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The core principle in IAS 36 is that an asset must not be carried in the financial statements at more than the highest amount to be recovered through its use or sale. If the carrying amount exceeds the recoverable amount, the asset is described as impaired. The entity must reduce the carrying amount of the asset to its recoverable amount, and
recognise an impairment loss. IAS 36 also applies to groups of assets that do not generate cash flows individually (known as cash-generating units). IAS 36 applies to all assets except those for which other Standards address impairment. The exceptions include inventories, deferred tax assets, assets arising from employee benefits, financial assets
within the scope of IFRS 9, investment property measured at fair value, biological assets within the scope of IAS 41, some assets arising from insurance contracts, and non-current assets held for sale.

The recoverable amount of the following assets in the scope of IAS 36 must be assessed each year: intangible assets with indefinite useful lives; intangible assets not yet available for use; and goodwill acquired in a business combination. The recoverable amount of other assets is assessed only when there is an indication that the asset may be

ue less costs to sell and (b) value in use. Fair value less costs to sell is the arm’s length sale price between knowledgeable willing parties less costs of disposal.
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IAS 23 Borrowing

The value in use of an asset is the expected future cash flows that the asset in its current condition will produce, discounted to present value using an appropriate discount rate.

Sometimes, the value in use of an individual asset cannot be determined. In that case, recoverable amount is determined for the smallest group of assets that generates independent cash flows (cash-generating unit). Whether goodwill is impaired is assessed by considering the recoverable amount of the cash-generating unit(s) to which it is allocated.
An impairment loss is recognised immediately in profit or loss (or in comprehensive income if it is a revaluation decrease under IAS 16 or IAS 38). The carrying amount of the asset (or cash-generating unit) is reduced. In a cash-generating unit, goodwill is reduced first; then other assets are reduced pro rata.

The depreciation (amortisation) charge is adjusted in future periods to allocate the asset’s revised carrying amount over its remaining useful life. An impairment loss for goodwill is never reversed. For other assets, when the circumstances that caused the impairment loss are favourably resolved, the impairment loss is reversed immediately in profit or
loss (or in comprehensive income if the asset is revalued under IAS 16 or IAS 38). On reversal, the asset’s carrying amount is increased, but not above the amount that it would have been without the prior impairment loss. Depreciation (amortisation) is adjusted in future periods. Date Development Comments May 1997 Exposure Draft E55
Impairment of Assets June 1998 IAS 36 Impairment of Assets Operative for financial statements covering periods beginning on or after 1 July 1999 31 March 2004 IAS 36 Impairment of Assets revised Applies to goodwill and intangible assets acquired in business combinations for which the agreement date is on or after 31 March 2004, and for all
other assets prospectively from the beginning of the first annual period beginning on or after 31 March 2004 22 May 2008 Amended by Annual Improvements to IFRSs 2007 (disclosure of estimates used to determine a recoverable amount) Effective for annual periods beginning on or after 1 January 2009 16 April 2009 Amended by Annual
Improvements to IFRSs 2009 (units of accounting for goodwill impairment testing using segments under IFRS 8 before aggregation) Effective for annual periods beginning on or after 1 January 2010 29 May 2013 Amended by Recoverable Amount Disclosures for Non-Financial Assets (clarification of disclosures required) Effective for annual periods
beginning on or after 1 January 2014 Goodwill and impairment IFRS 13 — Unit of account To ensure that assets are carried at no more than their recoverable amount, and to define how recoverable amount is determined. IAS 36 applies to all assets except: [IAS 36.2] inventories (see IAS 2) assets arising from construction contracts (see IAS 11)
deferred tax assets (see IAS 12) assets arising from employee benefits (see IAS 19) financial assets (see IAS 39) investment property carried at fair value (see IAS 40) agricultural assets carried at fair value (see IAS 41) insurance contract assets (see IFRS 4) non-current assets held for sale (see IFRS 5) Therefore, IAS 36 applies to (among other
assets): land buildings machinery and equipment investment property carried at cost intangible assets goodwill investments in subsidiaries, associates, and joint ventures carried at cost assets carried at revalued amounts under IAS 16 and IAS 38 Impairment loss: the amount by which the carrying amount of an asset or cash-generating unit exceeds
its recoverable amount Carrying amount: the amount at which an asset is recognised in the balance sheet after deducting accumulated depreciation and accumulated impairment losses Recoverable amount: the higher of an asset's fair value less costs of disposal* (sometimes called net selling price) and its value in use * Prior to consequential
amendments made by IFRS 13 Fair Value Measurement, this was referred to as 'fair value less costs to sell'. Fair value: the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date (see IFRS 13 Fair Value Measurement) Value in use: the present value of
the future cash flows expected to be derived from an asset or cash-generating unit At the end of each reporting period, an entity is required to assess whether there is any indication that an asset may be impaired (i.e. its carrying amount may be higher than its recoverable amount).

IAS 36 has a list of external and internal indicators of impairment. If there is an indication that an asset may be impaired, then the asset's recoverable amount must be calculated. [TIAS 36.9] The recoverable amounts of the following types of intangible assets are measured annually whether or not there is any indication that it may be impaired. In some
cases, the most recent detailed calculation of recoverable amount made in a preceding period may be used in the impairment test for that asset in the current period: [IAS 36.10] an intangible asset with an indefinite useful life an intangible asset not yet available for use goodwill acquired in a business combination External sources: market value
declines negative changes in technology, markets, economy, or laws increases in market interest rates net assets of the company higher than market capitalisation Internal sources: obsolescence or physical damage asset is idle, part of a restructuring or held for disposal worse economic performance than expected for investments in subsidiaries, joint
ventures or associates, the carrying amount is higher than the carrying amount of the investee's assets, or a dividend exceeds the total comprehensive income of the investee These lists are not intended to be exhaustive.
Pendekatan Umum dari Pengukuran @
Penurunan Nilai

specific kind of
$il?

Yas ek

Tentty the cash-generating uni (CGU )
that fhe assetbelongs 1o (secion &) mpmiment
. [

[IAS 36.13] Further, an indication that an asset may be impaired may indicate that the asset's useful life, depreciation method, or residual value may need to be reviewed and adjusted. [IAS 36.17] If fair value less costs of disposal or value in use is more than carrying amount, it is not necessary to calculate the other amount. The asset is not impaired.
[IAS 36.19] If fair value less costs of disposal cannot be determined, then recoverable amount is value in use. [IAS 36.20] For assets to be disposed of, recoverable amount is fair value less costs of disposal. [IAS 36.21] Fair value is determined in accordance with IFRS 13 Fair Value Measurement Costs of disposal are the direct added costs only (not
existing costs or overhead).
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Evaluation of the « Impairment of assets» according to 1AS 36

Kimouche Bilal
University of Skikda (Algeria)

Abstract

This paper aims to describe the “Impairment of assets™, which has recognized
as a method of assels’ valuation by |AS 36 and Algeran Financial Accounting
System, What reflects its importance in displaying the factors that affects negatively
the value of assets, bul are not reflecied by depreciation or amortization. The paper
aims also to discuss the contribution of “Impaiment of assels™ in improving financial
statement of company.
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[IAS 36.28] The calculation of value in use should reflect the following elements: [IAS 36.30] an estimate of the future cash flows the entity expects to derive from the asset expectations about possible variations in the amount or timing of those future cash flows the time value of money, represented by the current market risk-free rate of interest the
price for bearing the uncertainty inherent in the asset other factors, such as illiquidity, that market participants would reflect in pricing the future cash flows the entity expects to derive from the asset Cash flow projections should be based on reasonable and supportable assumptions, the most recent budgets and forecasts, and extrapolation for
periods beyond budgeted projections. [IAS 36.33] IAS 36 presumes that budgets and forecasts should not go beyond five years; for periods after five years, extrapolate from the earlier budgets. [IAS 36.35] Management should assess the reasonableness of its assumptions by examining the causes of differences between past cash flow projections and
actual cash flows. [IAS 36.34] Cash flow projections should relate to the asset in its current condition - future restructurings to which the entity is not committed and expenditures to improve or enhance the asset's performance should not be anticipated. [IAS 36.44] Estimates of future cash flows should not include cash inflows or outflows from
financing activities, or income tax receipts or payments. [IAS 36.50] In measuring value in use, the discount rate used should be the pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the asset. [IAS 36.55] The discount rate should not reflect risks for which future cash flows have been adjusted
and should equal the rate of return that investors would require if they were to choose an investment that would generate cash flows equivalent to those expected from the asset. [IAS 36.56] For impairment of an individual asset or portfolio of assets, the discount rate is the rate the entity would pay in a current market transaction to borrow money to
buy that specific asset or portfolio. If a market-determined asset-specific rate is not available, a surrogate must be used that reflects the time value of money over the asset's life as well as country risk, currency risk, price risk, and cash flow risk. The following would normally be considered: [IAS 36.57] the entity's own weighted average cost of capital
the entity's incremental borrowing rate other market borrowing rates. An impairment loss is recognised whenever recoverable amount is below carrying amount. [IAS 36.59] The impairment loss is recognised as an expense (unless it relates to a revalued asset where the impairment loss is treated as a revaluation decrease). [IAS 36.60] Adjust
depreciation for future periods. [IAS 36.63] Recoverable amount should be determined for the individual asset, if possible. [IAS 36.66] If it is not possible to determine the recoverable amount (i.e. the higher of fair value less costs of disposal and value in use) for the individual asset, then determine recoverable amount for the asset's cash-generating
unit (CGU). [IAS 36.66] The CGU is the smallest identifiable group of assets that generates cash inflows that are largely independent of the cash inflows from other assets or groups of assets. [IAS 36.6] Goodwill should be tested for impairment annually. [IAS 36.96] To test for impairment, goodwill must be allocated to each of the acquirer's cash-
generating units, or groups of cash-generating units, that are expected to benefit from the synergies of the combination, irrespective of whether other assets or liabilities of the acquiree are assigned to those units or groups of units. Each unit or group of units to which the goodwill is so allocated shall: [IAS 36.80] represent the lowest level within the
entity at which the goodwill is monitored for internal management purposes; and not be larger than an operating segment determined in accordance with IFRS 8 Operating Segments.

A cash-generating unit to which goodwill has been allocated shall be tested for impairment at least annually by comparing the carrying amount of the unit, including the goodwill, with the recoverable amount of the unit: [IAS 36.90] If the recoverable amount of the unit exceeds the carrying amount of the unit, the unit and the goodwill allocated to that
unit is not impaired If the carrying amount of the unit exceeds the recoverable amount of the unit, the entity must recognise an impairment loss. The impairment loss is allocated to reduce the carrying amount of the assets of the unit (group of units) in the following order: [IAS 36.104] first, reduce the carrying amount of any goodwill allocated to the
cash-generating unit (group of units); and then, reduce the carrying amounts of the other assets of the unit (group of units) pro rata on the basis.
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An entity shall assess at the end of each reporting period whether there is
any indication that an asset may be impaired. If any such indication exists,
The entity shall estimate the recoverable amount of the asset.

D
L ~F

The carrying amount of an asset should not be reduced below the highest of: [IAS 36.105] its fair value less costs of disposal (if measurable) its value in use (if measurable) zero. If the preceding rule is applied, further allocation of the impairment loss is made pro rata to the other assets of the unit (group of units). Same approach as for the
identification of impaired assets: assess at each balance sheet date whether there is an indication that an impairment loss may have decreased. If so, calculate recoverable amount. [TAS 36.110] No reversal for unwinding of discount. [IAS 36.116] The increased carrying amount due to reversal should not be more than what the depreciated historical
cost would have been if the impairment had not been recognised. [IAS 36.117] Reversal of an impairment loss is recognised in the profit or loss unless it relates to a revalued asset [IAS 36.119] Adjust depreciation for future periods. [IAS 36.121] Reversal of an impairment loss for goodwill is prohibited. [IAS 36.124] Disclosure by class of assets: [IAS
36.126] impairment losses recognised in profit or loss impairment losses reversed in profit or loss which line item(s) of the statement of comprehensive income impairment losses on revalued assets recognised in other comprehensive income impairment losses on revalued assets reversed in other comprehensive income Disclosure by reportable
segment: [IAS 36.129] impairment losses recognised impairment losses reversed Other disclosures: If an individual impairment loss (reversal) is material disclose: [IAS 36.130] events and circumstances resulting in the impairment loss amount of the loss or reversal individual asset: nature and segment to which it relates cash generating unit:
description, amount of impairment loss (reversal) by class of assets and segment if recoverable amount is fair value less costs of disposal, the level of the fair value hierarchy (from IFRS 13 Fair Value Measurement) within which the fair value measurement is categorised, the valuation techniques used to measure fair value less costs of disposal and
the key assumptions used in the measurement of fair value measurements categorised within 'Level 2' and 'Level 3' of the fair value hierarchy* if recoverable amount has been determined on the basis of value in use, or on the basis of fair value less costs of disposal using a present value technique*, disclose the discount rate * Amendments introduced
by Recoverable Amount Disclosures for Non-Financial Assets, effective for annual periods beginning on or after 1 January 2014. If impairment losses recognised (reversed) are material in aggregate to the financial statements as a whole, disclose: [IAS 36.131] main classes of assets affected main events and circumstances Disclose detailed information
about the estimates used to measure recoverable amounts of cash generating units containing goodwill or intangible assets with indefinite useful lives. [IAS 36.134-35] The accounting standard IAS 36 ensures that the assets of an entity are carried at no more than their recoverable amount and sets out the criteria for defining how recoverable amount
is determined. Find articles, books and online resources providing quick links to the standard, summaries, guidance and news of recent developments. What's on this page? Full-text standard Summaries Guidance and support from ICAEW Example accounts eBooks Guides Online articles Articles and books from the Library Unaccompanied version of
IAS 36 The International Accounting Standards Board (IASB) provides free access to the consolidated unaccompanied international accounting standards for the current year through its website. Free registration is required. This unaccompanied version does not include additional content that accompanies the full standard, such as illustrative
examples, implementation guidance and bases for conclusions. IAS 36 - Impairment of Assets Timeline and summary from Deloitte IAS Plus, with information on related interpretations and amendments under consideration.

Impairment of assets Topic summary provided by PwC, giving latest developments and overview, a summary of the standard and links to relevant resources.

Corporate Reporting Faculty The faculty offers assistance and support in IFRS, UK GAAP and other aspects of business reporting. It offers technical briefings and factsheets, IFRS and UK GAAP standards-trackers, plus practical advice from industry experts and working accountants. IFRS checklists and model financial statements Online disclosure
checklists, general IFRS illustrative statements and compliance questionnaires collected by the ICAEW Library. Best practice Company Reporting (Croner-i) The ICAEW Library can provide examples of real-life company reports to help keep you up-to-date with reporting practices and benchmark your financial reporting compliance. As well as extracts
from reports filed by all major public companies, Company Reporting also offers weekly CR Monitor Reports detailing changes to reporting practice and a broader monthly CR Review. Contact us on +44 (0)20 7920 8620, by web chat, or at library@icaew.com to get any documents from Company Reporting. The Library provides full text access to a



selection of key business and reference eBooks from leading publishers. eBooks are available to logged-in ICAEW members, ACA students and other entitled users. If you are unable to access an eBook, please see our Help and support advice or contact library@icaew.com. IFRS 2018: Interpretation and application of IFRS standards PKF (2018) This

Wiley guide has been fully updated to help practitioners apply and comply with the latest international financial reporting standards. It provides detailed guidance along with illustrative examples.
The chapter on impairment of assets and non-current assets held for sale covers: Terms of use: You are permitted to access, download, copy, or print out content from eBooks for your own research or study only, subject to the terms of use set by our suppliers and any restrictions imposed by individual publishers. Please see individual supplier
pages for full terms of use. The Library provides access to leading business, finance and management journals. These journals are available to logged-in ICAEW members, ACA students and other entitled users subject to suppliers' terms of use. Articles are available to logged-in ICAEW members, ACA students and other entitled users. ICAEW accepts

no responsibility for the content on any site to which a hypertext link from this site exists. The links are provided ‘as is’ with no warranty, express or implied, for the information provided within them. Please see the full copyright and disclaimer notice.



