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IFRS Developments

|IASB proposes
amendments to
IFRS 3 and IAS 36

» The IASB is proposing On 14 March 2024, the International Accounting Standards Board (the IASB or
amendments to the disclosure Board) issued an Exposure Draft Business Combinations—Disclosures, Goodwill and
requirements in IFRS 3 and to Impairment (proposed amendments to IFRS 3 and IAS 36) (the ED). The Board is
the impairment test in IAS 36. proposing amendments to IFRS 3 Business Combinations and IAS 36 Impairment of

Assets that primarily relate to:
» The proposals are introduced

as part of a standard-setting » The disclosure requirements in IFRS 3 — in particular, to require entities to report
project on business information about the performance of business combinations and quantitative
combinations that aims to information about the synergies expected to arise from a business combination.
explore whether entities However, entities would not be required to disclose information that could

can, at areasonable cost, prejudice seriously their acquisition-date key objectives.

provide users with more useful

information about business » Theimpairment testin IAS 36 —in particular, to make targeted amendments
combinations. relating to the calculation of value in use, the allocation of goodwill to cash-

generating units, and the disclosure requirements.
» Comments are due by 15 July . . )
2024. Who will be affected by the proposals, if confirmed?

» The proposed changes to IFRS 3 would affect any entity that enters into a
business combination after the beginning of the first annual reporting period in
which the proposals become effective. Some of the IASB's proposals would apply
only to strategic business combinations.

> The proposed changes to IAS 36 would affect any entity that performs an
impairment test. Some of the IASB's proposals would apply only to those entities
performing an impairment test on cash-generating units containing goodwill.

The IASB welcomes comments from stakeholders. Comments are due by 15 July
2024.
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Background

The IASB is carrying out a standard-setting project on Business Combinations -
Disclosures, Goodwill and Impairment. The project's objective is to explore whether
entities can, at a reasonable cost, provide users with more useful information
about their business combinations. As part of that project the IASB is proposing
ways to address stakeholder concerns that were identified in its post-
implementation review (PIR) of IFRS 3.

Proposed amendments to IFRS 3

The proposed amendments add new disclosure requirements that would result in

an entity disclosing:

(@) For astrategic business combination, information about the performance of
business combinations, specifically, information about the entity’s acquisition-
date key objectives and targets and the extent to which those key objectives
and targets are met in subsequent periods; and

(b) Quantitative information about synergies expected to arise as a result of
a business combination.

To address stakeholders concerns that some of that information is commercially
sensitive and that disclosing that information could expose an entity to litigation
risk, the Board has:

» Included a proposed exemption from disclosing some of this information in
specific circumstances

> Proposed that an entity be required to disclose information about the
performance of business combinations for only one subset of business
combinations - strategic business combinations

The IASB has also proposed some other minor amendments to the disclosure
requirements in IFRS 3.

Proposed amendments to IAS 36

The IASB identified that one reason for possible delay in recognising impairment
losses on goodwill is that the design of the impairment test in current IAS 36 can
shield goodwill from impairment. Some stakeholders commented that goodwill can
be shielded from impairment by, for example, the headroom of a business with
which an acquired business is combined. Headroom is the amount by which a
business’s recoverable amount exceeds the carrying amount of its recognised net
assets. When an entity tests the combined business for impairment, a reduction in
the recoverable amount of the combined business is first absorbed by this
headroom, hence, any impairment loss recognised on the acquired goodwill is
reduced. The IASB is proposing clarifications to how goodwill is allocated to cash-
generating units that are expected to help reduce shielding.

The IASB is also proposing limited changes to the disclosure requirements in IAS 36
that should help improve the application of IAS 36 and mitigate concerns about
management over-optimism in relation to the assumptions used in the impairment
test.

In addition, to respond to concerns about the cost and complexity of the
impairment test, the IASB proposes changing the calculation of value in use by:

» Removing the restriction on including cash flows from uncommitted future
restructuring or asset enhancement

» Removing the requirement to calculate value in use on a pre-tax basis

» The IASB believes that removing these restrictions would bring inputs used in
the impairment test closer to the information used by management, which should
result in investors receiving more relevant information.
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Amortisation of goodwill

As part of the project, the IASB also considered reintroducing amortisation

of goodwill. On balance, considering extensive evidence collected, the IASB
concluded it had no compelling case to justify reintroducing amortisation of
goodwill and so decided to retain the impairment-only model for the subsequent
accounting for goodwill.

Next Steps

Comments are due by 15 July 2024. The IASB will consider comment letters and
other feedback from its consultations on the proposals in the ED and will then
decide whether to issue the proposed amendments.

How we see it

We support the IASB's continued efforts to help investors better assess
management's decision to make an acquisition and the performance of
that acquisition.

We strongly encourage stakeholders to provide feedback to the IASB on
the proposed amendments.

Proposed amendments to IFRS 3 and IAS 36

EY | Building a better working world

EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization and may
refer to one or more of the member firms of
Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee,
does not provide services to clients. For more
information about our organization, please visit
ey.com.

About EY's International Financial Reporting
Standards Group

A global set of accounting standards provides
the global economy with one measure to assess
and compare the performance of companies. For
companies applying or transitioning to
International Financial Reporting Standards
(IFRS), authoritative and timely guidance is
essential as the standards continue to change.
The impact stretches beyond accounting and
reporting, to key business decisions you make.
We have developed extensive global resources —
people and knowledge — to support our clients
applying IFRS and to help our client teams.
Because we understand that you need a tailored
service as much as consistent methodologies, we
work to give you the benefit of our deep subject
matter knowledge, our broad sector experience
and the latest insights from our work worldwide.

© 2024 EYGM Limited.
All Rights Reserved.

This publication contains copyright material of
the IFRS® Foundation in respect of which all
rights are reserved. Reproduced by EY with the
permission of the IFRS Foundation. No
permission granted to third parties to reproduce
or distribute. For full access to IFRS Standards
and the work of the IFRS Foundation please visit
http://eifrs.ifrs.org

EYG No. 02375-24Gbl
ED None

In line with EY's commitment to minimize its impact on the
environment, this document has been printed on paper with a
high recycled content.

This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer to
your advisors for specific advice.

ey.com



