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Dear Mr Barckow,

Re: Exposure Draft Business combinations — Disclosures, Goodwill and Impairment
On behalf of EFRAG, | am writing to comment on the IASB’s Exposure Draft Business Combinations

— Disclosures, Goodwill and Impairment issued by the IASB on 14 March 2024 (the ‘ED’).

This letter is intended to contribute to the IASB’s due process and does not necessarily indicate
the conclusions that would be reached by EFRAG in its capacity as advisor to the European
Commission on endorsement of definitive IFRS Standards in the European Union and European

Economic Area.

In principle, EFRAG supports the objective of the IASB and appreciates its efforts to provide users

with better information at a reasonable cost to preparers. However, EFRAG has several key

reservations and recommendations to the proposed amendments to IFRS 3 Business

Combinations and IAS 36 Impairment of Assets.

Regarding the proposed disclosures on performance and quantitative information on expected

synergies we have strong reservations whether this information should be disclosed in the

financial statements given its sensitive and often forward-looking nature.

Regarding the amendments to the impairment test, we are not convinced that they will change

existing practice and thus fail to meet the IASB’s objective.
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Proposed disclosure requirements for business combinations

EFRAG welcomesis supportive of the IASB’s effertsobjective to develep—improved—disclosure
reguirementsintERS3thatwillprovide users with mere-usefulrelevant information abeutto help

them assessing the subsequent performance of major business combinations. Overall-During

EFRAG’s outreach discussions and feedback received users have strongly supported the proposals

for better information for major business combinations.

EFRAG censiders—thatalso welcomes the {ASB-is—tryinglASB’s efforts to achievestrike the right

balance to—improve—the—disclosure—requirements,—ata—reasonable—costtebetween costs for
preparers and benefits for users, notably by significantly changing the proposals in the 2020 IASB

Discussion Paper-foHlewingEFRAG s-suggestions.

However, feedback from EFRAG’s outreach and comment letters received from non-user EFRAG

constituents (prepares, auditors and national standard setters) highlighted significant

reservations/concerns with some of the disclosure proposals. These are summarised below:

e Performance information on strategic business combinations — In principle, EFRAG

supports the proposed performance disclosures objectives, as it would provide useful

information for users and would be required only for a subset of acquisitions, subject to

the exemption under certain circumstances. However, we note that many non-user

constituents have highlighted significant reservations with the proposals when this

information is considered sensitive (because of for example commercially sensitivity or

legal constraints) and includes non-financial key performance indicators (KPIs) which can

be costly to prepare and verify. Although the proposed exemption could be helpful to

mitigate some of these concerns, we understand that this will not always be the case.
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EFRAG also questions whether the performance information, post-integration, will

become so detached from the acquired business that the actual information value to

users will be reduced. Overall, and based on the feedback received from non-user

constituents, EFRAG is not convinced that most of the proposed performance information

should be included in the financial statements. We strongly encourage the IASB to engage

in field-testing the proposed disclosures and assessing the extent to which users are

already receiving the information from market communication sources to avoid

disclosure overload in the financial statements which may hinder its usefulness to users.

In our detailed response in the Appendix, we provide some recommendation for the IASB

to consider

e Thresholds - EFRAG generally supports the proposed closed-list approach as being the

most practical solution. However, we consider that the proposed thresholds in their

current form, together with the proposal to meet only one of the thresholds, may not

capture the major (strategic) business combinations from a user perspective. We also do

not support using operating profit or loss as a threshold given its volatility.

e Quantifying expected synergies — EFRAG does not support the proposed disclosure

requirements regarding information on quantitative expected synergies in the year of

acquisition for all material business combinations. We consider that such information

could contain forward-looking information (not verifiable and potentially unreliable) and

sensitive information which may introduce litigation risk and weaken the negotiation

position of the reporting entity and therefore carry a cost to users. The quantification is

also subject to judgement and uncertainty and will not only be costly to produce the

information but also to audit. Furthermore, it remains unclear whether the information

on expected synergies is intended to include only those that the acquirer paid for (that

reconcile to the paid price and thus justify the goodwill resulting from the acquisition) or

the total expected synergies for the group as whole which may be higher.

e Exemption - EFRAG welcomes the proposal to exempt entities from disclosing some of
the information, if that—information—can—be expectedto—prejudice—seriously—the
achicvernentoftheacauisition-dateobicctivesHewever-EERACcertain prerequisites are

met considering the accompanying guidance. However, EFRAG has some concerns with

the use cases for the exemption noted in the ED and requiring an entity to provide the

reasons why it has not disclosed the item information. EFRAG also notes the practical

challenges of not prescribing the ‘specific circumstances’ in which the exemption would
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be applied and recommends the IASB to include illustrative examples of ““specific

cireumstanees’circumstances”.

e Level of management — EFRAG gquestions whether it is necessary for the IASB to specify

the level of management at which the acquisition-date key objectives and related targets

of a strategic business combination are reviewed. The management structure varies

across entities and therefore in our view designating a specific management level risks

creating confusion omitting the required information.

Proposed amendments to IAS 36
EFRAG regrets that the IASB deviates from the project’s initial objective to reduce goodwill
shielding and misses the opportunity to make significant improvements to the impairment test

to address the ‘shielding’ issue.

EFRAG supports the proposed amendments regarding goodwill allocation to cash-generating
units but notes that the amendment in paragraph 80A(b) could be interpreted in different ways
and recommends the IASB to reconsider the drafting of that paragraph. Whilst EFRAG agrees with
the idea of allocating goodwill to the lowest level possible, EFRAG is not convinced that the

proposed amendments will change much from existing practices.

EFRAG agrees with the proposal to no longer prohibit the inclusion of cash flows arising from a
future restructuring to which the entity is not yet committed or cash flows arising from improving
or enhancing an asset’s performance, on the basis that it brings the cash flows inputs to the value
in use measurement in much better alignment with the internal forecasting. However, EFRAG
notes that removing these prohibitions leads to a need for guidance on what is, and what is not,
to be included as part of uncommitted future restructuring or enhancing an asset’s performance.
Furthermore, where a significant amount of the value in use is derived from uncommitted future
restructuring or enhancement of an asset’s performance, users would know the extent to which
the calculated value in use is influenced by expected uncommitted restructuring and future

enhancements. Therefore, further guidance in this regard would be helpful taking into account

the additional costs such disclosures might impose to preparers.

EFRAG agrees with the proposal to remove the requirement to use pre-tax cash flows and pre-

tax discount rates in calculating value in use.
EFRAG’s detailed comments and responses to the questions in the ED are set out in the Appendix.

If you would like to discuss our comments further, please do not hesitate to contact Isabel Batista

or me.

Yours sincerely,
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Wolf Klinz
President of the EFRAG FRB
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Question 9 - Transition

EFRAG FR TEG meeting 10 July 2024 Paper 01-05, Page 7 of 39



IASB ED Business combinations — Disclosures, Goodwill and Impairment

Appendix - EFRAG’s responses to the questions raised in the ED

Question 1 - Disclosures: Performance of a business combination (proposed
paragraphs B67A-B67G of IFRS 3)
In the PIR of IFRS 3 and in responses to the Discussion Paper the IASB heard that:

e users need better information about business combinations to help them assess whether the
price an entity paid for a business combination is reasonable and how the business
combination performed after acquisition. In particular users said they need information to help
them assess the performance of a business combination against the targets the entity set at
the time the business combination occurred (see paragraphs BC18—BC21).

e preparers of financial statements are concerned about the cost of disclosing that information.
In particular, preparers said the information would be so commercially sensitive that its
disclosure in financial statements should not be required and disclosing this information could
expose an entity to increased litigation risk (see paragraph BC22).

Having considered this feedback, the IASB is proposing changes to the disclosure requirements
in IFRS 3 that, in its view, appropriately balance the benefits and costs of requiring an entity to
disclose this information. It therefore expects that the proposed disclosure requirements
would provide users with more useful information about the performance of a business
combination at a reasonable cost. In particular, the IASB is proposing to require an entity to
disclose information about the entity’s acquisition-date key objectives and related targets for
a business combination and whether these key objectives and related targets are being met
(information about the performance of a business combination). The IASB has responded to
preparers’ concerns about disclosing that information by proposing:

e to require this information for only a subset of an entity’s business combinations—

strategic business combinations (see question 2); and

* to exempt entities from disclosing some items of this information in specific

circumstances (see question 3).

(a) Do you agree with the IASB’s proposal to require an entity to disclose information about
the performance of a strategic business combination, subject to an exemption? Why or why
not? In responding, please consider whether the proposals appropriately balance the
benefits of requiring an entity to disclose the information with the costs of doing so.

(b) If you disagree with the proposal, what specific changes would you suggest to provide
users with more useful information about the performance of a business combination at a

reasonable cost?
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EFRAG’s response

1

EFRAG welecemessupports the prepesalsforbetterlASB’s objective to provide users with

relevant information en-to help them assess the subsequent performance of strategiemajor

business combinations-as-this-will-previde-users-offinancial-statements-with-better, at a

reasonable cost to preparers. This is because:

(@) We understand that having relevant information en-the-performance-to make this

assessment is imperative for users and investors;

(b)  We acknowledge that one of the shortcomings highlighted in the Post-

Implementation Review (PIR) of IFRS 3 was the lack of information received by users

for major business combinations, mainly in the years after the acquisition; and

{a}(c) Users argue business combinations are generally major events and that to assess

whether a business combination and-generaty-help-usersto-evaluate-the-successof
major—acguisitionsis successful or not, the initial objectives and targets of the

acquisition and how achievable they are should be known.

However, feedback from EFRAG appreciates—thetASBs—effertsoutreach and comment

23

letters received from non-user EFRAG constituents (prepares, auditors and national

standard setters) highlighted significant reservations on the proposed performance

information. These concerns are explained in more detail below together with some

alternatives the IASB could consider in reaching a more balanced compromise for preparers

Many preparers informed EFRAG that although the infermation-in-specifieexemption could

be helpful in some cases+{when-doingso-couldprejudice-serieusly, it will not mitigate all
their _concerns and might result in difficulties in applying the entity—achieving-its—key
objectives-and-targets-for undertaking the business-combinationexemption (for example,

due to high threshold) and be commonly used in practice (See question 3).

Information-en-theperfermance Performance of strategic business combinations
3——EFRAG censidersagrees that the proposed information for major (strategic) business

combinations is in line with the request from users of financial statements—te—have
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. In EFRAG s~viewsprinciple, we consider that requiring the information only for strategic

business combinations will address some concerns about ‘disclosure overload’ and at the

same time minimise costs to preparers.

Sensitivity of information

However, EFRAG notes that many entities remain reluctant to provide the proposed

performance information in the financial statements as they consider this information to

be sensitive in nature — commercially sensitive (costs savings, revenue attribution,

employee-related information, etc.) and sensitive from a legal perspective (employee-

related information in some jurisdictions). Therefore, EFRAG welcomes the IASB’s proposal

to exempt an entity from providing the information when specific conditions are met and

the accompanying guidance.

EFRAG highlights that many preparers consider that the exemption will be difficult to use

in practice (challenging to meet the proposed criteria) but at the same time likely to be

commonly applied. The frequent use might be contrary to the intention of the IASB that an

entity would be able to apply the exemption only in certain “prejudicial” cases. EFRAG's
views on the application of the exemption is discussed in guestion 3.

EFRAG-highlightsintegration

EFRAG understands that if an entity plans to integrate an acquired business, the entity’s

68

key objectives and targets for an acquisition will be based on the combined (integrated)
business rather than the acquired business in isolation. EFRAG_generally agrees that
disclosing performance information based on the integrated business is appropriate if this

is the way management reviews and monitors the acquired business.

However, EFRAG questions whether there could be cases when the integrated information
becomes so detached from the acquired business that it might fail to meet its intended
objectives and thus lose its information value to users of financial statements.

Furthermore, some preparers informed EFRAG that they consider that providing

information on a combined basis goes beyond the objective of the ED and might discourage

companies from growing inorganically.
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Location of information

Many of EFRAG’s non-user constituents, both during outreach and through their comment

10

11

letters, raised concerns on the location of the proposed information.

EFRAG acknowledges that users would prefer to have the information in the financial

statements, to give them a level of assurance that the management report might not

provide. We also understand that the proposed disclosures-en—performance-information

forstrategic-business-combinations are based on the information reviewed and monitored
by key management personnel. This means that the performance information en—key

atreadyshould be internally defined—and-available—fer—internalpurpoeses and used for

investor presentations when an entity communicates the acquisition and post-acquisition

information to its investors. Fhe-timingforproviding-theperformance—information—will

coonder-hevrlengon-eriitforaanagermer eviews-the-infermation-Therefore, EFRAG

understands that some preparers already disclose key objectives and related targets in

various publications in the year of acquisition and post-acquisition.

EFRAG also notes that some of the proposed disclosures relate to non-financial KPI’s/non-

12

IFRS measures —such as certain synergies (when these are considered to be a key objective

or related target), market share or achieving a competitive position (such as acquiring a

competitor). EFRAG understands that in practice such non-IFRS performance measures are

likely to create challenges for auditors in providing the required level of assurance,

litigation risks and in some cases unverifiable measures. Should non-IFRS KPI information

be required, EFRAG considers that an entity should separately identify that information and

disclose their basis for preparation and key assumptions used.

Overall, and based on the feedback received from non-user constituents including national

standard setters, EFRAG is not convinced that most of the proposed performance

information is better suited for the management report and not the financial statements.

However, should the IASB decide to pursue the proposals we recommend the following:

(a)  the IASB considers other alternatives - for example to only require disclosures that

support the measurement of financial statements’ items (notably goodwill). This

would align the requirements with the current role of the financial statements and

be more consistent with the Conceptual Framework; and

(b)  the IASB explores an approach similar to that in IFRS 8 Operating Segments or IAS 33

Earnings per Share where certain disclosure requirements only apply to listed

entities.
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13 Finally, we strongly encourage the IASB to field-test the proposed disclosures and any

alternatives it might develop and assess the extent to which users are already receiving the

information from other sources, to avoid disclosure overload in the financial statements

which may hinder its usefulness to users.

Information on actual performance

14 Paragraphs B67A(a) and B67A(b) of the ED also requires, for strategic business
combinations, information about actual performance and a qualitative statement of
whether actual performance is meeting or has met the acquisition-date key objectives and
the related targets. EFRAG notes the concerns raised by some IASB members (paragraph
BC44 of the Basis for Conclusions on the ED) on this proposal especially given that the

qualitative statement of whether actual performance is meeting or has met the acquisition-

date key objectives and the related targets, is subject to an exemption in certain cases.

715 However, subject to our comments above, EFRAG agrees that having information on actual

performance is still useful for users even if an entity applies the exemption.

Question 2 - Disclosures: Strategic business combinations (proposed paragraph B67C
of IFRS 3)
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The IASB is proposing to require an entity to disclose information about the performance of a
business combination (that is, information about the entity’s acquisition-date key objectives
and related targets for the business combination and whether these key objectives and related
targets are being met) for only strategic business combinations—a subset of material business
combinations. A strategic business combination would be one for which failure to meet any
one of an entity’s acquisition-date key objectives would put the entity at serious risk of failing

to achieve its overall business strategy.

The IASB is proposing that entities identify a strategic business combination using a set of
thresholds in IFRS 3—a business combination that met any one of these thresholds would be
considered a strategic business combination (threshold approach) (see paragraphs BC56—

BC73).

The IASB based its proposed thresholds on other requirements in IFRS Accounting Standards
and the thresholds regulators use to identify particularly important transactions for which an
entity is required to take additional steps such as providing more information or holding a
shareholder vote. The proposed thresholds are both quantitative (see paragraphs BC63—BC67)

and qualitative (see paragraphs BC68—BC70).

(a) Do you agree with the proposal to use a threshold approach? Why or why not? If you
disagree with the proposal, what approach would you suggest and why?
(b) If you agree with the proposal to use a threshold approach, do you agree with the

proposed thresholds? Why or why not? If not, what thresholds would you suggest and why?

EFRAG’s response

16 EFRAG generally supports the proposed closed-list approach as being the most practical

solution — from an application, audit and enforcement perspective. EFRAG also

acknowledges that the proposed criteria included in the proposed thresholds are already

used elsewhere in IFRS Accounting Standards, thus allowing entities to leverage on existing

definitions and avoid the IASB having to develop new criteria.

17 However, as discussed below, we have several concerns with the proposed thresholds —

guantitative and qualitative - in their current form. We also consider there is a potential

inconsistency between the definition of “strategic’”’ in BC54 and the proposed threshold

approach.

Definition of “strategic” in BC54

1218 EFRAG generally agrees that a strategic business combination (a subset of material business

combinations) is one of strategic value to the entity. However, EFRAG questions whether
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the second part of the description of a strategic business combination in paragraph BC54
of the Basis for Conclusions on the ED (“. ... failure to meet any one of an entity’s acquisition-
date key objectives would put the entity at serious risk of failing to achieve its overall
business strategy’) is consistent with the proposed thresholds. For example, EFRAG
considers that it is difficult to conclude that for those acquisitions meeting the 10%
measure, their failure would put at risk the entity’s overall strategy. EFRAG therefore

suggests deleting the latter part of paragraph BC54 or developing a more robust definition

of “strategic”’ that aligns with the proposed threshold approach.

19  TFhresholdEFRAG considers that the description in BC54 of a strategic business combination

does not seem to be alighed with the proposed thresholds. Given that there may be

multiple acquisition-date key objectives, failing only one of them may not put the overall

business strategy at risk. EFRAG also considers that a description of a strategic business

combination should be included in the main text of the Standard to support consistent

application of the thresholds, and not in the Basis for Conclusions.

Proposed threshold approach versus principle-based approach

20 EFRAG generally supports the propesal-to-identifya-strategic business-combination-based

However—EFRAG—guestionsproposed closed-list approach as being the most practical

solution to identify a strategic business combination.

4321 EFRAG considered whether there could be cases where applying the proposed closed-list

approach would fail to capture the intended population of acquisitions. Ferexample-there

the—proposed—closed-list—thresholds— Therefore, EFRAG—considersTherefore, EFRAG

considered whether applying a more-principles based approach (e.g., an open-list
approach) would be consistent with the overall management approach proposed by the
IASB for providing the proposed information. At the same time EFRAG acknowledges that
such an approach would involve a higher level of judgement and therefore potentially

result in a loss of comparable information.
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highlighted that a combination of both quantitative and qualitative thresholds would be

more appropriate—Fhese to capture the appropriate level of major acquisitions. For

example, some preparers noted that entering a new geographical area does not necessarily
mean that the business combination has strategic importance (it may involve very
immaterial business combinations), and this is why at least one of the quantitative

thresholds should be met in conjunction with a qualitative threshold. Fe—address—this

1623 EFRAG-alseacknewledgesOther constituents highlighted that there could be cases where

24

the 10% quantitative threshold measure may be easily met (e.g., for a service company or
smaller entities) but for other cases (e.g., more mature manufacturing companies) more

difficult.

FinalhOverall, EFRAG has learned that there could be cases where the closed-list

25

thresholds would capture business combinations that the entity’s management consider

to be non-strategic to the entity. Likewise, a business combination that is considered by

management to be strategic could fail to meet any of the proposed closed-list thresholds.

Rebuttable presumption / indicators and focus on materiality

To address the concerns noted above, EFRAG recommends that a subset of ‘strategic’

26

acquisitions is identified by first applying both the quantitative and qualitative thresholds

(subject to other suggestions below). However, where an acquisition meets one or more of

the qualitative or quantitative thresholds, an entity should be able to rebut the

presumption that the acquisition is ‘strategic’ if it can demonstrate that the acquisition

does not meet the management’s overall view of a strategic business combination.

An alternative to a rebuttable presumption could be for the thresholds to be considered

as indicators, which would also allow entities to assess the acquisition as strategic, even

when not meeting any of the thresholds.
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Furthermore, EFRAG notes that the concept of materiality would apply in cases when the

28

proposed thresholds (quantitative or qualitative) would capture business combinations
that the entity would consider to be immaterial. EFRAG recommends the IASB to elaborate

on this point in the Basis for Conclusions on the ED- appreciating that materiality is a

concept universally applicable in IFRS Accounting Standards

Quantitative thresholds

We do not support using Operating Profit or Loss as a threshold, given its volatility and

29

fluctuation from year to vear. Consequently, in a lower profitability period, an increased

number of business combinations would likely qualify as strategic solely because of

meeting the profitability threshold. The reverse could also happen. Using this volatile

threshold hampers comparability.

EFRAG also notes that for the Revenue threshold could be subject to some fluctuation and

30

therefore considers that averages over multiple reporting periods should be used instead

of the proposed “most recent annual reporting period”. This would avoid “one-off”

distortions in the revenue number.

EFRAG recommends adding enterprise value (market capitalisation) as a quantitative

31

threshold. We acknowledge that as noted in BC64 this could pose a challenge for non-listed

entities. However, it would align with EFRAG’s recommendation for the IASB to consider

requiring the proposed disclosures only for listed companies.

Acquiree not reporting under IFRS

EFRAG considers that the IASB should clarify how to apply both the Operating Profit or Loss

32

and the Revenue thresholds if the acquiree previously did not report under IFRS. In this

case, additional information would need to be prepared to compare like for like. Since the

level of precision required in obtaining this information might influence whether a

threshold is met or not, we recommend the IASB to specify how to derive these numbers

taking into account cost-benefit considerations.

Other clarifications and editorial suggestions

EFRAG notes that IFRS 3 gives the acquiring company the choice to either recognise any

1733

resulting goodwill in full (including the amount attributable to non-controlling interests) or

in part (limiting the goodwill to the share of the acquirer). We therefore recommend the

IASB to provide guidance on this matter in relation to the Total Assets (including goodwill)

threshold.

For clarification and consistent interpretation, EFRAG recommends adding an “or” after

paragraph B67C(a)(ii).
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Series of business combinations

1834 EFRAG considers that it would be useful to have guidance on when to assess whether the
first business combination, which might be small, is part of a series of business
combinations to be entered into that, together, could be considered as a single strategic

business combination. EFRAG outreach and other feedback received confirmed this.

1935 EFRAG notes that the IASB explains in paragraph BC72 of the Basis for Conclusions on the
ED that it was not able to develop such a guidance mainly because the IASB is proposing a
management approach to diselesingdisclose information and that any requirement
developed by the IASB might be inconsistent with the way an entity groups business
combinations. A specific requirement to link a series of business combinations might
therefore not provide useful information to users. However, EFRAG believes that such a
guidance is desirable to help entities assess when the first business combination should be
considered as part of a coordinated business plan to enter into a series of business
combinations that in aggregate will meet at least one of the thresholds to be considered as

a strategic business combination.

Fherefore-EFRAG considers that guidance on assessing a series of business combinations

would not be contrary to the management approach.

2137 EFRAG therefore recommends the IASB to bring forward the guidance in paragraph BC73
of the Basis for Conclusions on the ED into the main text of the Standard. This could provide
entities with some direction when deciding whether to consider a ‘series of business
combinations’ as a single acquisition that could meet the definition/thresholds of strategic
business combination and when to conduct the assessment (e.g., after the series of

acquisitions has occurred).

Question 3—Disclosures: Exemption from disclosing information (proposed
paragraphs B67D-B67G of IFRS 3)

The IASB is proposing to exempt an entity from disclosing some of the information that would
be required when applying the proposals in this Exposure Draft in specific circumstances. The
exemption is designed to respond to preparers’ concerns about commercial sensitivity and
litigation risk but is also designed to be enforceable and auditable so that it is applied only in

the appropriate circumstances (see paragraphs BC74—BC107).
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The IASB proposes that, as a principle, an entity be exempt from disclosing some information
if doing so can be expected to prejudice seriously the achievement of any of the entity’s
acquisition-date key objectives for the business combination (see paragraphs BC79-BC89). The
IASB has also proposed application guidance (see paragraphs BC90—-BC107) to help entities,

auditors and regulators identify the circumstances in which an entity can apply the exemption.

(a) Do you think the proposed exemption can be applied in the appropriate circumstances?
If not, please explain why not and suggest how the IASB could amend the proposed principle

or application guidance to better address these concerns.

(b) Do you think the proposed application guidance would help restrict the application of the
exemption to only the appropriate circumstances? If not, please explain what application

guidance you would suggest to achieve that aim.

EFRAG’s response
2238 EFRAG welcomes the IASB’s efforts to address some of the concerns expressed in the
feedback received, by proposing an exemption to some items of information in specific

circumstances. However, as noted below EFRAG has some concerns with the proposed

exemption.

When to apply the exemption

2439 EFRAG supports the IASB’s proposed principle for the exemption, which aligns with the
approach in paragraph 92 of IAS 37 and is consistent with the ‘disclose and explain

approach’ suggested by EFRAG in its comment letter to the DP.
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the-acguisition-EFRAG also welcomes the IASB’s proposal to define and frame the situations

when the exemption can be applied. EFRAG also acknowledges that it is important for users
to receive at least some information on the business combination and its performance,
which should not be exempted, and therefore agrees with the IASB’s proposal not to
exempt entities from disclosing the strategic rationale and the actual performance of the

strategic business combination.

However, in EFRAG’s view information that is likely to be seriously prejudicial is not limited

to information that might impair the entity’s ability its key objectives defined at acquisition

date. There are other considerations, such as social or legal matters that could pose a risk

of serious prejudice to the entity, without jeopardizing those key objectives.

Application guidance for the exemption

2642 EFRAG welcomes the proposed application guidance that would help entities in identifying

43

the circumstances in which the application of the exemption would be appropriate and
ensure its enforceability and auditability. In EFRAG’s view, the application guidance would
play an important role in addressing concerns raised by some preparers that the proposed

exemption may not adequately address issues of commercial sensitivity.

Disclosing the reason for applying the exemption
EFRAG acknowledges that disclosing the reason for applying the exemption aligns with the

requirement in paragraph 92 of IAS 37.

2744 EFRAG expects that in some entities would disclose the reason for applying the exemption

45

at a sufficiently high level that would not put at risk the achievement of any of the entity’s

acquisition-date key objectives for the business combination.

However, several preparers have informed EFRAG that disclosing the reason for applying

the exemption could mean disclosing commercially sensitive or legally constrained

information (such as employee-related information), thereby defeating the purpose of the

exemption. EFRAG therefore recommends the IASB to amend the proposal in B67E and not

to require entities to disclose the reasons why it has not disclosed an item of information.

If the IASB pursues requiring disclosure of the reasons, we recommend whether there is a

difference between the term ‘reasons’ used in paragraph B67E compared to ‘specific

reason’ as referred to in paragraph B67D(a) of the ED.
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Disclosing information in a different way

2846 EFRAG notes that providing the information at an aggregated level (e.g., disclosing the total

amount of quantitative synergies) is preferable to not providing it at all by applying the

exemption. Therefore, if the IASB goes ahead with the proposed disclosures, EFRAG

supports the IASB’s proposal to require entities to first consider if presenting information
differently (e.g., at a sufficiently aggregated level) is possible without having a prejudicial

effect on the entity before applying the exemption.

Factors to consider when determining whether to apply the exemption

2947 EFRAG notes that the purpose of the exemption is not to provide entities with an exit route

3048

3349

not to provide the information, but rather to use it in those situations in which publicly
disclosing the information is expected to seriously prejudice any of the entity’s objectives
for the business combination (consistent with the proposed principle). In EFRAG’s view the
exemption would be used in rare cases (e.g., in jurisdictions where information on

restructuring is subject to legal requirements before being made public).

However, EFRAG highlights some practical challenges that arise from the IASB’s decision
not to prescribe the ‘specific circumstances’ in which the exemption would be applied, and
instead to provide a non-exhaustive list of factors to consider. In particular, EFRAG notes
that the interpretation of ‘specific circumstances’ could differ across jurisdictions, sectors

and entities, and therefore further clarifications should be provided.

For the above reason, EFRAG suggests including illustrative examples of ‘specific
circumstances’ in which the exemption would be applied to support preparers in
appropriately applying the exemption. Furthermore, EFRAG suggests illustrating how
entities would be disclosing the fact that they applied the exemption and when to disclose

the previously exempted information.

Reassessment in subsequent periods

50

EFRAG generally supports the IASB’s proposal in B67G to require entities to reassess the

3251

eligibility for the exemption each reporting period for as long as the entity would otherwise

be required to disclose the information.

However, EFRAG notes that some constituents highlighted that implementing this proposal

is likely to be costly and burdensome to preparers and therefore suggests the IASB

reconsider its usefulness in light of cost-benefit considerations.
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Question 4—Disclosures: Identifying information to be disclosed (proposed
paragraphs B67A-B67B of IFRS 3

The IASB is proposing to require an entity to disclose information about the performance of
the entity’s strategic business combinations (that is, information about its acquisition-date key
objectives and related targets for a strategic business combination and whether these key
objectives and related targets are being met) that is reviewed by its key management

personnel (see paragraphs BC110-BC114).

The IASB’s proposals would require an entity to disclose this information for as long as the
entity’s key management personnel review the performance of the business combination

(see paragraphs BC115—-BC120).

The IASB is also proposing (see paragraphs BC121-BC130) that if an entity’s key management

personnel:

¢ do not start reviewing, and do not plan to review, whether an acquisition-date key objective
and the related targets for a business combination are met, the entity would be required to

disclose that fact and the reasons for not doing so;

e stop reviewing whether an acquisition-date key objective and the related targets for a
business combination are met before the end of the second annual reporting period after the
year of acquisition, the entity would be required to disclose that fact and the reasons it stopped

doing so; and

¢ have stopped reviewing whether an acquisition-date key objective and the related targets
for a business combination are met but still receive information about the metric that was
originally used to measure the achievement of that key objective and the related targets, the
entity would be required to disclose information about the metric during the period up to the

end of the second annual reporting period after the year of acquisition.

(a) Do you agree that the information an entity should be required to disclose should be the
information reviewed by the entity’s key management personnel? Why or why not? If not,
how do you suggest an entity be required to identify the information to be disclosed about

the performance of a strategic business combination?

(b) Do you agree that:
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(i) an entity should be required to disclose information about the performance of a
business combination for as long as the entity’s key management personnel review

that information? Why or why not?

(ii) an entity should be required to disclose the information specified by the proposals
when the entity’s key management personnel do not start or stop reviewing the
achievement of a key objective and the related targets for a strategic business

combination within a particular time period? Why or why not?

EFRAG’s response

3352 Subject to our comments regarding the proposed disclosure requirements, EFRAG

agreesconsiders that the proposed disclosures about the performance of a strategic
acquisition wewldshould be based on information management uses to review and monitor

the business combination.

53 However, EFRAG questions whether it is necessary for the IASB to specify the level of

management at which the acquisition-date key objectives and related targets of a strategic

business combination are reviewed.

Who provides the information?

54 EFRAGEFRAG received mixed views from its constituents on defining the level of

management as Key Management Personnel (KMP), with some respondents preferring to

refer to the Chief Operating Decision Maker (CODM) and others preferring not to define

the level of management noting that the “decision maker” can vary across entities.
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(@)  Those supporting the CODM generally argued that the performance of acquisition is

commonly reviewed at the operating segment level and were in favour of aligning

the level of management with IFRS 8 Operating Segments; and

(b)  Others highlighted that there is no added value in specifying a level of management

once the “strategic” business combinations are identified.

EFRAG acknowledges that the management structure of entities can differ and therefore

questions whether it is necessary to define a specific level of management.

3656 EFRAG also highlights the importance of an alignment between roles and definitions in

different IFRS Accounting Standards, including existing IFRS 3. In this respect, EFRAG
welcomes the IASB’s clarification in paragraph 83(b) of the Amendments to IAS 36 that the
level of management monitoring for the purposes of subsequent performance may not be
the same as the level of management monitoring the business associated with goodwill for

the purposes of impairment testing.

3757 As explained in paragraph BC201 of the Basis for Conclusions on the ED, the use of key

management personnel for the proposed disclosure requirements in IFRS 3 is intended to
identify the most important information by focusing on a senior level of management.
However, the purpose of the impairment test is to allocate goodwill at the lowest level
within an entity at which its management is monitoring the business associated with the

goodwill.

How long an entity should be required to disclose the information

58

EFRAGSubject to our comments regarding the proposed disclosure requirements, EFRAG

shares the following views on this proposal:

(a)  EFRAG generally supports the IASB’s proposal in paragraph B67B of the ED to disclose
information about the performance of a business combination for as long as the
entity's KMP continues to monitor it against its acquisition-date key objectives and
targets. EFRAG notes that a few of our constituents did not agree with this proposal

and considered that the proposed core period was sufficient.

(b)  In cases when an entity’s KMP has not started reviewing and do not plan to review
the required information (whether the key objectives and related targets of strategic
business combinations are being met), EFRAG also supports the proposal for an
entity to disclose that fact and the reasons for not reviewing the information as it
will be useful for users to understand why an entity does not monitor a strategic

business combination.
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(c)  EFRAG considers that the proposed timeframe set out in paragraph B67B(b) of the
ED (two full years after the year of acquisition of a business combination) to be a

reasonable minimum period for the information to be disclosed.

(d) EFRAG considers that the flowchart provided after paragraph B67B of the ED

illustrating of how to apply could apply the proposals to be particularly useful.

Question 5 - Disclosures: Other proposals
The IASB is proposing other amendments to the disclosure requirements in IFRS 3. These

proposals relate to:
New disclosure objectives (proposed paragraph 62A of IFRS 3)

The IASB proposes to add new disclosure objectives in proposed paragraph 62A of IFRS 3 (see
paragraphs BC23—-BC28).

Requirements to disclose quantitative information about expected synergies in the year of

acquisition (proposed paragraph B64(ea) of IFRS 3)

The IASB proposes:

e to require an entity to describe expected synergies by category (for example, revenue
synergies, cost synergies and each other type of synergy);

* to require an entity to disclose for each category of synergies:

¢ the estimated amounts or range of amounts of the expected synergies;

e the estimated costs or range of costs to achieve these synergies; and

¢ the time from which the benefits expected from the synergies are expected to start and how
long they will last; and

e to exempt an entity from disclosing that information in specific circumstances. See

paragraphs BC148-BC163.
The strategic rationale for a business combination (paragraph B64(d) of IFRS 3)

The IASB proposes to replace the requirement in paragraph B64(d) of IFRS 3 to disclose the
primary reasons for a business combination with a requirement to disclose the strategic

rationale for the business combination (see paragraphs BC164—BC165).

Contribution of the acquired business (paragraph B64(q) of IFRS 3)
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The IASB proposes to amend paragraph B64(q) of IFRS 3 to improve the information users
receive about the contribution of the acquired business (see paragraphs BC166—BC177). In

particular, the IASB proposes:

¢ to specify that the amount of profit or loss referred to in that paragraph is the amount of
operating profit or loss (operating profit or loss will be defined as part of the IASB’s Primary

Financial Statements project);

¢ to explain the purpose of the requirement but add no specific application guidance; and
¢ to specify that the basis for preparing this information is an accounting policy.

Classes of assets acquired and liabilities assumed (paragraph B64(i) of IFRS 3)

The IASB proposes to improve the information entities disclose about the pension and
financing liabilities assumed in a business combination by deleting the word ‘major’ from
paragraph B64(i) of IFRS 3 and adding pension and financing liabilities to the illustrative
example in paragraph IE72 of the Illustrative Examples accompanying IFRS 3 (see paragraphs

BC178-BC181).
Deleting disclosure requirements (paragraphs B64(h), B67(d)(iii) and B67(e) of IFRS 3)

The IASB proposes to delete some disclosure requirements from IFRS 3 (see paragraphs BC182—

BC183).

Do you agree with the proposals? Why or why not?

EFRAG’s response
New disclosure objectives (proposed paragraph 62A of IFRS 3)

3859 EFRAG supports the IASB’s proposal to add two new disclosure objectives, for better
reflecting users’ needs. The new disclosure objectives also complement the proposed
disclosure requirements as a response to users’ feedback that they do not think that
sufficient information about business combinations is currently provided for assessing the

success, or lack thereof, of the acquisitions made.

Expected synergies

60

acknowledges that disclosures on quantitative infermationabeoutexpected synergies from

combining-operations—of-the—acquiree—and-the—acguirer—in the year of acquisition—Fhis
proposed—reguirement-willadd— for all material business combinations should enable

entities to provide contextual and relevant information, rather than the often “boilerplate”

gualitative disclosures currently provided on expected synergies.
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3961 However, EFRAG does not support the proposal to the-gualitative-information-currently

combination-provide quantitative information on expected synergies. We consider that

such information could contain forward-looking information (potentially unreliable

information) and sensitive in nature which may create litigation risk and weaken the

negotiation position of the reporting entity, and therefore carry a cost to users. One

potential solution to mitigate some of the concerns would be to require the information

only for strategic business combinations for entities that are listed (similar scope to IFRS 8

and IAS 33 as noted in our response to Question 1).

preparers informed EFRAG that they—prefer—to—have—the—information—in—thefinancial
statements—as-thisprovides-the-samelevel-ofassurance—as-quantification of synergies is

subject to a high level of judgement and uncertainty and will not only be costly to produce

but also to audit. This level of judgement is likely to affect the reliability of the information

4262 EFRAG—also—considers—that, and thus decrease its usefulness to users. Furthermore, it
remains unclear whether the information on expected synergies sheuld-be-available-to-the

entity{managementinformation)as-partof-the- M&A-processis intended to include only

those that the acquirer paid for (that reconcile to the paid price and thus justify the

goodwill resulting from the acquisition) or ether-internal-sources—EFRAGacknowledges

expected synergies when-they-undertake-a-business-ecembination—for the group as whole

which be higher.

63  Furthermore, EFRAG alse-notes that an-entityunless an expected synergy is considered a

key objective or related target, the information is only required in the year of acquisition.
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Therefore, EFRAG guestions the usefulness of the information for users if any follow up in

subsequent periods of the reported expected synergy is not disclosed.

64 Finally, EFRAG highlights that some preparers emphasised that other accounting

frameworks, notably US GAAP, does not need-to-disclosean-item—ofrequire comparable

disclosures. Considering the intended ‘level playing field’, the requirement to disclose

potentially sensitive information could mean a competitive disadvantage for companies

reporting under IFRS (e.g., compared to US GAAP reporters as similar information is not

required).

4365 In the paragraphs below, and in case the IASB proceeds with the proposals, EFRAG

responds to the remaining aspects of the proposals on expected synergies subject to our

general disagreement with requiring information on expected synergies-if-deing-so-can

Disaggregation by category of expected synergies

44— EFRAG generally supports the proposal to require entities to provide a description of each
category of expected synergies, as this is useful information to users. EFRAG considers that
disclosing information about expected synergies by category would help to respond to

concerns that expected synergy information could be commercially sensitive.

45— EFRAG also considers that the proposal to disclose the estimated amounts or range of
amounts on expected synergies should address some of the practical concerns noted by
sememany stakeholders on the difficulties of estimating synergies expected from a

business combination.

(a)

goodwil—EFRAG—therefore considers that the proposed level of disaggregation

between different categories of expected synergies will help users of financial

statements as they use the information on synergy categories differently. Hewever;

for—which—the—1tASB—is—requiring—guantitative—informationDisaggregation of

information could also potentially help preparers with addressing concerns on

commercially sensitivity in which case an entity could apply the proposed exemption.
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Timing of expected synergies

{a}(b) - EFRAG suppertsdoes not support the proposal to require an entity to disclose

when the benefits expected from the synergies are expected to start and how long
they will last. In EFRAG’s view, this information will hels-usersbe too difficult to
assess-the-timingprovide and duratiensubiject to a high level of the

syrergiesjudgement and thus would not meet cost-benefit considerations.

Definition of synergies

47— EFRAG generally agrees with the IASB in not defining synergies. The term is already used
in IFRS 3 for disclosing qualitative information and entities are used to applying this
requirement in practice. EFRAG also acknowledges that each business combination will
have its unique set of expected synergies, making it difficult to have a defined term that

would apply to all business combinations.

{a}(c) However, EFRAG notes that entities might be less familiar with the term ‘synergies’
in the context of having to quantify expected synergies and recommends the IASB
to provide guidance and more specific examples of expected synergies and how
entities should address situations when expected synergies are non-quantitative in
nature (e.g., a timing synergy that cannot be quantified). EFRAG considers that
additional guidance would be helpful, especially considering the proposal to

provide quantitative information on each category of expected synergies.

Strategic rationale for a business combination

4866 EFRAG supports the IASB’s proposal to replace the requirement to disclose the primary
reasons with the strategic rationale for the business combination. EFRAG considers the
proposal to provide clarity on how the business combination fits into the entity’s overall
strategy and is linked to the nature of synergies. Additionally, EFRAG notes that the
proposal is not expected to lead to significant changes compared to the current

requirements under IFRS 3.
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Contribution of the acquired business

Retaining the requirement in paragraph B64(q) of IFRS 3

4967 EFRAG agrees with the IASB's proposal to retain the disclosure information in paragraph
B64(q) of IFRS 3, as it is important for users to perform year-on-year comparisons of an
entity's performance and understand how the two businesses are combined. -However,
EFRAG has heard from some preparers that there are some difficulties in preparing this

information in some cases.

Replacing the requirement to disclose ‘profit or loss’ with ‘operating profit or loss’

5068 EFRAG also agrees with replacing the term ‘profit and loss’ with ‘operating profit and loss’
as defined in IFRS 18 Presentation and Disclosure in Financial Statements, as it would limit
divergence in practice of what is included in operating profit and loss and increase
comparability of information. EFRAG understands that users use information up to
operating profit of acquired business for their analyses, as the operating performance is
independent of how the acquisition is structured and how the entity has allocated finance
costs and tax expenses between the integrated acquired business and the existing business.
In addition, EFRAG acknowledges users’ preference to exclude from operating profit or loss
contributed by the acquired business the share of equity accounted for investments in

associates and joint ventures, as this may create noise.

Application guidance for the requirement in paragraph B64(q)(ii) of IFRS 3

5169 EFRAG disagrees with the IASB’s proposal to specify that the basis of the information

required by paragraph B64(q)(ii) of IFRS 3 is an accounting policy.

5270 Instead, EFRAG recommends the IASB to require entities to provide an explanation of the

basis used to prepare the information.

Classes of assets acquired and liabilities assumed
5371 EFRAG agrees with the IASB’s proposal to delete the word ‘major’ from paragraph B64(i) of

IFRS 3. The IASB’s approach is coherent with the materiality principle.

5472 Moreover, EFRAG welcomes the IASB’s proposal to include pension and financing liabilities
in the illustrative example in paragraph IE72 of the lllustrative Examples accompanying IFRS
3. The amendments in the illustrative example are helpful for stakeholders to consider

pension and debt liabilities as material classes of liabilities assumed.

5573 EFRAG acknowledges the importance of this information as it addresses the users’
requests. However, EFRAG’s concern is that stakeholders might misunderstand what assets

and liabilities acquired in a business combinations need to be described. By removing the
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word ‘major’, it could be misunderstood that entities need to provide detailed descriptions

of each asset and liability acquired in a business combination.

Deleting disclosure requirements

5674 EFRAG agrees with the IASB’s proposal to delete from IFRS 3 paragraph 64(h), 67 (d)(iii) and
67(e) because they provide requirements already present in other IFRS Accounting
Standards or became reductant when IFRS 3 was amended in 2008 without adding useful

information to stakeholders.

Question 6 - Changes to the impairment test (paragraphs 80-81, 83, 85 and 134(a) of
IAS 36)

During the PIR of IFRS 3, the IASB heard concerns that the impairment test of cash generating

units containing goodwill results in impairment losses sometimes being recognised too late.

Two of the reasons the IASB identified (see paragraphs BC188—BC189) for these concerns were:
¢ shielding; and

* management over-optimism.

The IASB is proposing amendments to IAS 36 that could mitigate these reasons (see paragraphs

BC192-BC193).
Proposals to reduce shielding

The IASB considered developing a different impairment test that would be significantly more
effective at a reasonable cost but concluded that doing so would not be feasible (see

paragraphs BC190-BC191).

Instead, the IASB is proposing changes to the impairment test (see paragraphs 80-81, 83 and
85 of IAS 36) to reduce shielding by clarifying how to allocate goodwill to cash generating units
(see paragraphs BC194—-BC201).

Proposal to reduce management over-optimism

The IASB’s view is that management over-optimism is, in part, better dealt with by enforcers
and auditors than by amending IAS 36. Nonetheless, the IASB is proposing to amend IAS 36 to
require an entity to disclose in which reportable segment a cash generating unit or group of
cash-generating units containing goodwill is included (see paragraph 134(a) of IAS 36). The IASB
expects this information to provide users with better information about the assumptions used
in the impairment test and therefore allow users to better assess whether an entity’s

assumptions are over-optimistic (see paragraph BC202).
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(a) Do you agree with the proposals to reduce shielding? Why or why not?

(b) Do you agree with the proposal to reduce management over-optimism? Why or why not?

EFRAG’s response to the proposals not to develop an impairment test that would be significantly
more effective at a reasonable cost

5775 EFRAG recognises the conclusion of the IASB that it is currently not feasible to develop an

impairment model that would significantly reduce or eliminate the shielding effect without
being very complex and costly. EFRAG does not rule out that developments, including

further research, may make this possible in the future. However, EFRAG supports the

decision of the IASB at this point in time not to pursue further the search for and

development of such a model.

EFRAG’s response to the proposals to reduce shielding

5876 On the proposals to reduce shielding EFRAG agrees with the directional change in focus in

77

paragraph 80(a) from the level at which goodwill is monitored for internal purposes to the
level at which business associated with the goodwill is monitored for internal purposes.
As goodwill is a measurement of a residual, it is more the business associated with the
goodwill which is subsequently monitored, netrather than the measurement labelled

goodwill.

EFRAG further agrees with the direction of considering the lowest level where subsequently

there will be regularly available information when determining the level for allocation of

goodwill.

5978 EFRAG notes that the proposals do not change any fundamentals of the impairment test

but may be expected to help to enforce the goodwill allocation to a level lower than

operating segment which is currently considered by many entities as a default.

6079 EFRAG sees some ambiguity in the guidance proposed in the new paragraph 80A(b) of IAS

36.

6180 In the amended IAS 36 paragraph 80(a), entities have to identify ‘the lowest level within

the entity at which the business associated with the goodwill is managed for internal
purposes’. In paragraph 80A(b), entities need to ‘determine the lowest level for which there
is financial information ... that management regularly uses to monitor the business
associated with the goodwill.” Thus, paragraph 80A(b) adds the requirement of ‘financial
information’ and transforms the requirement ‘is managed for internal purposes’ in
paragraph 80(a) so that it becomes in paragraph 80A(b) ‘for which there is financial

information ... that management regularly uses to monitor the business’.
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But paragraph 80A(b) further requests that ‘that financial information reflects how the
benefits expected from the synergies of the combination are managed.” So, while
‘synergies of the combination’ is used as an identifier of cash-generating units or groups of
cash-generating units to which goodwill is to be allocated in paragraph 80 (those expected
to benefit), it becomes a requirement for the content in the monitoring or the financial

information used to monitor the business in paragraph 80A(b).

This implies that financial information that management regularly uses to monitor the
business associated with the goodwill, but which does not reflect how the benefits
expected from the synergies of the combination are managed, will not be sufficient to
identify cash-generating units or groups of cash-generating units to which goodwill is to be
allocated. EFRAG notes that financial reporting is generally not focused on how benefits
expected from synergies of a business combination is managed. As a result, EFRAG believes
that the intended reduction of goodwill shielding may not be fully achieved, because lower
levels for which there is financial information may fail the new requirement, leaving

goodwill to be allocated at a higher level.

EFRAG agrees with the initial clarification in paragraph 80A(b) requiring there to be
‘financial information ... that management regularly uses to monitor the business
associated with the goodwill’ but does not agree with the last requirement in paragraph
80A(b), as stated above, and recommends the last sentence in that (sub)paragraph to be
removed. The removal of the last sentence ‘That financial information reflects how the
benefits expected from the synergies of the combination are managed’ will further
enhance the connection between the requirement in paragraph 80A(b) and the last

sentence of paragraph 83(b).

Considering the initial part of paragraph 80A, paragraph 80A(a) and paragraph 80B, EFRAG
sees no new guidance there that is not already clearly present in paragraph 80. To avoid
unnecessary expansion of the IFRS literature, EFRAG recommends not to add the initial part
of paragraph 80A, paragraph 80A(a) and paragraph 80B to IAS 36. If the proposed wording
in the initial part of paragraph 80A, paragraph 80A(a) and paragraph 80B is kept, it may

create ambiguity relating to the status of other requirements that are not repeated.
EFRAG welcomes the clarification provided to paragraph 83.

For the purposes of reducing shielding effect, EFRAG suggests considering providing more
disclosure requirements when goodwill is being reallocated in subsequent periods. EFRAG
recommends that the requirement in paragraph 134(a) of IAS 36 be amended to include a

requirement to explain changes (in the carrying amount of goodwill allocated to the unit
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(group of units)) and-guatitativelr-howincluding the ehange{sHstare}expected-toaffectthe
timingreasons for any reallocation of future-goodwill impairmentsduring the reporting

period.

EFRAG’s response to the proposals to reduce management over-optimism

6887 EFRAG acknowledges that management over-optimism is a basic present feature that is
present in any accounting model and that is best solved through clear principles (rather
than anti-abuse rules), transparent disclosures, hands on audit, and strong enforcement.

Audit and enforcement are outside the remit of the IASB.

6988 EFRAG supports the requirement for entities reporting segment information to report for
each reportable segment which cash-generating unit or groups of cash-generating units are

containing goodwill and the carrying amount of the goodwill in each unit.

7089 It is the expectation of EFRAG that the cost of providing this information will be limited

compared to the benefit achieved by the increased transparency for users.

Question 7 - Changes to the impairment test: Value in use (paragraphs 33, 44-51, 55,
130(g), 134(d)(v) and A20 of IAS 36)

The IASB is proposing to amend how an entity calculates an asset’s value in use. In particular,
the IASB proposes:

¢ to remove a constraint on cash flows used to calculate value in use. An entity would no longer
be prohibited from including cash flows arising from a future restructuring to which the entity
is not yet committed or cash flows arising from improving or enhancing an asset’s performance
(see paragraphs BC204-BC214).

¢ to remove the requirement to use pre-tax cash flows and pre-tax discount rates in calculating
value in use. Instead, an entity would be required to use internally consistent assumptions for
cash flows and discount rates (see paragraphs BC215-BC222).

(a) Do you agree with the proposal to remove the constraint on including cash flows arising
from a future restructuring to which the entity is not yet committed or from improving or
enhancing an asset’s performance? Why or why not?

(b) Do you agree with the proposal to remove the requirement to use pre-tax cash flows and

pre-tax discount rates in calculating value in use? Why or why not?
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EFRAG’s response to the proposal to remove the constraint on including cash flows arising from
a future restructuring to which the entity is not yet committed or from improving or enhancing
an asset’s performance

7190 EFRAG agrees with the proposal to no longer prohibit the inclusions of cash flows arising

from a future restructuring to which the entity is not yet committed or cash flows arising
from improving or enhancing an asset’s performance. However, EFRAG notes concerns on

enforceability and auditability when establishing the new boundaries.

7291 EFRAG agrees with the IASB’s views presented in paragraph 205 of the Basis for Conclusions

on the ED.

7392 EFRAG notes that the first sentence in paragraph 44A(a) of IAS 36 may be read to require

an entity to include in the cash flows of an asset any outflows necessary to maintain the
level of economic benefits expected to arise from the assets in its current condition even if
the entity is planning not to maintain the current level. EFRAG recommends considering an
alternative wording. A value in use calculation should not include assumptions for use not

aligned with the assumptions of the entity.

7493 As stated, EFRAG agrees with the proposal to no longer prohibit the inclusions of cash flows

arising from a future restructuring to which the entity is not yet committed or cash flows
arising from improving or enhancing an asset’s performance, as this brings the cash flows
input to the calculation of value in use and are much better aligned with the internal
forecasting. However, EFRAG notes that removing these prohibitions leads to a need for
guidance on what is, and what is not, within the boundaries of restructuring and enhancing
an existing asset. Guidance will be needed on the boundary of investing in/fenhancing a

current asset versus investing in/enhancing a future asset.

7594 Where a significant amount of the value in use is derived from the inclusion of

95

uncommitted future restructuring or enhancement of an asset’s performance, users would
like to know the extent to which the calculated value in use is influenced by expected
uncommitted future restructuring and enhancements. Therefore, EFRAG believes that

further guidance in this regard would be helpful.

EFRAG notes that the proposed amendments to the calculation of value in use brings value

in use closer to fair value. EFRAG encourages the IASB to consider if using fair value less

costs of disposal as the sole measurement approach in the impairment calculation may be

a viable solution to significantly simplify the impairment requirements in IAS 36. EFRAG

notes that the IASB literature (in particular, IFRS 13 Fair Value Measurement) on

measurement of fair value is richer and more up to date than the corresponding literature

on measurement of value in use. The same is observed when it comes to non-IFRS literature
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on measurement of fair value where there is a steady development on technigues and best

practices for measuring fair values.

EFRAG’s response to the proposal to remove the requirement to use pre-tax cash flows and pre-
tax discount rates in calculating value in use

7696 For the reasons cited in paragraph BC219 and the condition specified in paragraph BC221
of the Basis for Conclusions on the ED, EFRAG supports the proposed amendments to

paragraph 50, 51 and 55 of IAS 36. EFRAG suggests the IASB to clarify that applying pre-tax

or post-tax inputs and assumptions is not an accounting policy election so that IAS 36 will

not prohibit some value-in-use calculations to be conducted based on pre-tax inputs and

assumptions while other value-in-use calculations are based on post-tax inputs and

assumptions in the same reporting period by the same entity.

Question 8 - Proposed amendments to IFRS 19 Subsidiaries without Public
Accountability: Disclosures

The 1ASB proposes to amend the forthcoming IFRS 19 Subsidiaries without Public
Accountability: Disclosures (Subsidiaries Standard) to require eligible subsidiaries applying the
Subsidiaries Standard to disclose:

¢ information about the strategic rationale for a business combination (proposed paragraph
36(ca) of the Subsidiaries Standard);

e quantitative information about expected synergies, subject to an exemption in specific
circumstances (proposed paragraphs 36(da) and 36A of the Subsidiaries Standard);

¢ information about the contribution of the acquired business (proposed paragraph 36(j) of the
Subsidiaries Standard); and

¢ information about whether the discount rate used in calculating value in use is pretax or post-

tax (paragraph 193 of the Subsidiaries Standard).
See paragraphs BC252—-BC256.

Do you agree with the proposals? Why or why not?

EFRAG’s response

7797 EFRAG welcomes the IASB’s efforts to propose disclosure requirements for eligible
subsidiaries that would be reducing the costs for preparers, while maintaining the
usefulness of information by only requiring disclosures that are designed for users of

eligible subsidiaries’ financial statements.
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7898 However, EFRAG highlights that the forthcoming IFRS 19 Subsidiaries without Public

#9939

Accountability: Disclosures has not yet been issued or endorsed in the EU. Therefore, the

endorsement of the amendments resulting from this ED is conditional on the outcomes of

the EU endorsement process of the forthcoming IFRS Accounting Standard.

EFRAG generally agrees that the proposals are consistent with the IASB’s key principles and

cost-benefit considerations when identifying relevant disclosure requirements for eligible

subsidiaries, while noting that it also involves exercising judgment. More specifically, on

the proposed disclosure requirements EFRAG notes:

(a)

(b)

(c)

(d)

Strategic rationale: EFRAG considers that this disclosure would provide users with
some context to understand the quantitative information about expected synergies,
and therefore information on short-term cash flows (consistent with the principle in
Basis for Conclusions on the ED paragraph BC253(a)). As per paragraph 77 of EFRAG's
comment letter on the IASB’s ED Disclosure Initiative - Subsidiaries without Public
Accountability: Disclosures, the disclosure requirement for providing the primary
reasons for the business combination (paragraph B64(d) of IFRS 3) was deemed cost-
effective for preparers and relevant to users. Thus, EFRAG is pleased that the IASB’s
ED aligns with its suggestion in the comment letter to incorporate this disclosure

requirement in the Subsidiaries Standard.

Quantitative information about expected synergies: EFRAG acknowledges that this
disclosure would provide users with information on an entity’s short-term cash flows
(consistent with the principle in Basis for Conclusions on the ED paragraph BC253(a)).
However, as noted in question 5, EFRAG highlightsdisagrees with the ehallengesfor
eligible-subsidiariesproviding-thisproposal to require the disclosure of quantitative
information in—thestand-alonefinancial-statements—ifdetermined—ata—grous

levelabout expected synergies, and therefore our reservations are also valid for the

amendments to IFRS 19.

Contribution of the acquired business: Similar to the above, EFRAG considers that
this information would help users in forecasting an entity’s short-term cash flows
(consistent with the principle in Basis for Conclusions on the ED paragraph BC253(a)),
and it would not be costly to provide since the information is already prepared for

consolidation purposes.

Discount rate used in calculating value in use: EFRAG agrees that when the entity is
allowed to use pre-tax or post-tax discount rates, it should disclose this information.

This disclosure would inform users about measurement uncertainty in the
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impairment test (consistent with the principle in Basis for Conclusions on the ED

paragraph BC253(c)).

811000n balance, EFRAG notes that the IASB’s proposals seem to achieve a fair balance between

costs and benefits of disclosing relevant information, given that the requirement to disclose

quantitative information about expected synergies is removed.

82101Finally, as per paragraph B1 of IFRS 3, EFRAG notes that IFRS 3 does not apply to business
combinations of entities or business under common control. Therefore, EFRAG

recommends the IASB to restart its project Business Combination under Common Control.

Question 9 — Transition (proposed paragraph 64R of IFRS 3, proposed paragraph 1400 of IAS
36 and proposed paragraph B2 of the Subsidiaries Standard)

The IASB is proposing to require an entity to apply the amendments to IFRS 3, IAS 36 and the
Subsidiaries Standard prospectively from the effective date without restating comparative
information. The IASB is proposing no specific relief for first-time adopters. See paragraphs

BC257-BC263.

Do you agree with the proposals? Why or why not? If you disagree with the proposals, please

explain what you would suggest instead and why.

EFRAG’s response
83102EFRAG welcomes the IASB’s proposal to require application of the proposed amendments

to IFRS 3, IAS 36 and the Subsidiaries Standard prospectively with early application
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permitted. EFRAG agrees that applying the amendments retrospectively would outweigh

the benefits from doing so.

84103EFRAG considers that with early application permitted, users should be able to benefit from
the resulting information if entities elect to apply the requirements earlier than the

effective date.

85104EFRAG generally agrees with the proposal not to propose relief from the proposed
amendments to IFRS 3 and IAS 36 for first-time adopters for the reasons provided by the

IASB in paragraphs BC258 and BC262 of the Basis for Conclusions on the ED.

Amendment to IFRS 3
86105EFRAG acknowledges that entities may need time to update their internal systems because

preparers might decide to change how they assess business combinations.

87106 EFRAG agrees with the IASB that some of the proposed requirements may be difficult to

implement retrospectively without the use of hindsight.

Amendments to IAS 36
88107EFRAG agrees with the IASB that, with retrospective application, some information may not
be available without the use of hindsight as judgements about future cash flows for the

impairment test in previous periods.

89108EFRAG also acknowledges that the recoverable amount of an asset would be unaffected by
some of the proposed amendments. Therefore, retrospective application would provide no

additional information in this circumstance. For clarification EFRAG proposes that the

second sentence in paragraph 1400 is amended as follows “An entity shall apply these

amendments to allocations of goodwill and impairment tests performed on or after [Day,

Month, Year].” (Proposed new text is underlined.)

90109EFRAG notes that the amendments to paragraph 33(b), 44, 45 and 48 of 1AS 36 will not

affect the measurement of Goodwill before a new impairment is recognised.

Other-matters
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Practice Statement

96110EFRAG supports the amendments to example F in IFRS Practice Statement 2 Making
Materiality Judgements which have replaced the term ‘primary reasons’ with ‘strategic

rationale’.
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