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1. Background

1.1

1.2

In line with responses to the Consultation Paper it was agreed to prioritise a limited
number of topics for inclusion in the first edition of INPAG. Following discussions
with the TAG it was agreed that other topics in the /FRS for SMEs Accounting Standard
would be updated to align with the terminology being used in the remainder of
INPAG.

As INPAG is being developed there are other consequential amendments that may
need to be made that go beyond changes to terminology previously discussed. A
limited number of changes are therefore proposed to ensure that INPAG is cohesive.
These consequential amendments do not constitute a full review of the text in these
topic areas.

2. Investment in associates

2.7

2.2

Section 14 has been updated to reflect NPO related terminology and the scope of the
financial statements. It has also been updated to align with other content. Notably
the terms in Section 9 Consolidated and separate financial statements such as
controlled entity for subsidiary and beneficial interest for investment are used
extensively in the section.

Significant influence is described in G14.3 in terms of power to participate in the
financial and operating policy, but the descriptions of the presumption of control
related to voting power and ownership. As noted in Section 9, power may exist in
other forms, particularly in relation to other NPOs. However, as this section is not
being fully reviewed no amendments are proposed. No application guidance is
proposed but the guidance in Section 9 is expected to be useful.

Question 1: What are TAG members’ views on the need for application guidance,
specifically to reference content in Section 9?

Question 2: Do TAG members have any other comments on this Section, particularly
the use of terminology?
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3. Joint arrangements

3.1 As with Section 14, Section 15 has been updated to reflect NPO related terminology
and the scope of the financial statements. It has also been updated to align with
other content. Notably the terms in Section 9 Consolidated and separate financial
statements such as controlled entity for subsidiary and beneficial interest for
investment are used extensively in the section. No other changes are proposed.

Question 3: Do TAG members have any comments on this Section, particularly the use
of terminology?

4. Business combinations including goodwill

4.1 Section 19 provides guidance on all forms of business combinations, other than for
entities that are under common control, are joint arrangements or are an asset or
group of assets that don't meet the definition of a business. As with the other
sections this section has only been updated for terminology, alignment and
consequential changes from other sections. Note that the term ‘acquiring NPO' is
proposed to replace ‘acquirer’ where it is clear that it is a matter for an NPO using
INPAG.

4.2 One of the key considerations by the Secretariat was the application of the term
‘business’ to NPOs. Itis possible that NPOs acquire other businesses but perhaps
more likely that they merge operations with another NPO. The IFRS for SMEs
Accounting Standard includes guidance on the definition of a business, particularly in
differentiating between an asset or group of assets and a business. lllustrative
examples are also provided. The Secretariat is of the view that this application
guidance and illustrative examples are useful and relevant to NPOs. As a
consequence, to not unintentionally change the meaning of this guidance, the
Secretariat proposes to keep the existing terms. This can be considered further
when a full review of this section is completed.

43 Paragraph G19.4 defines a business combination and includes examples of how
control might be acquired. The Secretariat proposes to add two additional examples
being the power to appoint or remove the majority of an NPO's governing body and
by entering into a formal transfer agreement. The latter is particularly important if
the expectation is that business combinations may involve the merging of two or
more NPOs. G19.15 addresses the structure of business combinations, where again
the Secretariat propose to include an additional point to refer specifically to NPOs.
The Secretariat view these changes as consequential amendments arising from the
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proposals in Section 1 about the nature of NPOs and Section 9 that describes the
application of power in an NPO context.

4.4 References to share price and equity have been removed where this is considered to
not be relevant to NPOs.

Question 4: Do TAG members agree that the term ‘business’ is retained and no changes are
made to the associated guidance?

Question 5: Do TAG members agree with the additional changes proposed in G19.4 and
G19.5?

Question 6: Do TAG members have any other comments on this Section, particularly the use
of terminology?

5. Next steps

5.1 The authoritative guidance will be amended to reflect TAG member feedback. A
Basis for Conclusions will only be developed that reflects the considerations of the
TAG and other input.

September 2023
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Section 14 - Investment in associates

Scope of this section

G14.1

This section applies to accounting for associates in consolidated financial statements and
in the financial statements of an investing NPO that is not a parent but that has a
beneficial interest in one or more associates. Paragraph G9.45 establishes the
requirements for accounting for associates in separate financial statements.

Associates defined

G14.2

G14.3

An associate is an entity, including an entity such as a partnership, over which the investor
has significant influence and that is neither a controlled entity nor an interest in a joint
arrangement.

Significant influence is the power to participate in the financial and operating policy

decisions of the associate but is not control or joint control over those policies:

a) if an investing NPO holds, directly or indirectly (for example, through controlled
entities), 20 per cent or more of the voting power of the associate, it is presumed that
the investing NPO has significant influence, unless it can be clearly demonstrated that
this is not the case;

b) conversely, if the investing NPO holds, directly or indirectly (for example, through
controlled entities), less than 20 per cent of the voting power of the associate, it is
presumed that the investing NPO does not have significant influence, unless such
influence can be clearly demonstrated; and

€) a substantial or majority ownership by another investor does not preclude an
investing NPO from having significant influence.

Measurement - accounting policy election

G144

An investing NPO shall account for all of its beneficial interest in associates using one of
the following;:

a) the cost model in paragraph G14.5;

b) the equity method in paragraph G14.8; or

c) the fair value model in paragraph G14.9.

Cost model

G14.5

An investing NPO shall measure its beneficial interests in associates, other than those for
which there is a published price quotation (see paragraph G14.7) at cost less any
accumulated impairment losses recognised in accordance with Section 27 Impairment of
assets.
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G14.6 The investing NPO shall recognise dividends and other distributions received from the
beneficial interest as income without regard to whether the distributions are from
accumulated surpluses of the associate arising before or after the date of acquisition.

G14.7 Aninvesting NPO shall measure its beneficial interests in associates for which there is a
published price quotation using the fair value model (see paragraph G14.9).

Equity method

G14.8 Under the equity method of accounting, an equity investment is initially recognised at the
transaction price (including transaction costs) and is subsequently adjusted to reflect the
investing NPO's share of the surplus or deficit and changes in net assets of the
associate:

a) distributions and other adjustments to carrying amount. Distributions received from the
associate reduce the carrying amount of the beneficial interest. Adjustments to the
carrying amount may also be required as a consequence of changes in the associate’s
equity arising from items that result in changes to net assets.

b) potential voting rights. Although potential voting rights are considered in deciding
whether significant influence exists, an investing NPO shall measure its share of
surplus or deficit and changes in net assets of the associate and its share of changes
in the associate’'s equity on the basis of present beneficial interests. Those
measurements shall not reflect the possible exercise or conversion of potential voting
rights.

c) implicit goodwill and fair value adjustments. On acquisition of the beneficial interest in
an associate, an investing NPO shall account for any difference (whether positive or
negative) between the cost of acquisition and the investing NPO's share of the fair
values of the net identifiable assets of the associate in accordance with paragraphs
G19.10M-G190 and G19.23. An investing NPO shall adjust its share of the associate’s
surplus or deficit after acquisition to account for additional depreciation or
amortisation of the associate's depreciable or amortisable assets (including
goodwill) on the basis of the excess of their fair values over their carrying amounts at
the time the beneficial interest was acquired.

d) impairment. If there is an indication that a beneficial interest in an associate may be
impaired, an investing NPO shall test the entire carrying amount of the beneficial
interest, including financial instruments that in substance form part of the investing
NPO's net beneficial interest in the associate, for impairment in accordance with
Section 27, as a single asset. A financial instrument for which settlement is neither
planned nor likely to occur in the foreseeable future is, in substance, part of the
investing NPO's net investment (for example, may include preference shares or long-
term receivables or loans). An investing NPO shall apply Section 11 to any such
financial instrument before it applies this paragraph or paragraph 14.8(h). Any
goodwill included as part of the carrying amount of the investment in the associate is
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not tested separately for impairment but, instead, as part of the test for impairment
of the beneficial interest as a whole.

investing NPO's transactions with associates. The investing NPO shall eliminate
unrealised surplus or deficit resulting from upstream (associate to investing NPO) and
downstream (investing NPO to associate) transactions to the extent of the investing
NPO's interest in the associate. Unrealised losses on such transactions may provide
evidence of an impairment of the asset transferred.

date of associate’s financial statements. In applying the equity method, the investing
NPO shall use the financial statements of the associate as of the same date as the
financial statements of the investing NPO unless it is impracticable to do so. If it is
impracticable, the investing NPO shall use the most recent available financial
statements of the associate, with adjustments made for the effects of any significant
transactions or events occurring between the accounting period ends.

associate’s accounting policies. If the associate uses accounting policies that differ
from those of the investing NPO, the investing NPO shall adjust the associate’s
financial statements to reflect the investing NPO’s accounting policies for the purpose
of applying the equity method unless it is impracticable to do so.

losses in excess of investment. If an investing NPO'’s share of losses of an associate
equals or exceeds the carrying amount of its beneficial interest in the associate, the
investing NPO shall discontinue recognising its share of further deficit. The interest in
an associate is the carrying amount of the beneficial interest determined using the
equity method together with any financial instruments that in substance form part of
the investing NPO's net investment in the associate (see paragraph G14.8(d)). After
the investing NPO's interest is reduced to zero, the investing NPO shall recognise
additional deficits by a provision (see Section 21 Provisions and contingencies) only to
the extent that the investing NPO has incurred legal or constructive obligations or
has made payments on behalf of the associate. If the associate subsequently reports
surpluses, the investing NPO shall resume recognising its share of those surpluses
only after its share of the surpluses equals the share of deficits not recognised.
discontinuing the equity method. An investing NPO shall cease using the equity method
from the date that significant influence ceases:

i. if the associate becomes a controlled entity or a jointly controlled entity, the
investing NPO shall remeasure its previously held equity interest to fair value
and recognise the resulting gain or loss, if any, in surplus or deficit.

ii. ifaninvesting NPO loses significant influence over an associate as a result of
a full or partial disposal, it shall derecognise that associate and recognise in
surplus or deficit the difference between, on the one hand, the sum of the
proceeds received plus the fair value of any retained interest and, on the other
hand, the carrying amount of the beneficial interest in the associate at the
date significant influence is lost. Thereafter, the investing NPO shall account
for any retained interest using Section 11.

ii. ifaninvesting NPO loses significant influence for reasons other than a partial
disposal of its investment, the investing NPO shall regard the carrying amount
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of the beneficial at that date as a new cost basis and shall account for the
beneficial interest using Section 11.

Fair value method

G14.9 When a beneficial interest in an associate is recognised initially, an investing NPO shall
measure it at the transaction price. Transaction price excludes transaction costs.

G14.10 At each reporting date, an investing NPO shall measure its beneficial interests in
associates at fair value, with changes in fair value recognised in surplus or deficit, using
the fair value measurement guidance in Section 12 Fair value measurement. An investing
NPO using the fair value model shall use the cost model for any beneficial interest in an
associate for which fair value cannot be measured reliably without undue cost or effort.

Financial statement presentation

G14.11 An investing NPO shall classify beneficial interests in associates as non-current assets.

Disclosures

G14.12 An NPO shall disclose the following:
a) its accounting policy for beneficial interests in associates;
b) the carrying amount of beneficial interests in associates (see paragraph 4.2(j)); and
¢) thefairvalue of its beneficial interest in an associate if a market price for the beneficial
interest is quoted and the NPO accounts for the associate using the equity method.

G14.13 For beneficial interests in associates accounted for using the cost model, an investing NPO
shall disclose the amount of dividends and other distributions recognised as income.

G14.14 For beneficial interests in associates accounted for using the equity method, an investing
NPO shall disclose separately its share of the surplus or deficit and its share of any
discontinued operations.

G14.15 For beneficial interests in associates accounted for using the fair value model, an investing
NPO shall make the disclosures required in Section 12. If an investing NPO applies the
undue cost or effort exemption in paragraph G14.10 for any associates it shall disclose
that fact, the reasons why fair value measurement would involve undue cost or effort and
the carrying amount of beneficial interests in associates accounted for under the cost
model.
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Section 15 - Joint arrangements

Scope of this section

G15.1

This section applies to an that is a party to a joint arrangement in consolidated
financial statements and, if the is not a controlling NPO, in the individual financial
statements. Paragraph G9.45 establishes the requirements for accounting for a party's
interestin a jointly controlled entity in separate financial statements. References to ‘party’
in this section are to an or other entity that participates in a joint arrangement.

Joint arrangements defined

G15.2 Joint control is the contractually agreed sharing of control of an arrangement, which exists

only when decisions about the relevant activities require the unanimous consent of the
parties sharing control.

G15.3 A joint arrangement is an arrangement of which two or more parties have joint control.

Joint arrangements can take the form of jointly controlled operations, jointly controlled
assets or jointly controlled entity.

Jointly controlled operations

G15.4 The operation of some joint arrangements involves the use of the assets and other

G15.5

resources of the parties to the joint arrangement instead of the establishment of a
corporation, partnership or other entity, or a financial structure that is separate from the
parties themselves. Each party uses its own property, plant and equipment and carries its
own inventories. It also incurs its own expenses and liabilities and raises its own finance,
which represent its own obligations. The joint arrangement activities may be carried out
by the party's employees alongside the party’s similar activities. The joint arrangement
agreement usually provides a means by which the revenue from the sale of the joint
product and any expenses incurred in common are shared among the parties.

In respect of its interests in jointly controlled operations, an NPO shall recognise in its

financial statements:

a) the assets that it controls and the liabilities that it incurs; and

b) the expenses that it incurs and its share of the revenue that it earns from the sale of
goods or services by the joint arrangement.

11
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Jointly controlled assets

G15.6

G15.7

Some joint arrangements involve the joint control, and often the joint ownership, by the
parties of one or more assets contributed to, or acquired for the purpose of, the joint
arrangement and dedicated to the purposes of the joint arrangement.

In respect of its interest in a jointly controlled asset, an NPO shall recognise in its

financial statements:

a) its share of the jointly controlled assets, classified according to the nature of the
assets;

b) any liabilities that it has incurred;

c) its share of any liabilities incurred jointly with the other parties in relation to the joint
arrangement;

d) anyrevenue from the sale or use of its share of the output of the joint.arrangement,
together with its share of any expenses incurred by the joint arrangement; and

e) any expenses that it has incurred in respect of its interest in the joint arrangement.

Jointly controlled entities

G15.8

A jointly controlled entity is a joint arrangement that involves the establishment of a
corporation, partnership or other entity in which each party has an interest. The entity
operates in the same way as other entities, except that an a arrangement between the
parties establishes joint control.

Measurement - accounting policy election

G15.9

An NPO shall account for all of its interests in jointly controlled entities using one of the
following:

a) the cost model in paragraph G15.10;

b) the equity method in paragraph G15.13; or

c) the fair value model in paragraph G15.14.

Cost model

G15.10 An NPO shall measure its beneficial interests in jointly controlled entities, other than those

for which there is a published price quotation (see paragraph G15.12) at cost less any
accumulated impairment losses recognised in accordance with Section 27 Impairment of
assets.

G15.11 The NPO shall recognise distributions received from the beneficial interest as income

without regard to whether the distributions are from accumulated of the jointly
controlled entity arising before or after the date of acquisition.

12
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G15.12 An NPO shall measure its beneficial interests in jointly controlled entities for which there
is a published price quotation using the fair value model (see paragraph G15.14).

Equity method

G15.13 An NPO shall measure its beneficial interests in jointly controlled entities by the equity
method using the procedures in paragraph G14.8 (substituting ‘joint control’ where that
paragraph refers to ‘significant influence’).

Fair value method

G15.14 When a beneficial interest in a jointly controlled entity is recognised initially, an NPO shall
measure it at transaction price. Transaction price excludes transaction costs.

G15.15 At each reporting date, an NPO shall measure its beneficial interests in jointly controlled
entities at fair value, with changes in fair value recognised in , using the
fair value measurement guidance in Section 12 Fair value measurement. An NPO using
the fair value model shall use the cost model for any beneficial interest in a jointly
controlled for which fair value cannot be measured reliably without undue cost or
effort.

Transactions between a party to the joint arrangement and the joint
arrangement

G15.16 When a party to the joint arrangement contributes or sells assets to a joint arrangement,
recognition of any portion of a gain or loss from the transaction shall reflect the
substance of the transaction. While the assets are retained by the joint arrangement, and
provided the party to the joint arrangement has transferred the significant risks and
rewards of ownership, the party shall recognise only that portion of the gain or loss that
is attributable to the interests of the other parties. The party shall recognise the full
amount of any loss when the contribution or sale provides evidence of an impairment
loss.

G15.17 When a party to the joint arrangement purchases assets from a joint arrangement, that
party shall not recognise its share of the profits or surpluses of the joint arrangement
from the transaction until it resells the assets to an independent party. An NPO to the
joint arrangement shall recognise its share of the resulting from these
transactions in the same way as except that shall be recognised
immediately when they represent an impairment loss.

13
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If a party does not have joint control

G15.18 An NPO that participates in, but does not have joint control of, a jointly controlled entity
shall account for its interest in the arrangement in accordance with Section 11 Financial
Instruments, unless it has significant influence over the jointly controlled entity, in which
case it shall account for it in accordance with Section 14 Investments in associates.

G15.19 An NPO that participates in, but does not have joint control of, a jointly controlled
operation involving the use of assets and other resources instead of the establishment of
a separate vehicle shall account for its interest in the arrangement in accordance with
paragraph G15.5.

G15.20 An NPO that participates in, but does not have joint control of, a jointly controlled asset
involving joint ownership of one or more assets contributed to, or acquired for the
purpose of, the joint arrangement and dedicated to the purpose of the joint
arrangement shall account for its interest in the arrangement in accordance with
paragraph 15.7.

Disclosures

G15.21 An shall disclose the following:

a) the accounting policy it uses for recognising its interests in jointly controlled ;

b) the carrying amount of beneficial interests in jointly controlled entities (see
paragraph 4.2(k));

c) the fair value of its beneficial interests in a jointly controlled entity, if a market price
for the beneficial interest is quoted and the NPO accounts for the jointly controlled
entities using the equity method; and

d) the aggregate amount of its commitments relating to jointly controlled entities,
including its share in the commitments that have been incurred jointly with other
parties.

G15.22 For jointly controlled entities accounted for in accordance with the equity method, the
NPO shall also make the disclosures required by paragraph G14.14 for equity method
investments.

G15.23 For jointly controlled entities accounted for in accordance with the fair value model, the
NPO shall make the disclosures required in Section 12. If an NPO applies the undue cost
or effort exemption in paragraph G15.15 for any jointly controlled entities it shall disclose
that fact, the reasons why fair value measurement would involve undue cost or effort and
the carrying amount of beneficial interests in jointly controlled entities accounted for
under the cost model.

14
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Section 19 - Business combinations and goodwill

Scope of this section

G19.1

G19.2

This section applies to a transaction or other event that meets the definition of business
combination (see paragraph G19.4). It establishes principles and requirements for how
an acquiring NPO:

(a) recognises and measures in its financial statements the identifiable assets
acquired, liabilities assumed and any non-controlling interest in the acquiree;
and

(b) recognises and measures the goodwill acquired (both at the time of a business
combination and subsequently) or a gain from a bargain purchase.

This section does not apply to:

a) combinations of entities or businesses under common control. Common control
means that all of the combining entities or businesses are ultimately controlled by the
same party or parties both before and after the business combination, and that
control is not transitory.

b) formations of a joint arrangement in the financial statements of the joint
arrangement itself.

€) acquisitions of an asset or a group of assets that does not constitute a business.

Business combinations defined

G19.3

G19.4

An NPO shall determine whether a transaction or other event is a business combination
by applying the definition in paragraph G19.4, which requires that the assets acquired and
the liabilities assumed constitute a business. If the assets acquired do not constitute a
business, the NPO shall account for the transaction or other event as an asset acquisition.
Paragraphs AG19.1-AG19.10 provide guidance on the definition of a business.

A business combination is a transaction or other event in which an acquirer, obtains

control of one or more businesses. An acquirer might obtain control of an acquiree in a

variety of ways, for example:

a) by transferring cash, cash equivalents or other assets (including net assets that
constitute a business);

b) by incurring liabilities;

¢) by issuing equity instruments; or

d) by providing more than one type of consideration;

e) by obtaining powers to  appoint and/or remove a majority of an NPO's governing
board; or

f) by entering into a formal agreement for transfer.

16
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G19.5 Abusiness combination may be structured in a variety of ways for legal, taxation or other

reasons, which include but are not limited to:

a) one or more businesses become subsidiaries of an acquiring NPO or the net assets of
one or more businesses are legally merged into the acquiring NPO;

b) one combining entity transfers its net assets, or its owners transfer their equity
instruments, to another combining entity or its owners;

¢) all of the combining entities transfer their net assets, or the owners of those entities
transfer their equity interests, to a newly formed entity; or

d) a group of former owners of one of the combining entities obtains control of the
combined entity; or

e) any of the above combinations in relation to an NPO (or multiple NPOs).

Accounting

G19.6 An NPO shall account for each combination by applying the acquisition purchase
method.

G19.7 Applying the acquisition method requires:
a) identifying the acquiring NPO;
b) determining the acquisition date;
€) recognising and measuring identifiable assets acquired, the liabilities assumed and
any non-controlling interest in the acquiree; and
d) recognising and measuring goodwill or a gain from a bargain purchase.

Identifying the acquiring NPO

G19.8 For each business combination, one of the combining entities shall be identified as the
acquirer.

G19.9 The requirement in Section 9 Consolidated and separate financial statements shall be used
to identify the acquirer—that is, the entity that obtains control of the acquiree.

G19.10 If a business combination has occurred but applying the requirements in Section 9 does
not clearly indicate which of the combining entities is the acquirer, the factors in
paragraphs AG19.11-AG19.15 shall be considered in making that determination

Determining the acquisition date

G19.11 An acquiring NPO shall identify the acquisition date, which is the date on which it obtains
control of the acquiree.

17
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Recognising and measuring the identifiable assets acquired, the liabilities assumed and
any non-controlling interest in the acquiree

Recognition Principle

G19.12 At the acquisition date, the acquiring NPO shall recognise, separately from the goodwill,
the identifiable assets acquired, the liabilities assumed and any non-controlling interest in
the acquiree, if, and only if, the conditions in paragraph G19.13 are met.

G19.13 To qualify for recognition as part of applying the acquisition method, the identifiable assets
acquired and liabilities assumed must:
a) meet the definitions of assets and liabilities in Section 2 Concepts and pervasive
principles at the acquisition date; and
b) be part of what the acquiring NPO and the acquiree (or its former owners) exchanged
in the business combination transaction rather than the result of separate
transactions (see paragraph G19.30).

Measurement principle
G19.14 The acquiring NPO shall measure the identifiable assets acquired and the liabilities
assumed at their acquisition-date fair values.

G19.15 For each business combination, the acquiring NPO shall measure at the acquisition date
any non-controlling interests in the acquiree at the non-controlling interest's
proportionate share in the recognised amounts of the acquiree’s net identifiable assets.

Exceptions to the recognition or measurement principles

G19.16 Paragraphs G19.17-G19.22 provide exceptions to the recognition and measurement
principles set out in paragraphs G19.12-G19.15 and specify both the particular items for
which exceptions are provided and the nature of those exceptions

G19.17 In accordance with paragraph G18.8, an acquiring NPO shall recognise an intangible
asset acquired in a business combination, that meets the recognition principles set out
in Section 18 Intangible assets other than goodwill, if its fair value can be measured reliably
without undue cost or effort at the acquisition date

G19.18 For liabilities and contingent liabilities that would be within the scope of Section 21
Provisions and contingencies if they were incurred separately rather than assumed in a
business combination, an acquiring NPO shall apply paragraph G21.6 to determine
whether at the acquisition date a present obligation exists as a result of past events for a
provision or contingent liability.

G19.19 Paragraph G19.20 applies to a present obligation identified in accordance with paragraph
G19.18 that meets the definition of a contingent liability as set out in paragraph G21.13
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(that is, when it is a present obligation that is not recognised because it fails to meet one
or both of the conditions (b) and (c) in paragraph G21.4).

At the acquisition date, the acquiring NPO shall recognise a contingent liability assumed
in a business combination if it is a present obligation that arises from past events and its
fair value can be measured reliably. Therefore, contrary to paragraphs G21.4(b) and
G21.13, the acquiring NPO recognises a contingent liability assumed in a business
combination at the acquisition date even if it is not probable that the acquiring NPO will
be required to transfer economic benefits in settlement.

A deferred tax asset or deferred tax liability arising from the assets acquired and
liabilities assumed in a business combination shall be recognised and measured in
accordance with Section 29 Income tax.

A liability (or asset, if any) related to the acquiree's employee benefit arrangements
shall be recognised and measured in accordance with Section 28 Employee benefits.

Recognising and measuring goodwill or a gain from a bargain purchase

G19.23

The acquiring NPO shall recognise goodwill as of the acquisition date measured as the
excess of (a) over (b) below:
a) the aggregate of:
i.  the consideration transferred measured in accordance with paragraph G19.26,
which generally requires acquisition-date fair value;
ii. the amount of anynon-controlling interestin the acquiree measured in
accordance with paragraph G19.15; and
iii.  in abusiness combination achieved in stages (see paragraphs G19.30-G19.31),
the acquisition-date fair value of the acquiring NPO's previously held equity
interest in the acquiree.
b) the net of the acquisition-date amounts of the identifiable assets acquired and the
liabilities assumed measured in accordance with paragraphs G19.14-G19.22.

Bargain purchase

G19.24

G19.25

Occasionally, an acquiring NPO will make a bargain purchase, which is a business
combination in which the amount in paragraph G19.23(b) exceeds the aggregate of the
amounts specified in paragraph G19.23 (a). If that excess remains after applying
paragraph G19. 25, the acquiring NPO shall recognise the resulting gain in surplus or
deficit on the acquisition date. The gain shall be attributed to the acquiring NPO.

Before recognising a gain on a bargain purchase, the acquiring NPO shall reassess

whether it has correctly identified all of the assets acquired and all of the liabilities
assumed and shall recognise any additional assets or liabilities that are identified in that
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reassessment. The acquiring NPO shall then review the procedures used to measure the

amounts required to be recognised at the acquisition date for all of the following:

a) theidentifiable assets acquired and the liabilities assumed;

b) for abusiness combination achieved in stages, the acquiring NPO's previously
held eguity interest in the acquiree; and

c¢) the consideration transferred.

Consideration transferred

G19.26 The consideration transferred in a business combination acquiring NPO shall be
measured at fair value, which shall be calculated as the sum of the acquisition-date fair
values of the assets transferred by the acquiring NPO, the liabilities incurred by the
acquiring NPO to former owners of the acquiree and the equity holdings issued by the
acquiring NPO. Examples of potential forms of consideration include cash, other assets, a
business or a controlled entity of the acquiring NPO, contingent consideration,
ordinary or preference equity instruments, options and warrants. For NPOs, this also
includes a formal transfer agreement, or agreements to exchange service potential.

Contingent consideration

G19.27 The consideration the acquiring NPO transfers in exchange for the acquiree includes any
asset or liability resulting from a contingent consideration arrangement (see paragraph
G19.26). The acquiring NPO shall recognise the acquisition date fair value of contingent
consideration as part of the consideration transferred in exchange for the acquiree if it
can be measured reliably.

G19.28 However, if the acquisition-date fair value of contingent consideration cannot be
measured reliably without undue cost or effort, the acquiring NPO shall recognise, at the
acquisition date, an estimate of the most likely amount of contingent consideration-

G19.29 The acquiring NPO shall classify an obligation to pay contingent consideration that meets
the definition of a financial instrument as a financial liability or as equity on the basis
of the definitions of an equity instrument and a financial liability in Section 22 Liabilities
and Equity. The acquiring NPO shall classify as an asset a right to the return of previously
transferred consideration if specified conditions are met.

A business combination achieved in stages (so-called ‘step acquisition’)

G19.30 An acquiring NPO sometimes obtains control of an acquiree in which it held an equity
interest immediately before the acquisition date. If this is the case, the acquiring NPO
shall remeasure its previously held eguity interest in the acquiree at its acquisition-date
fair value and recognise the resulting gain or loss, if any, in surplus or deficit.

G19.31 When a party to a joint arrangement obtains control of a business that is a jointly

controlled operation or a jointly controlled asset immediately before the acquisition date,
the transaction is a business combination achieved in stages. The acquiring NPO shall
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therefore apply the requirements for a business combination achieved in stages, including
remeasuring its entire previously held interest in the jointly controlled operation or the
jointly controlled asset in accordance with paragraph G19.30

Measurement period

G19.32 If the initial accounting for a business combination is incomplete by the end of the
reporting period in which the combination occurs, the acquiring NPO shall recognise in
its financial statements provisional amounts for the items for which the accounting is
incomplete. Within twelve months after the acquisition date, the acquiring NPO shall
retrospectively adjust the provisional amounts recognised as assets and liabilities at the
acquisition date (ie account for them as if they were made at the acquisition date) to reflect
new information obtained about any relevant facts and circumstances that existed at the
acquisition date. Any adjustments made will have an impact upon the goodwill acquired
or a gain from a bargain purchase recognised. Beyond twelve months after the acquisition
date, adjustments to the initial accounting for a business combination shall be recognised
only to correct an error in accordance with Section 10 Accounting policies, estimates and
errors.

Acquisition-related costs

G19.33 Acquisition-related costs are costs the acquiring NPO incurs to effect a business
combination. Those costs are to be accounted for separately from the business
combination. The acquiring NPO shall account for acquisition-related costs as expenses in
the periods in which the costs are incurred and the services are received, with one
exception. The cost to issue debt or equity securities shall be recognised in accordance
with Section 11 and Section 22, respectively.

Subsequent measurement and accounting

G19.34 In general, an acquiring NPO shall subsequently measure and account for assets acquired,
liabilities assumed or incurred and equity holdings issued in a business combination in
accordance with the applicable sections of this Guidance. However, paragraphs G19.35—
G19.37 provide requirements on subsequently measuring and accounting for the
following:

a) goodwill;
b) contingent liabilities recognised as of the acquisition date; and
c) contingent consideration.

Goodwill

G19.35 After its initial recognition, the acquiring NPO shall measure goodwill acquired in a
business combination at cost less accumulated amortisation and accumulated
impairment losses:
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a) the acquiring NPO an-entity shall follow the principles in paragraphs G18.19-G18.24
for amortisation of goodwill. If the useful life of goodwill cannot be established
reliably, the life shall be determined based on management's best estimate but shall
not exceed ten years.

b) the acquiring NPO an-entity shall follow Section 27 Impairment of assets for recognising
and measuring the impairment of goodwill.

Contingent Liabilities

G19.36 After their initial recognition and until the liability is settled, cancelled or expires, the
acquiring NPO shall measure a contingent liability recognised in a business combination
at the higher of:

a) the amount that would be recognised in accordance with Section 21; and
b) the amountinitially recognised less, if appropriate, the cumulative amount of income
recognised in accordance with the principles of Section 23 Revenue.

Contingent Consideration

G19.37 Except for those changes in the amount of contingent consideration that are
measurement period adjustments in accordance with paragraph G19.19, changes
resulting from events after the acquisition date, such as meeting an earnings target,
reaching a-specified-shareprice or reaching a milestone on a research and development
project, are not measurement period adjustments. The acquiring NPO shall account for
changes in the amount of contingent consideration that are not measurement period
adjustments as follows:

a) contingent consideration classified as equity shall not be remeasured and its
subsequent settlement shall be accounted for within equity.
b) other contingent consideration that:

i. is within the scope of Part Il of Section 11 Other Financial Instrument Issues
(whose fair value can be measured reliably without undue cost or effort) shall
be measured at fair value at each reporting date with changes in fair value
recognised in surplus or deficit.

ii. is not within the scope of Part Il of Section 11 (whose fair value cannot be
measured reliably without undue cost or effort (see paragraph G19.28)) shall be
reviewed at each reporting date and adjusted to reflect the current estimate of
the most likely amount of the contingent consideration at that reporting date.
Any adjustments to the amounts previously recognised shall be recognised in
surplus or deficit.
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Disclosures

For business combinations during the period

G19.38 For each business combination during the period, the acquiring NPO shall disclose the
following:

a)
b)
c)
d)

g

h)

the name and description of the acquiree;

the acquisition date;

the percentage of voting equity instruments acquired;

the acquisition-date fair value of the total consideration transferred and a description

of the components of that consideration (such as cash, equity instruments and debt

instruments);

for contingent consideration arrangements:

i.  the amount recognised as of the acquisition date;
ii.  adescription of the arrangement and the basis for determining the amount
of the payment; and
ii. if the acquisition-date fair value of contingent consideration cannot be

measured reliably without undue cost or effort (see paragraph G19.28), at the
acquisition date, the acquiring NPO shall disclose that fact and the reasons
why a reliable fair value measurement would involve undue cost or effort.

the amounts recognised at the acquisition date for each class of the acquiree’s assets;

and liabilities;

for a bargain purchase, the amount of any surplus recognised in surplus of deficit in

accordance with paragraph G19.24 and the line item in the Statement of Changes in

Net Assets or Statement of Income and Expenses in which the gain is recognised;

a qualitative description of the factors that make up the goodwill recognised, such as

expected synergies from combining operations of the acquiree and the acquiring

NPO, intangible assets - not recognised in accordance with paragraph G19.17 or other

factors; and

for each contingent liability that is not recognised in accordance with paragraph

G19.20 because its fair value cannot be measured reliably, the acquiring NPO shall

disclose the information required by paragraph G21.16.

For all business combinations

G19.39 An acquiring NPO shall disclose the useful lives used for goodwill and a reconciliation of
the carrying amount of goodwill at the beginning and end of the reporting period,
showing. The reconciliation should show separately:

a)

b)
Q)

additional goodwill recognised during the reporting period changes arising from new
business combinations;

impairment losses recognised during the reporting period applying Section 27;
goodwill derecognised during the reporting period disposals of previously acquired
businesses; and
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d) other changes.
This reconciliation need not be presented for prior periods.

For each reporting period after the acquisition date

G19.40 For each reporting period after the acquisition date until the NPO collects, sells or
otherwise loses the right to a contingent consideration asset, or until the NPO settles a
contingent consideration liability or the liability is cancelled or expires, the NPO shall
disclose for each material business combination and in aggregate for individually
immaterial business combinations that are material collectively:

a) any changes in the recognised amounts, including any differences arising upon
settlement; and

b) the valuation techniques and key model inputs used to measure contingent
consideration.

Application guidance

Definition of a business (application of paragraph G19.3)

AG19.1 A business consists of inputs and processes applied to those inputs that have the ability
to contribute to the creation of outputs. The three elements of a business are defined as
follows:

(a) input: any economic resource that creates outputs, or has the ability to
contribute to the creation of outputs when one or more processes are applied to
it. Examples include non-current assets, intellectual property, the ability to obtain
access to necessary materials or rights and employees.

(b) process: any system, standard, protocol, convention or rule that when applied to
an input or inputs, creates outputs or has the ability to contribute to the creation
of outputs. Examples include strategic management processes, operational
processes and resource management processes.

(c) output: the result of inputs and processes applied to those inputs that provide
goods or services to customers, generate investment income or generate other
income from ordinary activities.

Optional test to identify concentration of fair value

AG1A.2 Paragraph AG19.3 sets out an optional concentration test to permit a simplified
assessment of whether an acquired set of activities and assets is not a business. An NPO
may elect to apply, or not apply, the test. An NPO may make such an election separately
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for each transaction or other event. The concentration test has the following
consequences:

a) if the concentration test is met, the set of activities and assets is determined not to be
a business and no further assessment is needed.

b) if the concentration test is not met, or if the NPO elects not to apply the test, the NPO
shall then perform the assessment set out in paragraphs AG1A.4-AG19.10.

The concentration test is met if substantially all of the fair value of the gross assets (not
net assets) acquired is concentrated in a single identifiable asset or group of similar
identifiable assets. For the concentration test:

a) gross assets acquired shall exclude cash and cash equivalents, deferred tax assets,
and goodwill resulting from the effects of deferred tax liabilities.

b) the fair value of the gross assets acquired shall include any consideration
transferred (plus the non-controlling interest's proportionate share in the
recognised amounts of the acquiree’s net identifiable assets and the fair value of any
previously held interest) in excess of the fair value of net identifiable assets acquired.

€) a single identifiable asset shall include any asset or group of assets that would be
recognised and measured as a single identifiable asset in a business combination.

d) if a tangible asset is attached to, and cannot be physically removed and used
separately from, another tangible asset, without incurring significant cost, or
significant diminution in utility or fair value to either asset (for example, land and
buildings), those assets shall be considered a single identifiable asset.

e) when assessing whether assets are similar, an NPO shall consider the nature of each
single identifiable asset and the risks associated with managing and creating outputs
from the assets (that is, the risk characteristics).

Elements of a business

AG19.4 Although businesses usually have outputs, outputs are not required for an integrated set

AG19.5

AG19.6

of activities and assets to qualify as a business. To be capable of being conducted and
managed for the purpose identified in the definition of a business, an integrated set of
activities and assets requires two essential elements—inputs and processes applied to
those inputs. A business need not include all of the inputs or processes that the seller
used in operating that business. However, to be considered a business, an integrated set
of activities and assets must include, at a minimum, an input and a substantive process
that together significantly contribute to the ability to create output. Paragraphs AG19.7-
AG19.10 specify how to assess whether a process is substantive.

If an acquired set of activities and assets has outputs, continuation of revenue does not
on its own indicate that both an input and a substantive process have been acquired.

Determining whether a particular set of activities and assets is a business shall be based
on whether the integrated set is capable of being conducted and managed as a business
by a market participant. Thus, in evaluating whether a particular set is a business, itis not
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relevant whether a seller operated the set as a business or whether the acquiring
NPO intends to operate the set as a business.

Assessing whether an acquired process is substantive

AG19.7 Paragraphs AG19.8-AG19.10 explain how to assess whether an acquired process is
substantive if the acquired set of activities and assets does not have outputs
(paragraph AG19.9) and if it does have outputs (paragraph AG19.10). The following
decision tree is to summarise how an entity assesses whether an acquired process is
substantive.

Paragraph Does the acquired set of Yes Paragraph
19A.9 activities and assets have 19A.10
outputs?

Does it include: Does it include
— an acquired critical process: — an acquired critical process; and
— access to an organized workforce - agcess_lo an organized workforce
with skills to perform that process: with skills to perform that process?
and
— other inputs that the workforce can i
convert into outputs?
Does it include
Yes — an acquired process that is unique,
scarce or difficult to replace and
Yes significantly contributes to the ability
to keep producing oufpuis?

AG19.8 An example of an acquired set of activities and assets that does not have outputs at
the acquisition date is an early-stage entity that has not started generating revenue.
Moreover, if an acquired set of activities and assets was generating revenue at the
acquisition date, it is considered to have outputs at that date, even if subsequently it will
no longer generate revenue from external customers, for example because it will be
integrated by the acquirer.

AG19.9 If aset of activities and assets does not have outputs at the acquisition date, an acquired

process (or group of processes) shall be considered substantive only if:

a) itis critical to the ability to develop or convert an acquired input or inputs into outputs;
and
b) theinputs acquired include both an organised workforce that has the necessary skills,
knowledge, or experience to perform that process (or group of processes) and other
inputs that the organised workforce could develop or convert into outputs. Those
other inputs could include:
i. intellectual property that could be used to develop a good or service;
ii. other economic resources that could be developed to create outputs; or
iii. rights to obtain access to necessary materials or rights that enable the creation
of future outputs.
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Examples of the inputs mentioned in subparagraphs (b)(i)-(iii) include technology, in-
process research and development projects and real estate.

AG19.10 If a set of activities and assets has outputs at the acquisition date, an acquired process
(or group of processes) shall be considered substantive if, when applied to an acquired
input or inputs, it:

a) is critical to the ability to continue producing outputs, and the inputs acquired include
an organised workforce with the necessary skills, knowledge or experience to perform
that process (or group of processes); or

b) significantly contributes to the ability to continue producing outputs and:

i. is considered unique or scarce; or
ii. cannot be replaced without significant cost, effort or delay in the ability to
continue producing outputs.

Identifying the acquiring NPO (application of paragraphs 19.8-19.10)

AG19.11 In a business combination effected primarily by transferring cash or other assets or by
incurring liabilities, the acquirer is usually the entity that transfers the cash or other
assets or incurs the liabilities.

AG19.12 In a business combination effected primarily by exchanging equity instruments
the acquirer is usually the entity that issues its equity holdings. Other pertinent facts and
circumstances shall also be considered in identifying the acquirer in a business
combination effected by exchanging equity instruments. For example, the acquirer is
usually the combining entity:

a) whose owners as a group retain or receive the largest portion of the voting rights in
the combined entity—after the business combination.

b) whose single owner or organised group of owners holds the largest minority voting
interest in the combined entity—if no other owner or organised group of owners has
a significant voting interest.

¢) whose owners have the ability to elect or appoint or to remove a majority of the
members of the governing body of the combined entity.

d) whose (former) management dominates the senior management of the combined
entity.

e) that pays a premium over the pre-combination fair value of the equity instruments of
the other combining entity or entities.

AG19.13 The acquireris usually the combining entity whose relative size (measured in, for
example, assets, revenues or profit) is significantly greater than that of the other
combining entity or entities.

AG19.14 In abusiness combinationinvolving more than two entities, determining
the acquirer shall include a consideration of, among other things, which of the combining
entities initiated the combination, as well as the relative size of the combining entities.
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AG19.15 A new entity formed to effect a business combination is not necessarily the acquirer. If a

new entity is formed to issue equity instruments to effect a business combination, one
of the combining entities that existed before the business combination shall be identified
as the acquirer by applying the guidance in paragraph G19.10 and paragraphs AG19.11-
AG19.14. In contrast, a new entity that transfers cash or other assets or incurs liabilities
as consideration may be the acquiring NPO.

Implementation Guidance

lllustrative examples

The examples illustrate application of the guidance in paragraphs AG19.1-AG19.10.

Definition of a business (application of paragraph G19.3)

1G19.1

1G19.2

Example A—acquisition of real estate
Scenario 1T—Background

An entity (Purchaser) purchases a portfolio of 10 single-family homes that each have an
in-place lease. The fair value of the consideration paid is equal to the aggregate fair value
of the 10 single-family homes acquired. Each single-family home includes the land,
building and property improvements. Each home has a different floor area and interior
design. The 10 single-family homes are located in the same area and the classes of
customers (for example, tenants) are similar. The risks associated with operating in the
real estate market of the homes acquired are not significantly different. No employees,
other assets, processes or other activities are transferred.

Scenario 1T—Application of requirements
Purchaser elects to apply the optional concentration test set out in paragraph AG19.3 and
concludes that:

(a) each single-family home is considered a single identifiable asset in accordance
with paragraph AG19.3 for the following reasons:

(i) the building and property improvements are attached to the land and
cannot be removed without incurring significant cost; and

(i)  the building and the in-place lease are considered a single identifiable
asset, because they would be recognised and measured as a single
identifiable asset in a business combination.
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(b) the group of 10 single-family homes is a group of similar identifiable assets
because the assets (all single-family homes) are similar in nature and the risks
associated with managing and creating outputs are not significantly different.
This is because the types of homes and classes of customers are not significantly
different.

(c) consequently, substantially all of the fair value of the gross assets acquired is
concentrated in a group of similar identifiable assets.

Therefore, Purchaser concludes that the acquired set of activities and assets is not a
business.

Scenario 2—Background

Assume the same facts as in Scenario 1 except that Purchaser also purchases a multi-
tenant corporate office park with six 10-storey office buildings that are fully leased. The
additional set of activities and assets acquired includes the land, buildings, leases and
contracts for outsourced cleaning, security and maintenance. No employees, other assets,
other processes or other activities are transferred. The aggregate fair value associated
with the office park is similar to the aggregate fair value associated with the 10 single-
family homes. The processes performed through the contracts for outsourced cleaning
and security are ancillary or minor within the context of all the processes required to
create outputs.

Scenario 2—Application of requirements

Purchaser elects to apply the optional concentration test set out in paragraph AG19.3 and
concludes that the single-family homes and the office park are not similar identifiable
assets, because the single-family homes and the office park differ significantly in the risks
associated with operating the assets, obtaining tenants and managing tenants. In
particular, the scale of operations and risks associated with the two classes of customers
are significantly different. Consequently, the fair value of the gross assets acquired is not
substantially all concentrated in a group of similar identifiable assets, because the fair
value of the office park is similar to the aggregate fair value of the 10 single-family homes.
Thus Purchaser assesses whether the set meets the minimum requirements to be
considered a business in accordance with paragraphs AG19.4-AG19.10.

The set of activities and assets has outputs because it generates revenue through the in-
place leases. Consequently, Purchaser applies the criteria in paragraph AG19.10 to
determine whether any processes acquired are substantive.

Purchaser concludes that the criterion in paragraph AG19.10(a) is not met because:
(a) the set does not include an organised workforce; and

(b) Purchaser considers that the processes performed by the outsourced cleaning,
security and maintenance personnel (the only processes acquired) are ancillary
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or minor within the context of all the processes required to create outputs and,
therefore, are not critical to the ability to continue producing outputs.

IG19.8 After considering the only processes acquired, those performed by the outsourced
cleaning, security and maintenance personnel, Purchaser also concludes that the criteria
in paragraph AG19.10(b) are not met. Either of the following reasons justifies that

conclusion:

(a) the processes do not significantly contribute to the ability to continue producing
outputs.

(b) the processes are readily accessible in the marketplace. Thus, they are not unique

or scarce. In addition, they could be replaced without significant cost, effort or
delay in the ability to continue producing outputs.

IG19.9 Because none of the criteria in paragraph AG19.10 is met, Purchaser concludes that the
acquired set of activities and assets is not a business.

Scenario 3—Background

1G19.10 Assume the same facts as in Scenario 2, except that the acquired set of activities and
assets also includes the employees responsible for leasing, tenant management, and
managing and supervising all operational processes.

Scenario 3—Application of requirements

IG19.11 Purchaser elects not to apply the optional concentration test set out
in paragraph AG19.3 and therefore assesses whether the set meets the minimum
requirements to be considered a business in accordance with paragraphs AG19.4-
AG19.10.

IG19.12 The acquired set of activities and assets has outputs because it generates revenue
through the in-place leases. Consequently, Purchaser applies the criteria
in paragraph AG19.10.

1G19.13 Purchaser concludes that the criterion in paragraph AG19.10(a) is met because the set
includes an organised workforce with the necessary skills, knowledge or experience to
perform processes (ie leasing, tenant management, and managing and supervising the
operational processes) that are substantive because they are critical to the ability to
continue producing outputs when applied to the acquired inputs (ie the land, buildings
and in-place leases). Furthermore, Purchaser concludes that the criterion
in paragraph AG19.4 is met because those substantive processes and inputs together
significantly contribute to the ability to create output. Consequently, Purchaser concludes
that the acquired set of activities and assets is a business.

Example B—acquisition of a drug candidate

Scenario 1T—Background
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IG19.14 An entity (Purchaser) purchases a legal entity that contains:

(a)

(b)

the rights to an in-process research and development project that is developing
a compound to treat diabetes and is in its final testing phase (Project 1). Project
1 includes the historical know-how, formula protocols, designs and procedures
expected to be needed to complete the final testing phase.

a contract that provides outsourced clinical trials. The contract is priced at current
market rates and a number of vendors in the marketplace could provide the
same services. Therefore, the fair value associated with this contract is nil.
Purchaser has no option to renew the contract.

No employees, other assets, other processes or other activities are transferred.

Scenario 1T—Application of requirements

1G19.15 Purchaser elects to apply the optional concentration test set out in paragraph AG19.3 and
concludes that:

(a)

(b)

Project 1 is a single identifiable asset because it would be recognised and
measured as a single identifiable intangible asset in a business combination.

because the acquired contract has a fair value of nil, substantially all of the fair
value of the gross assets acquired is concentrated in Project 1.

IG19.16 Consequently, Purchaser concludes that the acquired set of activities and assets is not a
business.

Scenario 2—Background

1G19.17 Assume the same facts as in Scenario 1 except that the acquired set of activities and assets
also includes another in-process research and development project that is developing a
compound to treat Alzheimer’s disease and is in its final testing phase (Project 2). Project
2 includes the historical know-how, formula protocols, designs and procedures expected
to be needed to complete the final phase of testing. The fair value associated with Project
2 is similar to the fair value associated with Project 1. No employees, other assets,
processes or other activities are transferred.

Scenario 2—Application of requirements

1G19.18 Purchaser elects to apply the optional concentration test set out in paragraph AG19.3 and
concludes that:

(a)

(b)

Project 1 and Project 2 are identifiable intangible assets that would each be
recognised and measured as a separate identifiable asset in a business
combination.

Project 1 and Project 2 are not similar identifiable assets because significantly
different risks are associated with managing and creating outputs from each
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asset. Each project has significantly different risks associated with developing,
completing and marketing the compound to customers. The compounds are
intended to treat significantly different medical conditions, and each project has
a significantly different potential customer base.

consequently, the fair value of the gross assets acquired is not substantially all
concentrated in a single identifiable asset or group of similar identifiable assets.
Therefore, Purchaser assesses whether the set meets the minimum
requirements to be considered a business in accordance with paragraphs
AG19.4-AG19.10.

IG19.19 The acquired set of activities and assets does not have outputs because it has not started
generating revenue. Thus, Purchaser applies the criteria in paragraph AG19.9. Purchaser
concludes that those criteria are not met for the following reasons

(@)
(b)

the set does not include an organised workforce; and

although the contract that provides outsourced clinical trials might give access to
an organised workforce that has the necessary skills, knowledge or experience to
perform processes needed to carry out the clinical trials, that organised
workforce cannot develop or convert the inputs acquired by Purchaser into
outputs. Successful clinical trials are a pre-condition for producing output, but
carrying out those trials will not develop or convert the acquired inputs into
outputs.

Consequently, Purchaser concludes that the acquired set of activities and assets is not a
business.
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