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New Zealand Equivalent to International Accountingn8tad 36Impairment of Assets
(NZ IAS 36)is set out in paragraphs 1-141 and Appendices ANZ.IAS 36 is based on
International Accounting Standard B@pairment of Asset8AS 36) (2004) initially issued
by the International Accounting Standards Commi{t&&C) and subsequently revised by
the International Accounting Standards Board (IASBAIl the paragraphs have equal
authority but retain the IASC format of the Standaidgen it was adopted by the IASB.
NZ IAS 36 should be read in the context of its ohjectand the IASB’s Basis for
Conclusions on IAS 36and the New Zealand Equivalent to the IASBonceptual
Framework for Financial ReportingNZ FrameworR. NZ IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errprsvides a basis for selecting and applying
accounting policies in the absence of explicit guicke.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdraglements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stnddmay need to amend the descriptions
used for particular line items in the financialtetaents and for the financial statements
themselves. For example, profit/loss may be reteto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 36

The Standard:

€) requires an entity to recognise an impairmess lif its assets are carried at more
than their recoverable amount (if the carrying amoaf the asset exceeds the
amount to be recovered through use or sale ofdbetyn

(b) specifies when an entity should reverse an impait loss; and
(c) prescribes disclosures.

In adopting IAS 36 for application as NZ IAS 36 thdldwing changes have been made.
NZ IAS 36:

(a) includes a definition of public benefit entitiparagraph NZ 6.1);

(b) requires public benefit entities to measure \thkie in use of assets whose future
economic benefits are not directly related to theitity to generate net cash inflows
held, at depreciated replacement cost (paragrapi32NZto NZ 32.2); and

(c) requires public benefit entities that electatocount for revaluations of property,
plant and equipment on a class of assets basectmmnise impairment losses and
reversals on property, plant and equipment on ssdiasis (paragraphs NZ 61.1 and
NZ 120.1)

Profit-oriented entities, other than qualifying iées applying any differential reporting

concessions, that comply with NZ IAS 36 will simultansly be in compliance with

IAS 36. Public benefit entities using the “NZ” paraghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 36.

Whether a public benefit entity will be in complignwith IAS 36 will depend on whether
the “NZ” paragraphs provide additional guidance pablic benefit entities or contain

requirements that are inconsistent with the cormedjpg IASB Standard and will be

applied by the public benefit entity.

Differential Reporting

Qualifying entities are given several concessionthéorequirements of this Standard (as
identified in the Standard).

© Copyright 10
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New Zealand Equivalent to International
Accounting Standard 36

Impairment of Assets (NZ IAS 36)

Objective

1 The objective of this Standard is to prescrileeftocedures that an entity applies
to ensure that its assets are carried at no marettteir recoverable amount. An
asset is carried at more than its recoverable atibiis carrying amount exceeds
the amount to be recovered through use or saleecfi$set. If this is the case, the
asset is described as impaired and the Standanidteedhe entity to recognise an
impairment loss. The Standard also specifies wdrerentity should reverse an
impairment loss and prescribes disclosures.

Scope

2 This Standard shall be applied in accounting fothe impairment of all assets,
other than:

(a) inventories (see NZ IAS 2nventories);

(b) assets arising from construction contracts (see NZIAS 11
Construction Contracts);

(c) deferred tax assets (see NZ IAS 12come Taxes);

(d) assets arising from employee benefits (see NZ$ 19 Employee
Benefits);

(e) financial assets that are within the scope of ZIAS 39 Financial
I nstruments; Recognition and Measurement;

® investment property that is measured at fair vdue (see NZ IAS 40
I nvestment Property);

(9) biological assets related to agricultural actiity that are measured at
fair value less costs to sell (see NZ IAS #griculture);

(h) deferred acquisition costs, and intangible astg arising from an
insurer's contractual rights under insurance contrects within the
scope of NZ IFRS 4nsurance Contracts; and

0] non-current assets (or disposal groups) clasgd as held for sale in
accordance with NZ IFRS 5Non-current Assets Held for Sale and
Discontinued Operations.
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3 This Standard does not apply to inventories, tasagsing from construction
contracts, deferred tax assets, assets arising &mployee benefits, or assets
classified as held for sale (or included in a digdgroup that is classified as held
for sale) because existing NZ IFRSs applicable teseh assets contain
requirements for recognising and measuring thesetas

4 This Standard applies to financial assets class#s:

@) subsidiaries, as defined in NZ IAS XZZonsolidated and Separate
Financial Statemest

(b) associates, as defined in NZ IASIa8estments in Associatesd
(c) joint ventures, as defined in NZ IAS Biterests in Joint Ventures
For impairment of other financial assets, refeN®bIAS 39.

5 This Standard does not apply to financial asatsn the scope of NZ IAS 39,
investment property measured at fair value in ataoce with NZ IAS 40, or
biological assets related to agricultural activitgasured at fair value less costs to
sell in accordance with NZ IAS 41. However, this Staddeplies to assets that
are carried at revalued amount (ie fair value)dooadance with other NZ IFRSs,
such as the revaluation model in NZ IAS Réoperty, Plant and Equipment
Identifying whether a revalued asset may be impaiiegaends on the basis used
to determine fair value:

(a) if the asset’s fair value is its market valihe only difference between the
asset’s fair value and its fair value less costsséll is the direct
incremental costs to dispose of the asset:

0] if the disposal costs are negligible, the rezmable amount of the
revalued asset is necessarily close to, or grélader, its revalued
amount (ie fair value). In this case, after thevaheation
requirements have been applied, it is unlikely tthegt revalued
asset is impaired and recoverable amount needenestimated.

(ii) if the disposal costs are not negligible, fag value less costs to
sell of the revalued asset is necessarily less itsafair value.
Therefore, the revalued asset will be impairedsifvalue in use is
less than its revalued amount (ie fair value).this case, after the
revaluation requirements have been applied, atyesiplies this
Standard to determine whether the asset may beriedpai

(b) if the asset’s fair value is determined on aidather than its market
value, its revalued amount (ie fair value) may beater or lower than its
recoverable amount. Hence, after the revaluatiqnirements have been
applied, an entity applies this Standard to deteerathether the asset may
be impaired.

© Copyright 12
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Qualifying Entities

Nz 5.1

NZ 5.2

Entities which qualify for differential reporting concessions in accordance
with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) are not required to comply with the disclagre
requirements in this Standard denoted with an astesk (*).

Qualifying entities are not required to comfy with paragraph 10, which
requires an entity to undertake an annual assessmepf impairment of an
intangible asset with an indefinite useful life oran intangible asset not yet
available for use or goodwill acquired by a businescombination. Qualifying
entities are required to test for impairment the asets identified in
paragraph 10 only when there is an indication thathe assets identified may
be impaired at the end of the reporting period, inaccordance with the
requirement in paragraph 9.

Definitions

6

The following terms are used in this Standard wit the meanings specified:
An active market is a market in which all the following conditionsexist:

(a) the items traded within the market are homogengus;

(b)  willing buyers and sellers can normally be foud at any time; and
(c) prices are available to the public.

Carrying amount is the amount at which an asset is recognised afte
deducting any accumulated depreciation (amortisatio) and accumulated
impairment losses thereon.

A cash-generating unit is the smallest identifiable group of assets that
generates cash inflows that are largely independent the cash inflows from
other assets or groups of assets.

Corporate assets are assets other than goodwill that contribute tahe future
cash flows of both the cash-generating unit undereview and other cash-
generating units.

Costs of disposal are incremental costs directly attributable to thedisposal
of an asset or cash-generating unit, excluding fimece costs and income tax
expense.

Depreciable amount is the cost of an asset, or other amount substited for
cost in the financial statements, less its residuahlue.
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Depreciation (Amortisation) is the systematic allocation of the depreciable
amount of an asset over its useful life.

Fair value less costs to sell is the amount obtainable from the sale of an asset
or cash-generating unit in an arm’'s length transadbn between
knowledgeable, willing parties, less the costs ofgposal.

An impairment loss is the amount by which the carrying amount of an sset
or a cash-generating unit exceeds its recoverablenaunt.

The recoverable amount of an asset or a cash-generating unit is the highef
its fair value less costs to sell and its value imse.

Useful lifeis either:

(a) the period of time over which an asset is exped to be used by the
entity; or

(b)  the number of production or similar units exped¢ed to be obtained
from the asset by the entity.

Value in use is the present value of the future cash flows expet to be
derived from an asset or cash-generating unit.

Public Benefit Entities
NZ 6.1 The following term is used in this Standardvith the meaning specified:

Public benefit entities are reporting entities whose primary objective isto

provide goods or services for community or social dnefit and where any
equity has been provided with a view to supportinghat primary objective

rather than for a financial return to equity holders.

Value in use is depreciated replacement cost of an asset whehet future
economic benefits of the asset are not primarily gendent on the asset’s
ability to generate net cash inflows and where thentity would, if deprived of
the asset, replace its remaining future economic befits.

Identifying an asset that may be impaired

7

Paragraphs 8-17 specify when recoverable amouwtit lsh determined. These
requirements use the term ‘an asset’ but applylbgteean individual asset or a
cash-generating unit. The remainder of this Stahiastructured as follows:

(a) paragraphs 18-57 set out the requirements fasoring recoverable
amount. These requirements also use the terms'set’dut apply equally
to an individual asset and a cash-generating unit.

0

In the case of an intangible asset, the term ftisadion’ is generally used instead of ‘depreciati The
two terms have the same meaning.

© Copyright 14



10

11

NZ IAS 36

(b) paragraphs 58-108 set out the requirements rémognising and
measuring impairment losses. Recognition and mmeawnt of
impairment losses for individual assets other thaodwill are dealt with
in paragraphs 58-64. Paragraphs 65-108 deal wéthretbognition and
measurement of impairment losses for cash-gengratiits and goodwill.

(c) paragraphs 109-116 set out the requirementgef@rsing an impairment
loss recognised in prior periods for an asset aash-generating unit.
Again, these requirements use the term ‘an assétajply equally to an
individual asset or a cash-generating unit. Add#i requirements for an
individual asset are set out in paragraphs 117-fi1a cash-generating
unit in paragraphs 122 and 123, and for goodwilaragraphs 124 and 125.

(d) paragraphs 126-133 specify the information ® disclosed about
impairment losses and reversals of impairment b$seassets and cash-
generating units. Paragraphs 134-137 specify iaddit disclosure
requirements for cash-generating units to which gdlbar intangible
assets with indefinite useful lives have been atkxtaor impairment
testing purposes.

An asset is impaired when its carrying amount easdts recoverable amount.
Paragraphs 12-14 describe some indications thanpairment loss may have
occurred. If any of those indications is presamt,entity is required to make a
formal estimate of recoverable amount. Excepteseidbed in paragraph 10, this
Standard does not require an entity to make a foestimate of recoverable
amount if no indication of an impairment loss isgent.

An entity shall assess at the end of each reporgrperiod whether there is
any indication that an asset may be impaired. If ay such indication exists,
the entity shall estimate the recoverable amount dhe asset.

Irrespective of whether there is any indicatiorof impairment, an entity shall
also:

(@) test an intangible asset with an indefinite ugel life or an intangible
asset not yet available for use for impairment annally by comparing
its carrying amount with its recoverable amount. This impairment
test may be performed at any time during an annuaperiod, provided
it is performed at the same time every year. Diffant intangible
assets may be tested for impairment at different thes. However, if
such an intangible asset was initially recogniseduding the current
annual period, that intangible asset shall be testefor impairment
before the end of the current annual period.

(b)  test goodwill acquired in a business combinatio for impairment
annually in accordance with paragraphs 8699.

The ability of an intangible asset to generatficent future economic benefits

to recover its carrying amount is usually subjecgteater uncertainty before the
asset is available for use than after it is avéslétr use. Therefore, this Standard
requires an entity to test for impairment, at leastually, the carrying amount of
an intangible asset that is not yet available f@&.u

15 © Copyright



NZ IAS 36

12 In assessing whether there is any indication than asset may be impaired,
an entity shall consider, as a minimum, the followig indications:

External sources of information

(a) during the period, an asset's market value hadeclined significantly
more than would be expected as a result of the pagge of time or
normal use.

(b)  significant changes with an adverse effect orhé entity have taken
place during the period, or will take place in thenear future, in the
technological, market, economic or legal environmenin which the
entity operates or in the market to which an asséds dedicated.

(c) market interest rates or other market rates ofreturn on investments
have increased during the period, and those increas are likely to
affect the discount rate used in calculating an ae$s value in use and
decrease the asset’s recoverable amount materially.

(d)  the carrying amount of the net assets of the &ty is more than its
market capitalisation.

Internal sources of information

(e) evidence is available of obsolescence or phydidamage of an asset.

® significant changes with an adverse effect on ¢ghentity have taken place
during the period, or are expected to take place ithe near future, in
the extent to which, or manner in which, an asset issed or is expected
to be used. These changes include the asset becmmdle, plans to
discontinue or restructure the operation to which anasset belongs,
plans to dispose of an asset before the previoustxpected date, and
reassessing the useful life of an asset as finither than indefinite.”

(9) evidence is available from internal reporting hat indicates that the
economic performance of an asset is, or will be, wee than expected.

Dividend from a subsidiary, jointly controlled entity or associate

(h)  for an investment in a subsidiary, jointly controlled entity or
associate, the investor recognises a dividend frothe investment and
evidence is available that:

0] the carrying amount of the investment in the sparate financial
statements exceeds the carrying amounts in the caitislated

P Once an asset meets the criteria to be classifigubld for sale (or is included in a disposaligrthat is

classified as held for sale), it is excluded frdne tscope of this Standard and is accounted for in
accordance with NZ IFRS Son-current Assets Held for Sale and Discontinuedr@tions.

© Copyright 16
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financial statements of the investee’s net assetscluding
associated goodwill; or

(i)  the dividend exceeds the total comprehensivenégome of the
subsidiary, jointly controlled entity or associatein the period
the dividend is declared.

The list in paragraph 12 is not exhaustive. Aunity may identify other
indications that an asset may be impaired and tves#d also require the entity
to determine the asset’s recoverable amount dhdarcase of goodwill, perform
an impairment test in accordance with paragraph9®0—

Evidence from internal reporting that indicatkat an asset may be impaired
includes the existence of:

(@) cash flows for acquiring the asset, or subseqeesh needs for operating
or maintaining it, that are significantly higherath those originally
budgeted;

(b) actual net cash flows or operating profit osliewing from the asset that
are significantly worse than those budgeted;

(c) a significant decline in budgeted net cash flewvoperating profit, or a
significant increase in budgeted loss, flowing fritva asset; or

(d) operating losses or net cash outflows for treetasvhen current period
amounts are aggregated with budgeted amounts féutilne.

As indicated in paragraph 10, this Standard reguan intangible asset with an
indefinite useful life or not yet available for usad goodwill to be tested for
impairment, at least annually. Apart from when thguirements in paragraph 10
apply, the concept of materiality applies in id&mtig whether the recoverable
amount of an asset needs to be estimated. Forpsaifhprevious calculations

show that an asset’s recoverable amount is significgreater than its carrying

amount, the entity need not re-estimate the asseteverable amount if no

events have occurred that would eliminate that diffee. Similarly, previous

analysis may show that an asset’s recoverable ani®umat sensitive to one (or
more) of the indications listed in paragraph 12.

As an illustration of paragraph 15, if markeemst rates or other market rates of
return on investments have increased during thedgyean entity is not required to
make a formal estimate of an asset’s recoverabteiahin the following cases:

(a) if the discount rate used in calculating theetis value in use is unlikely
to be affected by the increase in these markets.rat&or example,
increases in short-term interest rates may not havaterial effect on the
discount rate used for an asset that has a longimarg useful life.

(b) if the discount rate used in calculating thee#is value in use is likely to
be affected by the increase in these market raieprievious sensitivity
analysis of recoverable amount shows that:

0] it is unlikely that there will be a material dease in recoverable
amount because future cash flows are also likelgdease (eg in

17 © Copyright
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17

some cases, an entity may be able to demonstiatté #djusts its
revenues to compensate for any increase in maates)r or

(i)  the decrease in recoverable amount is unlikidyresult in a
material impairment loss.

If there is an indication that an asset mayngaired, this may indicate that the
remaining useful life, the depreciation (amortisajimethod or the residual value
for the asset needs to be reviewed and adjustedcordance with the Standard
applicable to the asset, even if no impairment isgscognised for the asset.

Measuring recoverable amount

18

19

20

21

22

This Standard defines recoverable amount asitjteer of an asset’'s or cash-
generating unit's fair value less costs to sell émdalue in use. Paragraphs 19-57
set out the requirements for measuring recoveraleunt. These requirements
use the term ‘an asset’ but apply equally to aividdal asset or a cash-generating
unit.

It is not always necessary to determine bothsaets fair value less costs to sell
and its value in use. If either of these amountseeds the asset's carrying
amount, the asset is not impaired and it is noessary to estimate the other
amount.

It may be possible to determine fair value Essts to sell, even if an asset is not
traded in an active market. However, sometimes it mot be possible to
determine fair value less costs to sell becauseetl®eno basis for making a
reliable estimate of the amount obtainable fromdhke of the asset in an arm’s
length transaction between knowledgeable and williagigs. In this case, the
entity may use the asset’s value in use as itssezable amount.

If there is no reason to believe that an asselige in use materially exceeds its
fair value less costs to sell, the asset’s faiu@déss costs to sell may be used as
its recoverable amount. This will often be the cisean asset that is held for
disposal. This is because the value in use ofaetéeld for disposal will consist
mainly of the net disposal proceeds, as the futash flows from continuing use
of the asset until its disposal are likely to bgliggble.

Recoverable amount is determined for an indalidisset, unless the asset does
not generate cash inflows that are largely indepeindethose from other assets
or groups of assets. If this is the case, recteramount is determined for the
cash-generating unit to which the asset belongsfdaesgraphs 65-103), unless
either:

(@) the asset’s fair value less costs to sell ghédni than its carrying amount;
or

(b) the asset’s value in use can be estimated wdse to its fair value less
costs to sell and fair value less costs to sellbeadetermined.
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In some cases, estimates, averages and coropataghort cuts may provide
reasonable approximations of the detailed compnatiillustrated in this
Standard for determining fair value less coststba value in use.

Measuring the recoverable amount of an
intangible asset with an indefinite useful life

Paragraph 10 requires an intangible asset withdaidinite useful life to be tested
for impairment annually by comparing its carryingi@unt with its recoverable
amount, irrespective of whether there is any indicathat it may be impaired.
However, the most recent detailed calculation of sachasset's recoverable
amount made in a preceding period may be usedeirintpairment test for that
asset in the current period, provided all of tHefeing criteria are met:

(@) if the intangible asset does not generate wdkiws from continuing use
that are largely independent of those from otheetsor groups of assets
and is therefore tested for impairment as parhefdash-generating unit
to which it belongs, the assets and liabilities mgkip that unit have not
changed significantly since the most recent reahler amount
calculation;

(b) the most recent recoverable amount calculatsnlted in an amount that
exceeded the asset’s carrying amount by a subetamirgin; and

(c) based on an analysis of events that have amtwand circumstances that
have changed since the most recent recoverable rangaiculation, the
likelihood that a current recoverable amount deteation would be less
than the asset’s carrying amount is remote.

Fair value less costs to sell

The best evidence of an asset’s fair valuedests to sell is a price in a binding
sale agreement in an arm’s length transaction ssefjufor incremental costs that
would be directly attributable to the disposal & #sset.

If there is no binding sale agreement but aetasstraded in an active market,
fair value less costs to sell is the asset’'s mapkiee less the costs of disposal.
The appropriate market price is usually the curtadtprice. When current bid

prices are unavailable, the price of the most ret@msaction may provide a
basis from which to estimate fair value less castsell, provided that there has
not been a significant change in economic circunt&a between the transaction
date and the date as at which the estimate is made.

If there is no binding sale agreement or aatiagket for an asset, fair value less
costs to sell is based on the best informationlaviai to reflect the amount that
an entity could obtain, at the end of the reporpegod, from the disposal of the
asset in an arm’s length transaction between knowbgulg, willing parties, after

deducting the costs of disposal. In determinirig #mount, an entity considers
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the outcome of recent transactions for similar @sséthin the same industry.
Fair value less costs to sell does not reflectreefh sale, unless management is
compelled to sell immediately.

Costs of disposal, other than those that haea lbecognised as liabilities, are
deducted in determining fair value less costs th $examples of such costs are
legal costs, stamp duty and similar transactioedarosts of removing the asset,
and direct incremental costs to bring an assetdatalition for its sale. However,
termination benefits (as defined in NZ IAS 19) andts@ssociated with reducing
or reorganising a business following the disposalanf asset are not direct
incremental costs to dispose of the asset.

Sometimes, the disposal of an asset would rethérduyer to assume a liability
and only a single fair value less costs to sedvigilable for both the asset and the
liability. Paragraph 78 explains how to deal witklsgases.

Value in use

The following elements shall be reflected in thealculation of an asset'’s value
in use:

(a) an estimate of the future cash flows the entitgxpects to derive from
the asset;

(b) expectations about possible variations in the mount or timing of
those future cash flows;

(c) the time value of money, represented by the crent market risk-free
rate of interest;

(d)  the price for bearing the uncertainty inherentin the asset; and

(e) other factors, such as illiquidity, that market participants would
reflect in pricing the future cash flows the entity expects to derive
from the asset.

Estimating the value in use of an asset invallredollowing steps:

(a) estimating the future cash inflows and outflowes bie derived from
continuing use of the asset and from its ultimaspasal; and

(b) applying the appropriate discount rate to tHasere cash flows.

The elements identified in paragraph 30(b).aft) (e) can be reflected either as
adjustments to the future cash flows or as adjussném the discount rate.
Whichever approach an entity adopts to reflect etgimns about possible
variations in the amount or timing of future casbwf, the result shall be to
reflect the expected present value of the futurehcfiows, ie the weighted
average of all possible outcomes. Appendix A pravideditional guidance on
the use of present value techniques in measurirEgset’s value in use.
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NZ 32.1

NZ 32.2

Where the future economic benefits of an ast are not primarily dependent
on the asset’'s ability to generate net cash inflowsand where the entity
would, if deprived of the asset, replace its remaing future economic
benefits, value in use shall be determined as theepreciated replacement
cost of the asset.

Further guidance on the application of deipted replacement cost can be foynd
in NZ IAS 16.

33

34

35

Basis for estimates of future cash flows

In measuring value in use an entity shall:

(a) base cash flow projections on reasonable and pportable
assumptions that represent management’s best estiteaof the range
of economic conditions that will exist over the remining useful life of
the asset. Greater weight shall be given to exteshevidence.

(b) base cash flow projections on the most recent infncial
budgets/forecasts approved by management, but shadixclude any
estimated future cash inflows or outflows expectedo arise from
future restructurings or from improving or enhancing the asset's
performance. Projections based on these budgetsiézasts shall
cover a maximum period of five years, unless a loeg period can be
justified.

(c) estimate cash flow projections beyond the peribcovered by the most
recent budgets/forecasts by extrapolating the proions based on the
budgets/forecasts using a steady or declining grott rate for
subsequent years, unless an increasing rate can hestified. This
growth rate shall not exceed the long-term averaggrowth rate for
the products, industries, or country or countries h which the entity
operates, or for the market in which the asset issed, unless a higher
rate can be justified.

Management assesses the reasonableness oftingpéisns on which its current
cash flow projections are based by examining theeswof differences between
past cash flow projections and actual cash flows.ndgdament shall ensure that
the assumptions on which its current cash flow ptamjes are based are
consistent with past actual outcomes, provided tfeets of subsequent events or
circumstances that did not exist when those actash dlows were generated
make this appropriate.

Detailed, explicit and reliable financial budditecasts of future cash flows for
periods longer than five years are generally ndiilable. For this reason,
management’s estimates of future cash flows aredbasethe most recent
budgets/forecasts for a maximum of five years. &gment may use cash flow
projections based on financial budgets/forecastsr avperiod longer than five
years if it is confident that these projections rleable and it can demonstrate its
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ability, based on past experience, to forecast dhsirs accurately over that
longer period.

Cash flow projections until the end of an assaseful life are estimated by
extrapolating the cash flow projections based onfitencial budgets/forecasts
using a growth rate for subsequent years. Thisisatéeady or declining, unless
an increase in the rate matches objective infoonadbout patterns over a
product or industry lifecycle. If appropriate, thewth rate is zero or negative.

When conditions are favourable, competitorslikedy to enter the market and
restrict growth. Therefore, entities will have difflty in exceeding the average
historical growth rate over the long term (say, twewears) for the products,
industries, or country or countries in which theitgraperates, or for the market
in which the asset is used.

In using information from financial budgets/foasts, an entity considers whether
the information reflects reasonable and supportabkimptions and represents
management’s best estimate of the set of econoonidittons that will exist over
the remaining useful life of the asset.

Composition of estimates of future cash flows

Estimates of future cash flows shall include:
(a) projections of cash inflows from the continuinguse of the asset;

(b) projections of cash outflows that are necessayilincurred to generate
the cash inflows from continuing use of the assein€luding cash
outflows to prepare the asset for use) and can berectly attributed,
or allocated on a reasonable and consistent basis,the asset; and

(c) net cash flows, if any, to be received (or paidor the disposal of the
asset at the end of its useful life.

Estimates of future cash flows and the discoatet reflect consistent assumptions
about price increases attributable to generaltiofia Therefore, if the discount rate

includes the effect of price increases attributablgeneral inflation, future cash

flows are estimated in nominal terms. If the disdorate excludes the effect of

price increases attributable to general inflatiomre cash flows are estimated in
real terms (but include future specific price irses or decreases).

Projections of cash outflows include those far tray-to-day servicing of the
asset as well as future overheads that can beuwadidllirectly, or allocated on a
reasonable and consistent basis, to the use alte.

When the carrying amount of an asset does ridhgkeide all the cash outflows
to be incurred before it is ready for use or séhe estimate of future cash
outflows includes an estimate of any further castilmu that is expected to be
incurred before the asset is ready for use or dade.example, this is the case for
a building under construction or for a developmenbject that is not yet
completed.
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To avoid double-counting, estimates of futurehcddows do not include:

(a) cash inflows from assets that generate caslowsflthat are largely
independent of the cash inflows from the asset ureléew (for example,
financial assets such as receivables); and

(b) cash outflows that relate to obligations thavehdeen recognised as
liabilities (for example, payables, pensions onvBiDNS).

Future cash flows shall be estimated for the astsin its current condition.
Estimates of future cash flows shall not include eishated future cash inflows
or outflows that are expected to arise from:

(a) a future restructuring to which an entity is nd yet committed; or
(b) improving or enhancing the asset’s performance.

Because future cash flows are estimated for #setan its current condition,
value in use does not reflect:

(a) future cash outflows or related cost savings éample reductions in
staff costs) or benefits that are expected to afieen a future
restructuring to which an entity is not yet comnatter

(b) future cash outflows that will improve or enhatice asset’s performance
or the related cash inflows that are expected sedrom such outflows.

A restructuring is a programme that is planned eontrolled by management
and materially changes either the scope of thenbasiundertaken by an entity or
the manner in which the business is conducted. N3 3A Provisions,
Contingent Liabilities and Contingent Assetsntains guidance clarifying
when an entity is committed to a restructuring.

When an entity becomes committed to a restringgusome assets are likely to be
affected by this restructuring. Once the entitygammitted to the restructuring:

(@) its estimates of future cash inflows and cadffiows for the purposef
determining value in use reflect the cost savings$ @ther benefits from
the restructuring (based on the most recent fimhrimidgets/forecasts
approved by management); and

(b) its estimates of future cash outflows for thetmecturing are included in a
restructuring provision in accordance with NZ IAS 37.

lllustrative Example 5 illustrates the effect ofudure restructuring on a value in
use calculation.

Until an entity incurs cash outflows that improee enhance the asset's
performance, estimates of future cash flows do noude the estimated future
cash inflows that are expected to arise from theesme in economic benefits
associated with the cash outflow (see lllustrativarigle 6).

Estimates of future cash flows include futurehoastflows necessary to maintain
the level of economic benefits expected to arisenfithe asset in its current
condition. When a cash-generating unit consisesseéts with different estimated
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useful lives, all of which are essential to the angooperation of the unit, the
replacement of assets with shorter lives is consitl&r be part of the day-to-day
servicing of the unit when estimating the futurehcflsws associated with the
unit.  Similarly, when a single asset consists ofmponents with different
estimated useful lives, the replacement of compw@nevith shorter lives is
considered to be part of the day-to-day servicihthe asset when estimating the
future cash flows generated by the asset.

Estimates of future cash flows shall not include
(a) cash inflows or outflows from financing activites; or
(b) income tax receipts or payments.

Estimated future cash flows reflect assumptibias are consistent with the way
the discount rate is determined. Otherwise, theceffie some assumptions will
be counted twice or ignored. Because the time valuaoney is considered by
discounting the estimated future cash flows, theseh cflows exclude cash
inflows or outflows from financing activities. Siraily, because the discount
rate is determined on a pre-tax basis, future ¢asts are also estimated on a
pre-tax basis.

The estimate of net cash flows to be received (paid) for the disposal of an
asset at the end of its useful life shall be the amnt that an entity expects to
obtain from the disposal of the asset in an arm’sshgth transaction between
knowledgeable, willing parties, after deducting the estimated costs of
disposal.

The estimate of net cash flows to be receivegdat) for the disposal of an asset
at the end of its useful life is determined in mikir way to an asset’s fair value
less costs to sell, except that, in estimatingahwt cash flows:

(a) an entity uses prices prevailing at the datehef estimate for similar
assets that have reached the end of their usééubtfid have operated
under conditions similar to those in which the asgkte used.

(b) the entity adjusts those prices for the effe€tboth future price
increases due to general inflation and specifiariifprice increases or
decreases. However, if estimates of future cashsflfrom the asset’s
continuing use and the discount rate exclude tHecefof general
inflation, the entity also excludes this effectrfrahe estimate of net
cash flows on disposal.

Foreign currency future cash flows

Future cash flows are estimated in the currenayhiich they will be generated
and then discounted using a discount rate apptedoa that currency. An entity
translates the present value using the spot exehatg at the date of the value in
use calculation.
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Discount rate

The discount rate (rates) shall be a pre-tax rat(rates) that reflect(s) current
market assessments of:

(a) the time value of money; and

(b)  the risks specific to the asset for which theuture cash flow estimates
have not been adjusted.

A rate that reflects current market assessménitedime value of money and the
risks specific to the asset is the return thatstme would require if they were to
choose an investment that would generate cash flbamounts, timing and risk
profile equivalent to those that the entity expeotslerive from the asset. This
rate is estimated from the rate implicit in curremarket transactions for similar
assets or from the weighted average cost of capital listed entity that has a
single asset (or a portfolio of assets) similateinms of service potential and risks
to the asset under review. However, the discoun{sjatesed to measure an
asset’s value in use shall not reflect risks foroltthe future cash flow estimates
have been adjusted. Otherwise, the effect of somengstions will be double-
counted.

When an asset-specific rate is not directly lakég from the market, an entity
uses surrogates to estimate the discount rate. Ajppe¥ provides additional
guidance on estimating the discount rate in sucugistances.

Recognising and measuring an impairment loss

58

59

60

61

Paragraphs 59-64 set out the requirements fomgnising and measuring
impairment losses for an individual asset othentgaodwill. Recognising and
measuring impairment losses for cash-generatings anid goodwill are dealt
with in paragraphs 65-108.

If, and only if, the recoverable amount of an a®t is less than its carrying
amount, the carrying amount of the asset shall beeduced to its recoverable
amount. That reduction is an impairment loss.

An impairment loss shall be recognised immediatglin profit or loss, unless
the asset is carried at revalued amount in accordae with another Standard
(for example, in accordance with the revaluation mdel in NZ IAS 16). Any
impairment loss of a revalued asset shall be trealeas a revaluation decrease
in accordance with that other Standard.

An impairment loss on a non-revalued asset isgrEsed in profit or loss.
However, an impairment loss on a revalued asset degrésed in other
comprehensive income to the extent that the impaitrfoss does not exceed the
amount in the revaluation surplus for that sametasSuch an impairment loss
on a revalued asset reduces the revaluation suipltisat asset.
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Public Benefit Entities
NZ 61.1 Notwithstanding paragraph 61, in respect of publingfi¢ entities that elect to

account for revaluations of property plant and poquent on a class of asset basis,
an impairment loss on a revalued asset is recagjriiseother comprehensive
income to the extent that the impairment loss dugsexceed the amount in the
revaluation surplus for that same class of as&itch an impairment loss on|a
revalued asset reduces the revaluation surplusdiclass of asset.
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When the amount estimated for an impairment losss greater than the
carrying amount of the asset to which it relates, m entity shall recognise a
liability if, and only if, that is required by another Standard.

After the recognition of an impairment loss, thedepreciation (amortisation)
charge for the asset shall be adjusted in future piods to allocate the asset’s
revised carrying amount, less its residual value f(iany), on a systematic basis
over its remaining useful life.

If an impairment loss is recognised, any relateferred tax assets or liabilities
are determined in accordance with NZ IAS 12 by commggtfie revised carrying
amount of the asset with its tax base (see lllusa&xample 3).

Cash-generating units and goodwill

65

66

67

Paragraphs 66—108 and Appendix C set out thereeeents for identifying the
cash-generating unit to which an asset belongs aterrdining the carrying
amount of, and recognising impairment losses fashegenerating units and
goodwill.

Identifying the cash-generating unit to which an
asset belongs

If there is any indication that an asset may bampaired, recoverable amount
shall be estimated for the individual asset. If its not possible to estimate the
recoverable amount of the individual asset, an enyi shall determine the
recoverable amount of the cash-generating unit to kich the asset belongs
(the asset’s cash-generating unit).

The recoverable amount of an individual assehatbe determined if:

(a) the asset's value in use cannot be estimatdgk tdose to its fair value
less costs to sell (for example, when the futuré €asvs from continuing
use of the asset cannot be estimated to be ndghigénd

(b) the asset does not generate cash inflows tealaggely independent of
those from other assets.

In such cases, value in use and, therefore, reableeamount, can be determined
only for the asset’s cash-generating unit.
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Example

A mining entity owns a private railway to supportriiging activities. The
private railway could be sold only for scrap valmel & does not generate cash
inflows that are largely independent of the caslows from the other assets of
the mine.

It is not possible to estimate the recoverable amofittie private railway
because its value in use cannot be determined goizably different from
scrap value. Therefore, the entity estimates theverable amount of the casht
generating unit to which the private railway beleng the mine as a whole.

As defined in paragraph 6, an asset’s cash-ggmgunit is the smallest group of

assets that includes the asset and generatesiflaslsithat are largely independent
of the cash inflows from other assets or groupssséts. Identification of an asset's
cash-generating unit involves judgement. If recable amount cannot be

determined for an individual asset, an entity idiest the lowest aggregation of

assets that generate largely independent castviflo

Example

A bus company provides services under contract wittuaicipality that requireg
minimum service on each of five separate routessetssdevoted to each route
and the cash flows from each route can be identffeggzhrately. One of the
routes operates at a significant loss.

Because the entity does not have the option taitary one bus route, the
lowest level of identifiable cash inflows that gasgely independent of the cash
inflows from other assets or groups of assets ic#sh inflows generated by th
five routes together. The cash-generating uniefach route is the bus company
as a whole.

[}

Cash inflows are inflows of cash and cash egeital received from parties
external to the entity. In identifying whether basflows from an asset (or
group of assets) are largely independent of thé aafows from other assets
(or groups of assets), an entity considers varifargors including how
management monitors the entity’s operations (sushbg product lines,
businesses, individual locations, districts or oegil areas) or how management
makes decisions about continuing or disposing & #mtity’'s assets and
operations. lllustrative Example 1 gives examplésdentification of a cash-
generating unit.

If an active market exists for the output produed by an asset or group of
assets, that asset or group of assets shall be itiéad as a cash-generating
unit, even if some or all of the output is used imrnally. If the cash inflows

generated by any asset or cash-generating unit araffected by internal

transfer pricing, an entity shall use management'dest estimate of future
price(s) that could be achieved in arm’s length trasactions in estimating:

(a) the future cash inflows used to determine the sset's or cash-
generating unit’'s value in use; and
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(b)  the future cash outflows used to determine thealue in use of any
other assets or cash-generating units that are affeed by the internal
transfer pricing.

Even if part or all of the output produced byaaset or a group of assets is used
by other units of the entity (for example, produatsan intermediate stage of a
production process), this asset or group of aseetss a separate cash-generating
unit if the entity could sell the output on an aetmarket. This is because the
asset or group of assets could generate cash infthats would be largely
independent of the cash inflows from other asseigraups of assets. In using
information based on financial budgets/forecast ttelates to such a cash-
generating unit, or to any other asset or cashrgéing unit affected by internal
transfer pricing, an entity adjusts this informatibinternal transfer prices do not
reflect management’s best estimate of future pribeé could be achieved in
arm’s length transactions.

Cash-generating units shall be identified consisttly from period to period
for the same asset or types of assets, unless arggis justified.

If an entity determines that an asset belongs tash-generating unit different
from that in previous periods, or that the typessdets aggregated for the asset’s
cash-generating unit have changed, paragraph IfRlres disclosures about the
cash-generating unit, if an impairment loss is gaised or reversed for the cash-
generating unit.

Recoverable amount and carrying amount of a
cash-generating unit

The recoverable amount of a cash-generating isrtitie higher of the cash-
generating unit's fair value less costs to sell @sdvalue in use. For the
purpose of determining the recoverable amount oash-generating unit, any
reference in paragraphs 19-57 to ‘an asset’ is e=ad reference to ‘a cash-
generating unit’.

The carrying amount of a cash-generating unit sil be determined on a
basis consistent with the way the recoverable amotinf the cash-generating
unit is determined.

The carrying amount of a cash-generating unit:

(a) includes the carrying amount of only those tastieat can be attributed
directly, or allocated on a reasonable and considtasis, to the cash-
generating unit and will generate the future casfiows used in
determining the cash-generating unit's value in asd

(b) does not include the carrying amount of anygaésed liability, unless
the recoverable amount of the cash-generatingaamihot be determined
without consideration of this liability.
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This is because fair value less costs to sell atdevin use of a cash-generating
unit are determined excluding cash flows that refatassets that are not part of
the cash-generating unit and liabilities that haleen recognised (see
paragraphs 28 and 43).

77 When assets are grouped for recoverability assasts, it is important to include
in the cash-generating unit all assets that gemeyatare used to generate the
relevant stream of cash inflows. Otherwise, the ggsterating unit may appear
to be fully recoverable when in fact an impairmesgsl has occurred. In some
cases, although some assets contribute to theagstirfuture cash flows of a cash-
generating unit, they cannot be allocated to thsh-ggenerating unit on a
reasonable and consistent basis. This might beabe for goodwill or corporate
assets such as head office assets. Paragraph8336xgilain how to deal with
these assets in testing a cash-generating uriinfairment.

78 It may be necessary to consider some recogdigbilities to determine the
recoverable amount of a cash-generating unit. fitag occur if the disposal of
a cash-generating unit would require the buyerssume the liability. In this
case, the fair value less costs to sell (or theneséd cash flow from ultimate
disposal) of the cash-generating unit is the eggrhgelling price for the assets
of the cash-generating unit and the liability tdwet less the costs of disposal.
To perform a meaningful comparison between theyaagramount of the cash-
generating unit and its recoverable amount, theytay amount of the liability
is deducted in determining both the cash-generatimgs value in use and its
carrying amount.

Example

A company operates a mine in a country where legislaequires that the
owner must restore the site on completion of itsimgmperations. The cost of
restoration includes the replacement of the ovelnrwhich must be removed
before mining operations commence. A provisiontli@r costs to replace the
overburden was recognised as soon as the overbwateremoved. The amount
provided was recognised as part of the cost of tine and is being depreciated
over the mine’s useful life. The carrying amouhtt® provision for restoration
costs is CU50Y, which is equal to the present value of the retitoracosts.

The entity is testing the mine for impairment. Taesh-generating unit for the
mine is the mine as a whole. The entity has rederegious offers to buy the
mine at a price of around CU800. This price refleébe fact that the buyer will
assume the obligation to restore the overburdespd3al costs for the mine are
negligible. The value in use of the mine is apprately CU1,200, excluding
restoration costs. The carrying amount of the ngr@U1,000.

continued...

* In this Standard, monetary amounts are denondriateurrency units' (CU).
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...continued
Example

The cash-generating unit’s fair value less costsetbis CU800. This amount
considers restoration costs that have already hgenided for. As a
consequence, the value in use for the cash-gengratiit is determined after
consideration of the restoration costs and is estf@mao be CU700 (CU1,200
less CU500). The carrying amount of the cash-gdimgyaunit is CU500, which
is the carrying amount of the mine (CU1,000) lessctreying amount of the
provision for restoration costs (CU500). Therefdtes recoverable amount of
the cash-generating unit exceeds its carrying amount

For practical reasons, the recoverable amounta ofash-generating unit is
sometimes determined after consideration of askatsare not part of the cash-
generating unit (for example, receivables or offiresincial assets) or liabilities
that have been recognised (for example, payabésiens and other provisions).
In such cases, the carrying amount of the cashrgtng unit is increased by the
carrying amount of those assets and decreasedebyatinying amount of those
liabilities.

Goodwill

Allocating goodwill to cash-generating units

For the purpose of impairment testing, goodwillacquired in a business
combination shall, from the acquisition date, be dbcated to each of the
acquirer’s cash-generating units, or groups of cashenerating units, that are

expected to benefit from the synergies of the comimtion, irrespective of

whether other assets or liabilities of the acquireare assigned to those units
or groups of units. Each unit or group of units towhich the goodwill is so

allocated shall:

(a) represent the lowest level within the entity atvhich the goodwill is
monitored for internal management purposes; and

(b) not be larger than an operating segment as defd by paragraph 5 of
NZ IFRS 8 Operating Segments before aggregation.

Goodwill recognised in a business combinatiomiasset representing the future
economic benefits arising from other assets acduitea business combination
that are not individually identified and separatedgognised. Goodwill does not
generate cash flows independently of other asseggsoups of assets, and often
contributes to the cash flows of multiple cash-getieg units. Goodwill
sometimes cannot be allocated on a non-arbitragis bt individual cash-
generating units, but only to groups of cash-gdimggaunits. As a result, the
lowest level within the entity at which the goodwill isonitored for internal
management purposes sometimes comprises a numbastefjenerating units to
which the goodwill relates, but to which it cannot dlocated. References in
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paragraphs 83-99 and Appendix C to a cash-genematiihgo which goodwill is
allocated should be read as references also toup @f cash-generating units to
which goodwill is allocated.

Applying the requirements in paragraph 80 resultgoodwill being tested for
impairment at a level that reflects the way an gntianages its operations and
with which the goodwill would naturally be associatedTherefore, the
development of additional reporting systems isdgfy not necessary.

A cash-generating unit to which goodwill is allwch for the purpose of
impairment testing may not coincide with the levielvlich goodwill is allocated

in accordance with NZ IAS 2The Effects of Changes in Foreign Exchange
Ratesfor the purpose of measuring foreign currency gaamd losses. For
example, if an entity is required by NZ IAS 21 téoehte goodwill to relatively
low levels for the purpose of measuring foreign ency gains and losses, it is
not required to test the goodwill for impairmentizt same level unless it also
monitors the goodwill at that level for internal nragement purposes.

If the initial allocation of goodwill acquired in a business combination cannot
be completed before the end of the annual period imvhich the business
combination is effected, that initial allocation skall be completed before the
end of the first annual period beginning after theacquisition date.

In accordance with NZ IFRSBusiness Combination# the initial accounting
for a business combination can be determined amlyigionally by the end of the
period in which the combination is effected, thelaiar:

(@) accounts for the combination using those pron@ values; and

(b) recognises any adjustments to those provisioahles as a result of
completing the initial accounting within the measuoeat period, which
shall not exceed twelve months from the acquisitiate.

In such circumstances, it might also not be possibl complete the initial

allocation of the goodwill recognised in the combiora before the end of the
annual period in which the combination is effectat¥hen this is the case, the
entity discloses the information required by paaagrl33.

If goodwill has been allocated to a cash-geneiagj unit and the entity
disposes of an operation within that unit, the goodill associated with the
operation disposed of shall be:

(a) included in the carrying amount of the operatim when determining
the gain or loss on disposal; and

(b) measured on the basis of the relative values tife operation disposed
of and the portion of the cash-generating unit retmed, unless the
entity can demonstrate that some other method bettereflects the
goodwill associated with the operation disposed of.
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Example

An entity sells for CU100 an operation that was ph# cash-generating unit
to which goodwill has been allocated. The goodwibidted to the unit
cannot be identified or associated with an assetgab a level lower than that
unit, except arbitrarily. The recoverable amouithe portion of the cash-
generating unit retained is CU300.

Because the goodwill allocated to the cash-genagatnit cannot be non-
arbitrarily identified or associated with an asggbup at a level lower than
that unit, the goodwill associated with the opesatdisposed of is measured
on the basis of the relative values of the operatitsposed of and the portion
of the unit retained. Therefore, 25 per cent efgoodwill allocated to the
cash-generating unit is included in the carryingamt of the operation that is
sold.

If an entity reorganises its reporting structurein a way that changes the
composition of one or more cash-generating units tahich goodwill has been
allocated, the goodwill shall be reallocated to theunits affected. This
reallocation shall be performed using a relative viae approach similar to
that used when an entity disposes of an operationitlvin a cash-generating
unit, unless the entity can demonstrate that sometler method better
reflects the goodwill associated with the reorganés units.

Example

Goodwill had previously been allocated to cash-gamgyainit A. The goodwill
allocated to A cannot be identified or associateth ait asset group at a level
lower than A, except arbitrarily. A is to be dividadd integrated into three
other cash-generating units, B, C and D.

Because the goodwill allocated to A cannot be nidnitrarily identified or
associated with an asset group at a level lowenthait is reallocated to units
B, C and D on the basis of the relative values efttinee portions of A before
those portions are integrated with B, C and D.

Testing cash-generating units with goodwill for impairment

When, as described in paragraph 81, goodwill rates to a cash-generating
unit but has not been allocated to that unit, the nit shall be tested for
impairment, whenever there is an indication that tle unit may be impaired,
by comparing the unit's carrying amount, excludingany goodwill, with its
recoverable amount. Any impairment loss shall be @gnised in accordance
with paragraph 104.

If a cash-generating unit described in paragr@Bhincludes in its carrying
amount an intangible asset that has an indefimigdul life or is not yet available
for use and that asset can be tested for impairmoelyt as part of the cash-
generating unit, paragraph 10 requires the und #isbe tested for impairment
annually.
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A cash-generating unit to which goodwill has beeallocated shall be tested
for impairment annually, and whenever there is an mdication that the unit
may be impaired, by comparing the carrying amount & the unit, including
the goodwill, with the recoverable amount of the uit. If the recoverable
amount of the unit exceeds the carrying amount ofhie unit, the unit and the
goodwill allocated to that unit shall be regarded a not impaired. If the
carrying amount of the unit exceeds the recoverablamount of the unit, the
entity shall recognise the impairment loss in accalance with paragraph 104.

[Deleted by IASB]

Timing of impairment tests

The annual impairment test for a cash-generatingnit to which goodwill has
been allocated may be performed at any time duringan annual period,
provided the test is performed at the same time eweyear. Different cash-
generating units may be tested for impairment at dferent times. However,
if some or all of the goodwill allocated to a cashenerating unit was acquired
in a business combination during the current annuaperiod, that unit shall
be tested for impairment before the end of the cuent annual period.

If the assets constituting the cash-generatingnit to which goodwill has been
allocated are tested for impairment at the same tim as the unit containing
the goodwill, they shall be tested for impairment bfore the unit containing
the goodwill. Similarly, if the cash-generating uits constituting a group of
cash-generating units to which goodwill has been latated are tested for
impairment at the same time as the group of unitsantaining the goodwill,
the individual units shall be tested for impairmentbefore the group of units
containing the goodwiill.

At the time of impairment testing a cash-genegatinit to which goodwill has
been allocated, there may be an indication of graimment of an asset within the
unit containing the goodwill. In such circumstasicthe entity tests the asset for
impairment first, and recognises any impairmerd fos that asset before testing for
impairment the cash-generating unit containinggbedwill. Similarly, there may
be an indication of an impairment of a cash-gemggatnit within a group of units
containing the goodwill. In such circumstances, ehtity tests the cash-generating
unit for impairment first, and recognises any inmpegnt loss for that unit, before
testing for impairment the group of units to whibk goodwill is allocated.

The most recent detailed calculation made in ar@ceding period of the
recoverable amount of a cash-generating unit to whh goodwill has been
allocated may be used in the impairment test of thaunit in the current

period provided all of the following criteria are met:

(a) the assets and liabilities making up the unit éve not changed
significantly since the most recent recoverable anumt calculation;
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(b)  the most recent recoverable amount calculatioresulted in an amount
that exceeded the carrying amount of the unit by asubstantial
margin; and

(c) based on an analysis of events that have occad and circumstances
that have changed since the most recent recoverablamount
calculation, the likelihood that a current recoverdle amount
determination would be less than the current carrying amount of the
unit is remote.

Corporate assets

100 Corporate assets include group or divisionabt@ssuch as the building of a
headquarters or a division of the entity, EDP eqeipimor a research centre.
The structure of an entity determines whether artasgets this Standard's
definition of corporate assets for a particulalhegenerating unit. The distinctive
characteristics of corporate assets are that tleeyat generate cash inflows
independently of other assets or groups of asgelt$heir carrying amount cannot
be fully attributed to the cash-generating unitemetview.

101 Because corporate assets do not generate teepash inflows, the recoverable
amount of an individual corporate asset cannotdterthined unless management
has decided to dispose of the asset. As a consegjuiérihere is an indication
that a corporate asset may be impaired, recoveeabtrint is determined for the
cash-generating unit or group of cash-generatinigs uo which the corporate
asset belongs, and is compared with the carryinguatnof this cash-generating
unit or group of cash-generating units. Any impent loss is recognised in
accordance with paragraph 104.

102 In testing a cash-generating unit for impairmety an entity shall identify all
the corporate assets that relate to the cash-gendirag unit under review. If a
portion of the carrying amount of a corporate asset

(a) can be allocated on a reasonable and consistéygsis to that unit, the
entity shall compare the carrying amount of the ur, including the
portion of the carrying amount of the corporate asst allocated to the
unit, with its recoverable amount. Any impairment loss shall be
recognised in accordance with paragraph 104.

(b) cannot be allocated on a reasonable and congst basis to that unit,
the entity shall:

0] compare the carrying amount of the unit, excluihg the
corporate asset, with its recoverable amount and agnise any
impairment loss in accordance with paragraph 104;

(ii) identify the smallest group of cash-generatingunits that
includes the cash-generating unit under review antb which a
portion of the carrying amount of the corporate asst can be
allocated on a reasonable and consistent basis; and
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(i)  compare the carrying amount of that group of cash-generating
units, including the portion of the carrying amount of the
corporate asset allocated to that group of units, ith the
recoverable amount of the group of units. Any impament
loss shall be recognised in accordance with paragsa 104.

103 lllustrative Example 8 illustrates the applicat of these requirements to
corporate assets.

Impairment loss for a cash-generating unit

104 An impairment loss shall be recognised for a casgyenerating unit (the
smallest group of cash-generating units to which galwill or a corporate
asset has been allocated) if, and only if, the reeerable amount of the unit
(group of units) is less than the carrying amount bthe unit (group of units).
The impairment loss shall be allocated to reduce thcarrying amount of the
assets of the unit (group of units) in the followig order:

(a) first, to reduce the carrying amount of any godwill allocated to the
cash-generating unit (group of units); and

(b)  then, to the other assets of the unit (group afinits) pro rata on the
basis of the carrying amount of each asset in thenit (group of units).

These reductions in carrying amounts shall be tre&d as impairment losses
on individual assets and recognised in accordancattv paragraph 60.

105 In allocating an impairment loss in accordancewith paragraph 104, an
entity shall not reduce the carrying amount of an aset below the highest of:

(a) its fair value less costs to sell (if determiride);
(b) its value in use (if determinable); and
(c) zero.

The amount of the impairment loss that would othenise have been allocated
to the asset shall be allocated pro rata to the o#h assets of the unit (group of
units).

106 If it is not practicable to estimate the regabde amount of each individual asset
of a cash-generating unit, this Standard requiresarbitrary allocation of an
impairment loss between the assets of that unigrdtran goodwill, because all
assets of a cash-generating unit work together.

107 If the recoverable amount of an individual assennot be determined (see
paragraph 67):

(a) an impairment loss is recognised for the agsi$ carrying amount is
greater than the higher of its fair value less €tstsell and the results of
the allocation procedures described in paragrapdsahd 105; and
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(b) no impairment loss is recognised for the astethe related cash-

generating unit is not impaired. This applies eifehe asset's fair value
less costs to sell is less than its carrying amount

Example

A machine has suffered physical damage but isvetitking, although not as
well as before it was damaged. The machine’s fairevkess costs to sell is
less than its carrying amount. The machine doégemerate independent cas
inflows. The smallest identifiable group of asghts includes the machine
and generates cash inflows that are largely indegp@raf the cash inflows
from other assets is the production line to whighrtachine belongs. The
recoverable amount of the production line showsttieproduction line taken
as a whole is not impaired.

Assumption 1: budgets/forecasts approved by manageaeftect no
commitment of management to replace the machine.

The recoverable amount of the machine alone cannestimated because the
machine’s value in use:

€) may differ from its fair value less costs to;satid

(b) can be determined only for the cash-generatimgto which the
machine belongs (the production line).

The production line is not impaired. Therefore,impairment loss is
recognised for the machine. Nevertheless, theyamtity need to reassess the
depreciation period or the depreciation method far tnachine. Perhaps a
shorter depreciation period or a faster depreciatimethod is required to

reflect the expected remaining useful life of thelmmazor the pattern in which
economic benefits are expected to be consumed leptite

Assumption 2: budgets/forecasts approved by managemitect a
commitment of management to replace the machineselhd in the near
future. Cash flows from continuing use of the maetuntil its disposal are
estimated to be negligible.

The machine’s value in use can be estimated to Ise t¢toits fair value less
costs to sell. Therefore, the recoverable amoutti@Mmachine can be
determined and no consideration is given to the @gsterating unit to which
the machine belongs (ie the production line). Bseahe machine’s fair valug
less costs to sell is less than its carrying amoamtimpairment loss is
recognised for the machine.

14

108 After the requirements in paragraphs 104 and 10%have been applied, a
liability shall be recognised for any remaining amant of an impairment loss
for a cash-generating unit if, and only if, that isrequired by another
NZ IFRS.
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Reversing an impairment loss

109

110

111

112

113

Paragraphs 110-116 set out the requirementse¥ersing an impairment loss
recognised for an asset or a cash-generating wniprior periods. These
requirements use the term ‘an asset’ but applylbgteean individual asset or a
cash-generating unit. Additional requirements forradividual asset are set out
in paragraphs 117-121, for a cash-generating nmaragraphs 122 and 123 and
for goodwill in paragraphs 124 and 125.

An entity shall assess at each reporting date ether there is any indication
that an impairment loss recognised in prior periodsfor an asset other than
goodwill may no longer exist or may have decreasedf any such indication
exists, the entity shall estimate the recoverablev@unt of that asset.

In assessing whether there is any indication @ an impairment loss
recognised in prior periods for an asset other thargoodwill may no longer
exist or may have decreased, an entity shall consid as a minimum, the
following indications:

External sources of information

(a) the asset’'s market value has increased signiiatly during the period.

(b)  significant changes with a favourable effect oithe entity have taken
place during the period, or will take place in thenear future, in the
technological, market, economic or legal environmenin which the
entity operates or in the market to which the asseas dedicated.

(c) market interest rates or other market rates ofreturn on investments
have decreased during the period, and those decremsare likely to
affect the discount rate used in calculating the a&t's value in use and
increase the asset’s recoverable amount materially.

Internal sources of information

(d)  significant changes with a favourable effect oithe entity have taken
place during the period, or are expected to take pke in the near
future, in the extent to which, or manner in which,the asset is used or
is expected to be used. These changes include sdsturred during
the period to improve or enhance the asset’'s perfatance or
restructure the operation to which the asset belongs

(e) evidence is available from internal reporting hat indicates that the
economic performance of the asset is, or will begkter than expected.

Indications of a potential decrease in an impat loss in paragraph 111 mainly
mirror the indications of a potential impairmensgdn paragraph 12.

If there is an indication that an impairmerssloecognised for an asset other than
goodwill may no longer exist or may have decrea#igid, may indicate that the
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remaining useful life, the depreciation (amortisajimethod or the residual value
may need to be reviewed and adjusted in accordanbelvei NZ IFRS applicable
to the asset, even if no impairment loss is revefgethe asset.

An impairment loss recognised in prior periods dr an asset other than
goodwill shall be reversed if, and only if, there &s been a change in the
estimates used to determine the asset's recoverakdenount since the last
impairment loss was recognised. If this is the casthe carrying amount of
the asset shall, except as described in paragraptl?, be increased to its
recoverable amount. That increase is a reversal ah impairment loss.

A reversal of an impairment loss reflects arréase in the estimated service
potential of an asset, either from use or from,ssilece the date when an entity
last recognised an impairment loss for that assBaragraph 130 requires

an entity to identify the change in estimates ttaatses the increase in estimated
service potential. Examples of changes in estisiatgdude:

(a) a change in the basis for recoverable amowntwfiether recoverable
amount is based on fair value less costs to sethlore in use);

(b) if recoverable amount was based on value in asdange in the amount
or timing of estimated future cash flows or in th&cdunt rate; or

(c) if recoverable amount was based on fair valse t®sts to sell, a change
in estimate of the components of fair value lesgtscto sell.

An asset’s value in use may become greater ttiw@rasset’'s carrying amount

simply because the present value of future casbwvisfincreases as they become
closer. However, the service potential of the akastnot increased. Therefore,
an impairment loss is not reversed just becausieeopassage of time (sometimes
called the ‘unwinding’ of the discount), even if thecoverable amount of the

asset becomes higher than its carrying amount.

Reversing an impairment loss for an individual
asset

The increased carrying amount of an asset othéhan goodwill attributable
to a reversal of an impairment loss shall not exceethe carrying amount that
would have been determined (net of amortisation odepreciation) had no
impairment loss been recognised for the asset inipr years.

Any increase in the carrying amount of an astietr than goodwill above the
carrying amount that would have been determined @feamortisation or

depreciation) had no impairment loss been recodrfisethe asset in prior years
is a revaluation. In accounting for such a revéduma an entity applies the
NZ IFRS applicable to the asset.

A reversal of an impairment loss for an asset lo¢r than goodwill shall be
recognised immediately in profit or loss, unless # asset is carried at
revalued amount in accordance with another NZ IFRS for example, the
revaluation model in NZ IAS 16). Any reversal of animpairment loss of a
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revalued asset shall be treated as a revaluationdrease in accordance with
that other NZ IFRS.

A reversal of an impairment loss on a revalussetis recognised in other
comprehensive income and increases the revaluaioplus for that asset.

However, to the extent that an impairment loss onstimae revalued asset was
previously recognised in profit or loss, a reversiathat impairment loss is also

recognised in profit or loss.

Public Benefit Entities
NZ 120.1 Notwithstanding paragraph 120, in respect of pubdiodfit entities that elect tp

account for revaluations of property plant and pmént on a class of asset
basis, a reversal of an impairment loss on a redbhsset is recognised in other
comprehensive income and increases the revaluatimplus for that assel.
However, to the extent that an impairment loss onstdree class of asset was
previously recognised in profit or loss, a reverdalhat impairment loss is als
recognised in profit or loss.

o

121

122

123

After a reversal of an impairment loss is recogsed, the depreciation
(amortisation) charge for the asset shall be adjustl in future periods to
allocate the asset’s revised carrying amount, lests residual value (if any),
on a systematic basis over its remaining useful &f

Reversing an impairment loss for a cash-
generating unit

A reversal of an impairment loss for a cash-gereging unit shall be allocated
to the assets of the unit, except for goodwill, preata with the carrying
amounts of those assets. These increases in cangiamounts shall be
treated as reversals of impairment losses for indigdual assets and recognised

in accordance with paragraph 119.

In allocating a reversal of an impairment losdor a cash-generating unit in
accordance with paragraph 122, the carrying amounbf an asset shall not be
increased above the lower of:

(a) its recoverable amount (if determinable); and

(b)  the carrying amount that would have been deterimed (net of
amortisation or depreciation) had no impairment los been recognised
for the asset in prior periods.

The amount of the reversal of the impairment losshat would otherwise have

been allocated to the asset shall be allocated prata to the other assets of

the unit, except for goodwill.
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Reversing an impairment loss for goodwill

An impairment loss recognised for goodwill shallhot be reversed in a
subsequent period.

NZ IAS 38Intangible Assetsprohibits the recognition of internally generated
goodwill. Any increase in the recoverable amoungobdwill in the periods
following the recognition of an impairment loss that goodwill is likely to be
an increase in internally generated goodwill, rathiean a reversal of the
impairment loss recognised for the acquired goodwiill

Disclosure

126

127

128

*129

*130

An entity shall disclose the following for eachlass of assets:

(a) the amount of impairment losses recognised inrgfit or loss during
the period and the line item(s) of the statement o€omprehensive
income in which those impairment losses are include

(b)  the amount of reversals of impairment losses oegnised in profit or
loss during the period and the line item(s) of thestatement of
comprehensive income in which those impairment loss are reversed.

(c) the amount of impairment losses on revalued asts recognised in
other comprehensive income during the period.

(d)  the amount of reversals of impairment losses omevalued assets
recognised in other comprehensive income during thgeriod.

A class of assets is a grouping of assets dfasimature and use in an entity's
operations.

The information required in paragraph 126 may fgresented with other
information disclosed for the class of assets. é&s@mple, this information may
be included in a reconciliation of the carrying amb of property, plant and
equipment, at the beginning and end of the pededequired by NZ IAS 16.

An entity that reports segment information in acordance with NZ IFRS 8
shall disclose the following for each reportable ggnent:

(a) the amount of impairment losses recognised inr@fit or loss and in
other comprehensive income during the period.

(b)  the amount of reversals of impairment losses oognised in profit or
loss and in other comprehensive income during thegpiod.

An entity shall disclose the following for eachmaterial impairment loss
recognised or reversed during the period for an intvidual asset, including
goodwill, or a cash-generating unit:

(a) the events and circumstances that led to the cegnition or reversal of
the impairment loss.
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(d)

(e)
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the amount of the impairment loss recognised areversed.
for an individual asset:
0] the nature of the asset; and

(ii) if the entity reports segment information in accordance with
NZ IFRS 8, the reportable segment to which the assbelongs.

for a cash-generating unit:

0] a description of the cash-generating unit (suclas whether it is
a product line, a plant, a business operation, a ggraphical
area, or a reportable segment as defined in NZ IFRS)8

(i)  the amount of the impairment loss recognised roreversed by
class of assets and, if the entity reports segmenformation in
accordance with NZ IFRS 8, by reportable segment; ah

(i) if the aggregation of assets for identifyingthe cash-generating
unit has changed since the previous estimate of theash-
generating unit’'s recoverable amount (if any), a decription of
the current and former way of aggregating assets ahthe
reasons for changing the way the cash-generating itnis
identified.

whether the recoverable amount of the asset @&agenerating unit) is
its fair value less costs to sell or its value inse.

if recoverable amount is fair value less cost® sell, the basis used to
determine fair value less costs to sell (such as ather fair value was
determined by reference to an active market).

if recoverable amount is value in use, the dieant rate(s) used in the
current estimate and previous estimate (if any) o¥alue in use.

An entity shall disclose the following informaion for the aggregate
impairment losses and the aggregate reversals of airment losses
recognised during the period for which no informaton is disclosed in
accordance with paragraph 130:

@)

(b)

the main classes of assets affected by impairmdosses and the main
classes of assets affected by reversals of impainmtdosses.

the main events and circumstances that led tdné recognition of these
impairment losses and reversals of impairment losse

An entity is encouraged to disclose assumptioesd to determine the
recoverable amount of assets (cash-generating ahitsg the period. However,
paragraph 134 requires an entity to disclose inéion about the estimates used
to measure the recoverable amount of a cash-gergeratit when goodwill or an
intangible asset with an indefinite useful lifersluded in the carrying amount of
that unit.

41 © Copyright



NZ IAS 36

133

134

If, in accordance with paragraph 84, any portia of the goodwill acquired in

a business combination during the period has not lem allocated to a cash-
generating unit (group of units) at the reporting chte, the amount of the
unallocated goodwill shall be disclosed together #i the reasons why that
amount remains unallocated.

Estimates used to measure recoverable amounts
of cash-generating units containing goodwill or
intangible assets with indefinite useful lives

An entity shall disclose the information requird by (a)—(f) for each cash-
generating unit (group of units) for which the carrying amount of goodwill

or intangible assets with indefinite useful lives lfocated to that unit (group

of units) is significant in comparison with the enity’s total carrying amount

of goodwill or intangible assets with indefinite usful lives:

(a) the carrying amount of goodwill allocated to theunit (group of units).

(b)  the carrying amount of intangible assets withndefinite useful lives
allocated to the unit (group of units).

*(c) the basis on which the unit’s (group of unitsj recoverable amount has

been determined (ie value in use or fair value les®sts to sell).

*(d) if the unit’s (group of units’) recoverable amount is based on value in

use:

0] a description of each key assumption on which anagement
has based its cash flow projections for the periodovered by
the most recent budgets/forecasts. Key assumptioase those
to which the unit's (group of units’) recoverable anount is
most sensitive.

(ii) a description of management’s approach to detenining the
value(s) assigned to each key assumption, whethehose
value(s) reflect past experience or, if appropriate are
consistent with external sources of information, ad, if not,
how and why they differ from past experience or exrnal
sources of information.

(i)  the period over which management has projeci cash flows
based on financial budgets/forecasts approved by magement
and, when a period greater than five years is usefbr a cash-
generating unit (group of units), an explanation ofwhy that
longer period is justified.

(iv)  the growth rate used to extrapolate cash flowprojections
beyond the period covered by the most recent
budgets/forecasts, and the justification for usingany growth
rate that exceeds the long-term average growth ratéor the
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products, industries, or country or countries in wtich the
entity operates, or for the market to which the uni (group of
units) is dedicated.

(v) the discount rate(s) applied to the cash flow mjections.

if the unit's (group of units’) recoverable armount is based on fair
value less costs to sell, the methodology used tetefmine fair value
less costs to sell. If fair value less costs tdlse not determined using
an observable market price forthe unit (group of units), the following
information shall also be disclosed:

0] a description of each key assumption on which anagement
has based its determination of fair value less casto sell. Key
assumptions are those to which the unit's (group ofinits’)
recoverable amount is most sensitive.

(ii) a description of management’'s approach to detenining the
value (or values) assigned to each key assumptiowhether
those value(s) reflect past experience or, if apppoiate, are
consistent with external sources of information, ad, if not,
how and why they differ from past experience or exrnal
sources of information.

If fair value less costs to sell is determined usindiscounted cash flow
projections, the following information shall also ke disclosed:

(i)  the period over which management has projecta cash flows.
(iv)  the growth rate used to extrapolate cash flowprojections.
(v) the discount rate(s) applied to the cash flow mjections.

if a reasonably possible change in a key assuytion on which
management has based its determination of the un#’ (group of
units’) recoverable amount would cause the unit'sgroup of units’)
carrying amount to exceed its recoverable amount:

0] the amount by which the unit's (group of units) recoverable
amount exceeds its carrying amount.

(i)  the value assigned to the key assumption.

(i) the amount by which the value assigned to th&ey assumption
must change, after incorporating any consequentia¢ffects of
that change on the other variables used to measurecoverable
amount, in order for the unit's (group of units’) recoverable
amount to be equal to its carrying amount.

If some or all of the carrying amount of goodwiii or intangible assets with
indefinite useful lives is allocated across multigl cash-generating units
(groups of units), and the amount so allocated toaeh unit (group of units) is
not significant in comparison with the entity’s total carrying amount of
goodwill or intangible assets with indefinite usefllives, that fact shall be
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disclosed, together with the aggregate carrying ammt of goodwill or
intangible assets with indefinite useful lives allcated to those units (groups
of units). In addition, if the recoverable amountsof any of those units
(groups of units) are based on the same key assunwt(s) and the aggregate
carrying amount of goodwill or intangible assets wth indefinite useful lives
allocated to them is significant in comparison withthe entity’s total carrying
amount of goodwill or intangible assets with indefiite useful lives, an entity
shall disclose that fact, together with:

@)
(b)

*©)
*(d)

*(e)

the aggregate carrying amount of goodwill alloated to those units
(groups of units).

the aggregate carrying amount of intangible asts with indefinite
useful lives allocated to those units (groups of uts).

a description of the key assumption(s).

a description of management’'s approach to detenining the value(s)
assigned to the key assumption(s), whether thoselwa(s) reflect past
experience or, if appropriate, are consistent witrexternal sources of
information, and, if not, how and why they differ from past
experience or external sources of information.

if a reasonably possible change in the key asaption(s) would cause
the aggregate of the units’ (groups of units’) carying amounts to
exceed the aggregate of their recoverable amounts:

0] the amount by which the aggregate of the units{groups of
units’) recoverable amounts exceeds the aggregatd their
carrying amounts.

(i) the value(s) assigned to the key assumption(s)

(i) the amount by which the value(s) assigned tothe key
assumption(s) must change, after incorporating any
consequential effects of the change on the othernables used
to measure recoverable amount, in order for the agggate of
the units’ (groups of units’) recoverable amountsa be equal to
the aggregate of their carrying amounts.

*136 The most recent detailed calculation made impraceding period of the
recoverable amount of a cash-generating unit (godwmits) may, in accordance
with paragraph 24 or 99, be carried forward and usetle impairment test for
that unit (group of units) in the current periodyded specified criteria are met.
When this is the case, the information for thatt ugroup of units) that is
incorporated into the disclosures required by paglys 134 and 135 relate to the
carried forward calculation of recoverable amount.

137 lllustrative Example 9 illustrates the disclesu required by paragraphs 134
and 135.
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Transitional provisions and effective date

138-140 [Paragraphs 138 to 140 of IAS 36 are nabdewed. The transitional provisions

140

in 1AS 36 are not relevant to the adoption of thimn8ard. Paragraph 140
establishes the effective date of NZ IAS 36.]

This Standard becomes operative for an entiigancial statements that cover
annual accounting periods beginning on or aftearfudry 2007. Early adoption
of this Standard is permitted only when an entitjmwptes with NZ IFRS TFirst-
time Adoption of New Zealand Equivalents to Inteom! Financial Reporting
Standarddor an annual accounting period beginning on teraf January 2005.

Public Benefit Entities
NZ 140.1 This Standard becomes operative in respect of assethose future economic

benefits are not directly related to their ability to generate net cash inflows
and which are held by public benefit entities thatprepare financial

statements that cover annual accounting periods bewming on or after

1 January 2007. Public benefit entities that eledb adopt NZ IFRS 1First-

time Adoption of New Zealand Equivalents to International Financial

Reporting Standards for annual reporting periods beginning between
1 January 2006 and 31 December 2006 are required &pply this Standard
to all assets, including those assets whose futueeonomic benefits are not
directly related to their ability to generate net @sh inflows. Public benefit
entities that elect to adopt NZIFRS 1 for annual acounting periods
beginning between 1 January 2005 and 31 December Z0@re not required
to apply this Standard in respect of assets whosetfire economic benefits
are not directly related to their ability to generate net cash inflows. Early
application of this Standard to such assets is engmged. Public benefit
entities that elect to apply this Standard to assstwhose future economic
benefits are not directly related to their ability to generate net cash inflowg
for annual accounting periods beginning between lahuary 2005 and
31 December 2005 shall disclose that fact.

140A

140B

NZ IAS 1Presentation of Financial Statemelfés revised in 2007) amended the
terminology used throughout New Zealand equivalemt#RSs. In addition it
amended paragraphs 61, NZ 61.1, 120, NZ 120.1, 1@6128. An entity shall
apply those amendments for annual periods begiroingy after 1 January 2009.
If an entity applies NZIAS 1 (revised 2007) for amrlier period, the
amendments shall be applied for that earlier period

NZ IFRS 3 (as revised in 2008) amended paragrép, 81, 85 and 139, deleted
paragraphs 91-95 and 138 and added Appendix C. Aty shill apply those
amendments for annual periods beginning on or dftduly 2009. If an entity
applies NZ IFRS 3 (revised 2008) for an earliergubrihe amendments shall also
be applied for that earlier period.
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140C

140D

140E

Paragraph 134(e) was amended lmprovements to NZ IFRSssued in
June 2008. An entity shall apply that amendmenaforual periods beginning on
or after 1 January 2009. Earlier application isnmted. If an entity applies the
amendment for an earlier period it shall discldes fact.

Cost of an Investment in a Subsidiary, Jointly Caolfed Entity or Associate
(Amendments to NZ IFRS First-time Adoption of New Zealand Equivalents
International Financial Reporting Standardend NZ IAS 27), issued in June
2008, added paragraph 12(h). An entity shall agpdy &amendment prospectively
for annual periods beginning on or after 1 Jan23§9. Earlier application is
permitted. If an entity applies the related amemibsén paragraphs 4 and 38A of
NZ IAS 27 for an earlier period, it shall apply thmendment in paragraph 12(h)
at the same time.

Improvements to NZ IFRSssued in May 2009 amended paragraph 80(b). An
entity shall apply that amendment prospectivelygonual periods beginning on
or after 1 January 2010. Earlier application isnmtied. If an entity applies the
amendment for an earlier period it shall discldes fact.

Withdrawal of IAS 36 (issued 1998)

141

[Paragraph 141 is not reproduced. The withdrawfl previous IASB
pronouncements is not relevant to this Standard.]
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Appendix A
Using present value techniques to measure value in use

This Appendix is an integral part of the Standattiprovides guidance on the use of
present value techniques in measuring value in uskhough the guidance uses the
term ‘asset’, it equally applies to a group of asferming a cash-generating unit.

Al

A2

A3

The components of a present value measurement

The following elements together capture the ecaoodifferences between
assets:

(@) an estimate of the future cash flow, or in mooenplex cases, series of
future cash flows the entity expects to derive fthmasset;

(b) expectations about possible variations in th®unt or timing of those
cash flows;

(c) the time value of money, represented by theeotirmarket risk-free rate
of interest;

(d) the price for bearing the uncertainty inheiiarthe asset; and

(e) other, sometimes unidentifiable, factors (sashilliquidity) that market
participants would reflect in pricing the future lsallows the entity
expects to derive from the asset.

This appendix contrasts two approaches to comgugiesent value, either of
which may be used to estimate the value in use dismet, depending on the
circumstances. Under the ‘traditional’ approach, justthents for
factors (b)—(e) described in paragraph Al are emdxkdd the discount rate.
Under the ‘expected cash flow' approach, factors (o)), and (e) cause
adjustments in arriving at risk-adjusted expectexshc flows.  Whichever
approach an entity adopts to reflect expectatidrmiapossible variations in the
amount or timing of future cash flows, the resuttudd be to reflect the expected
present value of the future cash flows, ie the weigrdaverage of all possible
outcomes.

General principles

The techniques used to estimate future cash flamds interest rates will vary
from one situation to another depending on theuaistances surrounding the
asset in question. However, the following generahgiples govern any
application of present value techniques in meaguassets:

€) interest rates used to discount cash flows shaflect assumptions that
are consistent with those inherent in the estimesesth flows. Otherwise,
the effect of some assumptions will be double-calimteignored. For
example, a discount rate of 12 per cent might b@iegh to contractual
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Ad

A5

A6

cash flows of a loan receivable. That rate reflaotpectations about
future defaults from loans with particular charastios. That same
12 per cent rate should not be used to discouneated cash flows
because those cash flows already reflect assumptidimait future
defaults.

(b) estimated cash flows and discount rates shoaltide from both bias and
factors unrelated to the asset in question. Famgie, deliberately
understating estimated net cash flows to enhanceagiparent future
profitability of an asset introduces a bias inte theasurement.

(c) estimated cash flows or discount rates shodldatethe range of possible
outcomes rather than a single most likely, minimammaximum possible
amount.

Traditional and expected cash flow approaches to
present value

Traditional approach

Accounting applications of present value haveiti@uhlly used a single set of
estimated cash flows and a single discount ratenoftescribed as ‘the rate
commensurate with the risk’. In effect, the trawil approach assumes that a
single discount rate convention can incorporatettedl expectations about the
future cash flows and the appropriate risk premiufherefore, the traditional
approach places most of the emphasis on seledtibre aiscount rate.

In some circumstances, such as those in which ambfe assets can be observed
in the marketplace, a traditional approach is retht easy to apply. For assets
with contractual cash flows, it is consistent with thanner in which marketplace
participants describe assets, as in ‘a 12 perhzand’.

However, the traditional approach may not approgifjaaddress some complex
measurement problems, such as the measurementnefinancial assets for
which no market for the item or a comparable iteristex A proper search for
‘the rate commensurate with the risk’ requires asialgf at least two items—an
asset that exists in the marketplace and has ana@isinterest rate and the asset
being measured. The appropriate discount ratthéocash flows being measured
must be inferred from the observable rate of irsteire that other asset. To draw
that inference, the characteristics of the othsetds cash flows must be similar to
those of the asset being measured. Therefore,mbasurer must do the
following:

(@) identify the set of cash flows that will be disoted;

(b) identify another asset in the marketplace #pgtears to have similar cash
flow characteristics;
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(c) compare the cash flow sets from the two itemensure that they are
similar (for example, are both sets contractualhcliews, or is one
contractual and the other an estimated cash flow?);

(d) evaluate whether there is an element in one itexhis not present in the
other (for example, is one less liquid than theed2)y and

(e) evaluate whether both sets of cash flows aréyltkebehave (ie vary) in a
similar fashion in changing economic conditions.

Expected cash flow approach

The expected cash flow approach is, in some snmt a more effective

measurement tool than the traditional approachdelveloping a measurement,
the expected cash flow approach uses all expecsatibout possible cash flows
instead of the single most likely cash flow. Foample, a cash flow might be
CU100, CU200 or CU300 with probabilities of 10 pertceg0 per cent and

30 per cent, respectively. The expected cash ffo@U220. The expected cash
flow approach thus differs from the traditional apgech by focusing on direct

analysis of the cash flows in question and on mom@iat statements of the

assumptions used in the measurement.

The expected cash flow approach also allows uspregent value techniques
when the timing of cash flows is uncertain. For epkna cash flow of CU1,000

may be received in one year, two years or threesywih probabilities of 10 per

cent, 60 per cent and 30 per cent, respectivelge dxample below shows the
computation of expected present value in that Bitna

Present value of CU1,000 in 1 year at 5% CU952.38
Probability 10.00% CU95.24
Present value of CU1,000 in 2 years at 5.25% CuU902.73
Probability 60.00% CU541.64
Present value of CU1,000 in 3 years at 5.50% Cus851.61
Probability 30.00% CU255.48
Expected present value CuU892.36

The expected present value of CU892.36 differmftbe traditional notion of a
best estimate of CU902.73 (the 60 per cent protgbili A traditional present

value computation applied to this example requéreecision about which of the
possible timings of cash flows to use and, accoigingould not reflect the

probabilities of other timings. This is because thiscount rate in a traditional
present value computation cannot reflect unceresnih timing.
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A10

All

Al12

A13

Al4

The use of probabilities is an essential elem@ithe expected cash flow
approach. Some question whether assigning protiedilio highly subjective
estimates suggests greater precision than, in éxetts. However, the proper
application of the traditional approach (as desatilm paragraph A6) requires the
same estimates and subjectivity without providing¢bmputational transparency
of the expected cash flow approach.

Many estimates developed in current practiceaaly incorporate the elements of
expected cash flows informally. In addition, acdaumts often face the need to
measure an asset using limited information aboetptobabilities of possible
cash flows. For example, an accountant might béraoted with the following
situations:

(a) the estimated amount falls somewhere between @8CU250, but no
amount in the range is more likely than any othmoant. Based on that
limited information, the estimated expected caslwfis CU150 [(50 +
250)/2].

(b) the estimated amount falls somewhere between @d8A U250, and the
most likely amount is CU100. However, the probalkeiitattached to each
amount are unknown. Based on that limited inforomgtithe estimated
expected cash flow is CU133.33 [(50 + 100 + 250)/3].

(c) the estimated amount will be CU50 (10 per cenbability), CU250 (30
per cent probability), or CU100 (60 per cent probighi Based on that
limited information, the estimated expected caslwfis CU140 [(50 x
0.10) + (250 x 0.30) + (100 x 0.60)].

In each case, the estimated expected cash flonkédy lito provide a better
estimate of value in use than the minimum, mostljikor maximum amount
taken alone.

The application of an expected cash flow apprdacsubject to a cost-benefit
constraint. In some cases, an entity may havesadoeextensive data and may
be able to develop many cash flow scenarios. larathses, an entity may not be
able to develop more than general statements dheutariability of cash flows
without incurring substantial cost. The entity redd balance the cost of
obtaining additional information against the aduitil reliability that information
will bring to the measurement.

Some maintain that expected cash flow technigaes inappropriate for
measuring a single item or an item with a limitedniver of possible outcomes.
They offer an example of an asset with two possibianes: a 90 per cent
probability that the cash flow will be CU10 and adEd cent probability that the
cash flow will be CU1,000. They observe that the etgu cash flow in that
example is CU109 and criticise that result as n@regenting either of the
amounts that may ultimately be paid.

Assertions like the one just outlined reflect erging disagreement with the
measurement objective. If the objective is accatmuh of costs to be incurred,
expected cash flows may not produce a represergdliidaithful estimate of the
expected cost. However, this Standard is concerndtl wieasuring the
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recoverable amount of an asset. The recoverabtmum@tnof the asset in this
example is not likely to be CU10, even though feahe most likely cash flow.

This is because a measurement of CU10 does notpmate the uncertainty of
the cash flow in the measurement of the asseteddsthe uncertain cash flow is
presented as if it were a certain cash flow. Nanati entity would sell an asset
with these characteristics for CU10.

Discount rate

Whichever approach an entity adopts for meagutie value in use of an asset,
interest rates used to discount cash flows shouldaftect risks for which the
estimated cash flows have been adjusted. Otherwise,effect of some
assumptions will be double-counted.

When an asset-specific rate is not directly labé from the market, an entity
uses surrogates to estimate the discount rate.pUipose is to estimate, as far as
possible, a market assessment of:

(@) the time value of money for the periods uritéd £nd of the asset’s useful
life; and

(b) factors (b), (d) and (e) described in paragr&dh to the extent those
factors have not caused adjustments in arrivirgstitnated cash flows.

As a starting point in making such an estimdte,entity might take into account
the following rates:

(a) the entity’s weighted average cost of capitadéeined using techniques
such as the Capital Asset Pricing Model;

(b) the entity’s incremental borrowing rate; and
(c) other market borrowing rates.
However, these rates must be adjusted:

(a) to reflect the way that the market would asséms dpecific risks
associated with the asset’s estimated cash flows; and

(b) to exclude risks that are not relevant to thee#is estimated cash flows or
for which the estimated cash flows have been adjusted

Consideration should be given to risks such as trpuisk, currency risk and
price risk.

The discount rate is independent of the entitgpital structure and the way the
entity financed the purchase of the asset, beddwestiture cash flows expected
to arise from an asset do not depend on the way ichvthe entity financed the

purchase of the asset.

Paragraph 55 requires the discount rate usbd topre-tax rate. Therefore, when
the basis used to estimate the discount rate istposthat basis is adjusted to
reflect a pre-tax rate.
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A21 An entity normally uses a single discount ratetfi@ estimate of an asset’s value
in use. However, an entity uses separate discoues ffar different future
periods where value in use is sensitive to a diffeedn risks for different periods
or to the term structure of interest rates.
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Appendix B
Amendment to IAS 16

The amendment in this appendix shall be applied vemeantity applies IAS 1Broperty,
Plant and Equipmen(as revised in 2003). It is superseded when B8 airment of
Assets(as revised in 2004) becomes effective. This appearglaces the consequential
amendments made by IAS 16 (as revised in 2003) tB@ABpairment of Assetéissued in
1998). IAS 36 (as revised in 2004) incorporatesrrguirements of the paragraphs in this
appendix. Consequently, the amendments from IASad6eyised in 2003) are not
necessary once an entity is subject to IAS 36 deised in 2004). Accordingly, this

appendix is applicable only to entities that elecapply IAS 16 (as revised in 2003) before
its effective date.

Kkkkk

The text of this appendix has been omitted fromvtiliame.
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Appendix C
Impairment testing cash-generating units with goodw ill
and non-controlling interests

This appendix is an integral part of the Standard.

C1 In accordance with NZ IFRS 3 (as revised in 2068),acquirer measures and
recognises goodwill as of the acquisition date asettcess of (a) over (b) below:

(a) the aggregate of:

0] the consideration transferred measured in a=mwe with
NZ IFRS 3, which generally requires acquisition-datevalue;

(i)  the amount of any non-controlling interest ithe acquiree
measured in accordance with NZ IFRS 3; and

(i)  in a business combination achieved in stagles,acquisition-date
fair value of the acquirer’s previously held equityerest in the
acquiree.

(b) the net of the acquisition-date amounts ofitteatifiable assets acquired
and liabilities assumed measured in accordanceNdtiFRS 3.

Allocation of goodwill

c2 Paragraph 80 of this Standard requires goodwdtjumed in a business
combination to be allocated to each of the acgsireash-generating units, or
groups of cash generating units, expected to hefrefn the synergies of the
combination, irrespective of whether other assetgabilities of the acquiree are
assigned to those units, or groups of units. pioissible that some of the synergies
resulting from a business combination will be altedato a cash-generating unit
in which the non-controlling interest does not hamenterest.

Testing for impairment

C3 Testing for impairment involves comparing theoserable amount of a cash-
generating unit with the carrying amount of the egeherating unit.

Cc4 If an entity measures non-controlling interessits proportionate interest in the
net identifiable assets of a subsidiary at the &sitipn date, rather than at fair
value, goodwill attributable to non-controlling imntsts is included in the
recoverable amount of the related cash-generatiitdout is not recognised in the
parent’s consolidated financial statements. As aeguence, an entity shall gross
up the carrying amount of goodwill allocated to thwt to include the goodwill
attributable to the non-controlling interest. Thdjusted carrying amount is then
compared with the recoverable amount of the uniteti@rmine whether the cash-
generating unit is impaired.
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Allocating an impairment loss

Paragraph 104 requires any identified impairmess to be allocated first to

reduce the carrying amount of goodwill allocatedh unit and then to the other
assets of the unit pro rata on the basis of theyiogramount of each asset in the
unit.

If a subsidiary, or part of a subsidiary, witm@n-controlling interest is itself a
cash-generating unit, the impairment loss is atkxtdetween the parent and the
non-controlling interest on the same basis as ¢matwhich profit or loss is
allocated.

If a subsidiary, or part of a subsidiary, witha@n-controlling interest is part of a

larger cash-generating unit, goodwill impairmensks are allocated to the parts
of the cash-generating unit that have a non-cdirtgpinterest and the parts that
do not. The impairment losses should be allocatedhé parts of the cash-

generating unit on the basis of:

(@) to the extent that the impairment relates todgall in the cash-generating
unit, the relative carrying values of the goodwillthe parts before the
impairment; and

(b) to the extent that the impairment relates entdiable assets in the cash-
generating unit, the relative carrying values @ tiet identifiable assets of
the parts before the impairment. Any such impairnigrallocated to the
assets of the parts of each unit pro rata on this loh the carrying amount
of each asset in the part.

In those parts that have a non-controlling intertest impairment loss is allocated
between the parent and the non-controlling intevesthe same basis as that on
which profit or loss is allocated.

If an impairment loss attributable to a non-caolting interest relates to goodwill

that is not recognised in the parent’s consoliddiedncial statements (see
paragraph C4), that impairment is not recognised gsodwill impairment loss.

In such cases, only the impairment loss relatintp¢éogoodwill that is allocated to
the parent is recognised as a goodwill impairmesg.lo

lllustrative Example 7 illustrates the impairmhégsting of a non-wholly-owned
cash-generating unit with goodwill.
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