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(% 2)
IFRS3 Par.10, 11, 18, (SFAS141(R) Par.12, 13, 20)
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.

Recognition Conditions

11.To qualify for recognition as part of applying the acquisition method, the identifiable
assets acquired and liabilities assumed must meet the definitions of assets and
liabilities in the Framework for the Preparation and Presentation of Financial
Statements at the acquisition date. For example, costs the acquirer expects but is not
obliged to incur in the future to effect its plan to exit an activity of an acquiree or to
terminate the employment of or relocate an acquiree’s employees are not liabilities at
the acquisition date. Therefore, the acquirer does not recognise those costs as part of
applying the acquisition method. Instead, the acquirer recognises those costs in its

post-combination financial statements in accordance with other IFRSs.
18.The acquirer shall measure the identifiable assets acquired and the liabilities

assumed at their acquisition-date fair values.

IFRS3 % T*SFAS141 (R) B149~B156

Research and Development Assets

B149. This Statement requires an acquirer to recognize all tangible and intangible
research and development assets acquired in a business combination, as was proposed
in the 2005 Exposure Draft. Previously, FASB Interpretation No. 4, Applicability of
FASB Statement No. 2 to Business Combinations Accounted for by the Purchase
Method, required an acquirer to measure and immediately expense tangible and

intangible assets to be used in research and development that had no alternative future
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use. A research and development asset was recognized as such only if it had an
alternative future use. In contrast, IFRS 3 did not require a research and development
asset to have an alternative future use for it to be recognized. This Statement and the
revised IFRS 3 therefore do not change the provisions of IFRS 3 on that issue.
Accordingly, most of the discussion in paragraphs B150-B156 pertains to the FASB’s

consideration of this issue.

B150. The FASB concluded that the requirement to immediately write off assets to be
used in research and development activities if they have no alternative future use
resulted in information that was not representationally faithful. In addition,
eliminating that requirement furthers the goal of international convergence of
accounting standards.

Therefore, this Statement supersedes Interpretation 4 and requires research and
development assets acquired in a business combination to be recognized regardless of

whether they have an alternative future use.

B151. Relatively few respondents to the 2005 Exposure Draft commented on the
proposed accounting for research and development assets. Those who did generally
disagreed with those proposals (they also generally applied GAAP rather than IFRSs),
citing either or both of the following concerns as support for their view:

a. In-process research and development may not meet the definition of an asset in
Concepts Statement 6 because its low likelihood of success does not represent probable
future economic benefits.

b. The fair value of in-process research and development may not be measurable with
sufficient reliability for recognition in financial statements.

The Boards rejected both of those views for the reasons explained in the following

paragraphs.

B152. The Boards agreed with respondents that the likelihood that an individual
research and development project will result in a profitable product often is low.
However, the Boards also noted that the use of the word probable in the FASB’s
Concepts Statement 6 refers only to something that is not certain. The definition does
not use that term as a recognition criterion that specifies the degree of probability of the
inflow or outflow of future economic benefits that must be present for an item to qualify
for recognition. (See also paragraph A63.) Therefore, the Boards concluded that

in-process research and development acquired in a business combination generally will
7
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satisfy the definition of an asset because the observable exchange at the acquisition
date provides evidence that the parties to the exchange expect future economic benefits
to result from that research and development. Uncertainty about the outcome of an

individual project is reflected in measuring its fair value.

B153. The Boards also agreed that determining the fair value of in-process research and
development requires the use of estimates and judgment, and the resulting amount
generally will not be as reliable as the fair values of other assets for which quoted prices
in active markets are available. However, the Boards observed that use of estimates and
judgment, by itself, does not mean that information is unreliable; reliability does not
require precision or certainty. For example, paragraph 86 of the IASB’s Framework says
that “in many cases, cost or value must be estimated; the use of reasonable estimates is
an essential part of the preparation of financial statements and does not undermine
their reliability.” The Boards also noted that the requirement to measure the fair value
of in-process research and development assets acquired in a business combination is not
new—not even in GAAP. In accordance with Interpretation 4, that amount was
measured but immediately written off. Moreover, respondents to the 2005 Exposure
Draft that apply IFRSs generally did not mention any problems with complying with
the provisions of IFRS 3 on research and development assets, which are the same as

those in this Statement.

B154. In developing the 2005 Exposure Draft, the FASB also considered whether it
could make further improvements by extending the recognition provisions of this
Statement for research and development assets to purchases of in-process research and
development assets outside a business combination. At that time, the FASB decided not
to do so because the additional time needed to deliberate the related issues would have

unduly delayed the issuance of this Statement.

B155. Some respondents to the 2005 Exposure Draft objected to the resulting
inconsistent GAAP requirements for research and development assets acquired in a
business combination and those acquired in another type of transaction. The FASB
agreed with respondents that inconsistent accounting for research and development
assets depending on how they are acquired is undesirable. Therefore, the FASB expects
to reconsider the accounting for research and development assets acquired by means
other than in a business combination separately from its project on business

combinations.
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B156. The FASB also decided to provide guidance on the impairment testing of
in-process research and development projects that are temporarily idled or abandoned.

It did that by means of an amendment to Statement 142 (see Appendix E).
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