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Why we think investors should 
look closely at intangibles
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Goodwill and intangibles although often ignored, represent a significant 

proportion of many companies’ balance sheets

Total goodwill for all listed firms worldwide is USD8trn, according to 

Bloomberg. That compares to USD14trn of physical assets. Dry? Yes. 

Irrelevant? Far from it.

The Economist, August 2018
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Invisible but getting bigger

• Intangible assets on balance sheets are increasing

• In 2009, the FTSE350, plus Euro Stoxx 600 combined total net 

intangible assets was GBP720bn 

• By 2019 that had risen to almost GBP1.4 trn. 
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Companies - total intangibles as proportion 
of equity

Analysis of the Euro Stoxx 600 (as at June 2019)
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Significance to balance sheets

Source: Refinitiv Datastream, Refinitiv Eikon, HSBC calculations

Companies - goodwill as proportion of 
equity
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Abstract assets often subtracted
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We think that opportunities and risks may be missed if investors: 

• completely ignore, or strip out, intangibles from their analysis;

• do not, distinguish what the intangibles on the balance sheet represent and, therefore, whether it is 

appropriate for amortisation costs to be excluded from earnings and (consequently metrics); and

• do not consider the level of accounting choice and management subjectivity that exists both when 

these balances arise, and on an ongoing basis.

It is advantageous to understand the accounting as this can alert investors of warning signs of:

• larger impairments, which are usually sudden, painful and often result in an abrupt decline in share 

price; 

• performance issues in relation to acquisitions; and

• issues in relation to the financial control and governance of a company.

Intangibles may be non-cash, but it is unwise to ignore
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Grasping the intangibles
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Understanding the plumbing
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• Balance of the goodwill;

• Additions (taken form the acquisitions note);

• Deducted any impairments;

• Note any changes to CGUs; and

• Review the assumptions (in particular changes).

Looking back at each annual report
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Looking back – HomeServe as a example:

IFRS adopted
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(cont)
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(cont)

Warranties  
related 

Goodwill
Warranties  
business 
ceased
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Nuggets can be found
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Auditors are often criticised for their work on intangibles. In the UK the 

FRC’s criticism focused upon deficiencies in challenging management 

assumptions and estimates:

…we found issues relating to a lack of understanding of macroeconomic 

factors affecting the valuation… when considering impairment of goodwill, a 

lack of challenge over expected future cashflows [sic] and the discount rates 

applied to reflect the cost of capital.

The Financial Reporting Council, November 2019
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Hard to rely on the auditors

But nuggets can be found…
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Example – when auditors give you a sign that limits are being reached

We are also satisfied that the Group’s discount rate assumptions are 

determined based on acceptable valuation methodologies. 

These assumptions are towards the higher end when compared to the 

ranges determined by our internal valuation specialists but are considered 

reasonable.”
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Review the audit committee and audit reports
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Lies, damn lies and EBITDA
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• Securitas’ proposed improvement programme:

• Defers IT programme costs

• Improves margin from 5% to 6%

• Inconsistent with previous similar programmes (which were expensed rather than capitalised)

• Question of whether the value of the intangibles generated will be recoverable.

• HomeServe’s accounting treatment of customer lists:

• Purchased lists – included in underlying EBITDA

• Lists acquired via M&A – excluded from underlying EBITDA.

Examples:
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Capitalise to defer, then ignore
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The amortisation debate
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Thank you
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Prior to this date, HSBC’s rating structure was applied on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, regional market established 

by our strategy team. The target price for a stock represented the value the analyst expected the stock to reach over our performance horizon. The 
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To view a list of all the independent fundamental ratings disseminated by HSBC during the preceding 12-month period, please use the following links to 

access the disclosure page: 

Clients of Global Research and Global Banking and Markets: www.research.hsbc.com/A/Disclosures 

PUBLIC



21

Clients of HSBC Private Banking: www.research.privatebank.hsbc.com/Disclosures 

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments, both equity and debt (including derivatives) of 

companies covered in HSBC Research on a principal or agency basis or act as a market maker or liquidity provider in the securities/instruments 

mentioned in this report. 

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment banking, sales & trading, and 

principal trading revenues.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

Non-U.S. analysts may not be associated persons of HSBC Securities (USA) Inc, and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 

2242 restrictions on communications with the subject company, public appearances and trading securities held by the analysts.  

Economic sanctions imposed by the EU and OFAC prohibit transacting or dealing in new debt or equity of Russian SSI entities. This report does not 

constitute advice in relation to any securities issued by Russian SSI entities on or after July 16 2014 and as such, this report should not be construed as 

an inducement to transact in any sanctioned securities. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that company available at 

www.hsbcnet.com/research. HSBC Private Banking clients should contact their Relationship Manager for queries regarding other research reports. In 

order to find out more about the proprietary models used to produce this report, please contact the authoring analyst. 

Additional disclosures 

1 This report is dated as at 19 November 2019. 

2 All market data included in this report are dated as at close 15 November 2019, unless a different date and/or a specific time of day is indicated in the report. 

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its Research business. HSBC's analysts 

and its other staff who are involved in the preparation and dissemination of Research operate and have a management reporting line independent of HSBC's 

Investment Banking business. Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses to 

ensure that any confidential and/or price sensitive information is handled in an appropriate manner. 

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest payable, or other sums due, under loan 

agreements or under other financial contracts or instruments, (ii) determining the price at which a financial instrument may be bought or sold or traded or 

redeemed, or the value of a financial instrument, and/or (iii) measuring the performance of a financial instrument. 

 

PUBLIC



22

Disclaimer 
Legal entities as at 30 November 2017  

‘UAE’ HSBC Bank Middle East Limited, Dubai; ‘HK’ The Hongkong and Shanghai Banking Corporation Limited, Hong Kong; ‘TW’ HSBC Securities (Taiwan) Corporation Limited; 'CA' HSBC 

Securities (Canada) Inc.; HSBC Bank, Paris Branch; HSBC France; ‘DE’ HSBC Trinkaus & Burkhardt AG, Düsseldorf; 000 HSBC Bank (RR), Moscow; ‘IN’ HSBC Securities and Capital Markets 

(India) Private Limited, Mumbai; ‘JP’ HSBC Securities (Japan) Limited, Tokyo; ‘EG’ HSBC Securities Egypt SAE, Cairo; ‘CN’ HSBC Investment Bank Asia Limited, Beijing Representative Office; 

The Hongkong and Shanghai Banking Corporation Limited, Singapore Branch; The Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch; The Hongkong and 

Shanghai Banking Corporation Limited, Seoul Branch; HSBC Securities (South Africa) (Pty) Ltd, Johannesburg; HSBC Bank plc, London, Madrid, Milan, Stockholm, Tel Aviv; ‘US’ HSBC 

Securities (USA) Inc, New York; HSBC Yatirim Menkul Degerler AS, Istanbul; HSBC México, SA, Institución de Banca Múltiple, Grupo Financiero HSBC; HSBC Bank Australia Limited; HSBC 

Bank Argentina SA; HSBC Saudi Arabia Limited; The Hongkong and Shanghai Banking Corporation Limited, New Zealand Branch incorporated in Hong Kong SAR; The Hongkong and 

Shanghai Banking Corporation Limited, Bangkok Branch; PT Bank HSBC Indonesia; HSBC Qianhai Securities Limited 

Issuer of report 

HSBC Bank plc 

8 Canada Square, London 

E14 5HQ, United Kingdom 

Telephone: +44 20 7991 8888 

Fax: +44 20 7992 4880 

Website: www.research.hsbc.com 

 This document is issued and approved in the United Kingdom by HSBC Bank plc for the information of its Clients (as defined in the Rules of FCA) and those of its affiliates only. If this research is received by a customer of an affiliate of HSBC, its provision to the recipient is subject to 

the terms of business in place between the recipient and such affiliate. In Australia, this publication has been distributed by The Hongkong and Shanghai Banking Corporation Limited (ABN 65 117 925 970, AFSL 301737) for the general information of its “wholesale” customers (as 

defined in the Corporations Act 2001).  Where distributed to retail customers, this research is distributed by HSBC Bank Australia Limited (ABN 48 006 434 162, AFSL No. 232595).  These respective entities make no representations that the products or services mentioned in this 

document are available to persons in Australia or are necessarily suitable for any particular person or appropriate in accordance with local law. No consideration has been given to the particular investment objectives, financial situation or particular needs of any recipient. 

The document is distributed in Hong Kong by The Hongkong and Shanghai Banking Corporation Limited and in Japan by HSBC Securities (Japan) Limited.  Each of the companies listed above (the “Participating Companies”) is a member of the HSBC Group of Companies, any 

member of which may trade for its own account as Principal, may have underwritten an issue within the last 36 months or, together with its Directors, officers and employees, may have a long or short position in securities or instruments or in any related instrument mentioned in the 

document. Brokerage or fees may be earned by the Participating Companies or persons associated with them in respect of any business transacted by them in all or any of the securities or instruments referred to in this document. In Korea, this publication is distributed by either The 

Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch ("HBAP SLS") or The Hongkong and Shanghai Banking Corporation Limited, Seoul Branch ("HBAP SEL") for the general information of professional investors specified in Article 9 of the Financial 

Investment Services and Capital Markets Act (“FSCMA”). This publication is not a prospectus as defined in the FSCMA. It may not be further distributed in whole or in part for any purpose. Both HBAP SLS and HBAP SEL are regulated by the Financial Services Commission and the 

Financial Supervisory Service of Korea. This publication is distributed in New Zealand by The Hongkong and Shanghai Banking Corporation Limited, New Zealand Branch incorporated in Hong Kong SAR. 

The information in this document is derived from sources the Participating Companies believe to be reliable but which have not been independently verified. The Participating Companies make no guarantee of its accuracy and completeness and are not responsible for errors of 

transmission of factual or analytical data, nor shall the Participating Companies be liable for damages arising out of any person’s reliance upon this information. All charts and graphs are from publicly available sources or proprietary data. The opinions in this document constitute the 

present judgement of the Participating Companies, which is subject to change without notice. From time to time research analysts conduct site visits of covered issuers. HSBC policies prohibit research analysts from accepting payment or reimbursement for travel expenses from the 

issuer for such visits. 

This document is neither an offer to sell, purchase or subscribe for any investment nor a solicitation of such an offer. HSBC Securities (USA) Inc. accepts responsibility for the content of this research report prepared by its non-US foreign affiliate.  All US persons receiving and/or 

accessing this report and intending to effect transactions in any security discussed herein should do so with HSBC Securities (USA) Inc. in the United States and not with its non-US foreign affiliate, the issuer of this report. In Singapore, this publication is distributed by The Hongkong 

and Shanghai Banking Corporation Limited, Singapore Branch for the general information of institutional investors or other persons specified in Sections 274 and 304 of the Securities and Futures Act (Chapter 289) (“SFA”) and accredited investors and other persons in accordance with 

the conditions specified in Sections 275 and 305 of the SFA. Only Economics or Currencies reports are intended for distribution to a person who is not an Accredited Investor, Expert Investor or Institutional Investor as defined in SFA. The Hongkong and Shanghai Banking Corporation 

Limited, Singapore Branch accepts legal responsibility for the contents of reports pursuant to Regulation 32C(1)(d) of the Financial Advisers Regulations. This publication is not a prospectus as defined in the SFA. This publication is not a prospectus as defined in the SFA. It may not be 

further distributed in whole or in part for any purpose. The Hongkong and Shanghai Banking Corporation Limited Singapore Branch is regulated by the Monetary Authority of Singapore. Recipients in Singapore should contact a "Hongkong and Shanghai Banking Corporation Limited, 

Singapore Branch" representative in respect of any matters arising from, or in connection with this report. Please refer to The Hongkong and Shanghai Banking Corporation Limited Singapore Branch’s website at www.business.hsbc.com.sg for contact details. HSBC México, S.A., 

Institución de Banca Múltiple, Grupo Financiero HSBC is authorized and regulated by Secretaría de Hacienda y Crédito Público and Comisión Nacional Bancaria y de Valores (CNBV).  

The document is intended to be distributed in its entirety. Unless governing law permits otherwise, you must contact a HSBC Group member in your home jurisdiction if you wish to use HSBC Group services in effecting a transaction in any investment mentioned in this document. HSBC 

Bank plc is registered in England No 14259, is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority and is a member of the London Stock Exchange. (070905) 

In Canada, this document has been distributed by HSBC Securities (Canada) Inc. (member IIROC), and/or its affiliates.  The information contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the 

needs of the recipient. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and any representation to the contrary is an 

offense. 

If you are an HSBC Private Banking (“PB”) customer with approval for receipt of relevant research publications by an applicable HSBC legal entity, you are eligible to receive this publication. To be eligible to receive such publications, you must have agreed to the applicable HSBC 

entity’s terms and conditions (“KRC Terms”) for access to the KRC, and the terms and conditions of any other internet banking service offered by that HSBC entity through which you will access research publications using the KRC.  Distribution of this publication is the sole 

responsibility of the HSBC entity with whom you have agreed the KRC Terms.  

If you do not meet the aforementioned eligibility requirements please disregard this publication and, if you are a customer of PB, please notify your Relationship Manager.  Receipt of research publications is strictly subject to the KRC Terms, which can be found at 

https://research.privatebank.hsbc.com/  – we draw your attention also to the provisions contained in the Important Notes section therein. 

© Copyright 2019, HSBC Bank plc, ALL RIGHTS RESERVED. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior written permission of 

HSBC Bank plc. MCI (P) 065/01/2019, MCI (P) 008/02/2019 

PUBLIC


