
 

 

                                                                                                                       Investor view                  1 

It 

Investor view  
 

Insight from the investment community  
 
 
 

Operating segments: improving disclosure 
from the bottom up 

The area of disclosure that is most likely to generate a heated debate among 
investors is the quality of segment reporting. Analysts tell us that this essential 
building-block for all valuations analysis is the area that offers the greatest 
opportunity for management to differentiate themselves from their peers – 
and is all too often the area cited as the ‘biggest gap’ in the information set 
provided by management today. In this ‘Investor view’, we investigate why.  
 
How is segment information 
used? 
 
When talking to investors about 
reporting, two themes always dominate:  
the desire to understand if management 
is spending capital wisely; and the need 
to have a sound base of data to forecast 
with confidence.   
 
In some instances, investors will be 
happy to keep their assessment of 
performance to the group level.  
However, in most cases, such analysis 
only makes sense if each business 
segment is analysed separately.  
 
To help investors forecast with 
confidence – and thus reduce the cost of 
capital – management is encouraged to 
consider the appropriateness both of the 
number of segments that they report and 
the lines offered per segment. 

Are segments aligned with 
the business model? 
 
Both US GAAP and IFRS require 
segment reporting to reflect how 
management views the business – 
more precisely, it requires entities to 
report the information provided to and 
reviewed by the chief operating 
decision-maker (CODM) in making 
resource allocation and performance 
assessment decisions.  

However, given the scope and scale of 
many global concerns, reporting every 
business unit separately could become 
a burdensome process. So, in practice, 
management sometimes exercise the 
right to ‘lump together’ operating units 
that are similar or related.   

While keen to avoid an explosion in the 
volume of data about relatively 
insignificant business units, investors 
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are quick to highlight instances where 
management has bundled together 
operating units that have different 
business models:  “They mix together 
cheese and shoes”. This sort of 
aggregation of business units might 
technically comply with IFRS 8, but it 
makes it difficult for investors to assess 
the performance of a segment.  By 
mixing together for reporting purposes 
businesses that have different drivers, 
different cost bases, different risks, etc, 
investors are left struggling to 
understand whether management is 
spending capital wisely. How does the 
performance of  a given business unit 
compare with other similar 
businesses?   

More fundamentally, if management 
reports segment information that does 
not allow an analysis of performance, 
can investors have confidence that the 
information used internally for 
decision-making is any better?  

For these reasons, investors regularly 
tell us that they would like to see the 
business model drive the unit of 
account for segment reporting; that is, 
they would like the segment 
information to be provided on the 
basis of the underlying business 
model,  as much as is practicable. 

What key lines would 
investors like to see? 
 
Long-term investors are looking for 
the financial and non-financial metrics 

that will allow them to forecast 
financial performance for a segment 
and enable them to compare the 
operational performance and valuation 
metrics of a given segment against 
similar entities. 
 
Current segment standards highlight 
the following as financial line items 
that management might disclose:  

 revenues;  

 total assets and liabilities;   

 capital expenditures;  

 depreciation and amortisation;  

 other non-cash  expenditures; and  

 the share of results of associates 
and joint ventures accounted for by 
the equity method. 

 
Our research indicates that, in addition 
to these lines, investors look for the 
following as they try to populate their 
models:  

 operating cash flow; 

 working capital; and 

 capital employed.  

 
Other more industry-specific line items 
were also cited in our survey. Visit 
www.corporatereporting.com for more 
details. 

 
Watch our short webcast featuring 
investors talking about what they need 
from segmental disclosures, available 
here. 
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Contact your local PwC office to discuss these issues. To discover more about the reporting issues that the investment 
community is talking about, visit: www.corporatereporting.com. To read other editions in this ‘Investor views’ series, visit: 
www.pwc.com/ifrs and click on ‘Investor views’ under ‘Publications’ in the left-hand navigator. To subscribe to future editions, 
email corporatereporting@uk.pwc.com 
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