Appendix to the Questionnaire
on Initial accounting for intangible assets acquired in
Business Combinations

In January 2008, the IASB completed the second phase of its Business Combinations project.
As a result of completing this project, the IASB issued a revised version of IFRS 3 and
amended some of the requirements in 1AS 38 in relation to intangible assets acquired in
business combinations. The revised version of IFRS 3 and the related amendments to IAS 38
are effective for reporting periods beginning on or after 1 July 2009. The revised version of
IFRS 3 (March 2008) did not significantly amend the requirements in the previous version of
IFRS 3 (July 2004) in relation to the initial accounting for intangible assets acquired in a
business combination.

The following provides a summary and extracts of the main requirements in the revised
version of IFRS 3 and IAS 38 in respect of the initial accounting for an intangible asset
acquired in a business combination. Please note that the requirements in IFRS 3 in respect of
reacquired (intangible) rights are not discussed in this Appendix as they are not specifically
considered in this questionnaire. However, the requirements in respect of reacquired
(intangible) rights may be considered at a future stage, subject to the findings from this
questionnaire.

Summary of the main requirements in IFRS 3 and IAS 38 in relation to the
initial accounting for intangible assets acquired in business combinations

Definition of an intangible asset and distinction from goodwill
. intangible asset - identifiable non-monetary asset without physical substance
. an intangible asset is identifiable if it is either:

o separable, i.e. 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, identifiable asset or liability, regardless of whether the entity
intends to do so; or

o 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
Recognition of an intangible asset acquired in a business combination
. an intangible asset shall be recognised if, and only if:

o it is probable that the expected future economic benefits that are attributable to
the asset will flow to the entity; and

o the cost of the asset can be measured reliably

. for an (identifiable) intangible asset acquired in a business combination, the probability
and measurement recognition criteria are always considered to be satisfied
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Initial measurement of an intangible asset acquired in a business combination

. acquisition date fair value

Initial disclosure of information in relation to an identifiable intangible asset acquired in a
business combination

. disclose, at a minimum and for each business combination that occurs during the
reporting period, a qualitative description of the factors that make up the goodwill
recognised, such as expected synergies from combining operations of the acquiree and
the acquirer, intangible assets that do not qualify for separate recognition or other
factors

Provisional accounting for an identifiable intangible asset acquired in a business
combination

. provisional amounts recognised for assets acquired (or liabilities assumed) for which
the accounting is incomplete at the end of the reporting period in which the business
combination occurs

. retrospective adjustment by the acquirer of any provisional amount in the reporting
period subsequent to the period in which the business combination occurred to reflect
new information about the facts and circumstances that existed at the acquisition date
and, if known by the acquirer, would have affected the measurement of the amount
recognised as of the acquisition date

Extracts of the main requirements in IFRS 3 and IAS 38 in relation to the
initial accounting for intangible assets acquired in business combinations

IFRS 3 Business Combinations

Recognition principle

10 As of the acquisition date, the acquirer shall recognise, separately from goodwill, the identifiable
assets acquired, the liabilities assumed and any non-controlling interest in the acquiree.
Recognition of identifiable assets acquired and liabilities assumed is subject to the conditions
specified in paragraphs 11 and 12.

Measurement principle

18 The acquirer shall measure the identifiable assets acquired and the liabilities assumed at their
acquisition-date fair values.

Reacquired rights

29 The acquirer shall measure the value of a reacquired right recognised as an intangible asset on the basis
of the remaining contractual term of the related contract regardless of whether market participants
would consider potential contractual renewals in determining its fair value. Paragraphs B35 and B36
provide related application guidance. ...

Measurement Period

45 If the initial accounting for a business combination is incomplete by the end of the
reporting period in which the combination occurs, the acquirer shall report in its financial
statements provisional amounts for the items for which the accounting is incomplete.
During the measurement period, the acquirer shall retrospectively adjust the provisional
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47
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amounts recognised at the acquisition date to reflect new information obtained about facts
and circumstances that existed as of the acquisition date and, if known, would have
affected the measurement of the amounts recognised as of that date. During the
measurement period, the acquirer shall also recognise additional assets or liabilities if new
information is obtained about facts and circumstances that existed as of the acquisition
date and, if known, would have resulted in the recognition of those assets and liabilities as
of that date. The measurement period ends as soon as the acquirer receives the information
it was seeking about facts and circumstances that existed as of the acquisition date or
learns that more information is not obtainable. However, the measurement period shall not
exceed one year from the acquisition date.

The measurement period is the period after the acquisition date during which the acquirer may
adjust the provisional amounts recognised for a business combination. The measurement period
provides the acquirer with a reasonable time to obtain the information necessary to identify and
measure the following as of the acquisition date in accordance with the requirements of this
Standard:

(@) the identifiable assets acquired, liabilities assumed and any non-controlling interest in
the acquiree;

(b) the consideration transferred for the acquiree (or the other amount used in measuring
goodwill);

(c) in a business combination achieved in stages, the equity interest in the acquiree
previously held by the acquirer; and

(d) the resulting goodwill or gain on a bargain purchase.

The acquirer shall consider all pertinent factors in determining whether information obtained
after the acquisition date should result in an adjustment to the provisional amounts recognised or
whether that information results from events that occurred after the acquisition date. Pertinent
factors include the date when additional information is obtained and whether the acquirer can
identify a reason for a change to provisional amounts. Information that is obtained shortly after
the acquisition date is more likely to reflect circumstances that existed at the acquisition date
than is information obtained several months later. For example, unless an intervening event that
changed its fair value can be identified, the sale of an asset to a third party shortly after the
acquisition date for an amount that differs significantly from its provisional fair value determined
at that date is likely to indicate an error in the provisional amount.

The acquirer recognises an increase (decrease) in the provisional amount recognised for an
identifiable asset (liability) by means of a decrease (increase) in goodwill. However, new
information obtained during the measurement period may sometimes result in an adjustment to
the provisional amount of more than one asset or liability. For example, the acquirer might have
assumed a liability to pay damages related to an accident in one of the acquiree’s facilities, part
or all of which are covered by the acquiree’s liability insurance policy. If the acquirer obtains
new information during the measurement period about the acquisition-date fair value of that
liability, the adjustment to goodwill resulting from a change to the provisional amount
recognised for the liability would be offset (in whole or in part) by a corresponding adjustment to
goodwill resulting from a change to the provisional amount recognised for the claim receivable
from the insurer.

During the measurement period, the acquirer shall recognise adjustments to the provisional
amounts as if the accounting for the business combination had been completed at the acquisition
date. Thus, the acquirer shall revise comparative information for prior periods presented in
financial statements as needed, including making any change in depreciation, amortisation or
other income effects recognised in completing the initial accounting.



Appendix A — Defined Terms

business combination A transaction or other event in which an acquirer obtains control of one or more
businesses. Transactions sometimes referred to as ‘true mergers’ or ‘mergers of
equals’ are also business combinations as that term is used in this Standard.

fair value The amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction.

Goodwill An asset representing the future economic benefits arising from other assets acquired
in a business combination that are not individually identified and separately
recognised.

Identifiable An asset is identifiable if it either:

(a) isseparable, i.e. capable of being separated or divided from the entity and sold,
transferred, licensed, rented or exchanged, either individually or together with a
related contract, identifiable asset or liability, regardless of whether the entity
intends to do so; or

(b) 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.

intangible asset An identifiable non-monetary asset without physical substance.

Appendix B — Application Guidance

Intangible assets

B31 The acquirer shall recognise, separately from goodwill, the identifiable intangible assets acquired in a business
combination. An intangible asset is identifiable if it meets either the separability criterion or the contractual-
legal criterion.

B32 An intangible asset that meets the contractual-legal criterion is identifiable even if the asset is not transferable
or separable from the acquiree or from other rights and obligations. For example:

(@) anacquiree leases a manufacturing facility under an operating lease that has terms that are
favourable relative to market terms. The lease terms explicitly prohibit transfer of the lease
(through either sale or sublease). The amount by which the lease terms are favourable compared
with the terms of current market transactions for the same or similar items is an intangible asset that
meets the contractual-legal criterion for recognition separately from goodwill, even though the
acquirer cannot sell or otherwise transfer the lease contract.

(b) anacquiree owns and operates a nuclear power plant. The licence to operate that power plant is an
intangible asset that meets the contractual-legal criterion for recognition separately from goodwill,
even if the acquirer cannot sell or transfer it separately from the acquired power plant. An acquirer
may recognise the fair value of the operating licence and the fair value of the power plant as a
single asset for financial reporting purposes if the useful lives of those assets are similar.

(c) anacquiree owns a technology patent. It has licensed that patent to others for their exclusive use
outside the domestic market, receiving a specified percentage of future foreign revenue in
exchange. Both the technology patent and the related licence agreement meet the contractual-legal
criterion for recognition separately from goodwill even if selling or exchanging the patent and the
related licence agreement separately from one another would not be practical.

B33 The separability criterion means that an acquired intangible asset is capable of being separated or divided
from the acquiree and sold, transferred, licensed, rented or exchanged, either individually or together with
a related contract, identifiable asset or liability. An intangible asset that the acquirer would be able to sell,
license or otherwise exchange for something else of value meets the separability criterion even if the
acquirer does not intend to sell, license or otherwise exchange it. An acquired intangible asset meets the



B34

separability criterion if there is evidence of exchange transactions for that type of asset or an asset of a
similar type, even if those transactions are infrequent and regardless of whether the acquirer is involved in
them. For example, customer and subscriber lists are frequently licensed and thus meet the separability
criterion. Even if an acquiree believes its customer lists have characteristics different from other customer
lists, the fact that customer lists are frequently licensed generally means that the acquired customer list
meets the separability criterion. However, a customer list acquired in a business combination would not
meet the separability criterion if the terms of confidentiality or other agreements prohibit an entity from
selling, leasing or otherwise exchanging information about its customers.

An intangible asset that is not individually separable from the acquiree or combined entity meets the
separability criterion if it is separable in combination with a related contract, identifiable asset or liability.
For example:

(@ market participants exchange deposit liabilities and related depositor relationship intangible assets
in observable exchange transactions. Therefore, the acquirer should recognise the depositor
relationship intangible asset separately from goodwill.

(b) anacquiree owns a registered trademark and documented but unpatented technical expertise used to
manufacture the trademarked product. To transfer ownership of a trademark, the owner is also
required to transfer everything else necessary for the new owner to produce a product or service
indistinguishable from that produced by the former owner. Because the unpatented technical
expertise must be separated from the acquiree or combined entity and sold if the related trademark
is sold, it meets the separability criterion.

Reacquired rights

B35

B36

As part of a business combination, an acquirer may reacquire a right that it had previously granted to the
acquiree to use one or more of the acquirer’s recognised or unrecognised assets. Examples of such rights
include a right to use the acquirer’s trade name under a franchise agreement or a right to use the acquirer’s
technology under a technology licensing agreement. A reacquired right is an identifiable intangible asset
that the acquirer recognises separately from goodwill. Paragraph 29 provides guidance on measuring a
reacquired right and paragraph 55 provides guidance on the subsequent accounting for a reacquired right.

If the terms of the contract giving rise to a reacquired right are favourable or unfavourable relative to the
terms of current market transactions for the same or similar items, the acquirer shall recognise a
settlement gain or loss. Paragraph B52 provides guidance for measuring that settlement gain or loss.

Assembled workforce and other items that are not identifiable

B37

B38

B39

The acquirer subsumes into goodwill the value of an acquired intangible asset that is not identifiable as of
the acquisition date. For example, an acquirer may attribute value to the existence of an assembled
workforce, which is an existing collection of employees that permits the acquirer to continue to operate an
acquired business from the acquisition date. An assembled workforce does not represent the intellectual
capital of the skilled workforce — the (often specialised) knowledge and experience that employees of an
acquiree bring to their jobs. Because the assembled workforce is not an identifiable asset to be recognised
separately from goodwill, any value attributed to it is subsumed into goodwill.

The acquirer also subsumes into goodwill any value attributed to items that do not qualify as assets at the
acquisition date. For example, the acquirer might attribute value to potential contracts the acquiree is
negotiating with prospective new customers at the acquisition date. Because those potential contracts are
not themselves assets at the acquisition date, the acquirer does not recognise them separately from
goodwill. The acquirer should not subsequently reclassify the value of those contracts from goodwill for
events that occur after the acquisition date. However, the acquirer should assess the facts and
circumstances surrounding events occurring shortly after the acquisition to determine whether a separately
recognisable intangible asset existed at the acquisition date.

After initial recognition, an acquirer accounts for intangible assets acquired in a business combination in
accordance with the provisions of AASB 138 Intangible Assets. However, as described in paragraph 3 of
AASB 138, the accounting for some acquired intangible assets after initial recognition is prescribed by
other Australian Accounting Standards.



B40 The identifiability criteria determine whether an intangible asset is recognised separately from goodwill.
However, the criteria neither provide guidance for measuring the fair value of an intangible asset nor
restrict the assumptions used in estimating the fair value of an intangible asset. For example, the acquirer
would take into account assumptions that market participants would consider, such as expectations of
future contract renewals, in measuring fair value. It is not necessary for the renewals themselves to meet
the identifiability criteria. (However, see paragraph 29, which establishes an exception to the fair value
measurement principle for reacquired rights recognised in a business combination.) Paragraphs 36 and 37
of AASB 138 provide guidance for determining whether intangible assets should be combined into a
single unit of account with other intangible or tangible assets.

Assets that the acquirer intends not to use or to use in a way that is different from the way other market
participants would use them

B43 For competitive or other reasons, the acquirer may intend not to use an acquired asset, for example, a
research and development intangible asset, or it may intend to use the asset in a way that is different from
the way in which other market participants would use it. Nevertheless, the acquirer shall measure the asset
at fair value determined in accordance with its use by other market participants.

Disclosures (application of paragraphs 59 and 61)

B64 To meet the objective in paragraph 59, the acquirer shall disclose the following information for each
business combination that occurs during the reporting period:

(e) aqualitative description of the factors that make up the goodwill recognised, such as expected
synergies from combining operations of the acquiree and the acquirer, intangible assets that do not
qualify for separate recognition or other factors.

(i)  the amounts recognised as of the acquisition date for each major class of assets acquired and
liabilities assumed.

Illustrative Examples

Identifiable intangible assets
Illustrating the consequences of applying paragraphs 10-14 and B31-B40 of IFRS 3.

IE16  The following are examples of identifiable intangible assets acquired in a business combination. Some
of the examples may have characteristics of assets other than intangible assets. The acquirer should
account for those assets in accordance with their substance. The examples are not intended to be all-
inclusive.

IEL7  Intangible assets identified as having a contractual basis are those that arise from contractual or other
legal rights. Those designated as having a non-contractual basis do not arise from contractual or other
legal rights but are separable. Intangible assets identified as having a contractual basis might also be
separable but separability is not a necessary condition for an asset to meet the contractual-legal
criterion.

Marketing-related intangible assets

IE18  Marketing-related intangible assets are used primarily in the marketing or promotion of products or
services. Examples of marketing-related intangible assets are:



Class Basis

Trademarks, trade names, service marks, collective marks and Contractual
certification marks

Trade dress (unique colour, shape or package design) Contractual
Newspaper mastheads Contractual
Internet domain names Contractual
Non-competition agreements Contractual

Trademarks, trade names, service marks, collective marks and certification marks

IE19

IE20

IE21

Trademarks are words, names, symbols or other devices used in trade to indicate the source of a
product and to distinguish it from the products of others. A service mark identifies and distinguishes
the source of a service rather than a product. Collective marks identify the goods or services of
members of a group. Certification marks certify the geographical origin or other characteristics of a
good or service.

Trademarks, trade names, service marks, collective marks and certification marks may be protected
legally through registration with governmental agencies, continuous use in commerce or by other
means. If it is protected legally through registration or other means, a trademark or other mark acquired
in a business combination is an intangible asset that meets the contractual-legal criterion. Otherwise, a
trademark or other mark acquired in a business combination can be recognised separately from
goodwill if the separability criterion is met, which normally it would be.

The terms brand and brand name, often used as synonyms for trademarks and other marks, are general
marketing terms that typically refer to a group of complementary assets such as a trademark (or service
mark) and its related trade name, formulas, recipes and technological expertise. IFRS 3 does not
preclude an entity from recognising, as a single asset separately from goodwill, a group of
complementary intangible assets commonly referred to as a brand if the assets that make up that group
have similar useful lives.

Internet domain names

IE22

An Internet domain name is a unique alphanumeric name that is used to identify a particular numeric
Internet address. Registration of a domain name creates an association between that name and a
designated computer on the Internet for the period of the registration. Those registrations are
renewable. A registered domain name acquired in a business combination meets the contractual-legal
criterion.

Customer-related intangible assets

IE23

Examples of customer-related intangible assets are:

Class Basis
Customer lists Non-contractual
Order or production backlog Contractual
Customer contracts and related customer relationships Contractual
Non-contractual customer relationships Non-contractual

Customer lists

IE24

A customer list consists of information about customers, such as their names and contact information.
A customer list also may be in the form of a database that includes other information about the
customers, such as their order histories and demographic information. A customer list does not usually
arise from contractual or other legal rights. However, customer lists are often leased or exchanged.
Therefore, a customer list acquired in a business combination normally meets the separability criterion.



Order or production backlog

IE25

An order or production backlog arises from contracts such as purchase or sales orders. An order or
production backlog acquired in a business combination meets the contractual-legal criterion even if the
purchase or sales orders can be cancelled.

Customer contracts and the related customer relationships

IE26

IE27

IE28

IE29

If an entity establishes relationships with its customers through contracts, those customer relationships
arise from contractual rights. Therefore, customer contracts and the related customer relationships
acquired in a business combination meet the contractual-legal criterion, even if confidentiality or other
contractual terms prohibit the sale or transfer of a contract separately from the acquiree.

A customer contract and the related customer relationship may represent two distinct intangible assets.
Both the useful lives and the pattern in which the economic benefits of the two assets are consumed
may differ.

A customer relationship exists between an entity and its customer if (a) the entity has information about
the customer and has regular contact with the customer and (b) the customer has the ability to make
direct contact with the entity. Customer relationships meet the contractual-legal criterion if an entity
has a practice of establishing contracts with its customers, regardless of whether a contract exists at the
acquisition date. Customer relationships may also arise through means other than contracts, such as
through regular contact by sales or service representatives.

As noted in paragraph IE25, an order or a production backlog arises from contracts such as purchase or
sales orders and is therefore considered a contractual right. Consequently, if an entity has relationships
with its customers through these types of contracts, the customer relationships also arise from
contractual rights and therefore meet the contractual-legal criterion.

Examples

IE30

The following examples illustrate the recognition of customer contract and customer relationship

intangible assets acquired in a business combination.

€)] Acquirer Company (AC) acquires Target Company (TC) in a business combination on 31
December 20X5. TC has a five-year agreement to supply goods to Customer. Both TC and
AC believe that Customer will renew the agreement at the end of the current contract.

The agreement is not separable. The agreement, whether cancellable or not, meets the
contractual-legal criterion. Additionally, because TC establishes its relationship with
Customer through a contract, not only the agreement itself but also TC’s customer relationship
with Customer meet the contractual-legal criterion.

(b) AC acquires TC in a business combination on 31 December 20X5. TC manufactures goods in
two distinct lines of business: sporting goods and electronics. Customer purchases both
sporting goods and electronics from TC. TC has a contract with Customer to be its exclusive
provider of sporting goods but has no contract for the supply of electronics to Customer. Both
TC and AC believe that only one overall customer relationship exists between TC and
Customer.

The contract to be Customer’s exclusive supplier of sporting goods, whether cancellable or
not, meets the contractual-legal criterion. Additionally, because TC establishes its relationship
with Customer through a contract, the customer relationship with Customer meets the
contractual-legal criterion. Because TC has only one customer relationship with Customer, the
fair value of that relationship incorporates assumptions about TC’s relationship with Customer
related to both sporting goods and electronics. However, if AC determines that the customer
relationships with Customer for sporting goods and for electronics are separate from each
other, AC would assess whether the customer relationship for electronics meets the
separability criterion for identification as an intangible asset.

(© AC acquires TC in a business combination on 31 December 20X5. TC does business with its
customers solely through purchase and sales orders. At 31 December 20X5, TC has a backlog



of customer purchase orders from 60 per cent of its customers, all of whom are recurring
customers. The other 40 per cent of TC’s customers are also recurring customers. However, as
of 31 December 20X5, TC has no open purchase orders or other contracts with those
customers.

Regardless of whether they are cancellable or not, the purchase orders from 60 per cent of
TC’s customers meet the contractual-legal criterion. Additionally, because TC has established
its relationship with 60 per cent of its customers through contracts, not only the purchase
orders but also TC’s customer relationships meet the contractual-legal criterion. Because TC
has a practice of establishing contracts with the remaining 40 per cent of its customers, its
relationship with those customers also arises through contractual rights and therefore meets
the contractual-legal criterion even though TC does not have contracts with those customers at
31 December 20X5.

(d) AC acquires TC, an insurer, in a business combination on 31 December 20X5. TC has a
portfolio of one-year motor insurance contracts that are cancellable by policyholders.

Because TC establishes its relationships with policyholders through insurance contracts, the
customer relationship with policyholders meets the contractual-legal criterion. 1AS 36
Impairment of Assets and IAS 38 Intangible Assets apply to the customer relationship
intangible asset.

Non-contractual customer relationships

IE31 A customer relationship acquired in a business combination that does not arise from a contract may
nevertheless be identifiable because the relationship is separable. Exchange transactions for the same
asset or a similar asset that indicate that other entities have sold or otherwise transferred a particular
type of non-contractual customer relationship would provide evidence that the relationship is separable.

Avrtistic-related intangible assets

IE32  Examples of artistic-related intangible assets are:

Class Basis
Plays, operas and ballets Contractual
Books, magazines, newspapers and other literary works Contractual
Musical works such as compositions, song lyrics and Contractual
advertising jingles

Pictures and photographs Contractual
Video and audiovisual material, including motion pictures or Contractual

films, music videos and television programmes

IE33  Artistic-related assets acquired in a business combination are identifiable if they arise from contractual
or legal rights such as those provided by copyright. The holder can transfer a copyright, either in whole
through an assignment or in part through a licensing agreement. An acquirer is not precluded from
recognising a copyright intangible asset and any related assignments or licence agreements as a single
asset, provided they have similar useful lives.

Contract-based intangible assets

IE34  Contract-based intangible assets represent the value of rights that arise from contractual arrangements.
Customer contracts are one type of contract-based intangible asset. If the terms of a contract give rise
to a liability (for example, if the terms of an operating lease or customer contract are unfavourable
relative to market terms), the acquirer recognises it as a liability assumed in the business combination.
Examples of contract-based intangible assets are:



Class Basis

Licensing, royalty and standstill agreements Contractual
Advertising, construction, management, service or Contractual
supply contracts

Lease agreements (whether the acquiree is the lessee or Contractual
the lessor)

Construction permits Contractual
Franchise agreements Contractual
Operating and broadcast rights Contractual
Servicing contracts, such as mortgage servicing contracts Contractual
Employment contracts Contractual
Use rights, such as drilling, water, air, timber cutting and Contractual

route authorities

Servicing contracts, such as mortgage servicing contracts

IE35  Contracts to service financial assets are one type of contract-based intangible asset. Although servicing
is inherent in all financial assets, it becomes a distinct asset (or liability) by one of the following:

€)] when contractually separated from the underlying financial asset by sale or securitisation of
the assets with servicing retained,;
(b) through the separate purchase and assumption of the servicing.

IE36  If mortgage loans, credit card receivables or other financial assets are acquired in a business
combination with servicing retained, the inherent servicing rights are not a separate intangible asset
because the fair value of those servicing rights is included in the measurement of the fair value of the
acquired financial asset.

Employment contracts

IE37  Employment contracts that are beneficial contracts from the perspective of the employer because the
pricing of those contracts is favourable relative to market terms are one type of contract-based
intangible asset.

Use rights

IE38  Use rights include rights for drilling, water, air, timber cutting and route authorities. Some use rights
are contract-based intangible assets to be accounted for separately from goodwill. Other use rights may
have characteristics of tangible assets rather than of intangible assets. An acquirer should account for
use rights on the basis of their nature.

Technology-based intangible assets

IE39  Examples of technology-based intangible assets are:

Class Basis

Patented technology Contractual
Computer software and mask works Contractual
Unpatented technology Non-contractual
Databases, including title plants Non-contractual
Trade secrets, such as secret formulas, Contractual

processes and recipes

Computer software and mask works

IE40  Computer software and program formats acquired in a business combination that are protected legally,
such as by patent or copyright, meet the contractual-legal criterion for identification as intangible
assets. IE41 Mask works are software permanently stored on a read-only memory chip as a series of



stencils or integrated circuitry. Mask works may have legal protection. Mask works with legal
protection that are acquired in a business combination meet the contractual-legal criterion for
identification as intangible assets.\

Databases, including title plants

IE42

IE43

Databases are collections of information, often stored in electronic form (such as on computer disks or
files). A database that includes original works of authorship may be entitled to copyright protection. A
database acquired in a business combination and protected by copyright meets the contractual-legal
criterion. However, a database typically includes information created as a consequence of an entity’s
normal operations, such as customer lists, or specialised information, such as scientific data or credit
information. Databases that are not protected by copyright can be, and often are, exchanged, licensed or
leased to others in their entirety or in part. Therefore, even if the future economic benefits from a
database do not arise from legal rights, a database acquired in a business combination meets the
separability criterion.

Title plants constitute a historical record of all matters affecting title to parcels of land in a particular
geographical area. Title plant assets are bought and sold, either in whole or in part, in exchange
transactions or are licensed. Therefore, title plant assets acquired in a business combination meet the
separability criterion.

Trade secrets, such as secret formulas, processes and recipes

|E44

A trade secret is ‘information, including a formula, pattern, recipe, compilation, program, device,
method, technique, or process that (a) derives independent economic value, actual or potential, from
not being generally known and (b) is the subject of efforts that are reasonable under the circumstances
to maintain its secrecy.’* If the future economic benefits from a trade secret acquired in a business
combination are legally protected, that asset meets the contractual-legal criterion. Otherwise, trade
secrets acquired in a business combination are identifiable only if the separability criterion is met,
which is likely to be the case.

IAS 38 Intangible Assets

Intangible Assets

9

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, intellectual 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.

Acquisition as Part of a Business Combination

33

34

In accordance with AASB 3 Business Combinations (as revised in March 2008), if an intangible asset is
acquired in a business combination, the cost of that intangible asset is its fair value at the acquisition date.
The fair value of an intangible asset will reflect expectations about the probability that the expected future
economic benefits embodied in the asset will flow to the entity. In other words, the entity expects there to
be an inflow of economic benefits, even if there is uncertainty about the timing or the amount of the
inflow. Therefore, the probability recognition criterion in paragraph 21(a) is always considered to be
satisfied for intangible assets acquired in business combinations. If an asset acquired in a business
combination is separable or arises from contractual or other legal rights, sufficient information exists to
measure reliably the fair value of the asset. Thus, the reliable measurement criterion in paragraph 21(b) is
always considered to be satisfied for intangible assets acquired in business combinations.

In accordance with this Standard and AASB 3 (as revised in March 2008), an acquirer recognises at the
acquisition date, separately from goodwill, an intangible asset of the acquiree, irrespective of whether the
asset had been recognised by the acquiree before the business combination. This means that the acquirer
recognises as an asset separately from goodwill an in-process research and development project of the



acquiree if the project meets the definition of an intangible asset. An acquiree’s in-process research and
development project meets the definition of an intangible asset when it:

@ meets the definition of an asset; and

(b) is identifiable, i.e. is separable or arises from contractual or other legal rights.

Measuring the Fair VValue of an Intangible Asset Acquired in a Business Combination

35

36

37

39

40

41

If an intangible asset acquired in a business combination is separable or arises from contractual or other
legal rights, sufficient information exists to measure reliably the fair value of the asset. When, for the
estimates used to measure an intangible asset’s fair value, there is a range of possible outcomes with
different probabilities, that uncertainty enters into the measurement of the asset’s fair value.

An intangible asset acquired in a business combination might be separable, but only together with a
related contract, identifiable asset or liability. In such cases, the acquirer recognises the intangible asset
separately from goodwill, but together with the related item.

The acquirer may recognise a group of complementary intangible assets as a single asset provided the
individual assets in the group have similar useful lives. For example, the terms ‘brand’ and ‘brand name’
are often used as synonyms for trademarks and other marks. However, the former are general marketing
terms that are typically used to refer to a group of complementary assets such as a trademark (or service
mark) and its related trade name, formulas, recipes and technological expertise.

Quoted market prices in an active market provide the most reliable estimate of the fair value of an
intangible asset (see also paragraph 78). The appropriate market price is usually 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.

If no active market exists for an intangible asset, its fair value is the amount that the entity would have
paid for the asset, at the acquisition date, in an arm’s length transaction between knowledgeable and
willing parties, on the basis of the best information available. In determining this amount, an entity
considers the outcome of recent transactions for similar assets. For example, an entity may apply
multiples reflecting current market transactions to factors that drive the profitability of the asset (such as
revenue, operating profit or earnings before interest, tax, depreciation and amortisation).

Entities that are involved in the purchase and sale of intangible assets may 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 if their objective is to estimate fair value and if they
reflect current transactions and practices in the industry to which the asset belongs. These techniques
include, for example:

@ discounting estimated future net cash flows from the asset; or
(b) estimating the costs the entity avoids by owning the intangible asset and not needing:

(i) to license it from another party in an arm’s length transaction (as in the ‘relief from
royalty” approach, using discounted net cash flows); or

(if) to recreate or replace it (as in the cost approach).

Disclosure

General

118 An entity shall disclose the following for each class of intangible assets, distinguishing between

internally generated intangible assets and other intangible assets:

(@) whether the useful lives are indefinite or finite and, if finite, the useful lives or the
amortisation rates used;

(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...



119 A class of intangible assets is a grouping of assets of a similar nature and use in an entity’s operations.
Examples of separate classes may include:

@)
(b)
(©
(d)
(e)
(f)
(9)

brand names;

mastheads and publishing titles;

computer software;

licences and franchises;

copyrights, patents and other industrial property rights, service and operating rights;
recipes, formulae, models, designs and prototypes; and

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.
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