be tested for impairment
annually or more frequently if there is an indication the goodwill might
be impaired. It also proposesto carry forward to the revised Standard (a)
the indicators of impairment in 1AS 36, and (b) the measure of
recoverable amount (higher of value in use and net selling price).

Therefore, goodwill tested for impairment under IAS 36 immediately
before the beginning of the reporting period in which the revised
Standard becomes effective (because it is being amortised over a period
exceeding 20 years or because there is an indicator of impairment) could
not be identified as impaired under the revised Standard at the beginning
of the period in which it becomes effective. This is because an
impairment loss will be identified for goodwill under the revised
Standard only if the carrying amount of the cash-generating unit to which
the goodwill has been alocated exceeds its recoverable amount, and the
IAS 36 impairment test ensures that thiswill not be the case.

The Board concluded that there would be only one possible circumstance
in which a transitional impairment test might give rise to the recognition
of an impairment loss for goodwill. This would be when goodwill being
amortised over a period not exceeding 20 years is, immediately before
the beginning of the period in which the revised Standard becomes
effective, impaired in the absence of any indicator of impairment that
ought reasonably to have been considered by the entity. Board members
generally agreed that thisislikely to be arare occurrence.

The Board observed that any such impairment loss would nonetheless be
recognised as a consequence of applying the requirement proposed in the
Exposure Draft to test goodwill for impairment at least annually.
Therefore, the only benefit of applying a transitional impairment test
would be, in those rare cases, to separate the impairment loss arising
before the period in which the revised Standard is issued from any
impairment loss arising after the beginning of that period.

The Board concluded that given the rare circumstances in which this
issue arises, the benefit of applying a transitional goodwill impairment
test is outweighed by the added costs of the test. Therefore, the Board
decided that the revised Standard should not require a transitional
goodwill impairment test.
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Transitional impairment test for indefinite life intangibles

C95. SFAS 142 also requires atransitional impairment test to be applied, as of
the beginning of the fiscal year in which that Standard isinitialy applied,
to intangible assets recognised before the effective date of SFAS 142 that
are reassessed as having indefinite useful lives. Animpairment loss
arising from that transitional impairment test is recognised as the effect
of a change in accounting principle rather than as an impairment loss.

As with goodwill:

(a) intangible assets that cease being amortised upon initial application
of SFAS 142 are tested for impairment under SFAS 142 using a
different method from what had previously applied to those assets.
Therefore, it is possible that such an intangible asset not previously
regarded as impaired might be determined to be impaired under

SFAS 142.

(b) the FASB concluded that the preponderance of any transitional
impairment losses would be likely to result from the change in
impairment testing methods. Treating those losses as stemming
from changes in accounting principles is therefore more

representationally faithful.

C96. The Board considered whether the revised IAS 36 should include a
transitional impairment test for indefinite life intangibles similar to that

in SFAS 142.

C97. The Board observed that | AS 38 Intangible Assets requires an intangible
asset being amortised over a period exceeding 20 years to be tested for
impairment at least at each financia year-end in accordance with IAS 36.
An intangible asset being amortised over a period not exceeding 20 years
must, under 1AS 36, be tested for impairment at the balance sheet date
only if there is an indication the asset might be impaired. This Exposure
Draft proposes requiring an indefinite life intangible to be tested for
impairment at least at the end of each annua reporting period. However,
it also proposes that the recoverable amount of such an asset should

continue to be measured in accordance with |AS 36.

C98. As with goodwill, the Board concluded that the revised Standard should
not require a transitional impairment test for indefinite life intangibles

because:
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(&) the only circumstance in which a transitional impairment test might
give rise to the recognition of an impairment loss would be when an
indefinite life intangible previously being amortised over a period
not exceeding 20 years is, immediately before the beginning of the
period in which the revised Standard is issued, impaired in the
absence of any indicator of impairment that ought reasonably to
have been considered by the entity.

(b) any such impairment loss would nonetheless be recognised as a
consequence of applying the requirement proposed in the Exposure
Draft to test such assets for impairment at least at the end of each
annual reporting period. Therefore, the only benefit of such a test
would be to separate the impairment loss arising before the period in
which the revised Standard is issued from any impairment loss
arising after the beginning of that period.

(c) given the extremely rare circumstances in which this issue is likely
to arise, the benefit of applying a transitional impairment test is
outweighed by the added costs of the test.

Early application (paragraph 139)

C99. The Board noted that the issue of any revised Standard demonstrates its

opinion that application of the revised Standard will result in more useful
information being provided to users about an entity’s financia position,
performance or cash flows. On that basis, a case exists for permitting,
and indeed encouraging, entities to apply the revised I1AS 36 before its
effective date. However, the Board also considered the assertion that
permitting a revised Standard to be applied before its effective date
potentially diminishes comparability between entities in the period(s)
leading up to that effective date, and has the effect of providing entities
with an option.

C100.The Board concluded that the benefit of providing users with more

useful information about an entity’s financial position, performance and
cash flows by permitting early application of the revised IAS 36
outweighs the disadvantages of potentially diminished comparability.
Therefore, the draft Standard proposes to encourage entities to apply the
requirements of the revised Standard before its effective date. However,
given that these proposals are part of an integrated package, the draft
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Standard proposes to require al of the resulting new and revised
Standards to be applied simultaneously.

© Copyright IASCF

162

EXPOSURE DRAFT OF REVISED |AS 36

Appendix D

Amendmentsto |AS 36 proposed in the
May 2002 Exposure Draft | mprovementsto
| nternational Accounting Standards

D1.

D2.

In May 2002 the IASB issued an Exposure Draft Improvements to
International Accounting Standards. The changes proposed in that
Exposure Draft will, if made, lead to a number of consequential
amendments to IAS 36 I mpairment of Assets.

The conseguential amendments to 1AS 36 proposed in the May 2002
Exposure Draft are presented in this Exposure Draft as marked-up text as
follows:

@

(b)

©

(d)

(¢

an amendment to paragraph 3 of [draft] IAS 36, which relates to a
proposed title change for IAS 27 Consolidated and Separate
Financial Statements.

an amendment to paragraph 9(f) of [draft] IAS 36, which relates to
whether an asset becoming idle should be regarded as an indication
that the asset may be impaired.

amendments to paragraphs 37, 38, 41 and 42 of [draft] IAS 36.
These changes relate to the treatment of future capital expenditure
that will enhance an asset in excess of its standard of performance
assessed immediately before the expenditure is made.

an amendment to paragraph 105 of [draft] IAS 36, which relates to
allocating an impairment loss to the individual assets within a cash-
generating unit when the individua recoverable amounts of those
assets cannot be estimated without undue cost or effort.

an amendment to paragraph 110(d) of [draft] IAS 36, which relates
to capital expenditure incurred during the period to improve or
enhance an asset in excess of its standard of performance assessed
immediately before the expenditure is made.
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Appendix E

Alternative viewson ED 3 Business
Combinations and associated proposed
amendmentsto IAS 36 and |AS 38

E1l. Two Board members voted against the publication of ED 3 Business
Combinations and the Exposure Draft of Proposed Amendments to
IAS36 Impairment of Assets and |AS 38 Intangible Assets.
Their aternative views are set out in the appendix to the Basis for
Conclusions on ED 3.
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PROPOSED AMENDMENTSTO

|AS 38
INTANGIBLE ASSETS

[Note: For the purpose of this Exposure Draft, the new text is underlined and
the deleted text is struck through.
The amendmentsto IAS 38 proposed in the May 2002 Exposure Draft
I mprovements to | nternational Accounting Standards
and the November 2002 Exposure Draft 2 Share-based Payment
are also presented in this manner as marked-up text.]
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I nvitation to Comment (1AS 38)

The Board would particularly welcome answers to the questions set out
below. Comments are most helpful if they indicate the specific paragraph or
group of paragraphs to which they relate, contain a clear rationale and, where
applicable, provide a suggestion for alternative wording.

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 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?

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 aways 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, al 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
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circumstances in which the fair value of an intangible asset acquired in a
business combination could not be measured reliably.

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
analysis of al 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?

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 renewa 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 lega rights that are conveyed for a
limited term that can be renewed? If not, under what circumstances should
the useful life include the renewal period(s)?

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).

Isthis appropriate? If not, how should such assets be accounted for after their
initial recognition?
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Summary of Main Changes (IAS 38)

Definition of an intangible asset

IAS 38 defines an intangible asset as an identifiable non-monetary asset
without physical substance held for use in the production or supply of
goods or services, for rental to others, or for administrative purposes.
The Exposure Draft proposes amending this definition by removing from
it the requirement for the asset to be held for use in the production or
supply of goods or services, for rental to others, or for administrative
purposes.

IAS 38 does not define ‘identifiability’, but states that an intangible asset
can be distinguished clearly from goodwill if the asset is separable, but
that separability is not a necessary condition for 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:

0 isseparable, ie capable of being separated or divided from the entity
and sold, transferred, licensed, rented or exchanged, either
individually or together with arelated contract, asset or liability; or

o arises from contractual or other lega rights, regardless of whether
those rights are transferable or separable from the entity or from
other rights and obligations.

Criteriafor initial recognition

IAS 38 requires an intangible asset to be recognised if, and only if, it is
probable that the future economic benefits attributable to the asset will
flow to the entity, and its cost can be measured reliably. The Exposure
Draft proposes additional guidance to clarify that:

o the probability recognition criterion will always be satisfied for
separately acquired intangible assets.

o the probability recognition criterion will aways be satisfied for
intangible assets acquired in a business combination. In addition,
with the exception of an assembled workforce, sufficient information
should always exist to measure reliably the fair value of an intangible
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asset acquired in a business combination. Therefore, an acquirer
recognises at the acquisition date separately from goodwill al of the
acquiree’s intangible assets, excluding any assembled workforce that
meets the definition of an intangible asset, but including any of the
acquiree’s in-process research and development projects that meet
the definition of an intangible asset.

Subsequent expenditure

The treatment under 1AS 38 of subsequent expenditure on an in-process
research and development project acquired in a business combination and
recognised as an asset separately from goodwill isunclear. The Exposure
Draft proposes requiring such expenditure to be:

0 recognised as an expense when incurred if it is in the nature of
research expenditure;

0 recognised as an expense when incurred if it is in the nature of
development expenditure but does not satisfy the criteriain IAS 38
for recognising such expenditure as an intangible asset; and

0 recognised as an intangible asset if it isin the nature of development
expenditure that satisfies the criteriain IAS 38 for recognising such
expenditure as an intangible asset.

Useful life

IAS 38 is based on the assumption that the useful life of an intangible
asset will aways be finite, and includes a rebuttable presumption that the
useful life cannot exceed twenty years from the date the asset is available
for use. The Exposure Draft proposes:

0 toremove the rebuttable presumption; and

0 to require an intangible asset to be regarded as having an indefinite
useful life when, based on an analysis of al of the relevant factors,
there is no foreseeable limit on the period over which the asset is
expected to generate net cash inflows for the entity.

IAS 38 requires that if control over the future economic benefits from an
intangible asset is achieved through legal rights granted for a finite

169 © Copyright IASCF



ProPOSED AMENDMENTSIASs 36 & 38 DECEMBER 2002

period, the useful life of the intangible asset cannot exceed the period of
those rights, unless the rights are renewable and renewa is virtualy
certain. The Exposure Draft proposes that:

o0 theuseful life of an intangible asset arising from contractual or other
legal rights should not exceed the period of those rights, but may be
shorter depending on the period over which the asset is expected to
be used by the entity; and

o if therights are conveyed for alimited term that can be renewed, the
useful life should include the renewal period(s) only if there is
evidence to support renewal by the entity without significant cost.

Intangible assets with indefinite useful lives

The Exposure Draft proposes that:

0 an intangible asset with an indefinite useful life should not be
amortised.

o the useful life of such an asset should be reviewed each reporting
period to determine whether events and circumstances continue to
support an indefinite useful life assessment for that asset. If they do
not, the change in the useful life assessment from indefinite to finite
should be accounted for as a change in an accounting estimate.

Impairment testing intangible assets

IAS 38 requires the recoverable amount of an intangible asset not yet
available for use to be estimated at least a each financia year-end, even
if there is no indication that the asset is impaired. The Exposure Draft
proposes to relocate this requirement to IAS 36 Impairment of Assets.

IAS 38 requires the recoverable amount of an intangible asset that is
amortised over a period exceeding twenty years from the date it is
available for use to be estimated at least a each financia year-end, even
if there is no indication that the asset is impaired. The Exposure Draft
proposes to remove this requirement. Therefore, an entity need determine
the recoverable amount of an intangible asset with a finite useful life that
is amortised over a period exceeding twenty years from the date it is
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available for use only when, in accordance with IAS 36, there is an
indication that the asset may be impaired.

Disclosure

If an intangible asset is amortised over more than twenty years, IAS 38
requires disclosure of the reasons why the presumption that the useful life
of an intangible asset will not exceed twenty years from the date the asset
is available for use is rebutted. The Exposure Draft proposes to remove
this disclosure reguirement.

If an intangible asset is assessed as having an indefinite useful life, the

Exposure Draft proposes requiring disclosure of the carrying amount of
that asset and the reasons supporting the indefinite useful life assessment.
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| nter national Accounting Standard IAS 38
(revised 200X)

| ntangible Assets

[Draft] International Accounting Standard 38 Intangible Assets (IAS 38) is set
out in paragraphs 1-127. All the paragraphs have equa authority but retain
the IASC format of the Standard when it was adopted by the IASB. [Draft]
IAS 38 should be read in the context of its objective and the Basis for
Conclusions, the Preface to International Financial Reporting Standards and
the Framework for the Preparation and Presentation of Financial
Satements. These provide a basis for selecting and applying accounting
policies in the absence of explicit guidance.

Objective

The objective of this [draft] Standard is to prescribe the accounting treatment
for intangible assets that are not dealt with specificaly in another
Hternational—Acecounting Standard.  This [draft] Standard requires an
enterprise entity to recognise an intangible asset if, and only if, certain criteria
are met. The [draft] Standard also specifies how to measure the carrying
amount of intangible assets and requires certain disclosures about intangible
assets.

Scope

1. This [draft] Standard sheuld shall be applied by—-al-enterprises in
accounting for intangible assets, except:

() intangible assets that are covered by another International
Aceounting Standard;
(b) financial assets, as defined in [draft] |AS 32 39, Financial

Instruments. Disclosure—and—Presentation Recognition _and
M easurement;

(c) mineral rights and expenditure on the exploration for, or
development and extraction of, minerals, oil, natural gas and
similar non-regenerative resources; and

175 © Copyright IASCF




ProPOSED AMENDMENTSIASs 36 & 38 DECEMBER 2002

(d) intangible assets arising in insurance enterprises entities from
contracts with policyholders.

If another Hrternational-Accounting Standard deals with a specific type
of intangible asset, an enterprise entity applies that Standard instead of

this [draft] Standard. For example, this [draft] Standard does not apply
to:

(a) intangible assets held by an enterprise entity for sale in the ordinary
course of business (see [draft] IAS 2, Inventories, and 1AS 11,
Construction Contracts);

(b) deferred tax assets (see |AS 12, Income Taxes);
(c) leasesthat fall within the scope of [draft] IAS 17, Leases,

(d) assets arising from employee benefits (see IAS 19, Employee
Benefits);

(e) goodwill arisirg-on acquired in a business combination (see AS22
[draft] IFRS X, Business Combinations); and

(f) financial assets as defined in [draft] IAS 32, Financia |nstruments:
Disclosure and Presentation. The recognition and measurement of
some financial assets are covered by: [draft] IAS 27, Consolidated
and Separate Financia Statements and-Accounting-forHhvestments
n—Sdbsidiaries;, [draft] IAS 28, Accounting for Investments in
Associates; |AS 31, Financia Reporting of Interests in Joint
Ventures; and [draft] IAS 39, Financia Instruments. Recognition
and Measurement.

Some intangible assets may be contained in or on a physical substance
such as a compact disk disc (in the case of computer software), lega
documentation (in the case of a licence or patent) or film.
In determining whether an asset that incorporates both intangible and
tangible elements should be treated under [draft] IAS 16, Property, Plant
and Equipment, or as an intangible asset under this [draft] Standard,
judgement is required to assess which element is more significant.
For example, computer software for a computer controlled machine tool
that cannot operate without that specific software is an integra part of
the related hardware and it is treated as property, plant and equipment.
The same applies to the operating system of a computer. Where the
software is not an integral part of the related hardware, computer
softwareis treated as an intangible asset.
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This [draft] Standard applies to, among other things, expenditure on
advertising, training, start-up, research and development activities.
Research and development activities are directed to the development of
knowledge. Therefore, although these activities may result in an asset
with physical substance (for example, a prototype), the physical element
of the asset is secondary to its intangible component, that is the
knowledge embodied in it.

In the case of afinance lease, the underlying asset may be either tangible
or intangible. After initial recognition, a lessee deals with an intangible
asset held under a finance lease under this [draft] Standard. Rights
under licensing agreements for items such as motion picture films, video
recordings, plays, manuscripts, patents and copyrights are excluded
from the scope of [draft] IAS 17 and fall within the scope of this [draft]
Standard.

Exclusions from the scope of an-Haternationa-Acceunting a Standard

may occur if certain activities or transactions are so specialised that they
give rise to accounting issues that may need to be dealt with in a
different way. Such issues arise in the expenditure on the exploration
for, or development and extraction of, oil, gas and mineral deposits in
extractive industries and in the case of contracts between insurance
enterprises entities and their policyholders. Therefore, this [draft]
Standard does not apply to expenditure on such activities. However,
this [draft] Standard applies to other intangible assets used (such as
computer software), and other expenditure (such as start-up costs),
in extractive industries or by insurance eempanies entities.
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Definitions

7.

The following terms are used in this [draft] Standard with the
meanings specified:

An intangible asset is an identifiable non-monetary asset without
physcal wbstancehelel—ter—uwn%l%pmdueﬂen%mp&ef—geed&ep

An asset isa resource:

(a) controlled by an enterprise entity as a result of past events, and

(b) from which future economic benefits are expected to flow to the
enterprise entity.

Monetary assets are money held and assets to be received in fixed or
determinable amounts of money.

Research is original and planned investigation undertaken with the
prospect of gaining new scientific or technical knowledge and
understanding.

Development is the application of research findings or other
knowledge to a plan or design for the production of new or
substantially improved materials, devices, products, processes, systems
or services prior to the commencement of commercial production or
use.

Amortisation is the systematic allocation of the depreciable amount of
an intangible asset over itsuseful life.

Depreciable amount is the cost of an asset, or other amount
substituted for cost in the financial statements, lessitsresidual value.

Useful lifeiseither:

(a) the period of time over which an asset is expected to be used by
the enterprise entity; or

(b) the number of production or similar units expected to be obtained
from the asset by the enterprise entity.
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Cost is the amount of cash or cash equivalents paid or the fair value
of the other consideration given to acquire an asset at the time of its
acquisition or preduction construction, except that if an asset is
received as consideration for equity instruments of the entity in a
share-based payment transaction to which [draft] IFRS X,
Share-based Payment, applies, the cost of the asset shall be
determined in accordance with the measurement requirements in that

[draft] IFRS.

The Rresidual value of an intangible asset is the aet estimated amount
which that an-enterprise the entity would currently expects to obtain
for from disposal of an the asset at-the-end-of-its-useful-life, after
deducting the expected estimated costs of disposal,_if the asset were of
the age and in the condition expected at the end of its estimated useful
life.

Fair value of an asset is the amount for which that asset could be
exchanged between knowledgeable, willing parties in an arm’s length
transaction.

An active market is a market where all the following conditions exist:

() theitemstraded within the market are homogeneous,
(b) willing buyers and sellers can normally be found at any time; and

(c) pricesareavailableto the public.

An impairment loss is the amount by which the carrying amount of an
asset exceeds its recoverable amount.

Carrying amount is the amount at which an asset is recognised in the
balance sheet after deducting any accumulated amortisation and
accumulated impairment losses thereon.

The agreement date for a business combination is the date that a
substantive agreement between the combining parties is reached and,
in the case of publicly listed entities, announced to the public. In the
case of a hodtile takeover, the earliest date that a substantive
agreement between the combining parties is reached is the date that a
sufficient number of the acquiree's owners have accepted the
acquirer’s offer for the acquirer to obtain control of the acquiree.
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Intangible Assets

8.

Enterprises Entities frequently expend resources, or incur liabilities, on
the acquisition, development, maintenance or enhancement of intangible
resources such as scientific or technical knowledge, design and
implementation of new processes or systems, licences, intellectua
property, market knowledge and trademarks (including brand names and
publishing titles). Common examples of items encompassed by these
broad headings are computer software, patents, copyrights, motion
picture films, customer lists, mortgage servicing rights, fishing licences,
import quotas, franchises, customer or supplier relationships, customer
loyalty, market share and marketing rights.

Not al the items described in paragraph 8 will meet the definition of an
intangible asset, that is, identifiability, control over a resource and
existence of future economic benefits. 1f an item covered by this [draft]
Standard does not meet the definition of an intangible asset, expenditure
to acquire it or generate it internally is recognised as an expense when it
isincurred. However, if the item is acquired in a business combination

that-is-an—acquisition, it forms part of the goodwill recognised at the
acquisition date ef-acquisition (see paragraph 56 60).

I dentifiability

10.

The definition of an intangible asset requires that an intangible asset be
identifiable to distinguish it clearly from goodwill. Goodwill arisirg-en
acquired in a business combination that-is-an-acquisition represents a
payment made by the acquirer in anticipation of future economic
benefits from assets that are not capable of being individually identified
and separately recognised. The future economic benefits may result

from synergy between the identifiable assets acquired or from assets
which, individualy, do not qualify for recognition in the financia
statements but for which the acquirer is prepared to make a payment in
the acquisition business combination.
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An_asset meets the identifiability criterion in the definition of an

intangible asset when it:

(a)_is separable, ie is capable of being separated or divided from the
entity and sold, transferred, licensed, rented or exchanged, either
individually or together with a related contract, asset or liability;
or

(b) arises from contractual or other legal rights, regardiess of
whether those rights are transferable or separable from the entity
or from other rights and obligations.

Control

13 12. An enterprise entity controls an asset if the enterprise entity has the

power to obtain the future economic benefits flowing from the
underlying resource and also can restrict the access of others to those
benefits.  The capacity of an enterprise entity to control the future
economic benefits from an intangible asset would normally stem from
legal rights that are enforceable in a court of law. In the absence of
legal rights, it is more difficult to demonstrate control. However, legal
enforceability of aright is not a necessary condition for control since an
enterprise entity may be able to control the future economic benefits in
some other way.

14 13. Market and technical knowledge may give rise to future economic

benefits. An enterprise entity controls those benefitsif, for example, the
knowledge is protected by legal rights such as copyrights, a restraint of
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trade agreement (where permitted) or by a legal duty on employees to
maintain confidentiality.

15 14. An enterprise entity may have a team of skilled staff and may be able
to identify incremental staff skills leading to future economic benefits
from training. The enterprise entity may also expect that the staff will
continue to make their skills available to the enterprise entity. However,
usualy an enterprise entity has insufficient control over the expected
future economic benefits arising from a team of skilled staff and from
training to consider that these items meet the definition of an intangible
asset. For a similar reason, specific management or technical talent is
unlikely to meet the definition of an intangible asset, unless it is
protected by legal rights to use it and to obtain the future economic
benefits expected from it, and it aso meets the other parts of the
definition.

16 15. An enterprise entity may have a portfolio of customers or a market
share and expect that, due to its efforts in building customer
relationships and loyalty, the customers will continue to trade with the
enterprise entity. However, in the absence of legal rights to protect, or
other ways to control, the relationships with customers or the loyalty of
the customers to the enterprise entity, the enterprise entity usualy has
insufficient control over the economic benefits from customer
relationships and loyalty to consider that such items (portfolio of
customers, market shares, customer relationships, customer loyalty)
meet the definition of intangible assets.

Future Economic Benefits

17 16. The future economic benefits flowing from an intangible asset may
include revenue from the sale of products or services, cost savings, or
other benefits resulting from the use of the asset by the enterprise entity.
For example, the use of intellectual property in a production process
may reduce future production costs rather than increase future revenues.
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Recognition and Initial M easurement of an
| ntangible Asset

48 17. The recognition of an item as an intangible asset requires an enterprise
entity to demonstrate that the item meets the:

(a) definition of an intangible asset (see paragraphs 7- 47 16); and

(b) recognition criteria set out in this [draft] Standard (see paragraphs
10-55 18-21).

Paragraphs 22-28 deal with the application of those recognition criteria
to separately acquired intangible assets, and paragraphs 29-35 deal with
their application to intangible assets acquired in a business combination.
Paragraph 36 deals with the initial measurement of intangible assets
acquired by way of a government grant, paragraphs 37-39 with
exchanges of intangible assets, and paragraphs 40-42 with the treatment
of internally generated goodwill. Paragraphs 43-59 deal with the initial
recognition and measurement of internally generated intangible assets.

49 18. An intangible asset sheuld shall be recognised if, and only if:

(@) it is probable that the future economic benefits that are
attributable to the asset will flow to the enterprise entity; and

(b) thecost of the asset can be measured reliably.

20 19. An enterprise-should entity shall assess the probability of future

economic benefits using reasonable and supportable assumptions that
represent management’s best estimate of the set of economic
conditions that will exist over the useful life of the asset.

21 20. An enterprise entity uses judgement to assess the degree of certainty
attached to the flow of future economic benefits that are attributable to
the use of the asset on the basis of the evidence available at the time of
initial recognition, giving greater weight to external evidence.

22 21. An intangible asset should shall be measured initially at cost.
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Separ ate Acquisition

22.

The price an entity pays to acquire separately an intangible asset

23.

24.

25.

26.

normally reflects expectations about the probability that the future
economic benefits embodied in the asset will flow to the entity. In other
words, the effect of probability is reflected in the cost of the asset.
Therefore, the probability recognition criterion in paragraph 18(a) is
aways satisfied for separately acquired intangible assets.

In addition, H-an-intangible-asset-is-acquired-separately. the cost of the a
separately acquired intangible asset can usualy be measured reliably.

Thisis particularly so when the purchase consideration isin the form of
cash or other monetary assets.

The cost of an a separately acquired intangible asset comprises.

(&) its purchase price, including any import duties and non-refundable
purchase taxes, after deducting any trade discounts and rebates; and

(b) any directly attributable expenditure on preparing the asset for its
intended use.

Directly attributable expenditure includes, for example;:

(a) costs of employee benefits (as defined in IAS 19, Employee
Benefits) arising directly from bringing the asset to its working
condition; and

(b) professional fees for—tlegal—services—Any—trade—discounts—and
; | . o .

Because capitalisation of costs ceases when an intangible asset is in the

working condition necessary for it to be capable of operating in
themanner intended by management, costs incurred in using or
redeploying intangible assets (as distinct from improving the assets’
standard of performance) are excluded from the cost of those assets.
For_example, the following costs are excluded from the cost of an

intangible asset:

() costs incurred while the asset is capable of operating in the manner
intended by management, but has yet to be brought into use;
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(b) initial operating losses, such as those incurred while demand for the
asset’ s outputs builds up.

Some operations occur in connection with the development of an

intangible asset, but are not necessary to bring the asset to the working
condition necessary for it to be capable of operating in the manner
intended by management. These incidental operations may occur before
or during the development activities. Because incidental operations are
not necessary to bring an asset to the working condition necessary for it
to be capable of operating in the manner intended by management, the
income and related expenses of incidental operations are recognised in
profit or loss for the period, and included in their respective
classifications of income and expense in the income statement.

25 28. If payment for an intangible asset is deferred beyond normal credit
terms, its cost is the cash price equivalent; the difference between this
amount and the total payments is recognised as interest expense over the
period of credit unless it is capitalised under the allowed aternative
treatment in |AS 23, Borrowing Costs.

Acquisition as Part of a Business Combination

27 29. Under +AS22 {revised-1998) [draft] IFRS X, Business Combinations,

30.

if an intangible asset is acquired in a business combination that-is-an
acguisition, the cost of that intangible asset is based-on its fair value at
the acquisition date ef-aequisition. The fair value of an intangible asset
reflects market expectations about the probability that the future
economic benefits embodied in the asset will flow to the entity. In other
words, the effect of probability is reflected in the fair vaue
measurement of the intangible asset.  Therefore, the probability
recognition criterion in paragraph 18(a) is always satisfied for intangible
assets acquired in business combinations.

A non-monetary asset without physical substance must be identifiable to

meet the definition of an intangible asset. As outlined in paragraph 11,
this will be the case when the asset is separable or arises from
contractual or other legal rights. With one possible exception discussed
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in paragraph 31, sufficient information should always exist to measure
reliably the fair value of an asset that has an underlying contractual or
legal basis or is capable of being separated from the entity.

As discussed in paragraph 14, an entity usually has insufficient control

32

over the expected future economic benefits arising from a team of
skilled staff and from training to conclude that these items meet the
definition of an asset. However, even in the unlikely event that an entity
could demonstrate:

() control over the future economic benefits arising from an assembled
workforce acquired in a business combination; and

(b) that the workforce meets one of the criteria in paragraph 11 for
identifiability,

it is highly unlikely that the fair value of that workforce and the related
intellectual capital could be measured with sufficient reliability.
Accordingly, an acquirer is prohibited under [draft] IFRS X from
recognising an assembled workforce as an asset separately from

goodwill.

Therefore, in accordance with this [draft] Standard and [draft] IFRS X,

an acquirer recognises at the acquisition date separately from goodwill
al of the acquiree's intangible assets, excluding assembled workforces,
irrespective of whether those assets had been recognised in the
acquiree’'s financial statements before the business combination. This
means that the acquirer recognises as an asset separately from goodwill
any of the acquire€'s in-process research and development projects that
meet the definition of an intangible asset. This will be the case when the

project:

(a) meetsthe definition of an asset; and

(b) is identifiable, ie is separable or arises from contractual or other
legal rights.
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M easuring the Fair Value of an Intangible Asset Acquired in a Business
Combination

Quoted market pr|ces in an active market provide the most rellable
measurement estimate of the fair value of an intangible asset (see aso

paragraph 67 73). The appropriate market price is usualy the current
bid price. If current bid prices are unavailable, the price of the most
recent similar transaction may provide a basis from which to estimate
fair value, provided that there has not been a significant change in
economic circumstances between the transaction date and the date at
which the asset’ s fair value is estimated.

29 34. If no active market exists for an intangible asset, its eost fair value
refleets is the amount that the enterprise entity would have paid for the
asset, at the acquisition date, ef-the-aequisitionfor-the-asset in an arm’s
length transaction between knowledgeable and willing parties, based on
the best information available. In determining this amount, an enterprise
entity considers the outcome of recent transactions for similar assets.

30 35. Certain enterprises entities that are regularly involved in the purchase
and sale of unique intangible assets have developed techniques for
estimating their fair values indirectly. These techniques may be used for
initial measurement of an intangible asset acquired in a business
combination that-is-an-acquisition if their objective is to estimate fair
value as defined in this [draft] Standard and if they reflect current
transactions and practices in the industry to which the asset belongs.
These techniques include, where appropriate, applying multiples
reflecting current market transactions to certain indicators driving the
profitability of the asset (such as revenue, market shares, operating
profit, etc.) or discounting estimated future net cash flows from the
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Acquisition by way of a Government Grant

33 36. In some cases, an intangible asset may be acquired free of charge, or
for nominal consideration, by way of a government grant. This may
occur when a government transfers or alocates to an enterprise entity
intangible assets such as airport landing rights, licences to operate radio
or television stations, import licences or quotas or rights to access other
restricted resources. Under IAS 20, Accounting for Government Grants
and Disclosure of Government Assistance, an enterprise entity may
choose to recognise both the intangible asset and the grant at fair value
initialy. If an enterprise entity chooses not to recognise the asset
initialy at fair value, the enterprise entity recognises the asset initialy at
a nominal amount (under the other treatment permitted by 1AS 20) plus
any expenditure that is directly attributable to preparing the asset for its
intended use.

Exchanges of Assets

34 37. An intangible asset may be acquired in exchange or part exchange for a
dissimilar another intangible asset or another asset. Except when
paragraph 39 applies, Fhe the cost of such an item is measured at the
fair-value-of-the-asset-received-which-is-equivalentto the fair value of
the asset given up, adjusted by the amount of any cash or cash
equivaents transferred. The fair value of the asset received is used to
measure its cost if it is more clearly evident than the fair value of the

asset given up.

38. Paragraph 18(b) specifies that a condition for the recognition of an
intangible asset is that the cost of the asset can be measured reliably. To
determine _whether the cost of an intangible asset acquired
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with consideration other than cash or other monetary assets can be
measured reliably, an entity considers the guidance in paragraphs 33-35.
An_entity will be unable to measure reliably the fair value of an
intangible asset when comparable market transactions are infrequent and
dlternative estimates of fair value (for example, based on discounted
cash flow projections) cannot be determined.

39. The cogt of an intangible asset acquired in exchange for a similar asset is
measured at the carrying amount of the asset given up when the fair
value of neither of the assets exchanged can be determined reliably.

Internally Generated Goodwill

36 40. Internally generated goodwill sheuld shall not be recognised as an
asset.

37 41. In some cases, expenditure is incurred to generate future economic
benefits, but it does not result in the creation of an intangible asset that
meets the recognition criteriain this [draft] Standard. Such expenditure
is often described as contributing to internally generated goodwill.
Internally generated goodwill is not recognised as an asset because it is
not an identifiable resource (that is, it is not separable nor does it arise
from contractual or other legal rights) controlled by the enterprise entity
that can be measured reliably at cost.

38 42. Differences between the market value of an enterprise entity and the
carrying amount of its identifiable net assets at any point in time may
capture a range of factors that affect the value of the enterprise entity.
However, such differences cannot be considered to represent the cost of
intangible assets controlled by the enterprise entity.
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Internally Generated I ntangible Assets 43 47. This [draft] Standard takes the view that, in the research phase of an
internal project, an enterprise entity cannot demonstrate that an

39 43. It is sometimes difficult to assess whether an internally generated intangible asset exists that will generate probable future economic
intangible asset qualifies for recognition. It is often difficult to: benefits. Therefore, this expenditure is always recognised as an expense

when itisincurred.
(a) identify whether, and the point of time when, there is an identifiable

asset that will generate probable future economic benefits; and 44 48. Examples of research activities are:
(b) determine the cost of the asset reliably. In some cases, the cost of (a) activitiesaimed at obtaining new knowledge;
generating an intangible asset internally cannot be distinguished
from the cost of maintaining or enhancing the enterprise entity’s (b) the search for, evaluation and final selection of, applications of
internally generated goodwill or of running day-to-day operations. research findings or other knowledge;
Therefore, in addition to complying with the general requirements for (c) the search for alternatives for materials, devices, products,
the recognition and initiall measurement of an intangible asset, an processes, systems or services; and
enterprise entity applies the requirements and guidance in paragraphs
40-55 44-59 below to all internally generated intangible assets. (d) the formulation, design, evaluation and final selection of possible

aternatives for new or improved materias, devices, products,

40 44. To assess whether an internally generated intangible asset meets the proc SyStems or Services.

criteria for recognition, an enterprise entity classifies the generation of

the asset into: Development Phase

@ ar ch phase; and 45 49. An intangible asset arising from development (or from the

(b) adevelopment phase. development phase of an internal project) sheuld shall be recognised
if, and only if, an enterprise entity can demonstrate all of the

Although the terms ‘research’ and ‘development’ are defined, the terms following:

‘research phase’ and ‘development phase’ have a broader meaning for

the purpose of this [draft] Standard. (a) the technical feasibility of completing the intangible asset so that

it will be available for use or sale;

41 45. If an enterprise entity cannot distinguish the research phase from the
development phase of an internal project to create an intangible asset,

the enterprise entity treats the expenditure on that project as if it were (c) itsability to use or sell the intangible asset;
incurred in the research phase only.

(b) itsintention to complete the intangible asset and use or sell it;

(d) how the intangible asset will generate probable future economic
Resear ch Phase benefits.  Among ot_her things, the enterprise-should entity shall
demonstrate the existence of a market for the output of the
intangible asset or the intangible asset itself or, if it is to be used

42 46. No intangible asset arising from research (or from the research internally, the ussfulness of the intangible :

phase of an internal project) sheuld shall be recognised. Expenditure

on research (or on the research phase of an internal project) sheuld (e) the availability of adequate technical, financial and other

shall be recognised as an expense when itisincurred. resources to complete the development and to use or sell the
intangible asset; and
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(f) itsability to measure the expenditure attributable to the intangible
asset during its development reliably.

46 50. In the development phase of an interna project, an enterprise entity
can, in some instances, identify an intangible asset and demonstrate that
the asset will generate probable future economic benefits. This is
because the development phase of a project is further advanced than the
research phase.

47 51. Examples of development activities are:

() the design, construction and testing of pre-production or pre-use
prototypes and models;

(b) the design of tools, jigs, moulds and diesinvolving new technology;

(c) the design, construction and operation of a pilot plant that is not of
ascale economically feasible for commercia production; and

(d) the design, construction and testing of a chosen alternative for new
or improved materials, devices, products, processes, systems or
Services.

48 52. To demonstrate how an intangible asset will generate probable future
economic benefits, an enterprise entity assesses the future economic
benefits to be received from the asset using the principles in [draft]
IAS 36, Impairment of Assets. If the asset will generate economic
benefits only in combination with other assets, the enterprise entity
applies the concept of cash-generating units as set out in [draft] 1AS 36.

49 53. Availability of resources to complete, use and obtain the benefits from
an intangible asset can be demonstrated by, for example, abusiness plan
showing the technical, financial and other resources needed and the
enterprise entity’s ability to secure those resources. In certain cases, an
enterprise entity demonstrates the availability of external finance by
obtaining alender’ s indication of its willingness to fund the plan.

50 54. An enterprise entity’s costing systems can often measure reliably the
cost of generating an intangible asset internally, such as salary and other
expenditure incurred in securing copyrights or licences or developing
computer software.
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51 55. Internally generated brands, mastheads, publishing titles, customer
lists and items similar in substance sheuld shall not be recognised as
intangible assets.

52 56. This [draft] Standard takes the view that expenditure on internaly
generated brands, mastheads, publishing titles, customer lists and items
similar in substance cannot be distinguished from the cost of developing
the business as a whole. Therefore, such items are not recognised as
intangible assets.

Cost of an Internally Generated Intangible Asset

53 57. The cost of an internally generated intangible asset for the purpose of
paragraph 22 21 is the sum of expenditure incurred from the date when
the intangible asset first meets the recognition criteriain paragraphs 19-
20 18, 19 and 45 49. Paragraph 59 63 prohibits reinstatement of
expenditure recognised as an expense in previous annual financial
statements or interim financial reports.

54 58. The cost of an internally generated intangible asset comprises all
expenditure that can be directly attributed;-eraHoecated-on-areasonable
and—consistent—basis; and is necessary to creating, producing, and
preparing the asset for is-tatended-use it to be capable of operating in
the manner intended by management. The cost includes, if applicable:

(8 expenditure on materials and services used or consumed in
generating the intangible asset;

(b) the salaries, wages and other employment related costs of personnel
directly engaged in generating the asset; and

(c) any expenditure that is directly attributable to generating the asset,
such as fees to register alegal right and the amortisation of patents
and licences that are used to generate the asset. ;-and
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55 59. The following are not components of the cost of an internally
generated intangible asset:

(@) selling, administrative and other genera overhead expenditure
unless this expenditure can be directly attributed to preparing the
asset for use;

(b) clearly identified inefficiencies and initial operating losses incurred
before an asset achieves planned performance; and

(c) expenditure on training staff to operate the asset.

© Copyright IASCF 194

EXPOSURE DRAFT OF REVISED |AS 38

Example Illustrating Paragraph 53 57

An enterprise entity is developing a new production process. During
20X5, expenditure incurred was 1,000, of which 900 was incurred
before 1 December 20X5 and 100 was incurred between 1 December
20X5 and 31 December 20X5. The enterprise entity is able to
demonstrate that, at 1 December 20X5, the production process met
the criteria for recognition as an intangible asset. The recoverable
amount of the know-how embodied in the process (including future
cash outflows to complete the process before it is available for use)
is estimated to be 500.

At the end of 20X5, the production process is recognised as an
intangible asset at a cost of 100 (expenditure incurred since the date
when the recognition criteria were met, that is, 1 December 20X5).
The 900 expenditure incurred before 1 December 20X5 is
recognised as an expense because the recognition criteria were not
met until 1 December 20X5. This expenditure will never form part
of the cost of the production process recognised in the balance
sheet.

During 20X 6, expenditure incurred is 2,000. At the end of 20X6, the
recoverable amount of the know-how embodied in the process
(including future cash outflows to complete the process before it is
available for use) is estimated to be 1,900.

At the end of 20X6, the cost of the production processis 2,100 (100
expenditure recognised at the end of 20X5 plus 2,000 expenditure
recognised in 20X6). The enterprise entity recognises an
impairment loss of 200 to adjust the carrying amount of the process
before impairment loss (2,100) to its recoverable amount (1,900).
Thisimpairment loss will be reversed in a subsequent period if the
requirements for the reversal of an impairment loss in [draft]
IAS 36, Impairment of Assets, are met.
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58 62. Paragraph 56 60 does not preclude recognising a prepayment as an
asset when payment for the delivery of goods or services has been made
in advance of the delivery of goods or the rendering of services.

Recognition of an Expense

56 60. Expenditure on an intangible item sheuld shall be recognised as an

expense when it isincurred unless: .
Past Expenses not to be Recognised as an Asset

(a) it forms part of the cost of an intangible asset that meets the

recognition criteria (see paragraphs 48-55 17-59); or 59 63. Expenditure on an intangible item that was initially recognised as an

. . ) ) . o . expense by a—reporting—enterprise an_entity in previous annual

(b) the item is acquired in a business combination that—is—an financial statements or interim financial reports sheutd shall not be
aequisition and cannot be recognised as an intangible asset. recognised as part of the cost of an intangible asset at a later date.

If this is the case, this expenditure (included in the cost of
acguisition the business combination) sheuld shall form part of
the amount attributed to goodwill {regative-geodwill) at the
acquisition date ef-acquisition (see FAS22(revised-1998) [draft]

| FRS X, Business Combinations).

57 61. In some cases, expenditure is incurred to provide future economic
benefits to an enterprise entity, but no intangible asset or other asset is
acquired or created that can be recognised. In these cases, the
expenditure is recognised as an expense when it is incurred.
For example, apart from when it forms part of the cost of a business
combination, expenditure on research is always recognised as an
expense when it is incurred (see paragraph 42 46). Examples of other
expenditure that is recognised as an expense when it isincurred include:

(a) expenditure on start-up activities (start-up costs), unless this
expenditure is included in the cost of an item of property, plant and
equipment under [draft] IAS 16, Property, Plant and Equipment.
Start-up costs may consist of establishment costs such as legal and
secretarial costs incurred in establishing a legal entity, expenditure
to open a new facility or business (pre-opening costs) or
expenditures for commencing new operations or launching new
products or processes (pre-operating costs);

(b) expenditure on training activities;
(c) expenditure on advertising and promotional activities; and

(d) expenditure on relocating or re-organising part or al of an

enterprise entity.
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Subsequent Expenditur e 67. Research or development expenditure that:

60 64. Except as described in paragraph 67, Ssubsequent expenditure on (a) relates to an in-process research or development project acquired
an intangible asset after its purchase or its completion shoutd shall be separately or In_a business combination and recognised as an
recognised as an expense when it isincurred unless: intangible asset; and
(a) it is probable that this expenditure will enable-the—asset-to (b) isincurred after the acquisition of that project

generate increase the future economic benefits embodied in the
asset in excess of its eriginathy-assessed standard of performance shall be accounted for in accordance with paragraphs 46-59.

assessed immediately before the expenditure was made; and

. ) . 68. The requirement in paragraph 67 means that subsequent expenditure on
(b) ';t;:isaber(pmdnure can be measured and attributed to the asset an In-process r ch or development project acauired separately or in
Y- abusiness combination and recognised as an intangible asset is.

If these conditions are met, the subsequent expenditure should shall ) _ o
be added to the cost of the intangible asset.* (a) recognised as an expense when incurred if it is in the nature of
research expenditure;

61 65. Subsequent expenditure on a recognised intangible asset is recognised

as an expense if this expenditure is required to maintain the asset at its (b) recognised as an expense when incurred if it is in the nature of
Qpi.g.i_nal.l.y_med standard of performance assessed |mmed|atelv de\/elopment eXDendltUre that does not SatISfV the criteria for
before the expenditure was made. The nature of intangible assets is recognition as an intangible asset in paragraph 49; and

such that, in many cases, it is not possible to determine whether ) o

subsequent expenditure is likely to enhance or maintain the future (c) added to the carrying amount of the acquired in-process research or
economic benefits that-willflow-to-the-enterprise—from embodied in development project if it is in the nature of development
those assets. In addition, it is often difficult to attribute such expenditure that satisfies the recognition criteriain paragraph 49.

expenditure directly to a particular intangible asset rather than the
business as a whole. Therefore, only rarely will expenditure incurred
after the initial recognition of a purchased intangible asset or after
completion of an internally generated intangible asset result in additions
to the cost of the intangible asset.

62 66. Consistently with paragraph 5% 55, subsequent expenditure on brands,
mastheads, publishing titles, customer lists and items similar in
substance (whether externally purchased or internaly generated) is
always recognised as an expense to avoid the recognition of internally
generated goodwill.
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M easur ement Subsequent to Initial
Recognition

Benchmark Treatment

63 69. After initial recognition, an intangible asset sheuld shall be carried
at its cost less any accumulated amortisation and any accumulated
impairment losses.

Allowed Alternative Treatment

84 70. After initial recognition, an intangible asset sheuld shall be carried
at a revalued amount, being itsfair value at the date of the revaluation
less any subsequent accumulated amortisation and any subsequent
accumulated impairment losses. For the purpose of revaluations
under this [draft] Standard, fair value sheuld shall be determined by
reference to an active market. Revaluations shedld shall be made with
sufficient regularity such that the carrying amount does not differ
materially from that which would be determined using fair value at
the balance sheet date.

65 71. The allowed alternative treatment does not allow:

() the revaluation of intangible assets that have not previously been
recognised as assets; or

(b) the initia recognition of intangible assets at amounts other than
their cost.

66 72. The allowed alternative treatment is applied after an asset has been
initially recognised at cost. However, if only part of the cost of an
intangible asset is recognised as an asset because the asset did not meet
the criteria for recognition until part of the way through the process (see
paragraph 53 57), the allowed aternative treatment may be applied to
the whole of that asset. Also, the alowed alternative treatment may be
applied to an intangible asset that was received by way of a government
grant and recognised at a nomina amount (see paragraph 33 36).
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67 73. It is uncommon for an active market with the characteristics described

in paragraph 7 to exist for an intangible asset, although this may occur.
For example, in certain jurisdictions, an active market may exist for
freely-transferable taxi licences, fishing licences or production quotas.
However, an active market cannot exist for brands, newspaper
mastheads, music and film publishing rights, patents or trademarks,
because each such asset is unique. Also, athough intangible assets are
bought and sold, contracts are negotiated between individua buyers and
sellers, and transactions are relatively infrequent. For these reasons, the
price paid for one asset may not provide sufficient evidence of the fair
value of another. Finally, prices are often not available to the public.

68 74. The frequency of revaluations depends on the volatility of the fair

values of the intangible assets being revalued. If the fair value of a
revalued asset differs materially from its carrying amount, a further
revaluation is necessary. Some intangible assets may experience
significant and volatile movements in fair value thus necessitating
annual revaluation. Such frequent revaluations are unnecessary for
intangible assets with only insignificant movementsin fair value.

69 75. If an intangible asset is revalued, any accumulated amortisation at the

date of the revaluation is either:

(a) restated proportionately with the change in the gross carrying
amount of the asset so that the carrying amount of the asset after
revaluation equals its revalued amount; or

(b) eliminated against the gross carrying amount of the asset and the net
amount restated to the revalued amount of the asset.

70 76. If an intangible asset is revalued, all the other assets in its class

should shall also be revalued, unless there is no active market for
those assets.

71 77. A class of intangible assets is a grouping of assets of a similar nature

and use in an enterprise entity’s operations. The items within a class of
intangible assets are revalued simultaneoudly in order to avoid selective
revaluation of assets and the reporting of amounts in the financial
statements representing a mixture of costs and values as at different
dates.
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#2 78. If an intangible asset in a class of revalued intangible assets cannot
be revalued because there is no active market for this asset, the asset
should shall be carried at its cost less any accumulated amortisation
and impairment losses.

#3 79. If the fair value of a revalued intangible asset can no longer be
determined by reference to an active market, the carrying amount of
the asset should shall be its revalued amount at the date of the last
revaluation by reference to the active market less any subseguent
accumulated amortisation and any subsequent accumulated
impairment losses.

+#4 80. The fact that an active market no longer exists for arevalued intangible
asset may indicate that the asset may be impaired and that it needs to be
tested under [draft] IAS 36, Impairment of Assets.

75 81. If the fair value of the asset can be determined by reference to an active
market at a subsequent measurement date, the allowed aternative
treatment is applied from that date.

76 82. If an intangible asset’s carrying amount is increased as a result of a
revaluation, the increase should shall be credited directly to equity
under the heading of revaluation surplus. However, a revaluation
increase should shall be recognised as income to the extent that it
reverses a revaluation decrease of the same asset and that revaluation
decrease was previously recognised as an expense.

#7 83. If an asset’s carrying amount is decreased as a result of a
revaluation, the decrease sheuld shall be recognised as an expense.
However, a revaluation decrease sheuld shall be charged directly
against any related revaluation surplus to the extent that the decrease
does not exceed the amount held in the revaluation surplusin respect
of that same asset.

78 84. The cumulative revaluation surplus included in equity may be
transferred directly to retained earnings when the surplus is realised.
The whole surplus may be realised on the retirement or disposal of the
asset. However, some of the surplus may be realised as the asset is used
by the enterprise entity; in such a case, the amount of the surplus
realised is the difference between amortisation based on the revalued
carrying amount of the asset and amortisation that would have been
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recognised based on the asset’s historica cost. The transfer from
revaluation surplus to retained earnings is not made through the income
statement.
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Amortisation Useful Life
L od

85. An entity shall assess whether the useful life of an intangible asset is
finite or indefinite and, if finite, the length of, or number of
production or similar units comprising, that useful life. An intangible
asset shall be regarded by the entity as having an indefinite useful life
when, based on an analysis of all of the relevant factors, there is no
foreseeable limit on the period over which the asset is expected to
generate net cash inflows for the entity.

86. The accounting for an intangible asset is based on its useful life. An
intangible asset with a finite useful life is amortised (see paragraphs 93-
102), and an intangible asset with an indefinite useful life is not (see
paragraphs 103-106). Appendix A includes examples illustrating the
determination of useful life for different intangible assets, and the
subsequent _accounting for those assets based on the useful life
determinations.

or—recoverable-amount: Many factors need-te—be are considered in
determining the useful life of an intangible asset, including:

() the expected usage of the asset by the enterprise entity and whether
the asset could be managed efficiently managed by another
management team;
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(b) typica product life cycles for the asset and public information on
estimates of useful lives of similar types of assetsthat are used in a
similar way;

(c) technical, technological, commercia or other types of
obsolescence;

(d) the stability of the industry in which the asset operates and changes
in the market demand for the products or services output from the
asset;

(e) expected actions by competitors or potential competitors;

(f)y the level of maintenance expenditure required to obtain the
expected future economic benefits from the asset and the eempany
entity’ s ability and intent to reach such alevel;

(g) the period of control over the asset and legal or similar limits on the
use of the asset, such as the expiry dates of related leases; and

(h) whether the useful life of the asset is dependent on the useful life of
other assets of the enterprise entity.

88. The term ‘indefinite’ does not mean ‘infinite’. The useful life of an
intangible asset reflects only that level of future maintenance
expenditure required to maintain the asset at its standard of performance
assessed at the time of estimating the asset’s useful life, and the entity’s
ability and intent to reach such alevel. A conclusion that the useful life
of an intangible asset is indefinite should not depend on planned future
expenditure in excess of that required to maintain the asset at that
standard of performance.

81 89. Given the history of rapid changes in technology, computer software
and many other intangible assets are susceptible to technological
obsolescence. Therefore, it islikely that their useful life will be short.
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The useful life of an intangible asset that arises from contractual or
other legal rights shall not exceed the period of the contractual or
other legal rights, but may be shorter depending on the period over
which the entity expects to use the asset. |f the contractual or other
legal rights are conveyed for a limited term that can be renewed, the
useful life of the intangible asset shall include the renewal period(s)
only if there is evidence to support renewal by the entity without

significant cost.

86 92. There may be both economic and lega factors influencing the useful
life of an intangible asset: economic factors determine the period over
which future economic benefits will be received by the entity; legal
factors may restrict the period over which the enterprise entity controls
access to these benefits. The useful life is the shorter of the periods
determined by these factors.

84 90. The useful life of an intangible asset may be very long but-itis-always
or even finite indefinite. Uncertainty justifies estimating the useful life
of an intangible asset on a prudent basis, but it does not justify choosing
alifethat isunredistically short.
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I ntanqgible Assets with Finite Useful Lives

Amortisation Period and Amortisation Method

88 93. The depreciable amount of an intangible asset with a finite useful
life shall be allocated on a systematic basis over its useful life.
Amortisation _shall begin when the asset is available for use. The
amortisation method used should shall reflect the pattern in which the
asset’s future economic benefits are expected to be consumed by the
enterprise entity. If that pattern cannot be determined reliably, the
straight-line method sheuld shall be used. The amortisation charge
for each period sheuld shall be recognised as an expense unless

another Haternational-Accounting Standard permits or requiresit to be

included in the carrying amount of another asset.

89 94. A variety of amortisation methods can be used to alocate the
depreciable amount of an asset on a systematic basis over its useful life.
These methods include the straight-line method, the diminishing balance
method and the unit of production method. The method used for an
asset is selected based on the expected pattern of consumption of future
economic benefits embodied in the asset and is consistently applied
consistently from period to period, unless there is a change in the
expected pattern of consumption of those future economic benefits te-be
derived—from-that—asset. There will rarely, if ever, be persuasive
evidence to support an amortisation method for intangible assets with
finite useful lives that results in a lower amount of accumulated
amortisation than under the straight-line method.

90 95. Amortisation is usudly recognised as an expense. However,
sometimes, the future economic benefits embodied in an asset are
absorbed by the enterprise entity in producing other assets rather than
giving rise to an expense. In these cases, the amortisation charge forms
part of the cost of the other asset and isincluded in its carrying amount.
For example, the amortisation of intangible assets used in a production
process is included in the carrying amount of inventories (see [draft]
IAS 2, Inventories).
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Residual Value

91 96. The residual value of an intangible asset with a finite useful life
sheuld shall be assumed to be zero unless:

(a) thereisacommitment by a third party to purchase the asset at the
end of itsuseful life; or

(b) thereisan active market for the asset and:

(i) residual value can be determined by reference to that
market; and

(if) it is probable that such a market will exist at the end of the
asset’ s useful life.

92 97. The depreciable amount of an asset with a finite useful life is
determined after deducting its residual value. A residua value other
than zero implies that an enterprise entity expects to dispose of the
intangible asset before the end of its economic life.

93 98. H-the benchmark-treatment-is-adopted; An estimate of an asset’s the
residual value is based on the amount recoverable from disposal
estimated using prices prevailing at the date of aeguisition-of-the-asset
the estimate, for the sale of a similar asset that has reached the end of its
estimated useful life and that has operated under conditions similar to
those in WhICh the asset will be u%d The resdual value is pot

at—that—elate rewewed as at each balance sheset daIe A chanqe in the

asset’s residual value, other than a change reflected in an impairment
loss recognised under [draft] IAS 36, Impairment of Assets, is
accounted for prospectively as an adjustment to future amortisation.

Review of Amortisation Period and Amortisation Method

94 99. The amortisation period and the amortisation method for an
“intangible asset with a finite useful life should shall be reviewed at
least at each—financial-year—end the end of each annual reporting
period. If the expected useful life of the asset is signiticantly different
from previous estimates, the amortisation period sheuld shall be
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changed accordingly. If there has been a significant change in the
expected pattern of consumption of the future economic benefits from
embodied in the asset, the amortisation method sheuld shall be
changed to reflect the changed pattern. Such changes sheuld shall be
accounted for aschanges in accountmg estimates under [draft] IAS 8,

m—Aeeounuﬁg—Pehems Accountmq Pohmes, Chanq& in Accountmq

Edgimates and Errors, by adjusting the amortisation charge for the
current and future periods.

95 100. During the life of an intangible asset, it may become apparent that the

101.

estimate of its useful life is inappropriate. For example, the useful life
may be extended by subsequent expenditure that i |mprov&s the condition
of the asset bey ; ! a
Also, the recognltlon of an |mpa|rment loss may |nd|cate that the
amortisation period needs to be changed.

A change in the amortisation method is a change in the technigue used

to apply the entity’s accounting policy to recognise amortisation as an
asset’ s future economic benefits are consumed. Therefore, it is a change
in accounting estimate.

96 102. Over time, the pattern of future economic benefits expected to flow to

an enterprise entity from an intangible asset may change. For example,
it may become apparent that a diminishing balance method of
amortisation is appropriate rather than a straight-line method. Another
example is if use of the rights represented by a licence is deferred
pending action on other components of the business plan. In this case,
economic benefits that flow from the asset may not be received until
later periods.
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| ntanqgible Assets with I ndefinite Useful Lives

103.

An_intangible asset with an indefinite useful life shall not be

104.

amortised.

Under [draft] |AS 36, Impairment of Assets, an entity is required to test

an intangible asset with an indefinite useful life for impairment by
comparing its recoverable amount with its carrying amount:

(a) at the end of each annual reporting period; and

(b) whenever there is an indication that the intangible asset may be
impaired.

Review of Useful L ife Assessment

105.

The useful life of an intangible asset that is not being amortised shall

106.

be reviewed each period to determine whether events and
circumstances continue to support an indefinite useful life assessment
for that asset. |If they do not, the change in the useful life assessment
from indefinite to finite shall be accounted for as a change in an
accounting estimate under [draft] |AS 8, Accounting Poalicies,
Changes in_Accounting Estimates and Errors, by amortising the
intangible asset prospectively over its remaining useful life in
accordance with paragraphs 93-102.

Under [draft] IAS 36, reassessing the useful life of an intangible asset as

finite rather than indefinite is an indicator that the asset may be
impaired. As a result, the entity tests the asset for impairment by
comparing its recoverable amount, determined in accordance with
[draft] 1AS 36, with its carrying amount, and recognising any excess of
the carrying amount over the recoverable amount as an impairment |oss.
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Recover ability of the Carrying Amount -
I mpair ment L osses

97 107. To determine whether an intangible asset is impaired, an enterprise

entity applies [draft] IAS 36, Impairment of Assets. That [draft]
Standard explains when and how an enterprise entity reviews the
carrying amount of its assets, how it determines the recoverable amount
of an asset and when it recognises or reverses an impairment loss.
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Retirements and Disposals

103 108. An intangible asset sheuld shall be derecognised (eliminated from

the balance sheet) on;,

(a) disposal; or

(b) when no future economic benefits are expected from its use and

subseguent or disposal.

104 109. Gains or losses arising from the retirement or disposal of an

110.

intangible asset sheuld shall be determined as the difference between
the net disposal proceeds and the carrying amount of the asset. and
They should shall be recognised as income or expense in the-income
statement profit or loss in the period in which the retirement or
disposal occurs (unless [draft] |AS 17, Leases, requires otherwise on a
sale and |easeback).

The disposal of an intangible asset may occur by sale or by entering into

111.

afinance lease. In determining the date of disposal of such an item, an
entity applies the criteria in |AS 18, Revenue, for recognising revenue
from the sale of goods. [Draft] IAS 17 applies to disposal by a sae and
| easeback.

The consideration receivable on disposal of an intangible asset is

recognised initialy at fair value. |f payment for such an intangible asset
is deferred, the consideration received is recognised initialy at the cash
price equivalent. The difference between the nominal amount of the
consideration and the cash price equivalent is recognised as interest
revenue under 1AS 18 according to the effective yield on the receivable.

106 112. Amortisation of an An intangible asset that with a finite useful life

does not cease when it becomes temporarily idle or is retired from active
use and held for disposal is-carried-at-its-carrying-amount-at-the-date
when-the-asset-isretired-from-active-use, unless the asset’s depreciable
amount is fully allocated. At least at each-financial-year-end the end of
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each annual reporting period, an enterprise entity tests the asset for

impairment under [draft] IAS 36, Impairment of Assets, and recognises
any impairment loss accordingly.
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i and on the translation of a foreign entity operation into the
DI SCl osure presentation currency of the reporting entity; and

ProPOSED AMENDMENTSIASs 36 & 38 DECEMBER 2002

General (viii) other changesin the carrying amount during the period.

; veintormationd irod

108 114. A class of intangible assets is a grouping of assets of a similar nature

107 113. The financial statements sheuld shall disclose the following for
each class of intangible assets, distinguishing between internally
generated intangible assets and other intangible assets:

(a) whether the useful lives are indefinite or finite and, if finite, the
useful lives or the amortisation rates used;

(b) the amortisation methods used for_intangible assets with finite
useful lives;

(c) thegross carrying amount and the any accumulated amortisation
(aggregated with accumulated impairment losses) at the
beginning and end of the period;

(d) the line item(s) of the income statement in which the any
amortisation of intangible assetsisincluded,;

(e) areconciliation of the carrying amount at the beginning and end
of the period showing:

(i) additions, indicating separately those from internal
development,_those acquired separately, and those acquired
through business combinations;

(ii) retirements and disposals;

(iii) increases or decreases during the period resulting from
revaluations under paragraphs 64,-76-and-77 70, 82 and 83
and from impairment losses recognised or reversed directly
in equity under [draft] 1AS 36, Impairment of Assets (if
any);

(iv) impairment losses recognised in theincome-statement profit
or loss during the period under [draft] | AS 36 (if any);

(v) impairment losses reversed in theincome-statement profit or
loss during the period under [draft] I1AS 36 (if any);

(vi) any amortisation recognised during the period;

(vii) net exchange differences arising on the trandation of the
financial statements into a different presentation currency,
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and use in an enterprise entity’s operations. Examples of separate
classes may include:

(&) brand names;

(b) mastheads and publishing titles;

(c) computer software;

(d) licences and franchises;

(e) copyrights, patents and other industrial property rights, service and
operating rights;

(f) recipes, formulae, models, designs and prototypes; and
(g) intangible assets under development.
The classes mentioned above are disaggregated (aggregated) into

smaller (larger) classes if this results in more relevant information for
the users of the financial statements.

109 115. An enterprise entity discloses information on impaired intangible

assets under [draft] |AS 36 in addition to the information required by
paragraph 167 113(e)(iii) to (v).

410 116. [Draft] IAS 8 requires An-enterprise an entity to discloses the nature

and effect of a change in an accounting estimate that has a material
effect in the current period or that is expected to have a materia effect
in subsequent periods—undertAS-8-Net-Prefit-or-Lossfor-the-Period;

Fundamental-Errors-and-Changesir-AcceuntingPeliey. Such disclosure

may arise from changesin:

(a) the amertisation—period assessment of an intangible asset’s useful
life;
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the amortisation method; or

residual values.

411 117. Thefinancial statements sheuld shall also disclose:

@

(b)

©

(d)

C)

|f an |ntang|ble asset |samept+sed—ever—mepe—thaﬂ—&vemy—yeap&

the—a&et—ks—ava#abLe—fuer—use—rs—Feb%ed asseﬁed as havmq an

indefinite useful life, the carrying amount of that asset and the
reasons supporting the assessment of an indefinite useful life. In
giving these reasons, the enterprise-should entity shall describe
the factor(s) that played a significant role in determining the that
it has an indefinite useful life ef-the-asset;

a description, the carrying amount and remaining amortisation
period of any individual intangible asset that is material to the
financial statements of the enterprise entity as a whole;

for intangible assets acquired by way of a government grant and
initially recognised at fair value (see paragraph 33 36):

(i) thefair valueinitially recognised for these assets;
(ii) their carrying amount; and

(iii) whether they are carried under the benchmark or the
allowed alternative treatment for subsequent measurement;

the existence and carrying amounts of intangible assets whose
title is restricted and the carrying amounts of intangible assets
pledged as security for liabilities; and

the amount of contractual commitments for the acquisition of
intangible assets.

412 118. When an enterprise entity describes the factor(s) that played a
significant role in determining that the useful life of an intangible asset

that is amertised-evermere-than-twenty-years indefinite, the enterprise
entity considers the list of factorsin paragraph 80 87.
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Intangible Assets Carried Under the Allowed Alternative
Treatment

413 119. If intangible assets are carried at revalued amounts, the following
sheuld shall be disclosed:

(a) by classof intangible assets:
(i) theeffective date of the revaluation;
(ii) thecarrying amount of revalued intangible assets; and

(iii) the carrying amount that would have been included
recognised in the financial statements had the revalued class
of intangible assets been carried under the benchmark
treatment in paragraph 63 69; and

(b) the amount of the revaluation surplus that relates to intangible
assets at the beginning and end of the period, indicating the
changes during the period and any restrictions on the distribution
of the balance to shareholders; and

(c) the methods and significant assumptions applied in estimating the
asset fair values.

414 120. It may be necessary to aggregate the classes of revalued assets into
larger classes for disclosure purposes. However, classes are not
aggregated if this would result in the combination of a class of
intangible assets that includes amounts measured under both benchmark
and allowed aternative treatments for subsequent measurement.

Resear ch and Development Expenditure

415 121. The financial statements should shall disclose the aggregate
amount of research and development expenditure recognised as an
expense during the period.

416 122. Research and development expenditure comprises all expenditure
that is dlrectly atributable to research or development acnwnesemhat

(see paragraphs54-55 58 and 59 for gu|dance on the type of expendlture
to be included for the purpose of the disclosure requirement in
paragraph 415 121).
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Other Information

117 123. An enterprise entity is encouraged, but not required, to give disclose
the following information:

(a) a description of any fully amortised intangible asset that is till in
use; and

(b) abrief description of significant intangible assets controlled by the
enterprise entity but not recognised as assets because they did not
meet the recognition criteriain this [draft] Standard or because they
were acquired or generated before this-Standard the version of
IAS 38, Intangible Assets, that was issued in 1998 was effective.
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Transitional Provisions and Effective Date

124. This[draft] Standard shall apply:

(a)_to the accounting for intangible assets acquired in business
combinations for which the agreement date is after [date the
revised Standard isissued]; and

(b) to the accounting for all other intangible assets prospectively
from the beginning of the first annual reporting period beginning
on or after [date the revised Standard isissued].

125. An entity shall, at the beginning of the first annual reporting period
beginning on or after [date the revised Standard is issued], apply this
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[draft] Standard to reassess the useful lives of intangible assets

recognised at that date that were not acquired in business Transitional Provisions—Recognition
combinations for which the agreement date is after [date the revised
Standard is issued]. |f, as a result of that reassessment, the entity Cireumstances Reguirements
changes its assessment of the useful life of an asset, that change shall . . . )
be accounted for as a change in an accounting estimate under [draft]
IAS 8, Accounting Policies, Changes in Accounting Estimates and
Errors.
Intangible Assets Acquired in Exchange for Similar Assets
126. The requirement in paragraph 124(b) to apply this [draft] Standard
prospectively means that if an exchange of assets was measured under
paragraph 35 of the version of 1AS 38 issued in 1998 on the basis of the thatwas-an (ii)—adjust the goodwill-{regative goodwill)
carrying amount of the asset given up, the entity does not restate the acqustion- recogrised-at the date of acquisition
carrying amount of the asset acquired to reflect the fair value of the retrospectively, asif the item had
consideration given. always been included in-the goodwill
- - E g | g | ; g i
Early Application date of acquisition—Forexample i the
W ised
127. Entities are encouraged to apply the reguirements of this [draft] and-amortised-estimate-the
Standard before the effective dates specified in_paragraph 124. accumulated-amortisation-that-would
However, if an entity applies this [draft] Standard before those have beenrecognised-had theitem
effective _dates, it also shall apply [draft] IFRS X, Business been-included-in-the goodwill
Combinations, and [draft] IAS 36 (revised 200X), Impairment of recognised-at-the date-of acquisition;
Assets, at the sametime. and-adjust the carrying-amountof the
i ) _
by T e thel hivai it |
acquiredin-a balance sheet):
thatwasan
exampleitwas
purchased separately
oFgene ated
internalhy.
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Appendix A

Assessing the Useful Lives of | ntangible
ASsets

This appendix is illustrative only and does not form part of the [draft]
Standard. It provides gquidance on determining the useful life of an intangible
asset for the purpose of applying the [draft] Standard.

Al. Each of the following examples describes an acquired intangible asset,
the facts and circumstances surrounding the determination of its useful
life, and the subsequent accounting based on that determination.

Example 1—an acquired customer list

A2. A direct-mail marketing company acquires a customer list and expects
that it will be able to derive benefit from the information on the list for
at least one year, but no more than three years.

A3. The customer list would be amortised over management’s best estimate
of its useful life, say 18 months. Although the direct-mail marketing
company may intend to add customer names and other information to
the list in the future, the expected benefits of the acquired customer list
relate only to the customers on that list at the date it was acquired.
The customer list also would be reviewed for impairment under [draft]
IAS 36 Impairment of Assets by assessing at each balance sheet date
whether there is any indication that the customer list may be impaired.

Example 2—an acquir ed patent that expiresin 15 years

A4. The product protected by the patented technology is expected to be a
source of cash flows for at least 15 years. The entity has a commitment
from a third party to purchase that patent in five years for 60 per cent of
the fair value of the patent at the date it was acquired, and the entity
intends to sell the patent in five years.

A5. The patent would be amortised over its five-year useful life to the entity,
with a residual value equal to the present value of 60 per cent of the
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patent’s fair value at the date it was acquired. The patent also would be
reviewed for impairment under [draft] IAS 36 by assessing at each
balance sheet date whether there is any indication that it may be

impaired.

Example 3—an acquired copyright that has aremaining
legal life of 50 years

A6. An analysis of consumer habits and market trends provides evidence
that the copyrighted material will generate cash flows only for
approximately 30 more years.

A7. The copyright would be amortised over its 30-year estimated useful life.
The copyright also would be reviewed for impairment under [draft]
IAS 36 by assessing at each balance sheet date whether there is any
indication that it may be impaired.

Example 4—an acquired broadcast licence that expiresin
fiveyears

A8. The broadcast licence is renewable every 10 years if the company
provides at least an average level of service to its customers and
complies with the relevant |egidative requirements. The licence may be
renewed indefinitely at little cost and has been renewed twice before the
most_recent_acquisition. The acquiring entity intends to renew the
licence indefinitely and evidence supports its ability to do so.
Historically, there has been no compelling challenge to the licence
renewal. The technology used in broadcasting is not expected to be
replaced by another technology any time in the foreseeable future.
Therefore, the licence is expected to contribute to the entity’s cash flows

indefinitely.

A9. The broadcast licence would be treated as having an indefinite useful
life because it is expected to contribute to the entity's cash flows
indefinitely. Therefore, the licence would not be amortised until its
useful life is determined to be finite. The licence would be tested for
impairment under [draft] 1AS 36 at the end of each annual reporting
period and whenever there is an indication that it may be impaired.
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Example 5—the broadcast licencein Example 4

A10. Thelicensing authority subsequently decides that it will no longer renew
broadcast licences, but rather will auction those licences. At the time
the licensing authority’s decision is made, the broadcast licence has
three years until it expires. The entity expects that the licence will
continue to contribute to cash flows until the licence expires.

A11l. Because the broadcast licence can no longer be renewed, its useful lifeis
no longer indefinite. Thus, the acquired licence would be amortised
over its remaining three-year useful life and immediately tested for
impairment under [draft] IAS 36.

Example 6—an acquired airlineroute authority between two
European citiesthat expiresin threeyears

A12. The route authority may be renewed every five years, and the acquiring
entity intends to comply with the applicable rules and regulations
surrounding renewal. Route authority renewals are routinely granted at
aminimal cost and historically have been renewed when the airline has
complied with the applicable rules and regulations. The acquiring entity
expects to provide service indefinitely between the two cities from its
hub airports and expects that the related supporting infrastructure
(airport gates, dots, and terminal facility leases) will remain in place at
those airports for as long as it has the route authority. An analysis of
demand and cash flows supports those assumptions.

A13. Because the facts and circumstances support the acquiring entity’s
ability to continue providing air service indefinitely between the two
cities, the intangible asset related to the route authority is treated as
having an indefinite useful life. Therefore, the route authority would not
be amortised until its useful life is determined to be definite. [t would
be tested for impairment under [draft] IAS 36 at the end of each annual
reporting period and whenever there is an indication that it may be

impaired.
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Example 7—an acquired trademark used to identify and
distinguish a leading consumer product that
has been a market-shareleader for the past

eight years

Al4. The trademark has a remaining legal life of five years but is renewable
every 10 vears at little cost. The acquiring entity intends to
continuously renew the trademark and evidence supports its ability to do
s0. An analysis of (1) product life cycle studies, (2) market, competitive
and _environmental trends, and (3) brand extension opportunities
provides evidence that the trademarked product will generate cash flows
for the acquiring entity for an indefinite period of time.

A15. The trademark would be treated as having an indefinite useful life
because it is expected to contribute to cash flows indefinitely.
Therefore, the trademark would not be amortised until its useful life is
determined to be definite. It would be tested for impairment under
[draft] IAS 36 at the end of each annual reporting period and whenever
thereis an indication that it may be impaired.

Example 8—a trademark acquired 10 years ago that
distinguishes a leading consumer product

A16. The trademark was considered to have an indefinite useful life when it
was acquired because the trademarked product was expected to generate
cash flows indefinitely. However, unexpected competition has recently
entered the market and will reduce future sales of the product.
Management estimates that cash flows generated by the product will be
20 per cent less for the foreseeable future. However, management
expects that the product will continue to generate cash flows indefinitely
at those reduced amounts.

A17. As a result of the projected decrease in future cash flows, the entity
determines that the estimated recoverable amount of the trademark is
less than its carrying amount, and an impairment loss is recognised.
Because it is sill regarded as having an indefinite useful life, the
trademark would continue to not be amortised but would be tested for
impairment under [draft] 1AS 36 at the end of each annual reporting
period and whenever there is an indication that it may be impaired.
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Example 9—atrademark for aline of productsthat was

Al8.

acquired several yearsago in a business
combination

At the time of the business combination the acquiree had been

Al9.

producing the line of products for 35 years with many new models
developed under the trademark. At the acquisition date the acquirer
expected to continue producing the line, and an analysis of various
economic factors indicated there was no limit to the period of time the
trademark would contribute to cash flows. Consequently, the trademark
was not amortised by the acquirer. However, management has recently
decided that production of the product line will be discontinued over the

next four years.

Because the useful life of the acquired trademark is no longer regarded

as indefinite, the carrying amount of the trademark would be tested for
impairment under [draft] IAS 36 and amortised over its remaining four-

year useful life.
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Basisfor Conclusons

I ntroduction

Bl

B2.

B3.

This Basis for Conclusions summarises the Board's considerations in
reaching the conclusions in the Exposure Draft of proposed amendments
to IAS 38 Intangible Assets. Individua Board members gave greater
weight to some factors than to others.

The Exposure Draft has been issued by the Board as part of its project
on business combinations. That project has two phases. The first has
resulted in the Board issuing simultaneously ED 3, which is an Exposure
Draft of a proposed IFRS Business Combinations, and this Exposure
Draft, which proposes related changes to 1AS 38 Intangible Assets and
IAS 36 Impairment of Assets. Therefore, the Board's intention in
developing its proposals to amend IAS 38 as part of the first phase of
the project was not to reconsider al of the requirementsin IAS 38. The
changes proposed to |AS 38 are primarily concerned with:

(a) thenotion of ‘identifiability’” asit relates to intangible assets;
(b) the useful life and amortisation of intangible assets; and

(c) the accounting for in-process research and development projects
acquired in business combinations.

The amendments to 1AS 38 proposed in the May 2002 Exposure Draft
Improvements to International Accounting Standards and the November
2002 Exposure Draft 2 Share-based Payment are also presented in the
Exposure Draft as marked-up text. This Basis for Conclusions does not
outline the Board's deliberations on the changes to IAS 38 proposed in
the May 2002 and November 2002 Exposure Drafts. A list of those
proposed changes is provided in Appendix C.
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Definition of an intangible asset (paragraph 7)

B4. An intangible asset is defined in IAS 38 as “an identifiable non-

BS.

monetary asset without physical substance held for use in the production
or supply of goods or services, for rental to others, or for administrative
services’. The Exposure Draft proposes amending this definition by
removing from it the requirement for the asset to be held for use in the
production or supply of goods or services, for rental to others, or for
administrative services.

The Board agreed that the essential characteristics of intangible assets
are that they:

() are resources controlled by the entity from which future economic
benefits are expected to flow to the entity;

(b) lack physical substance; and

(c) areidentifiable.

The Board concluded that the purpose for which an entity holds an item
with these characteristics is not relevant to its classification as an

intangible asset, and that al such items should be within the scope of
IAS 38.

| dentifiability (paragraph 11)

B6.

Under both 1AS 38 and the proposals in the Exposure Draft, a non-
monetary asset without physical substance must be identifiable to meet
the definition of an intangible asset. 1AS 38 does not define
‘identifiability’, but states that an intangible asset can be distinguished
from goodwill if the asset is separable, but that separability is not a
necessary condition for identifiability. The Exposure Draft proposes
that an asset be treated as meeting the identifiability criterion in the
definition of an intangible asset when it is separable, or when it arises
from contractual or other legal rights, regardless of whether those rights
are transferable or separable from the entity or from other rights and
obligations.
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Background to the Board’s deliberations

B7.

B8.

The Board was prompted to consider the issue of ‘identifiability’ as part
of the first phase of its Business Combinations project as a result of
changes during 2001 to the requirements in Canadian and United States
standards on the separate recognition of intangible assets acquired in
business combinations. The Board observed that intangible assets make
up an increasing proportion of the assets of many entities, and that
intangible assets acquired in a business combination are often included
in the amount recognised as goodwill, despite the requirements in
IAS 22 Business Combinations and 1AS 38 for them to be recognised
separately from goodwill. The Board agreed with the conclusion
reached by the Canadian and US standard-setters that the usefulness of
financial statements would be enhanced if intangible assets acquired in a
business combination were distinguished from goodwill. Therefore, the
Board agreed that the IFRS arising from the first phase of the Business
Combinations project should provide a more definitive basis for
identifying and recognising intangible assets acquired in a business
combination separately from goodwill.

In developing this Exposure Draft and ED 3, the Board affirmed the
view in 1AS 38 that identifiability is the characteristic that conceptually
distinguishes other intangible assets from goodwill. The Board agreed
that to provide a more definitive basis for identifying and recognising
intangible assets separately from goodwill, the concept of identifiability
would need to be articulated more clearly.

Clarifying identifiability (paragraph 11)

B9.

B10.

Consistently with the guidance in 1AS 38, the Board agreed that an
intangible asset can be distinguished from goodwill if it is separable, ie
capable of being separated or divided from the entity and sold,
transferred, licensed, rented or exchanged. Therefore, in the context of
intangible assets, separability signifies identifiability, and intangible
assets with that characteristic that are acquired in a business
combination should be recognised as assets separately from goodwill.

However, again consistently with the guidance in IAS 38, the Board

agreed that separability is not the only sign of identifiability. The Board
observed that, in contrast to goodwill, the values of many intangible
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assets arise from rights conveyed legally by contract or statute. In the
case of acquired goodwill, its value arises from the collection of
assembled assets that make up an acquired entity or the value created by
assembling a collection of assets through a business combination, such
as the synergies that are expected to result from combining entities or
operations. The Board also observed that, although many intangible
assets are both separable and arise from contractual-lega rights, some
contractual-legal rights establish property interests that are not readily
separable from the entity as a whole. For example, under the laws of
some jurisdictions some licences granted to an entity are not transferable
except by sale of the entity as a whole. The Board concluded that the
fact that an intangible asset arises from contractual or other legal rights
is a characteristic that distinguishes it from goodwill. Therefore,
intangible assets with that characteristic that are acquired in a business
combination should be recognised as assets separately from goodwill.

Criteriafor initial recognition

B11. Under IAS 38 and the proposals in this Exposure Draft, an intangible
asset must be recognised if, and only if:

(a) it is probable that the future economic benefits that are attributable
to the asset will flow to the entity; and

(b) the cost of the asset can be measured reliably.

The Board considered the application of the above recognition criteria
to intangible assets acquired in business combinations. The Board's
deliberations on thisissue are outlined in paragraphs B12-B15.

Acquisition as part of a business combination
(paragraphs 29-32)

B12. Paragraphs 29-32 of [draft] IAS 38 have been included in the Exposure
Draft to clarify that the above recognition criteria will, with one
exception, aways be satisfied for an intangible asset acquired in a
business combination. Therefore, those criteria have not been included
in ED 3, which proposes requiring an acquirer to separately recognise at
the acquisition date all of the acquiree’'s intangible assets as defined in
[draft] 1AS 38, other than an assembled workforce.
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In developing the proposals in ED 3, the Board observed that the fair
value of an intangible asset reflects market expectations about the
probability that the future economic benefits associated with the
intangible asset will flow to the acquirer. In other words, the effect of
probability is reflected in the fair value measurement of an intangible
asset. Therefore, the probability recognition criterion will aways be
satisfied for intangible assets acquired in business combinations.
The Board agreed that this highlights a general inconsistency between
the recognition criteria for assets and liabilities in the Framework
(which states that an item meeting the definition of an element should be
recognised only if it is probable that any future economic benefits
associated with the item will flow to or from the entity, and it can be
measured reliably) and the fair value measurements required in, for
example, a business combination. However, the Board agreed that the
role of probability in the Framework should be considered more
generally as part of alater Concepts project.

The Board also concluded that, except for an assembled workforce (see
paragraph B15), sufficient information should exist to measure reliably
the fair value of an asset that has an underlying contractual or legal basis
or is capable of being separated from the entity. In other words, the
‘reliability of measurement’ recognition criterion is subsumed within the
‘identifiability’ criterion for classifying an asset as an intangible asset
and recognising it separately from goodwill. The Board observed that
an asset that has an underlying contractual or legal basis is often
associated with specific cash flow streams. The Board also observed
that one way of demonstrating that an intangible asset is separable is to
show that others have transferred or rented similar items as discrete
units. If so, that previous behaviour suggests the availability of a price
and a means to estimate fair value. The Board acknowledged that the
fair value estimates for some intangible assets that meet the
identifiability criterion might lack the precision of the fair value
measurements for other assets. However, the Board concluded that the
financial information provided by recognising those intangible assets at
their estimated fair values will be more useful than the information
provided if those intangible assets are subsumed into goodwill on the
basis of measurement difficulties.

In the case of an assembled workforce, the Board concluded that
techniques to measure with sufficient reliability the fair value of that
workforce and the related intellectual capital are not currently available.
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The Board observed that the technique often used to measure the fair
value of an assembled workforce is replacement cost—the cost to hire
and train a comparable assembled workforce. The Board believes that
replacement cost is not a representationally faithful measure of the fair
value of the intellectual capital acquired in a business combination.
It therefore decided that even if there are circumstances in which an
assembled workforce acquired in a business combination could be
viewed as meeting the contractual-legal or separability criteria, such
intangibles should not be permitted to be recognised separately from
goodwill.

Separ ate acquisition (paragraphs 22 and 23)

B16.

B17.

B18.

Having agreed to include paragraphs 29-32 of [draft] IAS 38 in the
Exposure Draft, the Board decided that it also needed to consider the
role of the probability and ‘reliability of measurement’ recognition
criteriafor separately acquired intangible assets.

Consistently with its conclusion about the role of probability in the
recognition of intangible assets acquired in business combinations, the
Board concluded that the probability recognition criterion will always be
satisfied for separately acquired intangible assets. This is because the
price an entity pays to acquire separately an intangible asset will
normally reflect expectations about the probability that the future
economic benefits associated with the intangible asset will flow to the
entity. In other words, the effect of probability is reflected in the cost of
the intangible asset.

The Board aso concluded that when an intangible asset is separately
acquired in exchange for cash or other monetary assets, sufficient
information should exist to measure the cost of that asset reliably.
However, this might not be the case when the purchase consideration
comprises non-monetary assets. The Board therefore agreed:

(@ to carry forward from IAS 38 the guidance in paragraph 23 of
[draft] IAS 38; and

(b) to carry forward from the May 2002 Exposure Draft Improvements
to International Accounting Standards the guidance in paragraphs
37-39 of [draft] IAS 38 on the acquisition of an intangible asset in
exchange or part exchange for another non-monetary asset.

© Copyright IASCF 240

EXPOSURE DRAFT OF REVISED |AS 38

Subsequent accounting for intangible assets

B19.

B20.

B21.

The Board initially decided that the scope of the first phase of its
Business Combinations project should include a consideration of the
subseguent accounting for intangible assets acquired in business
combinations. To that end, the Board initially focused its attention on
the following three issues:

(8 whether an intangible asset with afinite useful life and acquired in a
business combination should continue to be accounted for after
initial recognition in accordance with IAS 38.

(b) whether, and under what circumstances, an intangible asset acquired
in a business combination could be regarded as having an indefinite
useful life.

(c) how an intangible asset with an indefinite useful life (assuming such
an asset exists) acquired in a business combination should be
accounted for after initial recognition.

However, during its deliberations of the issues in (b) and (c) of
paragraph B19, the Board agreed that any conclusions it reached on
those issues would equally apply to recognised intangible assets
obtained in some way other than a business combination. The Board
agreed that amending the reguirements in IAS 38 only for intangible
assets acquired in business combinations would create inconsistenciesin
the accounting for intangible assets depending on how they are obtained.
Thus, similar items would be accounted for in dissimilar ways.
TheBoard concluded that creating such inconsistencies would impair
the usefulness of the information provided to users about an entity’s
intangible assets, because both comparability and reliability (which rests
on the notion of representational faithfulness, ie that similar transactions
are accounted for in the same way) would be diminished. Therefore, the
Board agreed that any amendments it proposes to the requirements in
IAS 38 to address the issues in (b) and (c) of paragraph B19 should
apply to all recognised intangible assets, whether generated internally or
acquired separately or as part of a business combination.

Before beginning its deliberations of the issues identified in paragraph
B19, the Board noted the concern expressed by some that, because of
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the subjectivity involved in distinguishing goodwill from other
intangible assets as at the acquisition date, differences between the
subsequent treatment of goodwill and other intangible assets increases
the potential for intangible assets to be misclassified at the acquisition
date. The Board concluded, however, that adopting the ‘ separability’
and ‘contractual or other legal rights criteria provides a reasonably
definitive basis for separately identifying and recognising intangible
assets acquired in a business combination. Therefore, the Board agreed
that its analysis of the accounting for intangible assets after initia
recognition should have regard only to the nature of those assets and not
to the subsequent treatment of goodwill.

Accounting for intangible assets with finite useful lives
acquired in business combinations

B22.

B23.

The Board observed that IAS 38 requires an intangible asset to be
measured after initial recognition by carrying that asset:

(@) a cost less any accumulated amortisation and any accumulated
impairment losses; or

(b) at arevalued amount, being the asset’s fair value, determined by
reference to an active market, at the date of revaluation less any
subsequent accumulated amortisation and any subsequent
accumulated impairment losses. Under this approach, revaluations
must be made with such regularity that at the balance sheet date the
carrying amount of the asset does not differ materially from its fair
value.

Whichever of the above methods is used, IAS 38 requires the
depreciable amount of the asset to be amortised on a systematic basis
over the best estimate of its useful life.

The Board observed that underpinning the requirement for al intangible
assets to be amortised is the notion that they all have determinable and
finite useful lives. Setting aside the question of whether, and under what
circumstances, an intangible asset could be regarded as having an
indefinite useful life, an important issue for the Board to consider was
whether a departure from the above requirementsin |AS 38 is warranted
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for intangible assets acquired in a business combination that have finite
useful lives.

The Board agreed that any departure from the above requirements in
IAS 38 for intangible assets with finite lives acquired in business
combinations would create inconsistencies between the accounting for
recognised intangible assets based wholly on the means by which they
are obtained. In other words, similar items would be accounted for in
dissimilar ways. The Board concluded that creating such
inconsistencies would impair the usefulness of the information provided
to users about an entity’s intangible assets, because both comparability
and reliability would be diminished.

Therefore, the Board agreed that intangible assets with finite useful lives
acquired in business combinations should be accounted for in
accordance with |AS 38 after their initial recognition.

Impairment testing intangible assets with finite useful lives
(paragraph 107)

B26.

B27.

IAS 38 currently reguires the recoverable amount of an intangible asset
with a finite useful life that is being amortised over a period of more
than 20 years, whether or not acquired in a business combination, to be
measured at |least at each financia year-end.

The Board observed that the recoverable amount of a long-lived
tangible asset needs to be measured only when, in accordance with
IAS 36 Impairment of Assets, there is an indication that the asset may be
impaired. The Board could see no conceptua reason for requiring the
recoverable amounts of some identifiable assets being amortised over
very long periods to be determined more regularly than for other
identifiable assets being amortised or depreciated over very long
periods. Therefore, the Board concluded that the recoverable amount of
an intangible asset with afinite useful life that is amortised over a period
of more than 20 years should be determined only when, in accordance
with 1AS 36, there is an indication that the asset may be impaired.
Consequently, the Board decided to remove the reguirement in IAS 38
for the recoverable amount of such an intangible asset to be measured at
least at each financial year-end.
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B28. The Board aso decided that all of the requirements relating to
impairment testing intangible assets should be included in [draft] IAS 36
rather than in [draft] IAS 38. Therefore, the Board agreed to relocate to
[draft] 1AS 36 the requirement in IAS 38 that an entity should estimate
at the end of each annual reporting period the recoverable amount of an
intangible asset not yet available for use, irrespective of whether thereis
any indication that it may be impaired.

Useful lives of intangible assets (paragraphs 85-92)

B29. This Exposure Draft proposes that an intangible asset should be
regarded by an entity as having an indefinite useful life when, based on
an analysis of al of the relevant factors, there is no foreseeable limit on
the period over which the asset is expected to generate net cash inflows
for the entity.

B30. The Board observed that the useful life of an intangible asset is related
to the expected cash inflows that are associated with that asset. The
Board agreed that, to be representationally faithful, the amortisation
period for an intangible asset generally should reflect that useful life
and, by extension, the cash flow streams associated with the asset. The
Board concluded that it is possible for management to have the intent
and the ability to maintain an intangible asset in such away that thereis
no foreseeable limit on the period over which that particular asset is
expected to generate net cash inflows for the entity. In other words, it is
conceivable that an analysis of al the relevant factors (legal, regulatory,
contractual, competitive, economic and other) could lead to a conclusion
that there is no foreseeable limit on the period over which a particular
intangible asset is expected to generate net cash inflows for the entity.

B31. For example, the Board observed that some intangible assets are based
on legal rights that are conveyed in perpetuity rather than for finite
terms. As such, those assets may have cash flows associated with them
that may be expected to continue for many years or even indefinitely.
The Board agreed that if the cash flows are expected to continue for a
finite period, then the useful life of the asset is limited to that finite
period. However, if the cash flows are expected to continue indefinitely,
the useful life isindefinite.

B32. The Board observed that |AS 38 prescribes a presumptive maximum
useful life for intangible assets of 20 years. The Board concluded that
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such a presumption is inconsistent with the view that the amortisation
period for an intangible asset should, to be representationally faithful,
reflect its useful life and, by extension, the cash flow streams associated
with the asset. The Board therefore agreed that the Exposure Draft
should not propose a presumptive maximum useful life for intangible
assets, even if they have finite useful lives.

Useful life constrained by contractual or other legal rights
(paragraphs 91 and 92)

B33. The Board noted that the useful life of an intangible asset that arises
from contractual or other legal rights is constrained by the duration of
thoserights. Thus, the useful life of such an asset cannot extend beyond
the duration of those rights, and may be shorter. Accordingly, the Board
concluded that in determining the useful life of an intangible asset,
consideration should be given to the period that the entity expects to use
the intangible asset, which is subject to the expiration of the contractual
or other legal rights.

B34. However, the Board aso observed that such rights are often conveyed
for limited terms that may be renewed, and therefore considered whether
renewals should be assumed in determining the useful life of such an
intangible asset. The Board noted that some types of licences are
initially issued for finite periods but renewals are routinely granted at
little cost, provided that licensees have complied with the applicable
rules and regulations. Such licences trade at prices that reflect more
than the remaining term, thereby indicating that renewal at minimal cost
is the general expectation. However, renewals are not assured for other
types of licences and, even if they are renewed, substantial costs may be
incurred to secure their renewal.

B35. The Board concluded that because the useful lives of some intangible
assets depend, in economic terms, on renewa and on the associated
costs of renewal, the Exposure Draft should propose requiring the useful
lives assigned to those assets to reflect renewa when there is evidence
to support renewal without significant cost.
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Accounting for intangible assets with indefinite useful lives
(paragraphs 103-106)

B36. The Exposure Draft proposes to prohibit the amortisation of intangible
assets with indefinite useful lives. Therefore, such assets will be
recognised after initial recognition at:

(@) arevalued amount, being fair value determined by reference to an
active market less any accumulated impairment losses; or

(b) cost less any accumulated impairment |osses.
Non-amortisation

B37. The Board observed that many assets yield benefits to an entity over
several periods. Amortisation is the systematic allocation of the cost (or
revalued amount) of an asset, less any residual value, to reflect the
consumption over time of the future economic benefits embodied in that
asset. Thus, if there is no foreseeable limit on the period over which an
entity expects to consume the future economic benefits embodied in an
asset, amortisation of that asset over, for example, an arbitrarily
determined maximum period would not be representationally faithful.

B38. Consequently, the Board agreed that intangible assets with indefinite
useful lives should not be amortised, but should, as with all assets, be
subject to regular impairment testing. The Board's deliberations on the
form that the impairment test should take, including the frequency of
impairment testing, are included in the Basis for Conclusions to [draft]
IAS 36. The Board further agreed that regular re-examinations should
be required of the useful life of an intangible asset that is not being
amortised to determine whether circumstances continue to support the
assessment that the useful lifeis indefinite.

Revaluations

B39. Having agreed that intangible assets with indefinite useful lives should
not be amortised, the Board considered whether to propose permitting
such assetsto be carried at revalued amounts in accordance with IAS 38.
The Board could see no conceptual justification for precluding some
intangible assets from being carried at revalued amounts solely on the
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basis that there is no foreseeable limit on the period over which an entity
expects to consume the future economic benefits embodied in those
assets.

B40. As aresult, the Board agreed that intangible assets with indefinite useful
lives should be permitted to be carried at revalued amounts in
accordance with |AS 38.

Resear ch and development projects acquired
In business combinations

B41. The Board considered the following issues in relation to in-process
research and development (IPR&D) projects acquired in a business
combination:

(@) whether the proposed criteria for recognising intangible assets
acquired in a business combination separately from goodwill also
should be applied to IPR&D projects acquired in a business
combination;

(b) the subsequent accounting for IPR&D projects acquired in a
business combination and recognised as assets separately from
goodwill; and

(c) the treatment of subseguent expenditure on IPR&D projects
acquired in a business combination and recognised as assets
separately from goodwill.

The Board's deliberations on issue (a), although included in the Basis
for Conclusionsto ED 3, are aso, for the sake of completeness, outlined
below.

B42. The Board did not reconsider as part of the first phase of its Business
Combinations project the existing requirements in IAS 38 for internally
generated intangibles and expenditure on the research or development
phase of an internal project. The Board agreed that a reconsideration of
those requirements is outside the scope of this project.
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Initial recognition separately from goodwill

B43.

B44.

B45.

The Board observed that the criteria in IAS 22 Business Combinations
and 1AS 38 for recognising an intangible asset acquired in a business
combination separately from goodwill apply to al intangible assets,
including IPR&D projects. Therefore, under existing international
Standards, any intangible item acquired in a business combination is
recognised as an asset separately from goodwill when it is identifiable
and can be measured reliably, and it is probable that any associated
future economic benefits will flow to the acquirer. If these criteria are
not satisfied, the expenditure on the cost or value of that item, which is
included in the cost of the combination, forms part of the amount
attributed to goodwill.

The Board could see no conceptua justification for changing the
approach in 1AS 22 and IAS 38 of using the same criteria for all
intangible assets acquired in a business combination when assessing
whether those assets should be recognised separately from goodwill.
The Board concluded that adopting different criteria would impair the
usefulness of the information provided to users about the assets acquired
in a combination because both comparability and reliability would be
diminished. Therefore, this Exposure Draft and ED 3 propose that an
acquirer recognises as an asset separately from goodwill any of the
acquiree’s IPR&D projects that meet the definition of an intangible
asset.  This will be the case when the IPR&D project meets the
definition of an asset and is identifiable, that is, separable or arises from
contractual or other legal rights.

The Board acknowledged that applying the same criteria to all
intangible assets acquired in a business combination to assess whether
they should be recognised separately from goodwill results in treating
some IPR&D projects acquired in business combinations differently
from similar projects started internally. However, the Board concluded
that this does not provide a basis for subsuming those acquired
intangible assets within goodwill. Rather, it highlights a need to
reconsider the conclusion in IAS 38 that an intangible asset can never
exist in respect of an in-process research project and can exist in respect
of an in-process development project only once all of the criteria for
deferral in IAS 38 have been satisfied. The Board agreed that such a
reconsideration is outside the scope of its Business Combinations
project.
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Subsequent accounting for IPR&D projects acquired in a
business combination and recognised asintangible assets

B46.

B47.

The Board observed that IAS 38 requires all recognised intangible
assets to be accounted for after initial recognition at:

(@ cost less any accumulated amortisation and any accumulated
impairment losses; or

(b) revalued amount, being the asset’s fair value, determined by
reference to an active market, at the date of revaluation less any
subsequent accumulated amortisation and any subsequent
accumulated impairment losses.

This includes: IPR&D projects acquired in a business combination that
satisfy the criteria for recognition separately from goodwill; separately
acquired IPR&D projects that setisfy the criteria in IAS 38 for
recognition as an intangible asset; and recognised internally developed
intangible assets arising from development or the development phase of
an internal project.

The Board could see no conceptua justification for changing the
approach in IAS 38 of applying the same requirements to the subsequent
accounting for al recognised intangible assets. The Board therefore
agreed that IPR&D projects acquired in a business combination that
satisfy the criteria for recognition as an asset separately from goodwill
should be accounted for after initial recognition in accordance with the
reguirements applying to the subsequent accounting for other recognised
intangible assets.

Subsequent expenditure on IPR& D projectsacquired in a
business combination and recognised asintangible assets
(paragraphs 67 and 68)

B48.

The Exposure Draft proposes that subsequent expenditure on an IPR&D
project acquired separately or in a business combination and recognised
as an intangible asset shall be:

(@) recognised as an expense when incurred if it is in the nature of
research expenditure;
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(b) recognised as an expense when incurred if it is in the nature of
development expenditure that does not satisfy the criteria for
recognition as an intangible asset in paragraph 49 of [draft] I1AS 38;
and

(c) added to the carrying amount of the acquired in-process research or
development project if it is in the nature of development
expenditure that satisfies the recognition criteriain paragraph 49 of
[draft] IAS 38.

B49. In developing this proposal the Board observed that the treatment under

IAS 38 of subsequent expenditure on an IPR&D project acquired in a
business combination and recognised as an asset separately from
goodwill is arguable. Some suggest that the requirements in IAS 38
relating to expenditure on research, development, or the research or
development phase of an internal project should be applied. However,
others argue that those requirements are ostensibly concerned with the
initial recognition and measurement of internally generated intangible
assets.  Instead, the requirements in I1AS 38 dealing with subsequent
expenditure should be applied. Under those requirements, subsequent
expenditure on an intangible asset after its purchase or completion must
be recognised as an expense when it isincurred unless:

(a) it is probable that this expenditure will enable the asset to generate
future economic benefits in excess of its originaly assessed
standard of performance; and

(b) the expenditure can be measured and attributed to the asset reliably.

When these conditions are satisfied, the subsequent expenditure must be
added to the carrying amount of the intangible asset.!

Proposals to amend these requirements were included in the May 2002 Exposure Draft
Improvements to International Accounting Standards. Under those proposals, subsequent
expenditure on an intangible asset after its purchase or completion will be recognised as an
expense when it isincurred unless:

(a) it is probable that the expenditure will increase the future economic benefits embodied
in the asset in excess of its standard of performance assessed immediately before the
expenditure was made; and

(b) the expenditure can be measured and attributed to the asset reliably.
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The Board observed that this uncertainty also exists for separately
acquired IPR&D projects that setisfy the criteria in IAS 38 for
recognition as intangible assets.

The Board noted that applying the reguirements in IAS 38 for
expenditure on research, development, or the research or development
phase of an internal project to subsequent expenditure on IPR&D
projects acquired in a business combination and recognised as assets
separately from goodwill would result in such subsequent expenditure
being treated inconsistently with subsequent expenditure on other
recognised intangible assets. However, applying the subsequent
expenditure requirements in 1AS 38 to subsequent expenditure on
IPR&D projects acquired in a business combination and recognised as
assets  separately  from goodwill would result in research and
development expenditure being accounted for differently depending on
whether a project is acquired or started internally.

The Board concluded that until it has had the opportunity to review the
requirementsin |AS 38 for expenditure on research, development, or the
research or development phase of an internal project, more useful
information will be provided to users of an entity’s financial statements
if al such expenditure is accounted for consistently. This includes
subsequent expenditure on a separately acquired IPR&D project that
satisfies the criteriain IAS 38 for recognition as an intangible asset.

Transitional provisions (paragraphs 124-127)

The Exposure Draft proposes that the revised Standard should apply to
the accounting for intangible assets acquired in business combinations
for which the agreement date is after the date the revised Standard is
issued, and to the accounting for all other intangible assets prospectively
from the beginning of the first annual reporting period beginning on or
after the date the revised Standard is issued. The Exposure Draft also
proposes that on initial application an entity should apply the revised
Standard to reassess the useful lives of those other intangible assets. If,
as a result of that reassessment, the entity changes its useful life
assessment for an asset, that change shall be accounted for as a change
in an accounting estimate under [draft] IAS 8 Accounting Policies,
Changesin Accounting Estimates and Errors.

251 © Copyright IASCF



B54.

B55.

B56.

ProPOSED AMENDMENTSIASs 36 & 38 DECEMBER 2002

The Board' s deliberations on the transitional issues relating to the initia
recognition of intangible assets acquired in business combinations and
the impairment testing of intangible assets are addressed in the Basis for
Conclusions to ED 3 and the Basis for Conclusions to [draft] IAS 36,
respectively.

In developing the proposals outlined in paragraph B53, the Board
considered the following three questions:

(@) should the useful lives of, and accounting for, intangible assets
already recognised at the effective date of the revised Standard
continue to be determined in accordance with the requirements in
IAS 38 (by amortising over a presumptive maximum period of
20 years), or in accordance with the requirements in the revised
Standard?

(b) if the revised Standard is applied to intangible assets already
recoghised at its effective date, should the effect of a reassessment
of an intangible asset's useful life as a result of the initia
application of the revised Standard be recognised retrospectively or
prospectively?

(c) should entities be required to apply the requirements in the revised
Standard for subsequent expenditure on an acquired IPR&D project
recognised as an intangible asset retrospectively to expenditure
incurred before the effective date of the revised Standard?

In relation to the first question above, the Board noted its previous
conclusion that the most representationally faithful method of
accounting for intangible assets is to amortise those with finite useful
lives over their useful lives with no limit on the amortisation period, and
not amortise those with indefinite useful lives. Thus, the Board
concluded that the reliability and comparability of financial statements
would be diminished if the revised Standard was not applied to
intangible assets recognised before its effective date. Accordingly, the
Exposure Draft proposes that the revised Standard should apply
prospectively to intangible assets already recognised at the effective date
of the revised Standard.
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In relation to the second question, the Board observed that a
reassessment of an asset’s useful life is regarded throughout IFRSs as a
change in an accounting estimate, rather than a change in an accounting
policy. For example, under IAS 38, if a new estimate of the expected
useful life of an intangible asset is significantly different from previous
estimates, the change must be accounted for as a change in accounting
estimate under [draft] IAS8. Under [draft] IAS 8, a change in an
accounting estimate must be accounted for prospectively by including
the effect of the change in the determination of profit or lossin:

(8 the period of the change, if the change in estimate affects that
period only; or

(b) the period of the change and future periods, if the change in
estimate affects both.

Similarly, under [draft] |AS 16 Property, Plant and Equipment, if a new
estimate of the expected useful life of an item of property, plant and
equipment is significantly different from previous estimates, the change
must be accounted for prospectively by adjusting the depreciation
expense for the current and future periods.

Therefore, the Board agreed that a reassessment of useful life resulting
from the initial application of the revised Standard, including a
reassessment from a finite to an indefinite useful life, should be
accounted for as a change in an accounting estimate. Consequently, the
effect of such a change should be recognised prospectively.

The Board considered the view that because IAS 38 requires intangible
assets to be treated as having a finite useful life, a change to an
assessment of indefinite useful life for an intangible asset under the
revised Standard represents a change in an accounting policy, rather
than a change in an accounting estimate. The Board agreed that, even if
this were the case, the useful life reassessment should nonetheless be
accounted for prospectively. This is because retrospective application
would require an entity to determine whether, at the end of each
reporting period before the effective date of the revised Standard, the
useful life of an intangible asset was indefinite. Such an assessment
requires an entity to make estimates that would have been made at a
prior date, and therefore raises problems in relation to the role of
hindsight, in particular, whether the benefit of hindsight should be
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included or excluded from those estimates and, if excluded, how the
effect of hindsight can be separated from the other factors existing at the
date for which the estimates are required.

In relation to the third question, and as noted in paragraph B49, it is not
clear whether 1AS 38 requires subsequent expenditure on acquired
IPR& D projects recognised as intangible assets to be accounted for:

(&) in accordance with its requirements for expenditure on research,
development, or the research or development phase of an internal
project; or

(b) in accordance with its requirements for subsequent expenditure on
an intangible asset after its purchase or completion.

The Board concluded that subsequent expenditure on an acquired
IPR&D project that is capitalised under (b) above before the effective
date of the revised Standard might not have been capitalised had the
revised Standard applied when the subsequent expenditure was incurred.
This is because, under the revised Standard, such expenditure will be
capitalised as an intangible asset only when it is in the nature of
development expenditure and all of the criteria for deferral in 1AS 38
are satisfied. In the Board's view, those criteria represent a higher
recognition threshold than (b) above.

Thus, retrospective application of the revised Standard to subsequent
expenditure on acquired IPR&D projects incurred before the effective
date of the revised Standard could result in previoudy capitalised
expenditure being reversed. Such reversal would be required if the
expenditure was in the nature of research expenditure, or the
expenditure was in the nature of development expenditure and one or
more of the criteria for deferral in IAS 38 were not satisfied at the time
the expenditure was incurred. The Board agreed that determining
whether, at the time the subsequent expenditure was incurred, the
criteria for deferra were satisfied raises the same hindsight issues
discussed in paragraph B60: it would require assessments to be made as
of a prior date, and therefore raises problems in relation to how the
effect of hindsight can be separated from factors existing at the date of
the assessment. In addition, such assessments could, in many cases, be
impracticable: the information needed may not exist, or no longer be
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obtainable, or be obtainable only if the entity bears undue cost and
effort.

Therefore, the Board decided that the requirements in the revised
Standard for subsequent expenditure on acquired IPR&D projects
recognised as intangible assets should not be applied retrospectively to
expenditure incurred before the effective date of the revised Standard.
The Board noted that any amounts previously included in the carrying
amount of such an asset would, in any event, be subject to the
requirements for impairment testing in [draft] IAS 36 Impairment of
Assets.

Early application (paragraph 127)

B64.

B65.

The Board noted that the issue of any revised Standard demonstrates its
opinion that application of the revised Standard will result in more
useful information being provided to users about an entity’s financial
position, performance or cash flows. On that basis, a case exists for
permitting, and indeed encouraging, entities to apply the revised |IAS 38
before its effective date. However, the Board aso considered the
assertion that permitting a revised Standard to be applied before its
effective date potentially diminishes comparability between entities in
the period(s) leading up to that effective date, and has the effect of
providing entities with an option.

The Board concluded that the benefit of providing users with more
useful information about an entity’s financial position and performance
by permitting early application of the revised IAS 38 outweighs the
disadvantages of potentialy diminished comparability. Therefore, the
draft Standard proposes to encourage entities to apply the requirements
of the revised Standard before its effective date, provided they aso
apply [draft] IFRS X Business Combinations and [draft] IAS 36
Impairment of Assets at the same time.
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Appendix C

Amendments to IAS 38 proposed in the
May 2002 Exposure Draft | mprovements
to International Accounting Standards
and the November 2002 Exposure
Draft 2 Share-based Payment

CL

C2.

In May 2002 the IASB issued an Exposure Draft Improvements to
International Accounting Standards. In November 2002 the IASB
issued Exposure Draft 2 Share-based Payment. The changes proposed
in those Exposure Drafts will, if made, lead to a number of significant
consequential amendmentsto IAS 38 Intangible Assets.

The consequential amendments to 1AS 38 proposed in the May 2002
Exposure Draft are presented in this Exposure Draft as marked-up text
asfollows:

(@ a change to the definition of ‘residual value' in paragraph 7 of
[draft] IAS 38.

(b) amendments to paragraphs 24 and 25 of [draft] IAS 38, and the
inclusion of new paragraphs 26 and 27. These changes relate to
measuring the cost of an intangible asset that is acquired separately
(that is, not as part of a business combination).

(c) amendments to paragraph 37 of [draft] IAS 38, the inclusion of new
paragraphs 38 and 39, and the deletion of (former) paragraph 35.
These changes relate to the acquisition of an intangible asset in
exchange or part-exchange for another non-monetary asset.

(d) amendments to paragraph 58 of [draft] IAS 38, which relate to the
expenditure included in the cost of an internaly generated
intangible asset.

© Copyright IASCF 256

Ca.

EXPOSURE DRAFT OF REVISED |AS 38

(e) amendments to paragraphs 64(a) and 65 of [draft] IAS 38, which
relate to subsequent expenditure that increases the future economic
benefits embodied in an asset in excess of its standard of
performance assessed immediately before the expenditure was
made.

(f) amendments to paragraph 98 of [draft] IAS 38, which relate to
estimating the residual value of an intangible asset.

(g) amendments to paragraph 99 of [draft] IAS 38 and the inclusion of
new paragraph 101. Those changes relate to changes in the
expected pattern of consumption of the future economic benefits
embodied in an intangible asset.

(h) amendments to paragraphs 108 and 109 of [draft] 1AS 38, the
inclusion of new paragraphs 110 and 111, and the deletion of
(former) paragraph 105. These changes relate to the accounting for
retirements and disposals of intangible assets.

(i) amendments to the disclosure requirements in paragraphs
113(e)(vii) and 117(e) of [draft] IAS 38, the additiona disclosure
requirement in paragraph 119(c), and the removal from paragraph
113 of the exemption from disclosing comparative information.

()) thetransitional provision in paragraph 126 of [draft] IAS 38 for the
changes proposed to IAS 38 in the May 2002 Exposure Draft.

Two conseguential amendments to IAS 38 were proposed in Exposure
Draft 2:

(a) thedeletion of (former) paragraph 26. That paragraph related to
intangible assets acquired in exchange for the issue of equity
instruments.

(b) an amendment to the definition of ‘cost’ in paragraph 7.

In addition, while developing this Exposure Draft the Board became
aware of two consequential amendments to IAS 38 that should have
been proposed in the May 2002 Exposure Draft, but which were
inadvertently omitted. Those amendments have been included in this
Exposure Draft as marked-up text of proposed paragraphs 112 and 122.
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Appendix D

Alternative views on ED 3 Business
Combinations and associated proposed
amendmentsto IAS 36 and |AS 38

D1. Two Board members voted against the publication of ED 3 Business
Combinations and the Exposure Draft of Proposed Amendments to
IAS36 Impairment of Assets and IAS 38 Intangible Assets. Their
alternative views are set out in the appendix to the Basis for Conclusions
on ED 3.
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CONSEQUENTIAL AMENDMENTSTO

INTERNATIONAL FINANCIAL REPORTING
STANDARDS

The amendments proposed in ED 3 and this Exposure Draft will lead to the
consequential amendments set out below. Those consequential amendments
are presented on the basis that the Board will proceed with all of the
amendments to IFRSs and SIC Interpretations proposed in Exposure Drafts
preceding ED 3 and this Exposure Draft.

For the purpose of this Exposure Draft, the new text is underlined and the
deleted text is struck through. Amendments proposed in Exposure Drafts
preceding ED 3 and this Exposure Draft are presented as clean, rather than
marked-up, text.
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Consequential Amendmentsto
| nter national Financial Reporting
Standards

The following amendments shall apply to the accounting for business
combinations for which the agreement date is on or after [date IFRS X
Business Combinations is issued] and to the accounting for any goodwill
and intangible assets acquired in those business combinations. In all other
respects, the following amendments shall apply from the beginning of the
first annual reporting period beginning on or after [date |FRS X Business
Combinations is issued]. However, if an entity elects to adopt [draft]
IFRS X Business Combinations, [draft] |AS 36 Impairment of Assets, and
[draft] IAS38 Intangible Assets early, it shall also apply the following
amendments at the same time.

Amendmentsto | AS 10 Events After the
Balance Sheet Date

Paragraph 21(a) is amended as follows:

21. The following are examples of non-adjusting events after the balance
sheet date that would generally result in disclosure:

(@ amajor business combination after the balance sheet date (FAS-22
[draft] IFRS X, Business Combinations, requires specific
disclosures in such cases) or disposing amgjor subsidiary;

Amendmentsto |AS 12 Income Taxes

Paragraphs 1(c), 6 and 9 of the Introduction to IAS 12 are amended as
follows:
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(c) the cost of a business combination that-is-an-aequisition is alocated
to the identifiable assets acquired and liabilities acquired; assumed
by reference to their fair values but no equivalent adjustment is
made for tax purposes.

6. The origina IAS 12 did not refer explicitly to fair value adjustments

made on a business combination. Such adjustments give rise to
temporary differences and I1AS 12 (revised) requires an enterprise to
recognise the resulting deferred tax liability or (subject to the probability
criterion for recognition) deferred tax asset with a corresponding effect
on the determination of the amount of goodwill or regative-goodwit any
excess over the cost of the combination of the acquirer’s interest in the
net fair value of the acquiree’s identifiable assets, liabilities and
contingent liabilities.  However, IAS 12 (revised) prohibits the
recognition of deferred tax liabilities arising from the initial recognition

of goodW| Il Hseli—ei—amem-sﬁkev%e—geemﬂu—ﬁvet—dedae&bmgr

9. Theorigina IAS 12 did not state explicitly whether deferred tax assets
and liabilities may be discounted. 1AS 12 (revised) prohibits
discounting of deferred tax assets and liabilities. Ar—amendment-to
pParagraph 39(H) B15(i) of FAS—22 [draft] IFRS X, Business
Combinations, prohibits discounting of deferred tax assets acquired and
deferred tax liabilities aequl-lted assumed in a busmess combmatlon

The third paragraph of the ‘Objective’ section of IAS 12 is amended as
follows:

This Standard requires an enterprise entity to account for the tax consequences
of transactions and other events in the same way that it accounts for the
transactions and other events themselves. Thus, for transactions and other
events recognised in the income statement, any related tax effects are aso
recognised in the income statement. For transactions and other events
recognised directly in equity, any related tax effects are also recognised
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directly in equity. Similarly, the recognition of deferred tax assets and
liabilities in a business combination affects the amount of goodwill er-regative
geedwiH arising in that busiress combination or the amount of any excess over
the cost of the combination of the acquirer’ sinterest in the net fair value of the

acquiree’' s identifiable assets, liabilities and contingent liabilities.

New paragraphs 21A-21B are added, and paragraphs 15, 18, 19, 21, 22(a), 24,
26(c), 32, 58(b), 66-68 and the example following paragraph 68 are amended
asfollows:

15.

18.

19.

A deferred tax liability sheuld shall be recognised for all taxable
temporary differences, untess except to the extent that the deferred tax
liability arises from:

(@) theinitial recognition of goodwill ferwhich-amertisation-is-net
deductible fortax-purpeoses, or

Temporary differences also arise when:

() the cost of abusiness combination thatis-an-acquisition is allocated
to the identifiable assets acquired and liabilities acguired assumed
by reference to their fair values but no equivaent adjustment is
made for tax purposes (see paragraph 19);

(b) assets are revalued and no equivaent adjustment is made for tax
purposes (see paragraph 20);

(c) goodwill ernegative-goedwilt arises en-censolidation in a business
combination (see paragraphs 21 and-32);

H-a-business-combination-thatis-an—acquisition—the The cost of the
acguisition a business combination is allocated to the identifiable assets

acquired and liabilities acgquired assumed by reference to their fair
values at the acquisition date ef-the-exchange-transaction. Temporary
differences arise when the tax bases of the identifiable assets acquired
and liabilities aequired assumed are not affected by the business
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combination or are affected differently. For example, when the carrying
amount of an asset isincreased to fair value but the tax base of the asset
remains at cost to the previous owner, a taxable temporary difference
arises which results in adeferred tax liability. The resulting deferred tax
liability affects goodwill (see paragraph 66).

Goodwill arising in a business combination is measured as the excess of
the cost of an-aequisition the combination over the acquirer’s interest in
the net fair value of the acquiree’s identifiable assets, and liabilities
aequired and contingent liabilities. Many taxation authorities do not
alow the-amertisation reductions in the carrying amount of goodwill as
a deductible expense in determining taxable profit. Moreover, in such
jurisdictions, the cost of goodwill is often not deductible when a
subsidiary disposes of its underlying business. In such jurisdictions,
goodwill has a tax base of nil. Any difference between the carrying
amount of goodwill and its tax base of nil is a taxable temporary
difference. However, this Standard does not permit the recognition of
the resulting deferred tax liability because goodwill is measured as a
residual and the recognition of the deferred tax liability would increase
the carrying amount of goodwill.

Subsequent reductions in a deferred tax liability that is unrecognised

21B.

because it arises from the initial recognition of goodwill are also
regarded as arising from the initia recognition of goodwill and are
therefore not recognised under paragraph 15(a). For example, if
goodwill acquired in a business combination has a cost of 100 but a tax
base of nil, paragraph 15(a) prohibits the entity from recognising the
resulting deferred tax liability. If the entity subsequently recognises an
impairment loss of 20 for that goodwill, the amount of the taxable
temporary difference relating to the goodwill is reduced from 100 to 80,
with a resulting decrease in the value of the unrecognised deferred tax
liability. That decrease in the value of the unrecognised deferred tax
liability is also regarded as relating to the initial recognition of the
goodwill and is therefore prohibited from being recognised under

paragraph 15(a).

Deferred tax liabilities for taxable temporary differences relating to

goodwill are, however, recognised to the extent they do not arise from
the initial recognition of goodwill. For example, if goodwill acquired in
a business combination has a cost of 100 that is deductible for tax
purposes at a rate of 20 per cent per year starting in the year of
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acquisition, the tax base of the goodwill is 100 on initial recognition and
80 at the end of the year of acquisition. If the carrying amount of
goodwill at the end of the year of acquisition remains unchanged at 100,
a taxable temporary difference of 20 arises at the end of the year of
acquisition. Because that taxable temporary difference does not relate
to the initial recognition of the goodwill, the resulting deferred tax
liability is recognised.

(a) in a business combination, an enterprise entity recognises any
deferred tax liability or asset and this affects the amount of goodwill
or negative-geodwilt the amount of any excess over the cost of the
combination of the acquirer’s interest in the net fair value of the
acquiree's identifiable assets, liabilities and contingent liabilities
(see paragraph 19);

A deferred tax asset should shall be recognised for all deductible
temporary differences to the extent that it is probable that taxable
profit will be available against which the deductible temporary
difference can be utilised, unless the deferred tax asset arises from the
initial recognition of an asset or liability in a transaction that:

(i @) isnot a business combination; and

(# b)at the time of the transaction, affects neither accounting
profit nor taxable profit (tax 10ss).

() in—a-business-combination-thatis-an—acquisition; the cost of the
acquisition a business combination is alocated to the identifiable

assets acquired and liabilities recogrised; assumed by reference to
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their fair values at the acquisition date of-the-exchange-transaction.
When a liability assumed is recognised en at the acquisition date
but the related costs are not deducted in determining taxable profits
until a later period, a deductible temporary difference arises which
results in a deferred tax asset. A deferred tax asset also arises
where the fair value of an identifiable asset acquired is less than its
tax base. In both cases, the resulting deferred tax asset affects
goodwill (see paragraph 66); and

(b) a business combination that-is-an-acquisition (see paragraphs 66
to 68).

As explained in paragraphs 19 and 26(c), temporary differences may
arise in a business combination thatis-an—-aecquisition. In accordance
with FAS22 [draft] IFRS X, Business Combinations, an enterprise entity
recognises any resulting deferred tax assets (to the extent that they meet
the recognition criteria in paragraph 24) or deferred tax liabilities as
identifiable assets and liabilities at the acquisition date ef—the
acgdisition. Consequently, those deferred tax assets and liabilities affect
goodwill or regative-goodwilt the amount of any excess over the cost of
the combination of the acquirer’s interest in the net fair value of the
acquiree’s identifiable assets, liabilities and contingent liabilities.

However, in accordance with paragraphs 15(a) ang-24(a), an enterprise
entity does not recognise deferred tax liabilities arising from the initial

ecognmon of goodW|II Hsel-f—eq‘—amem%en—ef—the—geedwu—u-s—net

As a result of a business combination, an acquirer may consider it
probable that it will recover its own deferred tax asset that was not
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recognised prior to the business combination. For example, the acquirer
may be able to utilise the benefit of its unused tax losses against the
future taxable profit of the acquiree. In such cases, the acquirer
recognises a deferred tax asset and takes thisinto account in determining
the goodwill or negative-goedwill the amount of any excess over the
cost of the combination of the acquirer’s interest in the net fair value of
the acquiree's identifiable assets, liabilities and contingent liabilities

= ;

When an acquirer did not recognise a deferred tax asset of the acquiree
as an identifiable asset at the acquisition date ef-a-busiiess-combination
and that deferred tax asset is subsequently recognised in the acquirer’s
consolidated financial statements, the resulting deferred tax income is
recognised in the income statement. 1n addition, the acquirer:

(a) adjusts reduces the gross carrying amount of the goodwill aned-the
related-aceumulated-amertisation to the amounts that would have
been recorded if the deferred tax asset had been recognised as an
identifiable asset at from the acquisition date of thebusiness
combinatien; and

(b) recognises the reduction in the net carrying amount of the goodwill
as an expense.

procedure cannot result in the creatlon of an excess over the cost of the

combination of the acquirer's interest in the net fair value of the
acquiree's identifiable assets, liabilities and contingent liabilities, nor

dees can it increase the earrying amount ef-negative-goodwill previously
recognised for any such excess.
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Example

An enterprise entity acquired a subsidiary which had deductible
temporary differences of 300. The tax rate at the time of the acquisition
was 30%. The resulting deferred tax asset of 90 was not recognised as an
identifiable asset in determining the goodwill of 500 resulting from the
acquisition business combination. Fhe-goedwiH—is-amertised-over—20
years—2 Two years after the aequisition business combination, the
enterprise entity assessed that future taxable profit would probably be
sufficient for the enterprise entity to recover the benefit of all the
deductible temporary differences.

The enterprise entity recognises a deferred tax asset of 90 (300 at 30%)
and, in the income statement, deferred tax income of 90. It also reduces
the eest C arrymg amoun of the goodW|II by 90 and ecognlseﬁ the

epresenting a a on e

balaneeef—%i—r&#eeegmsed—as an expense for thls amount in the income
statement.  Consequently, the cost of the goodwill—anrd—the—related

aceurmulated-amertisation—are is reduced to the amounts (410 and-41)
that would have been recorded if a deferred tax asset of 90 had been
recognised as an identifiable asset at the acquisition date ef-the-business
If the tax rate has increased to 40%, the enterprise entity recognises a
deferred tax asset of 120 (300 at 40%) and, in the income statement,
deferred tax income of 120. If the tax rate has decreased to 20%, the
enterprise entity recognises a deferred tax asset of 60 (300 at 20%) and
deferred tax income of 60. In both cases, the enterprise entity also
reduces the eest carrying amount of the goodwill by 90 and-the
accumulated-arertisation-by-9 and recognises the-balance-ef-81-as an

expense for that amount in the income statement.

Paragraphs 12 and 13 in Section A of Appendix A to IAS 12 are amended as
follows:

12.

The carrying amount of an asset is increased to fair value in a business
combination that-is-an-aequisition and no equivalent adjustment is made
for tax purposes. (note: on initial recognition, the resulting deferred tax
liability increases goodwill or decreases negative-geodwit the amount
of any excess over the cost of the combination of the acquirer’s interest
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in the net fair value of the acquire€’s identifiable assets, liabilities and
contingent liabilities, see paragraph 66 of the Sandard).

13. Amertisation Reductions in the carrying amount of goodwill is are not
deductible in determining taxable profit and the cost of the goodwill
would not be deductible on disposal of the business (note: paragraph
15(a) of the Standard prohibits recognition of the resulting deferred tax
liability).

Paragraphs 9 and 10 in Section B of Appendix A to IAS 12 are amended as
follows:

9.  Aliability isrecognised at its fair value in a business combination that-is
an—acquisition, but none of the related expense is deducted in
determining taxable profit until a later period. (note: the resulting
deferred tax asset decreases goodwill or increases negative-goodwilt
the amount of any excess over the cost of the combination of the
acquirer’s interest in the net fair value of the acquiree's identifiable
assets, liabilities and contingent liabilities, see paragraph 66 of the

Sandard).

10.

Example 3 in Appendix B of IAS 12 is amended as follows:

On 1 January X5 enterprise entity A acquired 100% of the shares of enterprise

entity B at a cost of 600. A—amertises-goodwil-over-5-years—Gooedwilt
amortisation-is-not-deductible-for-tax-purpeses: At the acquisition date, the

tax base in A’'stax jurisdiction of A’s investment in B is 600. Reductions in
the carrying amount of goodwill are not deductible for tax purposes. In
addition, the cost of the goodwill would not be deductible if B were to dispose
of its underlying business. The tax rate in A’s tax jurisdiction is 30% and the
tax rate in B’ stax jurisdiction is 40%.

The fair value of the identifiable assets acquired and liabilities (excluding
deferred tax assets and liabilities) acquired assumed by A is set out in the
following table, together with their tax base in B’s tax jurisdiction and the
resulting temporary differences.
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Cost of Tax Temporary

Acquisition Base Differences
Property, plant and equipment 270 155 115
Accounts receivable 210 210 -
Inventory 174 124 50
Retirement benefit obligations (30 - (30
Accounts payable (120) (120) -
Fair value of the identifiable
assets acquired and liabilities
acqguired assumed, excluding 504 369 135

deferred tax

The deferred tax asset arising from the retirement benefit obligations is offset
against the deferred tax liabilities arising from the property, plant and
equipment and inventory (see paragraph 74 of the Standard).

No deduction is available in B’s tax jurisdiction for the cost of the goodwill.
Therefore, the tax base of the goodwill (in B's jurisdiction) is nil. However,
in accordance with paragraph 15(a) of the Standard, A recognises no deferred
tax liability for the taxable temporary difference associated, in B's tax
jurisdiction, with the goodwill.

The carrying amount, in A’s consolidated financial statements, of its
investment in B is made up as follows:

Fair value of identifiable assets acquired and liabilities

acquired assumed, excluding deferred tax 504
Deferred tax liability (135 at 40%) (54)
Fair value of identifiable assets acquired and liabilities

acquired assumed 450
Goodwill {ret-of-amortisation-of-nih) 150
Carrying amount 600

At Because at the acquisition date of-aequisition; the tax base, in A's tax
jurisdiction, of A’s investment in B is 600—Therefere, no temporary
difference is associated, in A’sjurisdiction, with the investment.
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During X5, B’s equity (incorporating the fair value adjustments made en
acquiisition as a result of the business combination) changed as follows:

At 1 January X5 450
Retained profit for X5 (net profit of 150,

less dividend payable of 80) _70
At 31 December X5 520

A recognises a liability for any withholding tax or other taxes that it will
suffer on the accrued dividend receivable of 80.

At 31 December X5, the carrying amount of A’s underlying investment in B,
excluding the accrued dividend receivable, is asfollows:

Net assets of B 520
Goodwill {ret-of-amertisation-ef-30) 120 150
Carrying amount 640 670

The temporary difference associated with A’s underlying investment is 49 70
asfollows:.. This amount is equal to the cumulative retained profit since the

acquisition date.

g;‘" ulative retained p.'g'tﬁs' eelae'qlulsutle

B8

If A has determined that it will not sell the investment in the foreseeable
future and that B will not distribute its retained profits in the foreseeable
future, no deferred tax liability isrecognised in relation to A’ sinvestment in B
(see paragraphs 39 and 40 of the Standard). Note that this exception would
apply for an investment in an associate only if there is an agreement requiring
that the profits of the associate will not be distributed in the foreseeable future
(see paragraph 42 of the Standard). A discloses the amount (40 70) of the
temporary difference for which no deferred tax is recognised (see paragraph
81(f) of the Standard).
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Amendmentsto |AS 14 Segment Reporting

The second paragraph following thetitle of IAS 14 is amended as follows:

Paragraphs 416 128 and 417 129 of [draft] IAS 36, Impairment of Assets, set
out eertain disclosure requirements for reporting impairment losses by
segment. In addition, paragraph 134 of [draft] IAS 36 sets out disclosure
requirements for segments to which goodwill and identifiable intangible assets
with indefinite useful lives have been allocated for the purpose of impairment

testing.

Paragraphs 19 and 21 are amended as follows:

19. Examples of segment assets include current assets that are used in the
operating activities of the segment, property, plant, and equipment,
assets that are the subject of finance leases (IAS 17, Leases), and
intangible assets. If a particular item of depreciation or amortisation is
included in segment expense, the related asset is also included in
segment assets.  Segment assets do not include assets used for general
enterprise entity or head-office purposes. Segment assets include
operating assets shared by two or more segments if a reasonable basis
for alocation exists. Segment assets include goodwill that is directly
attributable to a segment or that can be alocated to a segment on a
reasonable basis, and segment expense includes related-amertisation-of
any impairment |osses recognised for goodwill.

21. Measurements of segment assets and liabilities include adjustments to
the prior carrying amounts of the identifiable segment assets and
segment liabilities of a company acquired in a business combination
acecounted-for-as-apurchase, even if those adjustments are made only for
the purpose of preparing consolidated financial statements and are not
recorded in either the parent’s or the subsidiary’s separate financial
statements. ...
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Amendmentsto |AS 16 Property, Plant and
Equipment

Paragraph 54 is deleted.

54.

Amendmentsto |AS 19 Employee Benefits

Paragraph 108 is amended as follows:

108. In a business combination that-is-an—acquisition, an enterprise entity

recognises assets and liabilities arising from post-employment benefits

at the present value of the obligation less the fair value of any plan

assets (see tAS-22 [draft] IFRS X, Business Combinations). The

present value of the obligation includes all of the following, even if the

acquiree had not yet recognised them at the acquisition date of-the
istion:

(a) actuarial gains and losses that arose before the acquisition date of
the-acguisition (whether or not they fell inside the 10% *corridor’);

(b) past service cost that arose from benefit changes, or the introduction
of aplan, before the acquisition date of the-acguisition; and

Paragraphs 19(c) and 70 of Appendix C to IAS 19 are amended as follows:

19.

The Board concluded that projected benefit methods are not
appropriate, and should be eliminated, because such methods:

(c) do not attempt to measure fair value and cannot, therefore, be used
in a business combination, as required by tAS-22 [draft] IFRS X,
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Business Combinations. If an enterprise entity uses an accrued
benefit method in a business combination, it would not be feasible
for the enterprise entity to use a projected benefit method to account
for the same obligation in subsequent periods.

Some commentators on E54 felt that the proposal to measure plan assets
a market value would not be consistent with IAS 22, Business
Combinations (subsequently replaced with [draft] IFRS X, Business
Combinations), and with the measurement of financia assets as
proposed in the discussion paper, Accounting for Financial Assets and
Financial Liabilities, published by IASC's Financial Instruments
Steering Committee in March 1997. Therefore, the Board decided that
plan assets should be measured at fair value.

Amendmentsto | AS 27 Consolidated and
Separate Financial Statements

Paragraphs 2, 15(a), 15(c)(i) and 23 are amended as follows:

2.

15.

This Standard does not deal with methods of accounting for business
combinations and their effects on consolidation, including goodwill

arising on a business combination (see tAS-22(revised-1998) [draft]
IFRS X, Business Combinations).

(8 the carrying amount of the parent’s investment in each subsidiary
and the parent’s portion of equity of each subsidiary are eliminated

(see HAS 22 (revised-1998) [draft] |FRS X, Business Combinations,

which describes the treatment of any resultant goodwill);

© ...
(i) the amount at the date of the origina combination calculated
in accordance with +AS-22{revised-1998} [draft] IFRS X,

Business Combinations; and
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The income and expenses of a subsidiary are included in the
consolidated financial statements from the acquisition date eof
acguisition as defined in FAS-—22 {(revised—1998) [draft] IFRS X,

Business Combinations. ...

Amendmentsto | AS 28 Accounting for
| nvestments in Associates

The definition of ‘joint control’ in paragraph 3 is amended as follows:

Joint control is-the-contractually-agreed-sharing-ofcontrel over an

economic activity exists only when the financial and operating
decisions relating to the activity require the unanimous consent
among the parties sharing control (the venturers).

Paragraphs 17 and 23 are amended as follows:

17.

An investment in an associate is accounted for under the equity method
from the date on which it becomes an associate. On acquisition of the
investment any difference (whether—pesitive-or-negative) between the
cost of the investment and the investor’s share of the net fair values of
the associate' s net identifiable assets, liabilities and contingent liabilities
ofthe-associate tstreated-as-goodwitl-and is accounted for in accordance

with FAS-22 (revised-1998) [draft] IFRS X, Business Combinations.
Therefore:

(a) Geeodwill goodwill relating to an associate is included in the
carrying amount of the investment. However, amortisation of that
goodwill is not permitted and is therefore not included in the
determination of the investor’'s share of the associat€’s profits or
losses;

(b) any excess of the investor's share of the net fair value of the
associate's identifiable assets, liabilities and contingent liabilities
over the cost of the investment is excluded from the carrying
amount of the investment and is instead included as income in the
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determination of the investor’s share of the associate’ s profit or |oss
in the period in which the investment is acquired.

Appropriate adjustments to the investor’s share of the associate’s profits
or losses after acquisition are also made to account for:

{a8)—depreciation of the depreciable assets, based on their fair values at
the acquisition date. ef-aequisition;-and

5 isction.of sl

Because goodwill included in the carrying amount of an investment in
an associate is not separately recognised, it is not tested for impairment
separately by applying the requirements for impairment testing goodwill
in [draft] IAS 36, Impairment of Assets. |Instead, the entire carrying
amount of the investment is tested under [draft] IAS 36 for impairment
by comparing its recoverable amount (higher of value in use and net
selling price) to its carrying amount whenever there is an indication that
the |nvestment may be impaired. .Lf—there—ts—an—meheanen—that—an

l-mpanment—ef—Assets I n determ| ning the val ueinuse of the mvestment
an entity estimates:

(a) its share of the present value of the estimated future cash flows
expected to be generated by the investee associate as a whole,
including the cash flows from the operations of the iavestee
associate and the proceeds on the ultimate disposa of the
investment; or

(b) the present value of the estimated future cash flows expected to
arise from dividends to be received from the investment and from
its ultimate disposal.

Under approprlate assumptions, both methods glve the same result Ahy
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Amendmentsto |AS 31 Financial Reporting
of Interestsin Joint Ventures

The definition of ‘joint control’ in paragraph 2 is amended as follows:

Joint_control is-the-contractually-agreed-sharing-of-contrel over an
economic activity exists only when the financial and operating
decisions relating to the activity require the unanimous consent of the
parties sharing control (the venturers).

Paragraph 6 is amended as follows:

6. The contractual arrangement establishes joint control over the joint
venture. Such a requirement ensures that no single venturer is in a

posutlon to control umIateralIy the act|V|ty lhe—a#angement—@en-ﬂ#&e

Amendmentsto |AS 32 Financial
| nstruments. Presentation and Disclosure

Paragraph 1(d) is amended as follows:

1.  This Standard shall be applied by all entities to all types of financial
instruments except:

(d) contracts for contingent consideration in a business combination
(see paragraphs—65-67—of JAS-22 [draft] |IERS X, Business

Combinations).
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Amendmentsto |AS 34 Interim Financial
Reporting

Paragraphs 16(i) and 18 are amended as follows:

16.

18.

An enterpriseshould entity shall include the following information, as
a minimum, in the notes to itsinterim financial statements, if material
and if not disclosed elsewhere in the interim financial report. The
information sheutd shall normally be reported on a financial year-to-
date basis. However, the enterprise-should entity shall also disclose
any events or transactions that are material to an understanding of
the current interim period:

(i) the effect of changes in the composition of the enterprise-entity
during the interim period, including business combinations,
acquisition or disposal of subsidiaries and long-term investments,
restructurings, and discontinuing operations.__In_the case of
business combinations, the entity shall disclose the information
required to be disclosed under paragraphs 65-72 of [draft]
| FRS X, Business Combinations; and

Other international—Accounting Standards specify disclosures that
should be made in financial statements. In that context, financia
statements means complete sets of financial statements of the type
normally included in an annua financial report and sometimes included
in other reports. Except as required under paragraph 16(i), Fhe the
disclosures required by those other Haternational-Aecounting Standards
are not required if an enterprise entity’s interim financial report includes
only condensed financial statements and selected explanatory notes
rather than a complete set of financial statements.
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Amendmentsto | AS 35 Discontinuing
Operations

Paragraph 26 is amended and new paragraph 26A is added as follows:

26.

26A.

Goodwill is directly attributable to a component of an entity only if it
can be allocated to that component on a reasonable and consistent basis.
Fhe Therefore, the carrying amount (recoverable amount) of a
discontinuing operation includes the carrying amount (recoverable
amount) of any goodwill that can be allocated on a reasonable and
consistent basis to that discontinuing operation.

Under [draft] IAS 36, each cash-generating unit to which a portion of

the carrying amount of goodwill is alocated for impairment testing
purposes represents the smallest cash-generating unit to which a portion
of that carrying amount can be allocated on a reasonable and consistent
basis. Therefore, goodwill cannot be identified or associated with an
asset group at alevel lower than that cash-generating unit, other than in
an arbitrary manner. Consequently, if:

(a) goodwill is an operating asset of a component that the entity
disposes of ; but

(b) that component is at a lower level than a cash-generating unit to
which goodwill has been allocated for impairment testing purposes,

that component cannot meet the definition of a discontinuing operation.
This is because the component would not be one to which the goodwill
can be allocated on a ‘reasonable and consistent basis. Therefore, to
meet the definition of a discontinuing operation, a component that the
entity disposes of that has goodwill as one of its operating assets must
be either at the same level as a cash-generating unit to which goodwill
has been alocated for impairment testing purposes or at some more

aggregated level.
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Amendmentsto |AS 37 Provisions, Contingent
Liabilities and Contingent Assets

Paragraph 5 is amended as follows:

5.

Where another nternational-Acecounting Standard deals with a specific
type of provision, contingent liability or contingent asset, an enterprise
entity applies that Standard instead of this Standard. For example,
[draft] IFRS X, Business Combinations, addresses the treatment by an
acquirer of contingent liabilities assumed in a business combination.
Similarly, certain types of provisions are also addressed in Standards on:

(a) construction contracts (see IAS 11, Construction Contracts);

(b) income taxes (see |AS 12, Income Taxes);

(c) leases (see IAS 17, Leases). However, as IAS 17 contains no
specific requirements to deal with operating leases that have

become onerous, this Standard applies to such cases; and

(d) employee benefits (see |AS 19, Employee Benefits).

Amendmentsto |AS 39 Financial
| nstruments: Recognition and Measurement

Paragraph 1(g) is amended as follows:

1

This Standard shall be applied by all entities to all types of financial
instruments except:

(g) contracts for contingent consideration in a business combination

(see paragraphs—65-67—of LAS-22 [draft] |IFRS X, Business

Combinations).
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. A loan acquired by an entity in a business combination is regarded
as originated by the acquiring entity provided that it was similarly
classified by the acquired entity. The loan is measured at the acquisition
date under FAS 22 [draft] IFRS X, Business Combinations. ...

Amendmentsto SIC-32 Intangible Assets —
Web Site Costs

Paragraphs 8-18 are amended as follows:

8.

A web site arising from development sheuld shall be recognised as an
intangible asset if, and only if, in addition to complying with the general
requirements described in [draft] IAS 38:19 38.18 for recognition and
initial measurement, an enterprise entity can satisfy the requirements in
[draft] 1AS 3845 38.49. |n particular, an enterprise entity may be able
to satisfy the requirement to demonstrate how its web site will generate
probable future economic benefits under [draft] 1AS 38-45(d) 38.49(d)
when, for example, the web site is capable of generating revenues,
including direct revenues from enabling orders to be placed.
An enterprise entity is not able to demonstrate how a web site developed
solely or primarily for promoting and advertising its own products and
services will generate probable future economic benefits, and
consequently all expenditure on developing such a web site shedtd shall
be recognised as an expense when incurred.

Any internal expenditure on the development and operation of an
enterprise entity's own web site sheuld shall be accounted for in
accordance with [draft] IAS38. The nature of each activity for which
expenditure is incurred (eg training employees and maintaining the web
site) and the web site's stage of development or post-devel opment
shodld shall be evaluated to determine the appropriate accounting
treatment (additional guidance is provided in the Appendix to this
Interpretation). For example:

(@) the Planning stage is similar in nature to the research phase in
[draft] IAS 38:42-44 38.46-.48. Expenditure incurred in this stage
shedld shall be recognised as an expense when it isincurred.
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the Application and Infrastructure Development stage, the
Graphical Design stage and the Content Development stage, to the
extent that content is developed for purposes other than to advertise
and promote an enterprise entity’s own products and services, are
similar in nature to the development phase in [draft] IAS 38:45-52
38.49-.56. Expenditure incurred in these stages shedld shall be
included in the cost of a web site recognised as an intangible asset
in accordance with paragraph 8 of this Interpretation when the
expenditure can be directly attributed, or alocated on a reasonable
and consistent basis, to preparing the web site for its intended use.
For example, expenditure on purchasing or creating content (other
than content that advertises and promotes an enterprise entity’s own
products and services) specifically for aweb site, or expenditure to
enable use of the content (eg a fee for acquiring a licence to
reproduce) on the web site, sheuld shall be included in the cost of
development when this condition is met. However, in accordance
with [draft] |AS 38:59 38.63, expenditure on an intangible item that
was initially recognised as an expense in previous financial
statements should shall not be recognised as part of the cost of an
intangible asset at a later date (eg when if the costs of a copyright
have been fully amortised, and the content is subsequently provided
on aweb site).

expenditure incurred in the Content Development stage, to the
extent that content is developed to advertise and promote an
enterprise  entity’s own products and services (eg digita
photographs of products), sheuld shall be recognised as an expense
when incurred in accordance with [draft] IAS 38:5%¢) 38.61(c).
For example, when accounting for expenditure on professional
services for taking digital photographs of an enterprise entity’s own
products and for enhancing their display, expenditure sheuld shall
be recognised as an expense as the professional services are
received during the process, not when the digital photographs are
displayed on the web site.

the Operating stage begins once development of a web site is
complete.  Expenditure incurred in this stage sheuld shall be
recognised as an expense when it is incurred unless it meets the
criteriain [draft] IAS 38-60 38.64.
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A web site that is recognised as an intangible asset under paragraph 8 of
this Interpretation sheudld shall be measured after initial recognition by
applying the requirements of [draft] IAS 38:63~78 38.69-.84. The best
estimate of aweb site’ s useful life should shall be short.

An intangible asset is defined in [draft] IAS 38.7 as an identifiable non-
monetary asset Wlthout physrcal substance helel—tor—mntheproduetron

pur-pesm [Draft] IAS 38 8 provr des computer software as a common
example of an intangible asset. By analogy, a web site is another
example of an intangible asset.

[Draft] IAS 38:56 38.60 requires expenditure on an intangible item to be
recognised as an expense when incurred unless it forms part of the cost
of an intangible asset that meets the recognition criteria in [draft]
IAS 38:18-55 38.17-.59. [Draft] IAS 38:57 38.61 requires expenditure
on start-up activities to be recognised as an expense when incurred.
An enterprise entity developing its own web site for internal or externa
access is not undertaking a start-up activity to the extent that an
internally generated intangible asset is created. The requirements and
guidance in [draft] IAS 3840-55 38.44-.59, in addition to the general
requirements described in [draft] IAS 3849 38.18 for recognition and
initial measurement of an intangible asset, apply to expenditure incurred
on the development of an enterprise entity’ s own web site. As described
in [draft] IAS 38:53-55 38.57-.59, the cost of a web site recognised as
an internally generated intangible asset comprises all expenditure that
can be directly attributed—eralocated-on-a-reasonable-and-consistent
basis; and is necessary to creating, producing, and preparing the asset
for its-atended-use it to be capable of operating in the manner intended

by management.

[Draft] 1AS 3842 38.46 requires expenditure on research (or on the
research phase of an internal project) to be recognised as an expense
when incurred. The examples provided in [draft] IAS 3844 38.48 are
similar to the activities undertaken in the Planning stage of a web site's
development. Consequently, expenditure incurred in the Planning stage
of aweb site’s development is recognised as an expense when incurred.

[Draft] IAS 3845 38.49 requires an intangible asset arising from the
development phase of an internal project to be recognised only if an
enterprise entity can demonstrate fulfilment of the six criteria specified.
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One of the criteria is to demonstrate how a web site will generate
probable future economic benefits ([draft] |AS 38:45(d) 38.49(d)).
[Draft] IAS 38:48 38.52 indicates that this criterion is met by assessing
the economic benefits to be received from the web site and using the
principles in [draft] IAS 36, Impairment of Assets, which considers the
present value of estimated future cash flows from continuing use of the
web site. Future economic benefits flowing from an intangible asset, as
stated in [draft] IAS 3827 38.16, may include revenue from the sale of
products or services, cost savings, or other benefits resulting from the
use of the asset by the enterprise entity. Therefore, future economic
benefits from aweb site may be assessed when the web siteis capabl e of
generating revenues. A web site developed solely or primarily for
advertising and promoting an enterprise entity’'s own products and
services is not recognised as an intangible asset, because the enterprise
entity cannot demonstrate the future economic benefits that will flow.
Consequently, al expenditure on developing a web site solely or
primarily for promoting and advertisng an enterprise entity’s own
products and servicesis recognised as an expense when incurred.

Under [draft] IAS 3849 38.18, an intangible asset is recognised if, and
only if, it meets specified criteria. [Draft] IAS 3853 38.57 indicates
that the cost of an internaly generated intangible asset is the sum of
expenditure incurred from the date when the intangible asset first meets
the specified recognition criteria. When an enterprise entity acquires or
creates content for purposes other than to advertise and promote an
enterprise entity’s own products and services, it may be possible to
identify an intangible asset (eg alicence or a copyright) separate from a
web site. However, a separate asset is not recognlsed when expendlture
is directly attributed Hocal

to creating, producing, and preparrng the web srte for nsmtendeel—use |t
to be capable of operating in the manner intended by management — the
expenditure isincluded in the cost of developing the web site.

[Draft] 1AS 38:5%¢) 38.61(c) requires expenditure on advertising and
promotional activities to be recognised as an expense when incurred.
Expenditure incurred on developing content that advertises and
promotes an enterprise entity’s own products and services (eg digital
photographs of products) is an advertising and promotional activity, and
consequently recognised as an expense when incurred H—aceerdance

283 © Copyright IASCF



ProPOSED AMENDMENTSIASs 36 & 38 DECEMBER 2002

17. Once development of a web site is complete, an enterprise entity begins
the activities described in the Operating stage. Subsequent expenditure
to enhance or maintain an enterprise entity’s own web site is recognised
as an expense when incurred unless it meets the recognition criteria in
[draft] IAS 38:60 38.64. [Draft] 1AS 38:61 38.65 explains that if the
expenditure is required to maintain the asset at its origirathy—assessed
standard of performance assessed immediately before the expenditure
was made, then the expenditure is recognised as an expense when
incurred.

18. Anintangible asset is measured after initia recognition by applying the
requirements of [draft] |IAS 38:63-78 38.69-.84. The Allowed
Alternative Treatment in [draft] IAS 3864 38.70 is applied only when
the fair value of an intangible asset can be determined by reference to an
active market. However, as an active market is unlikely to exist for web
sates the Benchmark Treaiment apph&e Addmonally, sineetAS-38.84

usetul—kieander—LAS%S—?—g—As as |nd|cated in [draft] IAS%&S& 38 89,
many intangible assets are susceptible to technological obsolescence,
and given the history of rapid changes in technology, the useful life of
web siteswill be short.

The Effective Date paragraph is amended as follows:

Effective Date: This Interpretation becomes effective on 25 March 2002.
The effects of adopting this Interpretation shedtd shall be accounted for using
the transitiona requirements ef+tAS-38:118-121 in the version of IAS 38 that
was issued in 1998. Therefore, when aweb site does not meet the criteria for
recognition as an intangible asset, but was previously recognised as an asset,
the item sheuld shall be derecognised at the date when this Interpretation
becomes effective. When a web site exists and the expenditure to develop it
meets the criteria for recognition as an intangible asset, but was not previously
recognised as an asset, the intangible asset should shall not be recognised at
the date when this Interpretation becomes effective. When a web site exists
and the expenditure to develop it meets the criteria for recognition as an
intangible asset, was previoudy recognised as an asset and initially measured
a cost, the amount initially recognised is deemed to have been properly
determined.
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The Examplein the Appendix to SIC-32 isamended as follows:

Stage/ Nature of Expenditure

Accounting treatment

Planning

e undertaking feasibility studies

» defining hardware and software
specifications

e evauating aternative products
and suppliers

e selecting preferences

Expense when incurred under [draft]
IAS 38:42 38.46

Application and Infrastructure

Development

e purchasing or developing
hardware

Apply the requirements of IAS 16

e obtaining adomain name

» developing operating software
(eg operating system and server
software)

e developing code for the
application

* instaling developed applications
on the web server

e dresstesting

Expense when incurred, unless the
expenditure is can be directly
attributed.—or—allocated—on—a
reasonable—and-—consistentbasis; to
preparing the web site fer—its
intended—use; to operate in the
manner _intended by management,
and the web site meets the
recognition criteria under [draft]
IAS3819 38.18 and [draft]
IAS 3845 38.49*

Graphical Design Development
e designing the appearance (eg
layout and colour) of web pages

Expense when incurred, unless the
expenditure is can be directly
attributed—or—allocated—on—a
reasonable—and—consistentbasis; to
preparing the web site fer—its
intended—use; to operate in the
manner _intended by management,
and the web site meets the
recognition criteria under [draft]
IAS3819 3818 and [draft]
IAS 3845 38.49*
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Content Development

e creating, purchasing, preparing
(eg creating links and identifying
tags), and uploading information,
either textual or graphical in
nature, on the web site before the
completion of the web site's
development. Examples of
content include information about
an enterprise entity, products or
services offered for sale, and
topics that subscribers access.

Expense when incurred under [draft]

IAS 38:5%€) 38.61(c) to the extent
that content is developed to advertise
and promote an enterprise entity’s
own products and services (eg
digital photographs of products).
Otherwise, expense when incurred,
unless the expenditure is can be
directly attributed—or-aHocated-on-a
reasonable—and—consistentbasis; to
preparing the web site fer—is
intended—use to operate in the
manner intended by management,
and the web site meets the
recognition criteria under [draft]
IAS3819 3818 and [draft]
IAS 3845 38.49*

CONSEQUENTIAL AMENDMENTSTO IFRSs

Other

e sdling, administrative and other | Expense when incurred under [draft]
general overhead expenditure | IAS 385358 38.57-.62
unless it can be directly attributed
to preparing the web site foruse
to operate in the manner intended
by management

e clearly identified inefficiencies
and initial operating losses
incurred before the web site
achieves planned performance
[eg false start testing]

» training employees to operate the
web site

Operating

e updating graphics and revising
content

e adding new functions, features
and content

e registering the web site with
search engines

e backing up data

e reviewing security access

e analysing usage of the web site

Expense when incurred, unless in
rare circumstances it meets the
criteriain [draft] IAS 3860 38.64, in
which case the expenditure is
included in the cost of the web site
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* All expenditure on developing a web site solely or primarily for promoting
and advertising an enterprise entity’s own products and services is recognised
as an expense when incurred under [draft] IAS 38:56 38.60.

Withdrawal of I nternational Financial
Reporting Standardsand SIC Inter pretations

IAS 22 Business Combinations is withdrawn because the issues addressed in
that Standard are now dealt with in [draft] IFRS X Business Combinations.
However, IAS 22 shall continue to apply to the accounting for the following
business combinations until guidance on the application of the purchase
method to those transactions has been issued by the International Accounting
Standards Board:

(@ combinationsinvolving two or more mutual entities; and

(b) combinations in which separate entities or operations of entities are
brought together to form a reporting entity by contract only without the
obtaining of an ownership interest (for example, combinations in which
separate entities are brought together by contract only to form a dual
listed corporation).
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The following SIC Interpretations are withdrawn because the i ssues addressed
in them are now dealt with in [draft] IFRS X Business Combinations:

e SIC-22 Business Combinations — Subsequent Adjustment of Fair Values
and Goodwill Initially Reported

e SIC-28 Business Combinations — “ Date of Exchange” and Fair Value of
Equity Instruments.
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