18 December 2020

IFRS Foundation
Columbus Building
7 Westferry Circus
Canary Wharf
London E14 4HD
United Kingdom
Dear Sir/Madam
Re: IASB DP 2020/1 Business Combinations: Disclosures, Goodwill, and
Impairment
We are responding to your invitation to comment on the discussion paper DP 2020/1
Business Combinations – Disclosures, Goodwill, and Impairment (the ‘DP’) on behalf of
PricewaterhouseCoopers.
Following consultation with members of the PricewaterhouseCoopers network of firms, this
response summarises the views of member firms who commented on the DP.
‘PricewaterhouseCoopers’ refers to the network of member firms of PricewaterhouseCoopers
International Limited, each of which is a separate and independent legal entity.
We support the Board’s efforts to assess whether amendments to the guidance are needed to
improve the current accounting model for goodwill and to enhance disclosures to provide
more useful information about acquisitions without imposing undue costs on preparers.
The overall objective of the DP and the current objective of the impairment test in IAS 36,
‘Impairment of Assets’, are not aligned. Our experience, through outreach and internal
discussions, has identified an expectation gap as to the purpose of an impairment test. We
believe that the Board should make it clear that the proposed disclosure requirements and the
current impairment model have different objectives. The impairment test exists to ensure that
assets recognised in the statement of financial position are recoverable, rather than to identify
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whether the acquisition is ultimately value additive. The proposed disclosures are intended to
provide the information about the efficacy of the acquisition. To move forward with this
project, it is important that the Board should consider how to address this expectation gap.
The purpose of the impairment model should be addressed and clearly articulated in any final
changes made to the impairment standard.
We support the Board’s proposal to address the objective of the DP by introducing additional
disclosure requirements in IFRS 3, ‘Business Combinations’. We agree with the Board’s
objective to provide investors with better information about acquisitions that will result in a
better understanding of the economics of these transactions. We think that the informational
value provided by these proposed disclosures might be equally applicable to entities that grow
their business organically rather than through acquisitions. We would therefore encourage the
Board to consider an additional project that captures these types of transaction, in order to
ensure a level playing field for entities and analysts. We recommend that the Board should
consider balancing incremental costs to preparers with the benefit of the proposed
requirements and, as part of this, we would recommend including a disclosure objective, in
line with the Disclosure Initiative, rather than a prescriptive list as currently proposed.
We have not identified significant new arguments for the reintroduction of amortisation of
goodwill, and we therefore support retaining the impairment-only model. However, we
acknowledge the existence of divergent views within the PwC network.
We support the Board’s efforts to improve the current impairment model and believe that the
proposals within the DP will reduce the cost and complexity of performing, as well as improve
the relevance of, the impairment test. We would also propose a number of other
improvements to the impairment test and have outlined suggestions in our responses below.
We believe that, following simplification of the current impairment test, the changes result in
such similarity between value in use and fair value less costs of disposal that there is a lack of
significant difference between the two models. Accordingly, we believe that the Board should
consider moving to one model.
We propose that the Board should review the level at which impairment testing of goodwill is
performed, which often defaults to the operating segment level under current guidance. This
would help to eliminate or reduce any shielding effect from the existing business and, in turn,
improve the timeliness of impairment recognition. We also support moving from an annual
impairment test to indicators-based testing, if this is considered as part of a package of
amendments including a review of the level at which goodwill impairment testing is
performed.
While we believe that the above comments are important as the IASB looks at this issue, we
note that the US Financial Accounting Standards Board (‘FASB’) currently has a project on its
technical agenda related to ASC 350, Intangibles – Goodwill and Other. While the Board’s
research project and the FASB’s project are separate, in our opinion retaining international
convergence in accounting for goodwill is of paramount importance. Different treatments for
goodwill post acquisition under US GAAP versus IFRS would undermine capital markets by
introducing the ability to arbitrage financial results depending on the accounting framework
selected. Both Boards have expended a large amount of energy in the past to achieve
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convergence on key critical aspects, business combinations being one of them. We would view
it as a backwards step for financial reporting and financial markets if the Boards diverged on
such a key area.
Please find our detailed answers to the ‘Questions for respondents’ included in the DP within
the appendix to this letter. We would be pleased to discuss our comments or to answer any
questions that the IASB staff or the Board might have. Please do not hesitate to contact Henry
Daubeney (henry.daubeney@pwc.com) or Paul Shepherd (paul.a.shepherd@pwc.com)
regarding our submission.

Yours Sincerely

Henry Daubeney
Partner, Global Chief Accountant and Head of Reporting
Office: 02078042160 | Mobile: 07841569635
Email: henry.daubeney@uk.pwc.com
PricewaterhouseCoopers LLP

Page 3 of 25

Appendix
Question 1
Paragraph 1.7 summarises the objective of the Board’s research project. Paragraph IN9
summarises the Board’s preliminary views. Paragraphs IN50–IN53 explain that these
preliminary views are a package and those paragraphs identify some of the links
between the individual preliminary views.

The Board has concluded that this package of preliminary views would, if implemented,
meet the objective of the project. Companies would be required to provide investors
with more useful information about the businesses those companies acquire. The aim is
to help investors to assess performance and more effectively hold management to
account for its decisions to acquire those businesses. The Board is of the view that the
benefits of providing that information would exceed the costs of providing it.

Q1(a): Do you agree with the Board’s conclusion? Why or why not? If not, what package
of decisions would you propose and how would that package meet the project’s
objective?

The overall objective of the DP (para 1.7) is to explore whether companies can, “at a reasonable cost,
provide investors with more useful information about the acquisitions those companies make to both
help investors assess performance of companies that have made acquisitions and to hold
management accountable”. We agree that disclosure could be used to provide users with information
to assess the subsequent performance of an acquisition.

However, the objective of an impairment test, as described in paragraph 1 of IAS 36, is “to prescribe the
procedures that an entity applies to ensure that its assets are carried at no more than their recoverable
amount”. We therefore do not believe that the current impairment model and the objective of the DP
are aligned. Our experience, through outreach and internal discussions, has identified an expectation
gap as to the purpose of an impairment test, and that there might not be a shared understanding of the
definition of an impairment and its related purpose. We believe that the Board should make it clear
that the proposed disclosure requirements and current impairment model have different objectives,
which we would agree with.

To move forward with this project, it is important that the Board should consider how to address this
expectation gap. The purpose of the impairment model should be addressed and clearly articulated in
any final changes made to the impairment standard.
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We believe that the proposed simplifications to the impairment model laid out in the DP would not
only improve the existing model but also reduce the cost to preparers.

We propose that the Board could also improve the impairment test by reviewing the level at which
impairment testing of goodwill is performed, which often defaults to the operating segment level
under current guidance. This would help to eliminate or reduce any shielding effect from the existing
business.

We do not agree with the statement in IN26 that optimism “is best addressed by auditors and
regulators, not by changing IFRS standards”. Paragraph 33 of IAS 36 states that an entity should
“base cash flow projections on the most recent financial budgets/forecasts approved by
management”. Therefore, management’s forecasts might inherently have some degree of optimism
built into them. We note that paragraph 33 of IAS 36 goes on to say that greater weight should be
given to external information. However, in many cases there is limited external information to vet
against management’s forecasts. Therefore, while some management estimates might tend more
towards the optimistic side, they cannot objectively be challenged as incorrect based on the
requirements of IAS 36. In addition, we often see that the discount rate is used as a mechanism to
adjust for optimism, which is, by its nature, also subjective and subject to significant measurement
uncertainty, making it challenging to clearly identify inherent optimism. While it is reasonable that
auditors have a responsibility to apply professional scepticism and to reasonably challenge
management’s assumptions, we believe that financial statements are the responsibility of
management. There are opportunities for the Board to make changes to the standards, through either
disclosure or measurement, that would aid in addressing the concern of optimism. (See our response
to Question 6(d) for further detail.)

Another mechanism for mitigating against optimism could be via disclosure. An idea that the Board
might consider in this regard would be requiring management to explain if its budget used in the
impairment calculation has been more favourable than the actual result in any of the previous three
periods.

We also recognise that, when determining fair value less costs of disposal (FVLCD) using a discounted
cash flow analysis, the initial cash flow estimates are also often based on management’s budgets. The
experiences and capabilities of management preparing these budgets, and therefore the impact to the
impairment model, can potentially vary significantly between preparers.
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Q1(b): Do any of your answers depend on answers to other questions? For example,
does your answer on relief from a mandatory quantitative impairment test for goodwill
depend on whether the Board reintroduces amortisation of goodwill? Which of your
answers depend on other answers and why?

Yes, our support of the Board’s package is dependent on our answers to other questions. We support
moving to an indicator approach only if:
●

there is careful reconsideration of the indicators that would trigger an impairment test (see our
response to Question 9 for further discussion on this topic); and

●

the Board reconsiders the requirements related to the level at which impairment testing is
performed. [IAS 36 para 80]. We expect that this would result in impairment testing being
performed at a lower level than it is currently performed for many organisations.

We think that, without these changes, the risk of goodwill impairment not being recognised on a
timely basis will be unduly exacerbated.

Question 2
Paragraphs 2.4–2.44 discuss the Board’s preliminary view that it should add new
disclosure requirements about the subsequent performance of an acquisition.
Q2(a): Do you think those disclosure requirements would resolve the issue identified in
paragraph 2.4—investors’ need for better information on the subsequent performance
of an acquisition? Why or why not?

Disclosure requirements can play an important role in addressing concerns of investors. These
concerns could be addressed by providing information about performance of acquisitions either as part
of management’s discussion and analysis or as a disclosure requirement in the audited financial
statements. We recognise that some might question why this increased level of disclosure is only
applicable to management’s objectives with respect to business combinations. For example, the
proposed disclosures to address the performance of investments in acquisitions would not have
comparable disclosures to investments to drive organic growth through capital expenditure or
investments in internally generated intangible assets.

We did consider whether the proposed disclosures would be better presented elsewhere in the annual
report, such as in the MD&A, but recognise that there could be inconsistencies since not all companies
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provide MD&A in the same level of detail (see para 2.32). Therefore, generally, we are supportive of
including additional disclosure requirements within the audited financial statements.

However, we note that the Board is currently engaged in a Disclosure Initiative Project to provide
disclosure objectives rather than a prescriptive list of requirements as discussed in paragraphs 2.53–
2.59. We encourage the Board to consider including specific requirements sparingly, because extended
disclosures could potentially be onerous and might also result in entities providing boilerplate
information instead of decision-useful information to investors. For example, a requirement to explain
the objective of an acquisition, and how an entity plans to achieve these objectives, could be more
worthwhile than a set list of disclosure requirements.

Q2(b): Do you agree with the disclosure proposals set out in (i)–(vi) below? Why or why
not?

As discussed in our response to Question 2(a), we believe that including a disclosure objective instead
of a list of required disclosures would be a more effective way of achieving the objective of the DP. A
number of the proposals are good examples of information that an entity could include to achieve the
objective (for example, to provide information on whether the stated objectives of an acquisition have
been met using the metrics identified at the acquisition date). However, we believe that the Board
should not be prescriptive, and it should not stipulate a threshold for how long these disclosures
should continue.

The proposed disclosure requirements could be costly and a burden for preparers if not aligned to how
they manage performance with respect to acquisitions. The proposed disclosures could result in the
need to create new processes and governance structures and the need to audit those new structures.
The objective should take into account the company’s approach to monitoring material acquisitions,
but it could offer examples of how this could be assessed. For example, a good indicator of an
acquisition being considered important to the overall financial performance of the company is if it is
reviewed by the CODM. See our response to Question 2(c).

Q2(c): Do you agree that the information provided should be based on the information
and the acquisitions a company’s CODM reviews (see paragraphs 2.33–2.40)? Why or
why not? Are you concerned that companies may not provide material information
about acquisitions to investors if their disclosures are based on what the CODM
reviews? Are you concerned that the volume of disclosures would be onerous if
companies’ disclosures are not based on the acquisitions the CODM reviews?
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We believe that a disclosure requirement tied only to those acquisitions monitored by the CODM could
potentially result in individually material acquisitions being excluded from these disclosures. While
monitoring by the CODM might generally indicate that an acquisition is considered material, it might
not achieve the objective of the DP with regard to acquisitions made by companies.

The CODM might not be the sole point of reference among the possible parties responsible for
monitoring performance of acquisitions (for example, segment managers). We believe that the Board
should not be overly prescriptive in identifying acquisitions that are required to be disclosed; rather,
the focus should be on whether the company has determined that the transaction is significant enough
to require disclosure, and the fact that the CODM is reviewing performance might be one of several
indicators used in making this judgement.

Q2(d): Could concerns about commercial sensitivity (see paragraphs 2.27–2.28) inhibit
companies from disclosing information about management’s (CODM’s) objectives for an
acquisition and about the metrics used to monitor whether those objectives are being
met? Why or why not? Could commercial sensitivity be a valid reason for companies not
to disclose some of that information when investors need it? Why or why not?

Yes, concerns about commercial sensitivity will inhibit companies from disclosing information about
objectives for an acquisition and related metrics used to monitor performance. Similar concerns have
already been challenging for existing disclosure requirements (including IAS 24, IAS 12, IAS 37, IAS 36
and IFRS 13). We have found that, in practice, if considered highly sensitive, management will be
incentivised to justify that other information is more relevant to investors or that the disclosures
provided are boilerplate in nature. While we agree with the Board that commercial sensitivity should
not prevent disclosure of decision-useful information to investors, we believe that entities will be
concerned about the level of detailed information that they would be required to disclose, since it could
include data that they would not be willing to share with their competitors, tax authorities or
regulators. We think that a way of addressing this challenge would be to consider a commercial
sensitivity exclusion similar to that in IAS 37. However, to help with the practical challenges around
how to assess what is commercially sensitive, it would be helpful if the Board included factors or
guidance for entities to help them make that judgement. This, in turn, would provide a framework for
auditors to assess management's judgement.

Q2(e): Paragraphs 2.29–2.32 explain the Board’s view that the information setting out
management’s (CODM’s) objectives for the acquisition and the metrics used to monitor
progress in meeting those objectives is not forward-looking information. Instead, the
Board considers the information would reflect management’s (CODM’s) targets at the
time of the acquisition. Are there any constraints in your jurisdiction that could affect a
Page 8 of 25

company’s ability to disclose this information? What are those constraints and what
effect could they have?

We are aware of concerns about the level of detail and whether certain requirements result in
disclosure of perceived forward-looking information, as well as the location of the relevant disclosures
(that is, MD&A versus financial statements). We understand that the intention of the Board is not to
require the disclosure of forward-looking information and that, as auditors, we would not be providing
assurance over the certainty of those disclosures being realised. However, we think that there is a
significant ‘expectation gap’ risk that these proposed disclosures might introduce. Investors might
misinterpret the disclosure requirements and assume that, because they form part of the audited
financial statements, there is a level of assurance over the proposed targets. We think that the Board
should explore further how it can manage this risk.

Disclosure requirements with more subjective content, such as management’s objectives and related
targets for an acquisition, could be difficult for management not only to measure but also to be able to
provide sufficient audit evidence to support the related disclosures.

Therefore, while we remain overall supportive of the Board’s objective, we might disagree with some or
all of the disclosure requirements if we believe that the ‘expectation gap’ risk has not been addressed.
We encourage the Board to consider this when drafting the requirements and basis for conclusions in
any subsequent exposure draft.

Question 3
Paragraphs 2.53–2.60 explain the Board’s preliminary view that it should develop, in
addition to proposed new disclosure requirements, proposals to add disclosure
objectives to provide information to help investors to understand:
●

the benefits that a company’s management expected from an acquisition when
agreeing the price to acquire a business; and

●

the extent to which an acquisition is meeting management’s (CODM’s) objectives
for the acquisition.

Do you agree with the Board’s preliminary view? Why or why not?
Yes, we agree that the Board should develop proposals to add disclosure objectives that clarify why
investors need particular information, because it will aid preparers in developing their disclosures for
appropriate specificity versus generic ‘boilerplate’ language.
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Question 4
Paragraphs 2.62–2.68 and paragraphs 2.69–2.71 explain the Board’s preliminary view
that it should develop proposals:
●

●

to require a company to disclose:
●

a description of the synergies expected from combining the operations of the
acquired business with the company’s business;

●

when the synergies are expected to be realised;

●

the estimated amount or range of amounts of the synergies; and

●

the expected cost or range of costs to achieve those synergies; and

to specify that liabilities arising from financing activities and defined benefit
pension liabilities are major classes of liabilities.

Do you agree with the Board’s preliminary view? Why or why not?

As discussed in our responses to Questions 2(a) and 3 above, we support a disclosure objective to be
included rather than a list of disclosures. Therefore, while we feel that this might in some cases be
useful information, we do not think this should be prescriptive.

Also, while we agree with the Board’s preliminary view that a description of the expected synergies and
when those synergies would be realised might be useful, we do not support the proposed requirement
for management to quantify the expected amount or range of synergies and the related cost to achieve
these. We believe that preparers might not be willing to provide specific synergy disclosures, and the
related cost to provide this information might outweigh the perceived benefits of the proposed
requirements. In some cases, management might not have analysed the synergies in detail. It might
also be difficult for companies to measure the synergies specific to a business combination, and it
might be potentially challenging for management to be able to provide sufficient audit evidence. For
example, assume that an entity stated that a business was acquired to achieve an increase in revenue of
2% when merged with its existing business. If the entity shows a revenue increase of 3%, it would be
subjective to conclude whether that percentage was organic growth that the entity would have
achieved for some other reason, or whether 2% of that was directly attributable to the synergy
identified in the business combination. Would entities need to analyse their revenue increases in the
future, to determine what portion is attributable to the expected synergies versus other factors?

It is also possible that, without a clear definition of the term ‘synergies’, there might be significant
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diversity in practice that would result in less useful information to investors. Finally, we do not think
that the level of specificity associated with quantifying an estimated amount of synergies, and related
costs to achieve, appears to be crucial to meeting the disclosure objectives.

We support the proposal to specify that liabilities arising from financing activities and defined benefit
pension liabilities are major classes of liabilities. The information would be useful and is easy to
obtain, because these items are required to be recognised and measured at the acquisition date.

Question 5
IFRS 3 Business Combinations requires companies to provide, in the year of
acquisition, pro forma information that shows the revenue and profit or loss of the
combined business for the current reporting period as though the acquisition date had
been at the beginning of the annual reporting period.
Paragraphs 2.82–2.87 explain the Board’s preliminary view that it should retain the
requirement for companies to prepare this pro forma information.
Q5(a): Do you agree with the Board’s preliminary view? Why or why not?

It is our experience that the existing disclosures required by paragraph B64(q) of IFRS 3 could be
improved, but it is not clear that changing the required disclosure from ‘profit or loss’ to ‘operating
profit before deducting acquisition-related costs and integration costs’ will improve the quality of the
disclosure.

We also note that, during the post-implementation review for IFRS 3, stakeholders provided feedback
that the information was not useful because it was hypothetical. We do not believe that retaining a
hypothetical (pro forma) measure of operating profit will be an improvement to the existing pro forma
profit disclosure.

Q5(b): Should the Board develop guidance for companies on how to prepare the pro
forma information? Why or why not? If not, should the Board require companies to
disclose how they prepared the pro forma information? Why or why not?

Pro forma information is non-GAAP information, and so it should not be a priority for the Board. In
some jurisdictions, other authorities or organisations already provide guidance on the preparation of
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pro forma information. However, we believe that information about the judgement applied in the
preparation of the pro forma information would be useful if such a disclosure requirement is retained.

IFRS 3 also requires companies to disclose the revenue and profit or loss of the acquired
business after the acquisition date, for each acquisition that occurred during the
reporting period.
Paragraphs 2.78–2.81 explain the Board’s preliminary view that it should develop
proposals:
●

to replace the term ‘profit or loss’ with the term ‘operating profit before
acquisition-related transaction and integration costs’ for both the pro forma
information and information about the acquired business after the acquisition
date. Operating profit or loss would be defined as in the Exposure Draft General
Presentation and Disclosures.

●

to add a requirement that companies should disclose the cash flows from
operating activities of the acquired business after the acquisition date, and of the
combined business on a pro forma basis for the current reporting period.

Q5(c): Do you agree with the Board’s preliminary view? Why or why not?

We do not support the proposal to replace the term ‘profit or loss’, as detailed in our response to
Question 5(a). If the Board decides to move forward with this proposal, we do not support the proposal
to require entities to disclose the cash flows from operating activities of the acquired business, because
its usefulness is limited. Investors would likely need incremental information for this cash flow
measure to be considered useful. Furthermore, it could be costly to prepare the information. If the
indirect method is applied when preparing the cash flow statement, entities might have to prepare
additional statements of financial position in order to be able to derive the required information (for
example, the acquired business is fully integrated and does not prepare separate accounts).

Question 6

As discussed in paragraphs 3.2–3.52, the Board investigated whether it is feasible to
make the impairment test for cash-generating units containing goodwill significantly
more effective at recognising impairment losses on goodwill on a timely basis than the
impairment test set out in IAS 36 Impairment of Assets. The Board’s preliminary view is
that this is not feasible.
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Q6(a): Do you agree that it is not feasible to design an impairment test that is
significantly more effective at the timely recognition of impairment losses on goodwill
at a reasonable cost? Why or why not?

As discussed in our response to Question 1 (a), we believe that the purpose of the goodwill impairment
test is to identify when the carrying amount of an asset/cash-generating unit (CGU) exceeds its
recoverable amount, rather than to provide investors with additional information about the
performance of companies that have made acquisitions and to hold management accountable. Our
experience, through outreach and internal discussions, has identified an expectation gap as to the
purpose of an impairment test and that there might not be a shared understanding of the definition of
an impairment and its related purpose. Ultimately, changes to the objective of the impairment model
should be addressed and clearly articulated in any final changes made to the impairment standard.

That said, we believe that the Board can make changes that will improve the current impairment
model in addressing the existing purpose – namely, that the carrying amount of the asset(s) being
tested do not exceed their respective recoverable amount. The Board’s proposal to i) remove the
annual requirement to perform a quantitative impairment test, ii) remove the requirement to use pretax cash flows and pre-tax discount rates, and iii) remove the restriction in IAS 36 that prohibits
companies from including cash flows arising from a future uncommitted restructuring would all be
helpful improvements to the goodwill impairment model while also reducing cost to preparers. See our
responses to Questions 9 and 10 for further discussion.

Q6(b): If you do not agree, how should the Board change the impairment test? How
would those changes make the test significantly more effective? What cost would be
required to implement those changes?

We suggest that the Board should consider other improvements to the existing impairment model
based on feedback received for the DP. See our response to Question 6(d).

Q6(c): Paragraph 3.20 discusses two reasons for the concerns that impairment losses
on goodwill are not recognised on a timely basis: estimates that are too optimistic; and
shielding. In your view, are these the main reasons for those concerns? Are there other
main reasons for those concerns?

We agree that optimism is a reason why impairment losses are not recognised on a timely basis under
the current standard. As explained in our response to Question 1 (a), we think it is critical to be clear as
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to the objective of an impairment test when considering whether shielding contributes to impairment
losses not being recognised on a timely basis.

Q6(d): Should the Board consider any other aspects of IAS 36 in this project as a result
of concerns raised in the Post-implementation Review (PIR) of IFRS 3?

Yes, we believe that the Board should consider other aspects of IAS 36 as part of this project. While
these suggestions are not all-inclusive, we have highlighted certain areas where there is an opportunity
to amend IAS 36 to address concerns raised in the PIR of IFRS 3.

We recommend clarifying requirements within the impairment standard to give greater weight to
external evidence, as well as placing an emphasis on assessing historical inaccuracy in management’s
estimates to help counter overly optimistic forecasting. A requirement to adjust for the risk in
budgeted cash flows through the use of probability-weighted scenarios versus through the discount
rate would be a robust method that we would recommend for the impairment model, especially in
cases of increased uncertainty or where the level of headroom is minimal. The benefit of this process is
the ability to test the historical estimates to assess the accuracy of management's estimation process
(that is, actual performance can be compared to the different scenarios in historical estimates, to
identify those which should have higher weighting in future periods). This could also help to shift
reliance on estimates used in goodwill impairment testing away from management-approved
forecasts. We discuss the potential opportunity to move to a single cash flow model later (see our
response to Question 10).

In addition to overly optimistic estimates and shielding, we believe that overly broad indicators of
impairment (triggers) and the level at which goodwill impairment testing is performed are additional
reasons for these concerns. Improving guidance around indicators (see our response to Question 9 for
detailed discussion), as well as reviewing the level at which impairment testing of goodwill is
performed, would result in more timely recognition of goodwill impairment.

In our experience, management does not ‘monitor’ goodwill; rather, management’s focus is on
performance of recent acquisitions. We suggest that the Board should reconsider how the standard
relies on this concept to identify the level at which to test goodwill for impairment. If the concept of
management monitoring goodwill is retained, we believe that additional clarification would be
beneficial to preparers.

We recognise that the practice of grouping CGUs and monitoring goodwill at the operating segment
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level exacerbates the issue of shielding, and we believe that there is an opportunity for the Board to
revisit the language in IAS 36 regarding management monitoring of goodwill. We believe that
amending the level at which goodwill impairment testing is performed, when coupled with a move to
trigger-based testing, would improve the impairment model (see our response to Question 9). The
interactions between paragraph 83 of IAS 36 and paragraph 47 of IAS 21, where goodwill is measured
and translated at a different level to that at which it is tested for impairment, could be considered at
the same time. While testing at a lower level would potentially increase costs to preparers, this would
be offset by removing annual impairment testing requirements, and it would result in additional useful
information being provided to investors.

The Board should examine the impact of recognising partial goodwill in a business combination, as
well as subsequent transactions with non-controlling interest holders on impairment testing.
Specifically, assume that a company acquired a majority stake in another entity and used partial
goodwill recognition. If that company then acquired the outstanding equity from non-controlling
interest holders at a later date, it would have a different goodwill balance used for impairment testing
purposes immediately before and after the acquisition of the non-controlling interest. This disconnect
between goodwill reflected on a reporting entity’s balance sheet compared to its ownership interest in
the goodwill potentially drives additional shielding within the respective CGU. We recommend that
the Board should consider whether an adjustment to goodwill would be appropriate where partial
recognition had initially been applied and where there are subsequent transactions with noncontrolling interest holders.

Foreign currency exposures introduce multiple complexities to the goodwill impairment test, such as
CGUs that have assets in multiple currencies or cash flows denominated in currencies that are not
aligned with the assets recorded. We understand the logic as explained in paragraphs BC Z46–BC Z51
of IAS 36, but we observe that, in practice, entities struggle to develop a discount rate for the foreign
currency cash flows. There are also incremental costs involved in needing to estimate the appropriate
discount rate for the foreign currency cash flows. As a result, we observe that many entities apply the
approach as outlined in paragraph BCZ 51 – that is, they translate the foreign currency cash flows into
the functional currency of the entity using the forward rate, and thereafter they use a single discount
rate. If the Board was looking for further simplifications to the model, the Board might consider
revising the requirements for foreign currency cash flows to explicitly allow the use of forward rates
when appropriate.

We are supportive of moving to a post-tax model for ViU, but there are still many complexities with
taxes which cause challenges in practice. For example, there is currently diversity in practice of how to
treat deferred taxes (DT) in the carrying amount of CGUs. Some are of the view that DT balances
should be included in the net assets of CGUs always; others would include DT balances in the CGU for
a FVLCD but not a ViU; some would adjust for DT relating to past tax losses as well as future losses;
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and some would adjust for future losses only. Clearer guidance on how to treat deferred taxes would be
beneficial to ensure consistency in approach.

Many preparers and auditors relate to the impairment standard as being written for non-financial
assets to be used by non-financial services businesses. It is our experience that preparers and auditors
in the financial services sector find the language and examples in the standard difficult to apply in
practice. Examples that illustrate these complexities for financial services-type businesses are
financing cash flows, changes in working capital, and the discount rate where financing is a key
element of operating cash flows.

See our response to Question 10 for further discussion, including consideration of moving to a single
cash flow model for impairment testing.

Question 7
Paragraphs 3.86–3.94 summarise the reasons for the Board’s preliminary view that it
should not reintroduce amortisation of goodwill and instead should retain the
impairment-only model for the subsequent accounting for goodwill.

Q7(a): Do you agree that the Board should not reintroduce amortisation of goodwill?
Why or why not? (If the Board were to reintroduce amortisation, companies would still
need to test whether goodwill is impaired.)

We have not identified significant new arguments for the reintroduction of amortisation of goodwill,
and we therefore support retaining the impairment-only model. However, we acknowledge the
existence of divergent views within the PwC network. We recognise that the FASB is also considering a
similar project (see our response to Question 13).

As discussed in our response to Question 1 (a), the objective of the current impairment test is not to
provide timely information about the performance of a company’s acquisition. Therefore, neither the
current impairment model nor amortisation (if reintroduced) would meet this objective. We feel that
the Board would need to address shielding for the impairment model to address this objective.

We believe that concerns for the impairment-only model, such as timing of impairment losses, would
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not be resolved through an amortisation model. Amortisation would reduce the size of potential future
goodwill impairment (as it would reduce the goodwill balance over time), but it would not result in
impairments being recorded on a more timely basis. Depending on the useful life assumption, it is
possible that amortisation of goodwill would potentially outpace decline in value of the acquired
business to reduce the size of potential goodwill impairments, or even eliminate recording an
impairment entirely.

We observe that, in connection with the development of IFRS 3, there were differing views on whether
goodwill was an indefinite-lived asset or an asset for which value potentially diminished over time. To
the extent that one believes that goodwill is wasting, amortisation could reflect the consumption of
goodwill through earnings, based on the expected benefits estimated by management when the
acquisition was made. Additionally, internally developed goodwill is recognised immediately through
earnings and cannot be capitalised. Amortising goodwill would potentially align acquired goodwill to
goodwill generated internally, in that there would be an impact on earnings outside impairments only.
We acknowledge that there continues to be diversity in stakeholders’ views.

Impairment charges and the related disclosures, including those disclosures that precede the
impairment charges (that is, early warning disclosures), might provide informational value to the
users of financial statements, especially where an impairment is unexpected by the market. This
information might result in their revising their estimates of future earnings. In some cases, the value of
the information might be limited to confirmation that there has been a decline in value of the acquired
business.

We understand that some users might believe that impairment charges are not useful, given that they
are often added back by preparers in disclosing key performance measures. There is a risk that
amortisation of goodwill would be treated in a similar fashion.

If an amortisation model were implemented, there is also significant debate as to how it would be
applied. For example, the Board would need to determine whether amortisation should be optional or
mandatory for preparers, and it would need to address other challenges such as the determination of
useful life, when life should be revisited, and pattern of recognition. This could introduce new areas of
judgement and complexity into the goodwill model.

The Board should also consider the impact on recognition and subsequent accounting for other nonamortising, indefinite-lived assets if goodwill amortisation were reintroduced. The arguments in
favour of viewing goodwill as a wasting asset might apply equally to many indefinite-lived intangibles.
In addition, companies might be incentivised to allocate additional value to these other assets (such as
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a brand name) versus goodwill if indefinite-lived assets and goodwill were subject to different models,
and this might impact the decision-useful information related to the acquired business.

Q7(b): Has your view on amortisation of goodwill changed since 2004? What new
evidence or arguments have emerged since 2004 to make you change your view, or to
confirm the view you already had?

We continue to have mixed views within our network as to the appropriate treatment for goodwill.
However, we have not identified new evidence that would be in support of reverting to prior principles
and an amortisation model.

Q7(c): Would reintroducing amortisation resolve the main reasons for the concerns that
companies do not recognise impairment losses on goodwill on a timely basis (see
Question 6(c))? Why or why not?

No, we do not believe reintroducing amortisation resolves the concern that goodwill impairment losses
are not recognised on a timely basis. Proponents of the reintroduction of goodwill amortisation do,
however, highlight that there is an impact on a company’s profit/loss through amortisation sooner
than through impairment only.

Q7(d): Do you view acquired goodwill as distinct from goodwill subsequently generated
internally in the same cash-generating units? Why or why not?

We believe that acquired goodwill and goodwill generated internally are conceptually similar, in that
they represent the company’s ability to continue to generate profits well into the future. While there
might be multiple drivers of these future profits, such as going concern value, we are not aware of a
generally accepted method of separately measuring the components of goodwill other than workforce.
In addition, similar to brands, the expectation embedded in most models used to price acquisitions is
that the goodwill will increase over time, because much of the terminal value of an acquisition is
composed of goodwill. We think that any difference between acquired goodwill versus internally
generated goodwill is primarily in the reliability of the measurement, because acquired goodwill
results from an arm’s length transaction.

Q7(e): If amortisation were to be reintroduced, do you think companies would adjust or
create new management performance measures to add back the amortisation expense?
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(Management performance measures are defined in the Exposure Draft General
Presentation and Disclosures.) Why or why not? Under the impairment-only model, are
companies adding back impairment losses in their management performance
measures? Why or why not?

Yes, we believe that companies would adjust or create new management performance measures to add
back goodwill amortisation. This is consistent with amortisation of other intangible assets and also
current goodwill impairments. Companies commonly use a metric similar to EBITDA to demonstrate
the company’s ability to generate cash, which would result in management adding back the non-cash
amortisation expense.

Q7(f): If you favour reintroducing amortisation of goodwill, how should the useful life of
goodwill and its amortisation pattern be determined? In your view how would this
contribute to making the information more useful to investors?

On balance, we do not favour reintroducing amortisation. Therefore, while identifying that it would be
challenging to determine a useful life, we have not considered this question in detail at this stage.

Question 8
Paragraphs 3.107–3.114 explain the Board’s preliminary view that it should develop a
proposal to require companies to present on their balance sheets the amount of total
equity excluding goodwill. The Board would be likely to require companies to present
this amount as a free-standing item, not as a subtotal within the structure of the balance
sheet (see the Appendix to this Discussion Paper).

Q8(a): Should the Board develop such a proposal? Why or why not?

We do not feel that the Board should develop a proposal to present total equity excluding goodwill,
because we do not believe that there is incremental informational value to users, especially given that
users would be able to easily calculate this amount separately. We also cannot understand, if the Board
has decided that goodwill represents an asset, why this asset should be presented as a debit against
equity. In our outreach and internal discussions, we did not identify stakeholders that support this
proposal.
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Q8(b): Do you have any comments on how a company should present such an amount?

Not applicable.

Question 9
Paragraphs 4.32–4.34 summarise the Board’s preliminary view that it should develop
proposals to remove the requirement to perform a quantitative impairment test every
year. A quantitative impairment test would not be required unless there is an indication
of impairment. The same proposal would also be developed for intangible assets with
indefinite useful lives and intangible assets not yet available for use.

Q9(a): Should the Board develop such proposals? Why or why not?

In general, we support moving from annual impairment testing to indicators-based testing, because
there will be a cost benefit to preparers. However, we believe that the Board should consider
improvements to indicators-based testing to ensure the efficacy of the impairment test, and it should
consider revisiting the level at which goodwill impairment testing is performed (see our response to
Question 1(b)).

We recommend that the existing impairment indicators in paragraph 12 of IAS 36 should be reviewed
to ensure that the removal of the requirement for annual impairment testing is an improvement to the
test. For example, internal indicators should be given prominence over external indicators. A greater
focus on the indicators tied specifically to the performance of the CGU that includes the acquired
business would also be helpful. These indicators could be linked to the disclosures being considered
for assessing the subsequent performance of the acquisition in the DP.

In our experience, preparers will revert to external indicators (such as market-based events) for
impairment testing of assets and CGUs outside the annually required impairment test of goodwill. For
example, the market capitalisation and other external market indicators are used often as the trigger
for an impairment test. These are lagging indicators of an impairment, and often the market might
have already adjusted for an expected impairment. This is a contributor to the concern that the current
impairment model recognises impairments ‘too late’.
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Enhanced indicators that are based on the performance of acquisitions might result in more timely
impairments and mitigate any concerns with a proposed move from annual testing to indicators-based
impairment testing only.

We also believe that the level at which impairment testing is performed should be revisited. We feel
that impairment testing at a level below the operating segment would result in a more timely
recognition of impairment. We recognise that this change could result in additional costs, but we
believe that moving from annual impairment testing to indicators-based testing could help to offset
this incremental cost to preparers.

Q9(b): Would such proposals reduce costs significantly (see paragraphs 4.14–4.21)? If
so, please provide examples of the nature and extent of any cost reduction. If the
proposals would not reduce costs significantly, please explain why not.

Yes, we believe that these improvements would significantly reduce costs to preparers, assuming that
there is headroom in the respective CGU and in scenarios where there are no indicators applicable for
the related impairment test. However, we recognise that amending the guidance for indicators would
need to ensure that there is sufficient clarity so that it can be robustly and consistently applied by
preparers. Otherwise, we believe that there could be inconsistencies in how preparers interpret the
guidance, resulting in increased effort and cost to evidence why an indicator does not exist when,
potentially, a preparer should be performing an impairment test.

Q9(c): In your view, would the proposals make the impairment test significantly less
robust (see paragraphs 4.22–4.23)? Why or why not?

We note that moving to an indicators-based test introduces a risk that indicators will be ignored or
missed. To mitigate this risk, we believe that the Board should provide sufficient guidance on
principles to be used in identifying indicators. Indicators-based testing with improved guidance, in
combination with a review of the level at which impairment testing is performed, could result in more
timely recognition of impairments than the current model.

Therefore, we think that removing the annual test in favour of indicators-based testing would not
result in the impairment test being significantly less robust.
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Question 10
The Board’s preliminary view is that it should develop proposals:
●

to remove the restriction in IAS 36 that prohibits companies from including some
cash flows in estimating value in use—cash flows arising from a future
uncommitted restructuring, or from improving or enhancing the asset’s
performance (see paragraphs 4.35–4.42); and

●

to allow companies to use post-tax cash flows and post-tax discount rates in
estimating value in use (see paragraphs 4.46–4.52).

The Board expects that these changes would reduce the cost and complexity of
impairment tests and provide more useful and understandable information.

Q10(a): Should the Board develop such proposals? Why or why not?

We are supportive of the proposal to simplify the ViU test to be performed using post-tax cash flows
and post-tax discount rates. We also believe that permitting companies to include cash flows arising
from a future uncommitted restructuring, or from improving or enhancing the asset’s performance,
would improve the ViU test.

We recognise that there might be complexities in how to deal with deferred tax implications, assuming
that post-tax cash flows are used in the ViU test. For example, it would be important to clarify how tax
cash flows should be estimated and whether deferred tax assets or liabilities should be included in the
carrying amount. Therefore, simply removing the pre-tax requirement does not fully resolve the
challenges. Also, if impairment testing is performed on a post-tax basis, it will still be necessary to
provide preparers with guidance on how to deal with other tax considerations including, but not
limited to, tax loss carry-forwards.

If the Board were to implement both proposals, we believe that the distinction between determination
of fair value and ViU would be significantly reduced, and that the Board should consider whether a
single cash flow model should be used in the goodwill impairment model. We support considering
whether there should be a single model for impairment testing when performed on a discounted cash
flow basis. This single model does not have to be FVLCD.

Q10(b): Should the Board propose requiring discipline, in addition to the discipline
already required by IAS 36, in estimating the cash flows that are the subject of this
question? Why or why not? If so, please describe how this should be done and state
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whether this should apply to all cash flows included in estimates of value in use, and
why.

Existing concerns with over-optimism in management's cash flows could be addressed through
improvements to the goodwill impairment model, as discussed in our response to Questions 1 and
6(c).

Question 11
Paragraph 4.56 summarises the Board’s preliminary view that it should not further
simplify the impairment test.

Q11(a): Should the Board develop any of the simplifications summarised in paragraph
4.55? If so, which simplifications and why? If not, why not?

We believe that the Board should consider all simplifications and guidance summarised in paragraph
4.55, based on feedback received for the DP. See our response to Question 10 regarding the Board’s
potential simplification to mandate one method for estimating the recoverable amount of an asset. Our
response to Question 6(c) details our views with respect to the level at which impairment testing
should be performed.

Q11(b): Can you suggest other ways of reducing the cost and complexity of performing
the impairment test for goodwill, without making the information provided less useful
to investors?

No, we have not currently identified additional ways to reduce the cost of performing the impairment
test without impacting the quality of information provided to investors.

Question 12
Paragraphs 5.4–5.27 explain the Board’s preliminary view that it should not develop a
proposal to allow some intangible assets to be included in goodwill.
Page 23 of 25

Q12(a): Do you agree that the Board should not develop such a proposal? Why or why
not?

Yes, we agree with the Board’s view. We generally believe that intangible assets should not be
subsumed into goodwill, because the recognition of intangibles provides users with decision-useful
information. We note that the purchase price paid for a business is often directly impacted by the
existence and value of intangible assets.

Q12(b): If you do not agree, which of the approaches discussed in paragraph 5.18 should
the Board pursue, and why? Would such a change mean that investors would no longer
receive useful information? Why or why not? How would this reduce complexity and
reduce costs? Which costs would be reduced?

Not applicable, since we agree with the Board’s view.

Q12(c): Would your view change if amortisation of goodwill were to be reintroduced?
Why or why not?

Goodwill amortisation might reduce the incentive for preparers to properly identify and measure all
intangible assets, given that companies might elect to establish a useful life for goodwill consistent
with, or longer than, those intangible assets. If useful life is the same for both goodwill and intangible
assets, companies might ultimately allocate more value to goodwill, rather than going to the effort of
separately identifying intangible assets. We think that this, in turn, would result in a reduction in the
decision-usefulness of the information.

Additionally, if goodwill is amortised, preparers could be incentivised to allocate more value to nonamortising indefinite-lived intangibles, such as brand names, in an effort to reduce amortisation
expense.

Question 13
IFRS 3 is converged in many respects with US generally accepted accounting principles
(US GAAP). For example, in accordance with both IFRS 3 and US GAAP for public
companies, companies do not amortise goodwill. Paragraphs 6.2–6.13 summarise an
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Invitation to Comment issued by the US Financial Accounting Standards Board (FASB).

Do your answers to any of the questions in this Discussion Paper depend on whether the
outcome is consistent with US GAAP as it exists today, or as it may be after the FASB’s
current work? If so, which answers would change and why?

We believe that maintaining international convergence of business combination accounting is critical
to enhance the quality and comparability of financial reporting. Transparency provides an equal
playing field for global stakeholders to make decisions without having to bridge the gap between
different accounting frameworks. This maximises the efficiency of the allocation of global capital. We
are aware that the FASB also has a project on its technical agenda related to the subsequent accounting
for goodwill. We encourage the Board to work collaboratively with the FASB to reduce the possibility
of divergence in the subsequent accounting for goodwill and certain intangible assets where possible.
If the FASB should decide to move to a goodwill amortisation model, this might result in our view
changing to support goodwill amortisation from an IFRS perspective.

Question 14
Do you have any other comments on the Board’s preliminary views presented in this
Discussion Paper? Should the Board consider any other topics in response to the PIR of
IFRS 3?

At this time, we do not have additional comments on the Board’s preliminary views presented in this
DP.
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