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Overview

The Grant Thornton International IFRS
team has published a new guide, Intangible
assets in a business combination—Identifying and
valuing intangibles under IFRS 3 (the guide). The
guide reflects the interaction of the
requirements of IFRS 3 Business Combinations
with those of IFRS 10 Consolidated Financial
Statements and IFRS 13 Fair VValue
Measurement. 1t includes practical guidance on
the detection of intangible assets in a
business combination and also discusses the
most common methods used in practice to
estimate their fair value.

Summary

IFRS 3 requires an extensive analysis to be
performed in order to accurately detect,
recognize and measure at fair value the
tangible and intangible assets and liabilities
acquired in a business combination. The
interaction of IFRS 3 with IFRS 10 and
IFRS 13 means that this continues to be both
a complex and a developing area of financial
reporting. The accounting for intangible
assets acquired in a business combination is
particularly challenging for a number of
reasons and as a result acquirers can expect
reported amounts of intangible assets and
goodwill to be closely scrutinized by
investors, analysts and regulators.

The guide is organized into four sections
as follows:

e Section A explains the general
procedures necessary to detect
intangible assets in a business
combination;

e Section B explains fundamentals of
fair value measurement as well as
common methods to estimate the fair
value of intangible assets;

e Section C explains the characteristics
of intangible assets that are frequently
found in practice and common
methods used to estimate their fair
value; and

e (Case study—Service provider.
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Important Disclaimer:

This document has been developed as an information resource. It is intended as a
guide only and the application of its contents to specific situations will depend on the
particular circumstances involved. While every care has been taken in its presentation,
personnel who use this document to assist in evaluating compliance with International
Financial Reporting Standards should have sufficient training and experience to do so.
No person should act specifically on the basis of the material contained herein without
considering and taking professional advice. “Grant Thornton” refers to the brand
under which the Grant Thornton member firms provide assurance, tax and advisory
services to their clients and/or refers to one or more member firms, as the context
requires. Grant Thornton International Ltd (GTIL) and the member firms are not a
worldwide partnership. GTIL and each member firm is a separate legal entity. Services
are delivered by the member firms. GTIL does not provide services to clients. GTIL
and its member firms are not agents of, and do not obligate, one another and are not
liable for one another's acts or omissions. Neither GTIL, nor any of its personnel nor
any of its member firms or their partners or employees, accept any responsibility for
any errors this document might contain, whether caused by negligence or otherwise,
or any loss, howsoever caused, incurred by any person as a result of utilising or
otherwise placing any reliance upon it.




Introduction

The last several years have seen an increased focus
by companies on mergers and acquisitions as a
means of stabilising their operations and increasing
stakeholder value by achieving strategic expansion
and cost reduction through business combinations.

Although such transactions can have
significant benefits for an acquiring company, the
related accounting is complex. IFRS 3 ‘Business
Combinations’ (IFRS 3) requires an extensive analysis
to be performed in order to accurately detect,
recognise and measure at fair value the tangible
and intangible assets and liabilities acquired in a
business combination. Furthermore, the interaction
of IFRS 3 with IFRS 10 ‘Consolidated Financial
Statements’ (issued May 2011) and IFRS 13 ‘Fair Value
Measurement’ (issued May 2011) means that this
continues to be both a complex and a developing
area of financial reporting.

The accounting for intangible assets acquired in
a business combination is particularly challenging
for a number of reasons. Intangible assets are by
nature less detectable than tangible ones. Many are
not recognised in the acquiree’s pre-combination
financial statements. Determining their fair value
usually involves estimation techniques as quoted
prices are rarely available.

Where an ‘intangible resource’ is not recognised
as an intangible asset, it is subsumed into goodwill.
Some acquirers might be motivated to report
fewer intangibles, and higher goodwill, because
most intangible assets must be amortised whereas
goodwill is measured under an impairment only
approach. However, a high goodwill figure can
create the impression that the acquirer overpaid for
the acquired business. It also raises questions as to
whether IFRS 3 has been applied correctly. Acquirers
can expect reported amounts of intangible assets
and goodwill to be closely scrutinised by investors,
analysts and regulators.

Accounting for intangible assets in a business
combination is therefore a sensitive area of financial
reporting. Fortunately, Grant Thornton — one of
the world’s leading organisations of independent
assurance, tax and advisory firms with more
than 35,000 Grant Thornton people across over
100 countries — has extensive experience with
business combinations and the related accounting
requirements. Grant Thornton International Ltd
(GTIL), through its IFRS team, develops general
guidance that supports the Grant Thornton member
firms’ (member firms) commitment to high quality,
consistent application of IFRS. We are pleased to
share these insights by publishing ‘Intangible Assets
in a Business Combination’ (the Guide). The Guide
reflects the collective efforts of GTIL’s IFRS team
and the member firms’ IFRS experts and valuation
specialists.
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The Guide includes practical guidance on
the detection of intangible assets in a business
combination and also discusses the most common
methods used in practice to estimate their fair value.
It provides examples of intangible assets commonly
found in business combinations and explains how
they might be valued.

An overview of IFRS 3 summarising the main
aspects of accounting for business combinations
as a whole that draws out a number of practical
points to consider may also be found in GTIL’s
guide: ‘Navigating the accounting for business
combinations: applying IFRS 3 in practice’
(December 2011).

This Guide is organised as follows:

e Section A explains the general procedures
necessary to detect intangible assets in a
business combination. It outlines some of the
strategies that are commonly used to detect
acquired technologies, trademarks,
and other resources that may meet the
definition of identifiable intangible assets
in a business combination

e Section B explains fundamentals of fair
value measurement as well as common
methods to estimate the fair value of
intangible assets. Key inputs for each
method are identified and various examples
further illustrate the issue

e Section C explains the characteristics of
intangible assets that are frequently found
in practice and common methods used to
estimate their fair value. Factors that will
usually impact their fair value measurement
are also discussed.

e Case Study.

Grant Thornton International Ltd
November 2013
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A. Detecting intangible assets

Recognition and fair value measurement of all of the acquiree’s identifiable assets and liabilities at the
acquisition date are amongst the key elements of the acquisition method required by IFRS 3. The method
implies that all assets and liabilities are known to the acquirer. In practice however, detecting or “finding’
identifiable intangible assets in particular may be a complex matter which requires intensive research into the
acquired business.

How does the acquirer determine which intangible assets need to be recognised separately from
goodwill? This Section provides insights into how to go about doing this. The general requirements for
identifiability and the definition of an intangible asset are explained. The Section also discusses how
identifiable intangible assets are detected in practice, complemented by a list of intangible assets that should

be considered in business combinations.

1. General requirements

Economically, many intangible ‘resources’, ‘value drivers’ or ‘advantages’ are essential parts of a business.
However, in accounting for business combinations these have to be analysed from two different perspectives
in order to determine what should be recognised separately from goodwill: the resource must meet the
definition of an intangible asset and it must be ‘identifiable’ as part of what is exchanged in the business
combination (rather than in a separate transaction or arrangement).

1.1 Definition of an intangible asset

The acquirer must first assess which resources meet the definition of an asset in accordance with “The
Conceptual Framework for Financial Reporting’ (the Conceptual Framework) at the acquisition date. The
Conceptual Framework defines an asset as follows:

Definition of an asset (Conceptual Framework paragraph 4.4(a))
An asset is a resource controlled by the entity as a result of past events and from which future economic benefits are
expected to flow to the entity.

In addition, an intangible asset other than goodwill is defined as “an identifiable non-monetary asset without
physical substance” (IFRS 3.Appendix A). The first step to detect intangible assets in a business combination
is to find future economic benefits that are controlled by the entity at the date of acquisition as a result of the
business combination. Potential intangible assets could take the form of additional income (or cost savings)
and should therefore be capable of directly or indirectly increasing future cash flows.

Detecting the relevant identifiable assets is not affected by specific exemptions in IFRS 3 or other
standards. For example, it does not matter whether or not an intangible asset was recognised in the
acquiree’s financial statements prior to the combination (IFRS 3.13). In fact, the acquired entity may have
been subject to specific restrictions in International Accounting Standard 38 ‘Intangible Assets’ (IAS 38) that
prohibit the recognition of many internally generated intangible assets (IAS 38.51-53). These restrictions do
not apply to business combination accounting — in effect, all resources of the acquired business are regarded
as externally purchased.
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To recognise an internally generated or separately purchased intangible asset, the potential future
economic benefits expected from its use have to be ‘probable’ (IAS 38.21(a)). However, if an intangible
asset is acquired in a business combination the probability recognition criterion in IAS 38.21(a) is always
considered to be satisfied as uncertainties regarding future economic benefits are reflected in the asset’s fair
value (IAS 38.33).

Finding future economic benefits that may meet the definition of an asset is not impacted by the
buyer’s intentions concerning the future use (or non-use) of an asset. In estimating the fair value of an asset,
the acquirer needs to assume the perspective of a typical market participant. Consideration of the buyer’s
intention or acquirer-specific conditions do not therefore affect the existence or detection of an identifiable
intangible asset (this also applies to its measurement, see Section B.1.2 for further discussion).

1.2 Identifiability

The acquirer must also assess whether the intangible asset in question is ‘identifiable’. Only identifiable assets
are recognised and accounted for independently from goodwill. Identifiability might seem to be
self-evident: an acquirer would not reach this stage in the assessment without first having identified
something to assess. However, ‘identifiable” has a specific meaning in this context as follows:

Determining when an asset is identifiable (IAS 38.12)

An asset is identifiable if it either:

(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, 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 assets that arise from contractual or other legal rights are relatively straightforward to detect.
As there is third party-originated evidence of their existence (the contract or the legal right), they meet
the contractual-legal criterion for identifiability. The contractual-legal criterion does not however apply
to contracts or legal rights that are pending or otherwise contingent at the date of acquisition.

If the contractual-legal criterion is not met, the intangible asset must be separable in order to be
identifiable. Broadly, an asset is considered separable if it is capable of being sold or otherwise transferred
without selling the entity in its entirety. Where separation is possible only as part of a larger transaction,
judgment is required to determine whether the items under review constitute the acquired business itself
or a part of it. For example, the content of a database used by a provider of business intelligence may not be
separable from the business itself — there would be no business remaining if the database content was sold
to a third party. By contrast, where the content database is a by-product of the business activity and may be
licensed out to a third party on non-exclusive terms, then this may indicate its separability.

This is a hypothetical assessment. It is not affected by whether the acquirer actually intends to transfer the
intangible asset in question (although such an intention would of course demonstrate separability). Evidence
of exchange transactions for the type of asset under review or a similar type may be used to exemplify the
separability of the asset, “even if those transactions are infrequent and regardless of whether the acquirer
is involved in them” (IFRS 3.B33). A full analysis of the intangible asset and its commercial environment
is therefore necessary to determine whether separation from the acquired business is feasible without
underlying contractual or legal rights.
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The following table summarises the determination process of whether an asset meets the specific criteria
for recognition as an intangible asset apart from goodwill:

Figure A.1 - Process for determining if an intangible asset meets the criteria to be
separately identified

Identify intangible asset

Non-monetary and lacks 8 Expected to generate future Controlled by the entity at
physical substance? economic benefits? the date of acquisition?

O

Determine whether intangible asset qualifies for separate recognition

Does the intangible asset meet OR Does the intangible asset meet
the contractual-legal criterion? the separability criterion?

‘<

Recognise separate intangible asset at fair value

Example A.1 - Customer relationship (Contractual-legal criterion)

Company H acquires Company |, a supplier of small auto parts. Company | has an agreement in place to supply its
product to Customer A for an established amount of time. Both Companies H and | believe that Customer A will renew
the product supply agreement at the end of the current contract term. The supply agreement cannot be sold or
transferred separately from Company I.

Analysis:

The supply agreement (whether cancellable or not) meets the contractuaHegal criterion for identification as a separate
intangible asset. Additionally, because Company | establishes its relationship with Customer A through a contract, the
customer relationship also meets the contractuallegal criterion for identification as an intangible asset. Therefore the
customer relationship intangible asset is also recognised separately apart from goodwill provided its fair value can be
measured reliability.

Example A.2 - Database used in a supporting activity (Separability criterion)

Company Q acquired Company R, a retailer. Company R owns a database, used in managing its loyalty scheme, which
captures information on customer demographics, preferences, relationship history and past buying patterns. The
database can either be sold or licensed. However, Company R has no intentions to do so because it will negatively
impact its operations.

Analysis:

In this situation, the database does not arise from a contractual or legal right. Thus, an assessment of its separability is
required. The database and content were generated from one of Company R’s supporting activities (ie management of the
loyalty scheme) and could be transferred independently of the rest of the business. The actual intention not to transfer the
database does not affect the assessment. The separability criterion is met and the database is recognised as an intangible
asset in the business combination.
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Example A.3 - Licensed use of patent (Contractual-legal criterion)
Company D 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.

Analysis:

The acquirer of Company D would recognise an intangible asset for both the technology patent and the related license
agreement. The technology patent is protected legally and therefore meets the contractuaHegal criterion. Additionally, the
license agreement would meet the contractualright criterion for recognition separately from goodwill even if selling or
exchanging the two intangible assets separately from one another would not be practical.

2. Strategies to detect identifiable intangible assets

Detecting intangible assets can be a complex and challenging matter. Strategies to detect identifiable
intangible assets vary depending on the facts and circumstances of the business combination and usually
require a full review of the transaction. It is important to understand the business of the acquiree, what
intangible resources it depends on and how these may translate into identifiable intangible assets. It should
be possible to explain the acquired business in terms of the resources it uses to generate profits and how
these are reflected in the acquiree’s assets and liabilities. In other words ask the question: what has been
paid for?

Practical insight - linking identified intangibles to the business and transaction

¢ does the purchase price allocation take into account all relevant data (examples include the purchase agreement,
due diligence reports and current information, both public and internal)?

e has the business model been reviewed?

¢ has the purchase agreement been reviewed for intangible assets that are specifically mentioned, such as
non-compete agreements or other intangible resources that are of importance?

¢ were the acquired entity’s official documents and contractual arrangements reviewed for patents, trademarks and
similar rights of use, access or protection that may represent economic resources?

e s it possible to explain the business model of the acquiree in terms of the detected assets?

2.1 Business model review

A thorough review of the acquiree’s business is the most important step in detecting intangible assets in a
business combination. Understanding the business rationale for the combination, the acquiree’s business
resources and how the acquired business generates revenues provides the most useful insights into its
intangible assets.

Review of financial information

A review of historical and prospective financial information is often a good starting point to understand
the relative importance of non-current tangible assets as well as working capital (ie cash and cash
equivalents, inventories and work in progress, trade receivables and payables). These assets are usually
readily observable as they are included on the acquiree’s balance sheet.

Intangible assets are often not included either in internal financial information used in the acquired
business or in its published financial statements (if any). However, financial information is likely to provide
important indirect indicators. For example, high marketing-related expenditure may be an indicator of
the relative importance of trademarks and similar marketing-related intangible assets. If the entity incurs
significant expenditure on research and development, it is likely to generate technology-based intangible
assets. The relative significance of expenses that are related to customer care may point to the significant
customer relationship intangible assets.
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Characteristics of the acquired business

The review of financial information should be accompanied by a full commercial analysis of the

acquired business:

e the product portfolio may provide further useful insights into the existence and characteristics of
technology-based intangible assets. If current or new products are based on what is sometimes referred
to as ‘core technology’ or a common ‘product platform’, then further analysis should assess the role of the
underlying technology

® the relative importance of branding or other marketing strategies needs to be assessed to determine the
existence of marketing-related intangible assets such as trademarks, brands, logos or similar assets

e ananalysis of the customer base is usually carried out to determine whether identifiable customer
relationship intangible assets exist. Whether the customers are known to the business, their behaviour
and loyalty may all be considered in detecting a related intangible asset

o where a business depends on specific rights of use, such as access to license agreements or rare supplies
of raw material, then this may indicate supplier-related contractual intangible assets. Examples are
long-term energy or metal supply agreements. Permits to operate or service-specific assets such as a
hydroelectric power plant, a TV station or simply a property under a lease contract are also examples of
specific rights of use (amongst many other examples)

e if business locations are crucial, for example if the acquired business is a retailer, then this may also
indicate value. However, in cases other than operating lease contracts, this is generally not an identifiable
intangible asset, but a measurement element of the underlying property

* the acquiree’s workforce is also often considered a key asset of the business under review. The existence
of a well-trained and organised team saves the acquirer from having to hire and train the people
necessary to run the business and thus represents future economic benefits. Nevertheless, recognition
of the assembled workforce is specifically prohibited under IFRS 3.B37 and IAS 38.15. The workforce may
however affect the fair value measurement of other intangible assets (see Section B.4.4)

* industry-specific intangible assets may be identified by assessing the relevance of assets typically found
in a specific economic environment. For example, customer ‘core deposits’ may be a typical example for
an intangible asset commonly found in financial institutions. Other industries may rely on copyrighted
material, such as pictures or photographs or similar ‘artistic intangibles’.

Management’s judgment

The business model review should be complemented by management’s judgment. The acquirer’s
management usually has post-combination objectives and may already have identified the acquiree’s
resources — both tangible and intangible — in developing its post-combination strategy. This may not directly
‘translate” into the general requirements for identifiable intangible assets under IFRS 3, but nevertheless
draws out key elements of the acquired business that represent value for the acquirer. It may also be helpful
to take into account the judgment of the acquiree’s management team as it has experience with the business
model and existing key inputs that may be ‘translatable’ into identifiable intangible assets.

2.2 Other important sources

The purchase agreement that affects the business combination is usually a very important source in finding
potential identifiable intangible assets. The agreement and its accompanying annexes and disclosure
documents will usually refer to specific trademarks, patents and other intangible assets that are established
by contractual or other legal rights. Legal, accounting and commercial due diligence reports (if available)
are also likely to contain important references. For example, often times there are information
memorandums prepared on the target business. Additionally, any Board approval documents may

be useful as reference materials.
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The detection of identifiable intangible assets depends on the context of the acquisition. Useful sources
to detect identifiable intangible assets in the context of a business combination are for example:

Source of information Possible indicators

Acquiree’s financial statements and other internal reports e some intangible assets will have been recognised in the acquiree’s
financial statements. Other financial statement information may also
provide indirect indicators, for example:

- significant marketing costs may be an indicator of the relative
importance of brands, trademarks and related intangible assets

- significant expenditures on research and development may indicate
the existence of technology-based intangible assets

- significant expenditures related to customer care may point to
customer relationship intangible assets

Purchase agreement and accompanying documents e may include references to certain trademarks, patents or other intangible
assets that are established by contract or legal rights
e may include non-compete provisions that sometimes give rise to a
potential intangible asset

Due diligence reports e may include information that assists in understanding the acquired
business, resources and how revenues are generated

Website materials, press releases and investor relation e the website may contain discussions of the unique characteristics of the
communications business which may translate into a potential intangible asset
e press releases and investor relation communications of both the acquiree
and the acquirer may include discussions of potential intangible assets

Industry practice e results of similar business combinations may provide indicators of the
types of intangible assets that are typically recognised in such situations

Both parties to a business combination may have also expressed their views on potential intangible
assets in external documents that relate to the combination. It may therefore also be necessary to review
website material and press releases of both the acquirer and the acquiree. These tend to point out unique
characteristics of the business under review, which in turn may translate into identifiable intangible assets.
Where records are not readily available from the acquired business, it may also be helpful to contact the
relevant authorities to ensure the completeness of potential intangible assets that are legally protected
through a registration (such as trademarks or patents).

The acquiree may have reported various intangible assets in its pre-combination financial statements.
This is clearly a useful indicator of identifiable intangible assets but further analysis will be required. Typically,
intangible assets recorded by the acquiree will be purchased assets that meet the contractual-legal criterion.
However, some items recorded by the acquiree may not qualify for recognition in accordance with IFRS.
Some GAAPs require or allow, for example, the recognition of start-up costs — these do not meet the
definition of an asset under IFRS. Goodwill previously recognised by the acquiree should also not be taken
into consideration. Conversely, some assets that have been fully depreciated or amortised by the acquiree
may still be in use and meet the definition of identifiable intangible assets.

2.3 Determining which identifiable intangible assets require measurement
A complete review of the acquired business’s intangible assets is necessary to enable proper implementation
of IFRS 3. However, not every identifiable intangible asset needs to be measured and recognised individually:
® some assets are grouped with other assets on the basis of the specific requirements in IFRS 3 and

IAS 38
e similar identifiable assets may also be combined for practical reasons or to avoid double-counting
¢ some identifiable intangible assets may be considered immaterial.
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Comparing international rules - proposed amendments to US GAAP

At the time of publication of this Guide, the U.S. Financial Accounting Standards Board (FASB) has issued a proposed
Accounting Standards Update (ASU) reflecting alternative accounting guidance proposed by the Private Company
Counsel (PCC). The proposed ASU, ‘Accounting for Identifiable Intangible Assets in a Business Combination’, offers
private companies that report under U.S. GAAP an alternative in recognising, measuring and disclosing certain
identifiable intangible assets that are acquired in business combinations.

The proposal in its current form would allow private companies an alternative election to recognise certain acquired
intangible assets together with goodwill, unless the identifiable intangible asset arises from a non-cancellable contract or
other legal rights, whether or not those intangible assets are transferable or separable. Those assets arising from non-
cancellable contracts would be measured at fair value in accordance with FASB Accounting Standards Codification®
(ASC) 820, ‘Fair Value Measurement’, except that the measurement would consider only market participant assumptions
about the remaining non-cancellable term (and therefore would exclude potential renewals or cancellations that otherwise
would be considered in the measurement). The measurement of an identifiable intangible asset arising from other legal
rights but that are not contractual in nature would continue to be measured at fair value under ASC 820; however, unlike
the contractual rights, all market participant expectations would continue to be considered. An entity would be required
to disclose qualitatively the nature of identifiable intangible assets acquired but not recognised separately from goodwill.

The proposed amendment is meant to address concerns about the cost and complexity of estimating the fair value
of certain identifiable intangible assets and would be less subjective than the existing U.S. GAAP requirements because it
would reduce the number of required assumptions being made by the acquiring entity.

Impact:

If the proposed amendments are adopted, many private companies reporting under U.S. GAAP would recognise fewer
intangible assets in a business combination than what is required under IFRS 3 and as currently required under

U.S. GAAP (ASC 805).

Groups of intangible assets

Generally, all identifiable intangible assets that are acquired in a business combination are measured
independently. Nevertheless, intangible assets that do not meet the contractual-legal criterion for
identifiability but are otherwise separable from the acquired entity may sometimes only be separable as a
group with (an)other tangible or intangible asset(s). This situation may cause problems in measuring the
individual fair value of the intangible asset reliably. In these circumstances, the group of assets may be treated
as a single asset for accounting purposes, including fair value measurement (IAS 38.36).

Example A.4 - Interdependencies of core technology and customer relationship assets

In a business combination, both a customer relationship intangible asset and core technology are detected as identifiable
intangible assets. The core technology is used to generate income from ongoing customer relationships. The customer
relationships, on the other hand, cannot be used to generate any income that does not relate to the core technology.

Analysis:
In this scenario a detailed assessment is required to determine whether these resources need to be combined for
accounting (and measurement) purposes or whether they are two separable assets.

A similar principle applies to certain groups of complementary assets that comprise a brand. In accordance
with TAS 38.37 the acquirer combines a trademark or a service mark and other related intangible assets
into a single identifiable intangible asset if the individual fair values of the complementary assets are

not measureable reliably on an individual basis. IFRS also permits a combined approach for groups of
complementary intangible assets comprising a brand even if fair values of individual intangible assets in the
group of complementary assets are reliably measurable provided the useful lives are similar (IAS 38.37).
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Example A.5 - Complementary assets comprising a brand

Other combinations of assets with similar economic characteristics
Although IFRS refers to combining intangible assets only in limited circumstances (as described above),
judgment is required in practice to determine the appropriate level of aggregation. This is sometimes referred
to as the ‘unit of account’ issue. In the absence of specific guidance on unit of account issues, it may be
appropriate to extend the approach set out for brands to groups of similar assets in general.

Materiality considerations will often justify treating large groups of similar assets (eg customer
relationship assets) on a portfolio basis. However, in determining whether separate identifiable intangible
assets may be similar enough to be measured on a combined basis consideration should be given to:

general characteristics of the intangible assets under review

related services and products

functionality and/or design and other shared features of the intangible assets
similar legal or regulatory conditions that affect the intangible assets
geographical regions or markets

the economic lives of the assets.

These factors may result in reporting different intangible assets on a combined basis (or even combinations
of intangible and tangible assets). Material, identifiable intangible assets should not however be combined
with goodwill. If similar intangible assets are combined for measurement purposes they should in our view
also be accounted for subsequently on the same combined basis.

The acquirer entity should not measure the intangible assets on a combined basis and then disaggregate
them for subsequent amortisation purposes.

Example A.6 - Different patents relating to same technology

Example A.7 - Customer bases in separate markets
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Materiality considerations

It is not necessary to measure the fair value of specific intangible assets if they are demonstrably immaterial.

Both qualitative and quantitative factors should be considered in evaluating materiality. Indicators of

materiality (or immateriality) might include:

e the function of the identifiable intangible asset in the business model — can the business model be
explained without the intangible asset?

o will the acquired entity ‘maintain’ the subject asset — ie will it incur significant expenditure necessary to
protect its value, and will it monitor relevant rights?

® the remaining useful life of the intangible asset. Extended remaining useful lives may result in future
economic benefits that are not available in the short term and which are therefore not immediately
perceptible. Future economic benefits of the intangible asset under review may nevertheless be material.

Example A.8 - Consideration of materiality

An entity acquires a patent in a business combination. The patent meets the definition of an asset and also the
contractual legal-criterion for identifiability. However, the patent protects outdated technology that is almost irrelevant for
products and services in the relevant markets at the date of acquisition. Furthermore, the patent protection will expire in
less than two years from the date of acquisition. It is therefore concluded that the patent’s fair value is immaterial.

3. Common identifiable intangible assets
These steps describe general approaches for detecting identifiable intangible assets in a business
combination. Practitioners also often ask for a ‘checklist’ of the intangible asset types most commonly
identified in business combinations. Any such checklist should be treated with a degree of caution. Best
practice is to maintain a wide focus in the detection phase so that relevant identifiable intangible assets are
not overlooked. The intangibles to be identified vary in each case and depend greatly on the industry of the
acquired business and the circumstances of the business combination.

Despite the limitations of any checklist, a list of common examples can help to focus the analysis and
provide an indication of possible end results. Accordingly, Section C of this Guide discusses a number
of intangible asset types that are commonly detected in business combinations, including customer
relationships, trademarks or non-compete agreements (and common measurement methods used to
estimate their fair values).

lllustrative examples within IFRS 3

The illustrative examples accompanying IFRS 3 also provide a number of potential identifiable intangible
assets that commonly meet the definition of intangible assets in business combinations, along with some
further explanations. These examples are summarised below:
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Figure A.2 - Examples of identifiable assets acquired in a business combination
(Extract from IFRS 3.IE16-44)

*Item is usually identifiable by satisfying the separability criterion

Economic benefits that usually do not constitute identifiable intangible assets

Other resources are commonly found in business combinations but do not meet the definition of an
identifiable intangible asset. As such, they may affect the value of other assets, liabilities and contingent
liabilities or they are simply included in goodwill. Normally, they would however not be recognised as
identifiable intangible assets:

While these items are usually not recognised separately from goodwill under IFRS, they may still be
important or even essential to the acquired business. As discussed in Section B, some of these items (the

assembled workforce for example