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The smount of au overpayment, although likely rare, in some circumstances can be reliably
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Valuntion of Presxisting Assets Beitwzen dcquiver and Acguives

Faragraphs 41 and A93 state that preexisiing contractual agreements between TC and g"{: would
ke considered identifiable intangible zssets that shall be ;'.chamr:{i separately from gooawill ag
part of the business combination accoumnting. While the farr value of such conttactual agreements
may be measur -;i i1 a manner similar io ofher identifiable :t:::rgib!: assets, The Exposure Dran

5 unclear as o the pﬂ,accu;r;-:. 1sed for subsequently festing an asset for impairment that will

k1l-|.- :r —

= = -x = -

Esseﬁﬁrg;f be temminated following the acquisition.

For examplz, assume AC had ths contraghual ¢f g}‘t t::} use TC's patent in refurs
payments based on future salas {}f AC’s product. AC would ¢ gﬁnafj' e
commitment to pay future royalties to TC, whereas a marketplace parti czp;i:‘z ‘ﬁaﬂi{i bh AcquIring
a patent license agreement with the expectation of Iaabr;rfcng future royalty pavments from AC.

From either buver’s parspeciive tha fzir valie of the coniract couid b *'zeax&r?d based on the

_i_q_—.E_-:' Z-:.-‘F w:t ERERE —an_i
:j _ =

vresent value of funurs royalty payments made {s:n avoided) to TC. As AC will esse enfially
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ij does the FASE proposs such 1{&@.‘1::{* be handled? Is it the FASE s belief that subssquernt
mpairment testing will focus on the Yeconomic *aﬂ,,:zf‘a of the asget, that 1g, “future ingcome”
fmm the perspsctive ol the :::{i::"g*z ace participant buver, but “cost savings” from the

nerspective of ALY

On a related ma E{a' the language used and examples provided in The Exposure Draft regarding

nreexisiing assets between TC and AC specificaily mention contractuai-reiated intzngible assels.

W SASS
1f the FASB "fﬁ‘flﬁ such ;_m::is*ﬁ to alse include non-contracitual asseis (5.2, non-contraciual
customer relationships), clarifving language should be z2dded to the text, including a discussion
of the relevant remaining economic life for use in the initial determination of farr value and

:‘éﬁbiaquﬁz‘z impairment testing.,

Effective Serzlzment of Preexisting Kelationships between AC and 70
Pi?:gf?; hs A% “%’{m;: A97 provide uzeful illustrations regarding the fair value measurement
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and subsequent accounting for the effective settlement of a preex: :sting relatizaship between AC
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and TC. Although the procedures are ciear, the accounting resulls under these circumsiances
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appear to contrasi with FASE’s presumed infent to have consistency among business

g
cembination accounting for AC and any other marketplace parficipant,
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As described in paragrashs ;mi through A%6, AC would record a settlemant Ioss of $5 milhion
rei ateﬁ to the unfavorable portion of its preexistiag supnly confract wlth TZ, zlong with & 33
milion int anﬂa.h}* asset related to the ai-market portion of the contract. A marksiplace Z}aftiﬂlpji
buver, however, would only record an intangible asset with 2 fair value of $8 million, which

would b2 amortized over t_;a remaining useful life of the confract. Although the amount of
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Fxamples of Contingent Liabilities That dre Ideniifiable o
Noiwithstanding  the fact thet specific examples of ﬁ%’“fgﬁii‘ii iabilities mav be
presented/discussed in other applicable GAAP guidelines, 1t would be ji_,i?;géi 10 provide
examples of specific contingent Habilities that are typically assumed 1n a business iﬁfﬂ?ﬁﬁifﬂﬂ
(similar to providing Examples of Identifiable Intangible Assels in E‘zzagrf—_p%ic r.%ﬁi*-is 1y, The
Board discussed specific examples of contingsnt lisbilities in developing this standard.
Therefore, specific insight, clarification and guidance would be helpiul.
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The last sentence in this paragraph, *In contrast, the issuance of additional Easurii'_a;g of
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change the recorded cost of an acquires”, should be sither clanified or eliminated, The current
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