
Comments on the Exposure Draft of Definition of a Business and Accounting for

Previously Held Interests issued by the International Accounting Standards Board

Question 1:

Answer 1:

We agree with the Board’s conclusion that if substantially all the fair value of the gross

assets acquired (ie the identifiable assets and non-identifiable assets) is concentrated in

a single identifiable asset or group of similar identifiable assets, then the set of activities

and assets is not a business.

Further, we agree with the proposed amendments to IFRS 3 except the amendment

relating to goodwill. The Board has proposed to delete the first sentence of paragraph B12

of IFRS 3 that in the absence of evidence to the contrary, a particular set of assets and

activities in which goodwill is present shall be presumed to be a business. We welcome

the deletion of this presumption. Further, the Board has sort of reclassified the same

statement into an indicator saying when evaluating whether a set of activities and assets

includes a substantive process, the presence of more than an insignificant amount of

goodwill may be an indicator that an acquired process is substantive and the set of

activities and assets is a business. We disagree with this being an indicator. In our view,

Goodwill is not an asset and should be recognized as an expense for the following reasons:

1. Goodwill is not identifiable asset even in case of business combination. Just

because higher price is being paid over the fair value of the net assets acquired

does not make that overpayment an asset. The Implementation Guidance on IAS



1 states Goodwill to be presented separately from Other Intangible Assets. The

question is whether Goodwill is an intangible asset for presenting intangible

assets as “Other Intangible Assets”? IAS 38 defines an intangible asset as a non-

monetary identifiable asset. To be identifiable, it should be separable, that is,

capable of being separated or divided from the entity and sold, transferred,

licensed, rented or exchanged, either individually of together with a related

contract, identifiable asset or liability, regardless of whether the entity intends to

do so. Goodwill is not separable as it cannot be sold, transferred, licensed, rented

or exchanged. Further, it does not arise from any contractual or legal rights.

Hence, Goodwill is not identifiable. However, to include Goodwill as intangible

asset, IAS 38 provides an explanation on the basis of only future economic benefits

and goes beyond the conditions of identifiability specified in paragraph 12 of IAS

38. Thus, the Board also considers that recognizing Goodwill as an asset needs

some special considerations. Goodwill represents the amount for which separate

intangible assets are not identifiable. Thus, Goodwill is nothing but an

overpayment and should be treated as loss.

2. If an underpayment for the net assets acquired is a gain in a bargain purchase

and recognized in the Statement of Profit or Loss and Other Comprehensive

Income, an overpayment for the net assets acquired is a loss to be recognized

immediately in the Statement of Profit or Loss and Other Comprehensive Income.

3. The Board has a project on hand where it is considering whether Goodwill should

be amortised and impaired rather than being only impaired. It may be noted that

amortization of Goodwill will be completely arbitrary which is evident from the

changes that were made in US GAAP with regard to amortization of Goodwill. In

fact, first a loss is being recognized as an asset and then we find no clue on how

to derecognize that loss from the books. Recognition of Goodwill creates headache

for its removal. Users of financial statements give no weightage to Goodwill. Thus,

they treat it as not an asset. Rather than researching on whether Goodwill should

be amortised or impaired, the Board should research on whether Goodwill is an

identifiable intangible asset that can be separated. Till the Board finds a solution

on how Goodwill can be separated and hence said to be identifiable, we suggest



that the Board provide an option to recognize the overpayment as a loss similar

to recognition of underpayment as a gain and amend IFRS 3 in this regard.

Question 2:

Answer 2:

We have no comments regarding the differences in the proposals, including any difference in

practice that could emerge as a result of the different wording.

Question 3:

Answer 3:

We agree with the proposed amendments to IFRS 3 and IFRS 11 to clarify that

a) On obtaining control, an entity should remeasure previously held interest in the

assets and liabilities of the joint operation in the manner described in paragraph 42

of IFRS 3; and



b) On obtaining joint control, an entity should not remeasure previously held interests

in the assets and liabilities of the joint operation.

Question 4:

Answer 4:

We agree with the proposed transition requirements.


