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AKZO NOBEL

The Secretary-General
International Accounting Standards Committee

167 Flest Strest

London EC4A 2ES

United Kingdom

Onze ref./Our ref, Directe fax/Direct tax Directe lijn/Direct Iine Arnhem,
+31(26)3612926 +31(26)3863835 August 11, 1897

Dear Sir,

We would like to respond ta your invitation to comment on Exposure
Draft ES5 "Impairment of Assets” as follows.

Measurement of Recoverable Amount

1 We prefer approach (a).
We would like to point out, however, that in case of the selling price
being higher than the value in use, management may still not decide
to sell the assets if this would lead to additional expenses not
included in the cost of disposal, like restructuring charges.

2 Yes, we understand that ohe of the consequences of the approach
adopted in the Exposure Draft is the infroduction of present vaiue
techniques. We oppose, however, to the piecemeal introduction of

~ such techniques and recommend the Board to statt a project to
study and discuss this subject, as it has consequences for other
exposure drafts (e.g. provisions) also,

Assets Held for Disposal
3 Yes, taking into account the comments made under 1.
Recognition of iImpairment Losses

4 Yes, we agree that both criteria should be met for recognition of an
impairment loss.
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Reversal of Impairment Losses
5 Yes.

6 No. Although we recognize the concemn of the Board in respect of
the potential recognition of internally generated goodwill, we
question whether the reversal of impairment loss recognized on
purchased goodwill could not result of future economic benefits that
were previously naot expected to flow from the aeset and have been
reassessed as probable.

7 No, in our view investments in subsidiarfes accounted for under the
equity method should be excluded, as the assets of these
subsidiaries will be subjected to impairment tests themselves.

ldentiffing 2 Potentially Impaired Asset

8 a)Yes.

b} Yes, however, we would like to make the following remarke.
Although we recagnize that indication (a) may result in the
recognition of an impairment logs, it could also be argued that in
certain cases the recoverable amount is not sericusly affected by
the decrease in the market vaiue of the assets, as its recoverable
amount is not correfated with this market value but with the value
in use, which is significantly higher (given significant positive cash
flow from these activities). In those circumstances an enterprise
should not be required to go thraugh the whole process of
estimating the value in use.

We propose the Board to put more emphasis on the fact that the
sources of information under (d) “obsolescence and physical
damage” and (f) “economic performance” should be significant.
We propose to extend (d) with the wording "which are likely to
decrease matorially the asset's recovarable amount”. Under (f) it
should read "significantly worse than expected”.
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Neot Selling Price

9 a)Yes.
b) Yes.

10 a) Yes. However, we object to the disclosure requirements
mentioned in paragraph 25, 26 and 27. Sge also our answer fo
questions 16 and 17.

b) Yes.
¢) Yes.

Cash-Generating Units
11 Yes.

12 Yes. However, we would like to point out that sometimes enterprises
receive low-interest asset-related loans as a form of (govermment)
grant for the asset. The difference between the market interest rate
and the actual interest rate of the loan should be coneidered an
element of the cash flow of the cash-generating unit.

13 We disagree with the allocation of corporate assets (excluding
goodwill) to an assét's cash-generating unit. A possible impairment
of corporate assets should be measured based on the carrying value
of the entire enterprise. In our view it is incorrect to recognize an
impairment loss for a cash.generating unit based on only an arbitrary
allocation of corporate assets. Furthermore, it is unclear how the
impairmant loss should be allocated between the corporate assets
and the assets of the cash-generating unit.

Similar procadures should apply to shared assets on @ site were
several cash-gensrating units are operational. In respect of those
assets only an impairment loss should be recorded if the carrying
value of the entire site is Impaired.

We agree with the allocation of purchasad goodwill to an asset's

cash-generating unit, if such goadwill was capitalized in the balance
sheet.

#d o 9262719 92 TE oY 9@:91T 86. Wl 28




FIEEOIRE U128

14

J

6-4"?-5
AKZO NOBEL gt

it the Impairment Iz not specifically attributable o a certain element
of the cagh-ganerating unit, our answer is yes. Otherwise, the
impairment should be allocated to the asset that caused the
impairment.

Disclosure

18

18

17

S'd

Yes and yes,

We oppose to the disclosure requiremert of paragraph 82(d). in our
view, as noted by the Board in paragraph 85 of the Basis for
Conclusions, it is not the role of the users to verify how the
recoverable amount was determined, but the role of the external
auditors. Also the information propoged to be disciosed could be
prejudicial to the interest of the enterprise.

Furthermore, we propose the Board to include guidance on
aggregation of the information if various impairment losses were
recorded, which reiate fo the same type of business.

Finally, we agree that an enterptise [s not required to disclose the
information mentioned under captions (a) through (d) of question 16.

No, we strongly oppose to the disclosure requirements of
paragraphs 83-84,

in respect of paragraph 83 we would like to comment that if, based
on the calculation made by management, an impairment loss for an
asset or an asset's cash-generating unit or a reversal of an
impairment loss should not be recognized, no disclosure shouid be
regulred. The information proposed under paragraph 83 is not
relevant for users of financial atatements as no impairment loss or
reversal thereof occurred after all,

In respect of paragraph 84, as mentioned in our answer to

question 18, we do not believe that digciosure of key assumptions
oh the valuation of specific individual assets or cash-generating units
are useful to users. Furthermore, we strongly believe that “what if”
raporting should be avoided.
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We agree that an enterprise should not be required to disclose
captions (&) through (¢) of question 17 for each individual asset or
cash-generating unit.

18 No, we strongly oppose to the disclosure requirements of
paragraph 85. The proposed disciosure in fact requires an enterprise
to disclose impairment losses and reversals of impairment losses of
former years had perfect foresight existed at the time the calculation
was made. This is a rather fictitious assumption, Furthermorg,
making these disclosures suggests that errors were made In former

impairment calculations, while differences normally will be fully
related to the estimated elements of the calcuiation.

18 Yes.
20 No.
Appendices

21 We refer to our remarks on question 13.
In respect of example 3 we refer to our commants to question 6.

22 Yes.
Other Comments
23 No other comments.

Should you require any additional information or explanation in respect
of the above replies and comments, do not hesitate to contact me.

Information Department
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