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Background

The International Accounting Standards Board (“IASB”) has published the Exposure Draft Business
Combinations—Disclosures, Goodwill and Impairment (the “Exposure Draft”) in March 2024. The Exposure
Draft considers three major topics, including (1) improving disclosures about acquisitions, (2) improving
effectiveness of impairment test, and (3) reducing the cost and complexity of the impairment test.

As an experienced independent valuation and advisory firm that has been consistently monitoring the
development of accounting standards related to valuation matters, AVISTA has outlined the key points in
the Exposure Draft.

Improving Disclosures about Acquisitions

In response to investors’ concerns about receiving insufficient information to understand the
management’s initial objectives for an acquisition and the subsequent performance of that acquisition, the
IASB proposed changes to IFRS 3 and IAS 36, allowing investors to get access to better information and to
directly assess the reasonableness of the acquisition price and the accomplishment of the acquisition.

To avoid disclosure overload, certain proposed disclosure requirements only apply to strategic
acquisitions, being a subset of material acquisitions and is defined based on either (1) qualitative
thresholds - the acquisition results in a company entering a new major line of business or geographical
locations; or (2) quantitative thresholds - any one of revenue, operating profit and assets of the acquired
business constitutes at least 10% of the acquirer’s corresponding amounts.

The below table summarised the relevant proposed disclosure requirements.

e Quantitative information about expected synergies, including

Disclosures for nature, amount, timing and related costs required for the
At Material Acquisitions expected synergies to be realised
Acquisition e Strategic rationale (with exemption applies)
Date
Additional Disclosures for
. s Key management objectives and related target
Strategic Acquisitions * e g J g
Dlsclos.ures for. N N/A
Material Acquisitions
e Actual performance of the financial (e.g. profitability) and/or
After ) . .
. non-financial (e.g. product launches) metrics and other
Acquisition . . .
. . information used by the management to monitor and measure
Date Additional Disclosures for

the progress towards objectives achievement (with exemption
applies)

e Qualitative performance statement on whether the company has
met the key objectives and related targets

Strategic Acquisitions
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Improving Effectiveness of Impairment Test

The IASB aims to enhance the effectiveness of impairment test for goodwill by addressing investors’
concerns regarding delays in recognizing impairment losses. These concerns primarily stem from (1)
management over-optimism in cash flow forecasts; and (2) the shielding effect, where acquired goodwill
may be shielded from impairment by the headroom of the combined business.

To reduce management over-optimism, the IASB proposed disclosure requirements to indicate the
reportable segment where the cash-generating unit(s) containing goodwill is included. This disclosure
allows users to compare the assumptions used in the impairment testing to the performance of the
respective reportable segments for assessing their reasonableness and mitigating management over-
optimism.

Despite some level of shielding is inevitable, the IASB proposed the provision of additional guidance on the

allocation of goodwill to the cash-generating unit(s), such as specifying the highest level to which a
company can allocate goodwill and clarifying that this level is not a default, aiming to reduce shielding.

Reducing the Cost and Complexity of the Impairment Test

The IASB proposed two reliefs to reduce the cost and complexity of the impairment test, including (1)
removing the restriction on including uncommitted future restructuring and asset enhancement cash flows;
and (2) removing the requirement to use a pre-tax discount rate to calculate value in use. Removing these
restrictions would align the inputs used in the impairment test more closely with the information used by
management, ultimately providing investors with more relevant information.

To read the full Exposure Draft released by IASB, please click here.



https://www.ifrs.org/content/dam/ifrs/project/goodwill-and-impairment/exposure-draft-2024/iasb-ed-2024-1-bcdgi.pdf
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AVISTA'’s Professional Services for Valuation and Corporate Transactions

AVISTA provides one-stop financial advisory services that help clients achieve additional growth and
ensure their compliance with regulators’ stringent rules and disclosure requirements when implementing
business decisions and strategies.

¢ Valuation for Public Disclosures in Transactions
¢ Valuation for Financial Reporting Purposes
¢ Pre-deal Valuation Advisory

We are closely following up on the latest development of these accounting standard updates. For further
information or enquiry regarding the potential valuation impact of the Exposure Draft to you, please

contact us at:

Email: info@avaval.com | Tel: +852 3702 7338 | Fax: +852 3914 6388

The information provided by AVISTA Group is general in nature and for informational purposes only. It is not
intended to address the circumstances of any particular individual or entity and should not be used as a
substitute for consultation with professional advisors. Please consult a qualified professional adviser before
making any financial or business decisions or taking any action.

AVISTA Group (“AVISTA") is a leading professional advisory firm. We are experienced in performing a full range
of Valuation Advisory, Risk Management Advisory, ESG Advisory, Corporate Advisory and Property Consultancy
services for various purposes. AVISTA is a corporate member of The International Valuation Standards Council
(IVSC).

With a strong presence in the Asia-Pacific region, we have offices in Hong Kong, Shanghai, Beijing and
Shenzhen. Through effective utilization of our local and international networks and the synergies among our
service lines, we aim at providing high-quality services to clients and assisting clients in formulating strategies to
maximize their value under complex business circumstances.

The AVISTA professional team comprises more than 100 professional consultants, each with different areas of
expertise and detailed familiarity of financial reporting standards and regulatory standards. Our team of
experienced professionals come from globally-renowned valuation firms, consulting firms and international
accounting firms with global qualifications such as CFA, CPA, CPV, FRM, MRICS, FCCA and so on.

Website Facebook LinkedIn WeChat
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