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Document No.84
December 22, 2020

To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.
Comments on “Business Combinations—Disclosures, Goodwill and Impairment”

The following are the comments from the Accounting & Tax Committee of Japan Foreign Trade
Council (JFTC) regarding the Discussion Paper “Business Combinations—Disclosures, Goodwill and
Impairment”. JFTC is a trade-industry association with Japanese trading companies and trading
organisations as its core members, while the principal function of its Accounting & Tax Committee is
to respond to developments in Japanese and international accounting standards. (Member companies
of JFTC Accounting & Tax Committee are listed at the end of this document.)

First, we would like to state our gratitude for this opportunity to present the comments of the
Accounting & Tax Committee regarding this DP. The Accounting & Tax Committee expresses respect
for the efforts of the IASB to deal with the problems that exist in this area. However, there are many
items in the proposals put forth in this DP that we cannot support overall.

We understand that the purpose of this DP is to improve information companies provide to investors
regarding the business combinations implemented by companies, within a reasonable cost. However,
we are concerned that the disclosure requirements proposed in this DP might become a considerable
burden on the preparers, including causing risks (decline in competitiveness, risk of lawsuits, etc.) and
costs (establishment of systems, judgement on the propriety of disclosure, dealing with audits, etc.)
arising from the possibility that they might fall under forward-looking information or confidential
information. Even if these disclosure requirements are implemented, we think the information should
be stated as non-financial information. Also, the current preliminary view regarding the accounting
treatment of goodwill does not sufficiently address the views from stakeholders in the Post-
implementation Review (PIR) pertaining to the delay in the recognition of impairment and the costs of
impairment tests. The Accounting & Tax Committee believes that amortisation should be reintroduced
as the accounting treatment of goodwill.

When the IASB conducts deliberations after receiving feedback from stakeholders including the
comments of the Accounting & Tax Committee, we hope the issues will be deliberated carefully
considering all the stakeholders and taking into account that a certain amount of information is being
provided to investors through current disclosures subsequent to acquisitions (including performance,
impairment losses on goodwill, etc.).

Along with the IFRS, the US generally accepted accounting principles (US GAAP) are also used
internationally. We are concerned that differences between the two standards on important accounting
treatments including amortisation/non-amortisation, design of impairment tests including determination
of indications, and recognition of intangible assets would lead to issues of comparability and impact
decision making for business combinations, and we expect vigorous efforts toward convergence.

Please refer to the following for the other comments of the Accounting & Tax Committee pertaining
to the individual questions.
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Question 1

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

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

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

(b) Do any of your answers depend on answers to other questions? For example, does your answer on
relief from a mandatory quantitative impairment test for goodwill depend on whether the Board
reintroduces amortisation of goodwill? Which of your answers depend on other answers and
why?

We do not agree.

Disclosures about acquisitions and the propriety of the amortisation of goodwill are issues with a
different nature, and should not be proposed as a package.

There is no particular dependence.

Question 2

Paragraphs 2.4-2.44 discuss the Board’s preliminary view that it should add new disclosure

requirements about the subsequent performance of an acquisition.

(@) Do you think those disclosure requirements would resolve the issue identified in paragraph 2.4—
investors’ need for better information on the subsequent performance of an acquisition? Why or
why not?

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

(i) A company should be required to disclose information about the strategic rationale and
management’s (the chief operating decision maker’s (CODM’s)) objectives for an acquisition
as at the acquisition date (see paragraphs 2.8—2.12). Paragraph 7 of IFRS 8 Operating
Segments discusses the term ‘chief operating decision maker’.

(if) A company should be required to disclose information about whether it is meeting those
objectives. That information should be based on how management (CODM) monitors and
measures whether the acquisition is meeting its objectives (see paragraphs 2.13-2.40), rather

than on metrics prescribed by the Board.
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(iii) If management (CODM) does not monitor an acquisition, the company should be required to
disclose that fact and explain why it does not do so. The Board should not require a company
to disclose any metrics in such cases (see paragraphs 2.19-2.20).

(iv) A company should be required to disclose the information in (ii) for as long as its management
(CODM) continues to monitor the acquisition to see whether it is meeting its objectives (see
paragraphs 2.41-2.44).

(v) If management (CODM) stops monitoring whether those objectives are being met before the
end of the second full year after the year of acquisition, the company should be required to
disclose that fact and the reasons why it has done so (see paragraphs 2.41-2.44).

(vi) If management (CODM) changes the metrics it uses to monitor whether the objectives of the
acquisition are being met, the company should be required to disclose the new metrics and the
reasons for the change (see paragraph 2.21).

(c) Do you agree that the information provided should be based on the information and the
acquisitions a company’s CODM reviews (see paragraphs 2.33-2.40)? Why or why not? Are you
concerned that companies may not provide material information about acquisitions to investors if
their disclosures are based on what the CODM reviews? Are you concerned that the volume of
disclosures would be onerous if companies’ disclosures are not based on the acquisitions the
CODM reviews?

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

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

What are those constraints and what effect could they have?

(f) They would not resolve the issue.

* We think the disclosure requirements of this DP alone would not resolve the issue identified.

+ The reason for this is that while considering the achievement status of past plans is useful, it is not
possible to judge the level of achievement of the acquisition objectives from that alone, and we
think it is necessary to expand the scope of consideration to include the impact on future plans
based on subsequent changes in the environment. Also, because the regular revision of plans after
an acquisition and the comparison of those revised plans with performance are considered normal
business practices, we are concerned that comparisons of plans made at the time of the acquisition
with performance may not necessarily be conducted by companies.

* The disclosure requirements of this DP include information whose disclosure would violate the
obligation of secrecy, highly confidential information, and future outlooks, KPIs, and other
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management views. They are not suited to audits and cause excessive practical burdens, and they
also lack balance in that they require notes only regarding businesses acquired in business
combinations without requiring notes regarding existing businesses.

C)
(vii) 'We are opposed.

With respect to disclosure regarding strategic rationale, because press releases and other
voluntary disclosures are generally made regarding important acquisitions, the practical
burden is not believed to be great, but we are concerned that the requirement to disclose
specific financial and nonfinancial targets of management’s objectives might lead to
disclosure of business secrets and information subject to the obligation of secrecy, and might
interfere with the execution of strategy by exposing competitive strategies, so we are
opposed to uniform disclosure requirements.

(viii) We are opposed.

* Because information being monitored by management includes many details that are
business secrets and cannot be disclosed, we think details should not be stated to this extent.

+ Measuring the subsequent level of achievement of objectives at the time of acquisition
requires not only comparison with plans at the time of acquisition, but also examination of
subsequent changes in the environment as well as multiple factors that may change future
plans, and these include factors that cannot necessarily be evaluated quantitatively. There are
also cases where the acquisition objectives may be revised based on these factors. For these
reasons, we have doubts regarding the effectiveness of these disclosure requirements.

+ There may be cases where monitoring metrics and performance are not linked (for example,
the number of customers and net profit for the period) or cases where monitoring
requirements by CODM may vary depending on performance from the risk management
perspective, and this might cause confusion among investors.

(ix) We are opposed.
In cases where explanations of the reasons for not monitoring are required, management may
become concerned about the possibility of criticism from investors and other stakeholders
regarding their investment management stance, and this could result in costs being incurred
to formulate unmeaningful metrics.

(X)  We are opposed.

+ It can be assumed that important investments that presume business continuity over the
middle to long term would be continuously monitored over the long term. In the cases of
companies that make a large number of investments, the disclosure items would increase
year by year, and we are concerned that large costs would be incurred by the preparers.

+ In cases where objectives change with the passage of time and changes in the environment,
continuing to make comparisons with the initial objectives would sometimes be meaningless.

(xi) We are opposed.

+ We believe that disclosure of the information being monitored by management should not be
stated.

* In cases of investments made with the objective of achieving synergy, given the possibility
that the business of the concerned company might change over two years, and due to
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changes in the management environment, there may be cases where comparison with the
initial objectives when the investment was made may be unmeaningful.
(xii) We are opposed.

* We believe that disclosure of the information being monitored by management should not be
stated.

* As business acquisitions are generally made from a middle- to long-term perspective, the
objectives raised at the time of acquisition may subsequently change, and the monitoring
metrics may change accordingly, so we think disclosure of the reasons for changing the
metrics presuming comparison with the initial objectives has little meaning.

(h) We agree.
We agree that the information provided should be based on the information and acquisitions being
monitored by the CODM, but rather than “all” information and acquisitions, it would be
preferable to limit the disclosure to “major” or “fundamental” information and acquisitions. The
extent of monitoring varies greatly depending on the acquiring company and the details of the
business combination. For example, at companies that have multiple business segments and make
a large number of acquisitions, because various small and large acquisitions are included in
business segment performance, the CODM may be monitoring a large number of acquisitions. If
all these acquisitions are made subject to disclosure, that will include some with a low level of
materiality, the number of business combinations disclosed will increase beyond what is
necessary, and we are concerned that the information will lose its usefulness. Hypothetically, in
cases where the information provided is based not on the information and acquisitions being
reviewed by the CODM but rather on information reviewed by subordinate organisations
(segment managers, etc.), we think the disclosure would become even more excessive.

(i) Yes.
We think that commercial sensitivity could inhibit companies from meeting disclosure
requirements, and that could be a valid reason for companies not to disclose some of the
information in question. The reasons are as follows.

+  There are cases where a company’s competitiveness could decline and its strategic execution
be hindered as a result of publishing business combination strategies and objectives and
revealing competitive strategies. For example, in the development of a new business based
on a new idea, disclosing corporate strategy could result in losing business opportunity.
Moreover, indicating the level of achievement of quantitative objectives could allow rival
companies to take countermeasures. In cases where the information includes the
nondisclosed information of investee companies, disclosure could hinder the businesses of
the joint investors in those acquired businesses, and of trading partners.

* In cases of the business combination of a listed company that remains listed, caution is
required concerning the disclosure of information that has not been disclosed by the listed
company.

+ If disclosure that includes commercially sensitive information disadvantages the company
and impairs corporate value as a result, it is not beneficial to users either.
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+ If such disclosure requirements are only applied to companies that voluntarily adopt IFRS,
we are concerned that this would obstruct the fairness of competition with other companies
in the same industries that do not adopt IFRS.

+  Regarding the statement that companies “may be able to provide useful information in a way
that limits the disclosure of commercially sensitive information” in paragraph 2.27, we think
the discussions have not been sufficient regarding what extent of information is deemed
adequate.

() We are opposed to the Board’s view on the information in question.

+ The Board’s view that information regarding the strategic rationale, objectives, and related targets
concerning acquisitions are not forward-looking information cannot necessarily be considered the
general consensus. We are concerned that this may be viewed as forward-looking information
whose disclosure could entail a risk of lawsuits and revised reporting, and we think the
discussions have been insufficient regarding what sort of information is forward looking.

* From the perspective that the plan at the time of acquisition is the basis for assessing the fair
value of the acquiree’s net assets, it could be considered as not being forward-looking
information, but practically speaking, when the monitoring metrics at the time of acquisition are
disclosed, investors naturally expect their achievement, and thus they are considered to have a
similar effect to forward-looking information.

Question 3

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

e the benefits that a company’s management expected from an acquisition when agreeing the price to

acquire a business; and

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

acquisition.

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

We are opposed.
*+ As stated in our response to Question 2, we cannot agree with the disclosure of quantitative
information, and because we think that a simple comparison with the objectives at the time of
acquisition may not necessarily be useful, we hope that the disclosure objectives will be revised

accordingly.
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Question 4

Paragraphs 2.62-2.68 and paragraphs 2.69-2.71 explain the Board’s preliminary view that it should
develop proposals:

e to require a company to disclose:
o a description of the synergies expected from combining the operations of the acquired business
with the company’s business;

o when the synergies are expected to be realised;
o the estimated amount or range of amounts of the synergies; and
o the expected cost or range of costs to achieve those synergies; and

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

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

e We are opposed to the disclosure requirements concerning synergy.
o a description of the synergies expected from combining the operations of the acquired business
with the company’s business
It is difficult to directly observe synergies following integration, and because these are forward-
looking information by nature, we think that they should be disclosed as one factor of the
strategic rationale and objectives of the acquisition in the MD&A section.
o when the synergies are expected to be realised

+ Itis not clear specifically what type of disclosure would be required. (Is this at the time synergies
are first realised or period to be enjoyed?) Also, the times when synergies are realised and the
periods when they are enjoyed vary greatly, and these are extremely difficult to predict.

o the estimated amount or range of amounts of the synergies

+ This falls under strategy or internal company information that is commercially sensitive, and
disclosure itself might hinder the realisation of the synergy.

+ The definition of synergies is not clear, and estimating the monetary amounts and dealing with
them in audits are difficult.

* Also, decisions are often made considering multiple scenarios at the time when acquisitions are
made, and the probability of realising synergies varies widely. Moreover, considering aspects
including the fact that the amounts of synergies are not all included in the acquisition price, the
disclosure of amounts might mislead users.

+ There may be extremely important synergy factors that cannot be quantified such as the
provision of business administration know-how and the stabilisation of profits from the
construction of supply chains, and we are concerned that the disclosure of amounts might place
the focus only on the effects that can be quantified.

o the expected cost or range of costs to achieve those synergies
Profitability and cost are normally analyzed for businesses as a whole and not separately for
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synergy-related areas, so complying with the concerned requirements would be difficult.

e We have no particular objection to the requirement to specify that liabilities arising from financing
activities and defined benefit pension liabilities are major classes of liabilities.

Question 5

IFRS 3 Business Combinations requires companies to provide, in the year of acquisition, pro forma
information that shows the revenue and profit or loss of the combined business for the current
reporting period as though the acquisition date had been at the beginning of the annual reporting

period.

Paragraphs 2.82-2.87 explain the Board’s preliminary view that it should retain the requirement for

companies to prepare this pro forma information.
(a) Do you agree with the Board’s preliminary view? Why or why not?

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

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

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

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

the current reporting period.

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

(d) We are opposed.
* Because these would not be prepared with the accuracy required for, or based on rules that apply
to, preparing normal financial statements, the disclosure might actually mislead investors, so the
requirement should be limited to the disclosure of the profit and loss information of the acquired

business after the acquisition date.

(e) The Board should develop guidance.
*  However, in cases where the guidance is set from the perspective of practical convenience as well
as to improve comparability, considering that the pro forma information uses assumed figures,
and also taking into account the ability and costs of obtaining information prior to the acquisition,
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we think the guidance should not impose excessive practical restrictions or seek excessive

accuracy or granularity.

(f) We are opposed.
The definition of “operating profit or loss” in the Exposure Draft General Presentation and
Disclosures is vague in some respects, and the definition of “acquisition-related transaction and
integration costs” in this DP is also unclear, so we believe that preparing a system that would
enable the collection of data on “operating profit before acquisition-related transaction and
integration costs” at the company to be purchased in the first fiscal year of acquisition would
entail large costs. Also considering the perspective of comparison with prior fiscal years, the
disclosure as in the past of “profit or loss” at the acquirer, which is a clear and simple unified
metric, would be preferable.

Regarding the disclosure of cash flows, in cases where the acquiree does not prepare cash flow
statements, and cases where it is a business rather than a corporate entity that is acquired, it may
be difficult to prepare cash flow statements for individual businesses, the practical burden of
collecting information for periods prior to the acquisition may be excessive, and we think this is
unnecessary because the benefits cannot be expected to justify the costs.

Question 6

As discussed in paragraphs 3.2-3.52, the Board investigated whether it is feasible to make the
impairment test for cash-generating units containing goodwill significantly more effective at
recognising impairment losses on goodwill on a timely basis than the impairment test set out in IAS
36 Impairment of Assets. The Board’s preliminary view is that this is not feasible.

(a) Do you agree that it is not feasible to design an impairment test that is significantly more
effective at the timely recognition of impairment losses on goodwill at a reasonable cost? Why or
why not?

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

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

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

(c) We agree.
* As stated in the Board’s preliminary view, goodwill cannot be directly measured subsequently,
and it is also difficult to eliminate shielding at reasonable cost even using the headroom approach.
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For that reason, we believe it is not feasible to design an impairment test that is significantly more
effective

d) N/A

(d) Yes.
Assuming that cash flow estimates are appropriately audited, we think that shielding is the main

reason.

(e) N/A

Question 7

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

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

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

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

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

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

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

(9) We are opposed.
+ Amortisation of goodwill should be reintroduced.
* As the operating environment in which companies find themselves is changing at a dizzying pace
and business cycles are becoming shorter, it is difficult for the excess earning power of acquired

businesses to continue for long, and the value of goodwill declines.
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+ Under the current approach of using impairment testing only, impairment losses are sometimes
not recognised on a timely basis because of shielding. There are concerns that the increase in the
balance of goodwill from this may amplify volatility in corporate performance and obstruct the
stability of management and financial markets, and it is also leading to continued high acquisition
prices. While amortisation does require the projection of consumption patterns and periods, it is
effective for this issue. Furthermore, goodwill is an expense that corresponds to revenue after
business combination, and amortising goodwill rather than recognising it as a one-time
impairment loss, which may be excluded from management performance measures, better
facilitates appropriate evaluation of performance by management and investors. Amortisation is
also effective from the perspectives of reducing the practical burden and eliminating arbitrariness.

(h) The increase in the balance of goodwill due to the low-interest-rate financial market conditions
and increase in M&A since 2004 can no longer be overlooked. Cases of lump-sum impairment
resulting from factors including the slump in the external environment are emerging, and these
are considered as one proof that the damage of the value of goodwill is not being reflected on a
timely basis.

(i) Reintroducing amortisation would resolve this.
* We believe shielding is the main reason for the delay in the recognition of impairment losses on
goodwill, and the delay in recognition would be mitigated by reintroducing amortisation in
addition to impairment and reducing the amount of goodwill on a regular basis.

(J) We think that they fundamentally have the same nature in that they both indicate excess earning
power, etc. However, while acquired goodwill is accompanied by an expenditure at the time of the
business combination, for goodwill generated internally the measurement is unreliable, and
therefore should not be recognised. Because differentiating the two types of goodwill in impairment
tests is difficult, amortisation should be used to prevent the implicit recognition of internally

generated goodwill.

(k) If amortisation were to be reintroduced, the goodwill amortisation expenses would be part of the
cost corresponding to the revenue acquired after the business combination and have the same
meaning as the amortisation expenses of other assets, so no adjustment or creation of new
management performance measures are expected. Under the present impairment-only model, some
companies are adding back impairment losses in management performance measures that indicate

the “normal profit”.

() Theoretically, the useful life of goodwill should be determined based on the period over which the
synergy and excess earning power remain, but from the perspective of eliminating arbitrariness and
for comparability, a certain upper limit should be set with an option to select other periods when
there are rational grounds (lifetime of the business, etc.). Reference criteria include 10 years, which
is the maximum amortisation period for goodwill at unlisted companies under the US GAAP, and
20 years, which is the maximum under the Japanese accounting standards. The straight-line method
is appropriate for the amortisation method to eliminate arbitrariness and for comparability. In cases
where a fixed useful life is not prescribed, we also propose the method of deciding it by referring
to the period of depreciation of other depreciable assets acquired through the business combination
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that are closely related to goodwill.

Question 8

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

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

(b) Do you have any comments on how a company should present such an amount?

(b) We are opposed to the Board’s development of such a proposal.
* We are concerned that presenting total equity excluding goodwill might be misunderstood as
denying the nature of goodwill as an asset.
+ If the purpose is “to highlight those companies for which goodwill is a significant portion of their
total equity,” presenting goodwill separately is sufficient.

(c) N/A

Question 9

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

available for use.
(a) Should the Board develop such proposals? Why or why not?

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

significantly, please explain why not.

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

(b) The Board should develop such proposals.

+ The requirement to perform an impairment test every year should be removed. Large costs
are incurred and much time spent by conducting impairment tests even when there is no
indication of impairment. In such cases, there is no rationality to the tests since there is a
high likelihood that no particular information is provided to users and shielding limits its

effectiveness.
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(d) Such proposals would reduce costs.

* The Accounting & Tax Committee member companies carry out many business
acquisitions, and conduct a large number of goodwill impairment tests. They utilise
outside experts in verifying future cash flow and calculating discount rates, have those
audited, and sometimes prepare business plans for the sole purpose of impairment tests.
Ending annual impairment tests is expected to reduce external consignment costs, audit
costs, and the time involved including time spent on dealing with audits.

(e) The proposals would not make the impairment test less robust.
While we understand that in some aspects identifying whether indications of impairment are present
requires management judgement as noted in paragraph 4.22 of this DP, we do not think that the
impairment tests would become markedly less robust than at present if careful judgments of
indications are made in the same way as for other assets.

Question 10

The Board’s preliminary view is that it should develop proposals:

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

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

The Board expects that these changes would reduce the cost and complexity of impairment tests and

provide more useful and understandable information.
(a) Should the Board develop such proposals? Why or why not?

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

included in estimates of value in use, and why.

(b) The Board should develop such proposals.

+ Even without a clear resolution or other commitment, in cases where management judges that
there is a high probability and where there is a certain objectivity, the cash flows from
restructuring and from asset improvement and enhancement should also be included in the
calculation of value in use. Because these are sometimes included in the business plans used at
the time of acquisition and in fair value, the concerned changes would reduce the burden of
excluding these cash flows, and fair value and value in use would be consistent and would
appropriately express management’s intentions.

* Post-tax cash flows and discount rates are often used in practice, and stipulating these would be
useful. Theoretically, the calculation results should be the same even with post-tax cash flows and
WACC.
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(c) The Board should not propose this.

+ TAS 36 requires the disclosure of estimates based on reasonable and supportable assumptions and
of those assumptions, so the present standards are sufficient to eliminate management over-
optimism.

+ Conversely, we seek an easing of discipline and expansion of guidelines because the present
discipline (IAS 36 paragraph 33), which sets a maximum period of five years in principle for
future cash flow estimates of value in use measurement, is applied rigidly in auditing.

Question 11

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

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

(b) Can you suggest other ways of reducing the cost and complexity of performing the impairment
test for goodwill,

(c) We agree in principle with the Board’s view that the addition of new proposals or guidance is
unnecessary.
* We are concerned that the addition of excessive guidance might make it impossible for companies
to appropriately express the conditions of each business through cash flows.
* However, as stated in our response to Question 10 (b), there is room for improvement of the

discipline regarding the future cash flow estimation period when measuring value in use.

d) N/A

Question 12

Paragraphs 5.4-5.27 explain the Board’s preliminary view that it should not develop a proposal to allow
some intangible assets to be included in goodwill.

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

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

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

(c) We agree.
In business combinations, companies acquire assets, by a purchase consideration, including
intangible assets with inherent value such as the excess earning power expressed by goodwill, as
well as relations with customers, brands. Information on identifiable intangible assets could
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become information indicating the intentions of the acquisition, and if these are included in
goodwill, the usefulness to users of financial statements declines. The identification of intangible
assets is established in practice, and including identifiable intangible assets in goodwill, which is
an intangible asset that cannot be identified, is theoretically contradictory. In addition, that would
increase the balance of goodwill and further complicate the issue that the impairment of goodwill
is not being recognised on a timely basis. Furthermore, this would also lead to the problem of
difficulty in calculating profit appropriately when brands and other identifiable intangible assets
are sold after the integration of the acquired business.

d) N/A

(e) Our view would not change.
Because goodwill and identifiable intangible assets have different consumption patterns, the
usefulness of the information would decline by including identifiable intangible assets in
goodwill and amortising them together.

Question 13

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

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

Our answers do not depend on this.

Our response to this DP does not depend on the present US GAAP or future FASB decisions.
Examinations regarding this DP should be conducted consistently based on the relevance to such matters
as expanding the information disclosure of financial statements and on the practical feasibility. However,
we are concerned that differences between the IFRS and the US GAAP which are used internationally,
on important accounting treatments including amortisation/non-amortisation, design of impairment tests
including determination of indications, and recognition of intangible assets would lead to issues of
comparability and impact decision making for business combinations, and we expect vigorous efforts

toward convergence.

Question 14

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

In relation with the handling of goodwill, we request that you consider the means of guaranteeing
comparability and convergence regarding the option of using either fair value (the full goodwill method)
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or the acquirer’s share of net identifiable assets (the partial goodwill method) as the method for
measuring non-controlling interest. Additionally, we would like you to consider clarifying the handling

of intangible assets whose useful life cannot be determined and goodwill included in equity-method
investments.
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