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Impairment of assets - the minimum requirements

AASB 136 'Impairment of Assets' has made substantial changes to the way we account for asset impairment. AASB 136
has also instituted annual requirements on both companies and their auditors.

The base requirement on all companies is to establish a set of impairment indicators which must be reviewed at each
reporting date. If any such indication exists, the entity shall estimate the recoverable amount of the asset. AASB 136
provides the following impairment indicators as a minimum:

External sources of information:

* during the period, an asset's market value has declined significantly more than would be expected as a result of the
passage of time or normal use

* significant changes with an adverse effect on the entity have taken place during the petiod, or will take place in the near

future, in the technological, market, economic or legal environment in which the entity operates or in the market to

which an asset is dedicated

market interest rates or other market rates of return on investments have increased during the period, and those

increases are likely to affect the discount rate used in calculating an asset's value in use and decrease the asset's

recoverable amount materially and

the carrying amount of the net assets of the entity is more than its market capitalisation.




Impairment of assets - the minimum requirements (cont.)

In measuring value in use the entity shall:

* base cash flow projections on reasonable supportable
assumptions

* base cash flow projections on the most recent financial

budgets/forecasts approved by management

exclude cash flows expected to arise from future

restructuring (to which the entity is not committed)

exclude cash flows based on improving or enhancing the

asset's performance

* base projections on a five year maximum period (unless a
longer period can be justified) and

* estimate cash flows beyond the period covered in the
budget/forecast using steady or declining growth rates.

Future cash flow estimates shall not include:

* cash flows from financial activities or
* income tax receipts or payments.

The discount rate used must be a pre-tax rate that reflects
the current market assessment of the:

* time value of money and
* risks specific to the asset (not already included in
estimating the future cash flows).

Cash Generating Units

If there is any indication that an asset may be impaired,
recoverable amount shall be estimated for the individual
asset. If itis not possible to estimate the recoverable
amount of the individual asset, an entity shall determine the
recoverable amount of the cash-generating unit to which
the asset belongs (the asset's cash-generating unit).

AASB 136 defines a cash-generating unit (CGU) as the
smallest identifiable group of assets that generates cash
inflows that are largely independent of the cash inflows
from other assets or groups of assets.

Defining CGUs requires a substantial degree of
professional judgement. As such, it is important that a
company has provided supportable assumptions as to their
selection of CGUs including internal managements
structures and reporting.




Impairment of assets - the minimum requirements (cont.)

Not-for-profits

AASB 136 provides additional guidance to not-for-profit entities, including:

where the future economic benefits of an asset are not primarily dependent on the asset's ability to generate net cash
inflows and where the entity would, if deprived of the asset, replace its remaining future economic benefits, value in use
shall be determined as the depreciated replacement cost of the asset

depreciated replacement cost is defined as the current replacement cost of an asset less, where applicable, accumulated
depreciation calculated on the basis of such cost to reflect the already consumed or expired future economic benefits of

the asset. The current replacement cost of an asset is its cost measured by reference to the lowest cost at which the gross
future economic benefits of that asset could currently be obtained in the normal course of business

an impairment loss on a revalued asset is recognised directly against any revaluation reserve in respect of the same class of
asset to the extent that the impairment loss does not exceed the amount in the revaluation reserve for that same class of

asset, and
areversal of an impairment loss on a revalued asset is credited directly to equity under the heading revaluation reserve.
Howevert, to the extent that an impairment loss on the same class of asset was previously recognised in profit or loss, a

reversal of that impairment loss is also recognised in profit or loss.
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Financial Instruments - what you need to know

Hedging

AASB 139 'Financial Instruments: Recognition and
Measurement' has instituted a number of new requirements
relating to hedge accounting a company must satisfy prior
to being able to use hedge accounting;

Hedge accounting attempts to match the timing of profit or
loss recognition on the derivative with that item being
hedged, but hedge accounting can only be applied when the
derivative meets certain criteria. To qualify as a hedge an
entity must:

* identify the type of hedging relationship - fair value, cash
flow or net investment

* identify the hedge item(s) or transaction

* identify the nature of the risk being hedged and the
period being hedged

* identify the type of hedging instrument

* demonstrate that the hedge will be 'highly effective' in
reducing risk exposure

* monitor effectiveness.

At each of the steps documentation is required to be
prepared and maintained. On transition to A-IFRS a
company must ensure that the relevant hedging
documentation is developed prior to the date of transition
to AASB 139 (i.e. if the exemption not to provide
comparatives under AASB 139 is invoked in an entity's first
A-IFRS report the documentation is required as at the
beginning of actual petiod).

Assessing hedge effectiveness

A hedge is regarded as highly effective only if both of the

following conditions are met.

* At the inception of the hedge and in subsequent periods,
the hedge is expected to be highly effective in achieving
offsetting changes in fair value or cash flows attributable
to the hedged risk during the period for which the hedge is
designated. Such an expectation can be demonstrated in
vatious ways, including a comparison of past changes in
the fair value or cash flows of the hedged item that are
attributable to the hedged risk with past changes in the fair
value or cash flows of the hedging instrument, or by
demonstrating a high statistical correlation between the
fair value or cash flows of the hedged item and those of
the hedging instrument.
* The actual results of the hedge are within a range of 80
125 per cent.

Effectiveness is assessed, at a minimum, at the time an
entity prepares its annual or interim financial report. To the
extent a hedge is ineffective the ineffectiveness is recorded
in the income statement.

Derivatives

AASB 139 requires all derivatives (except those classified as
effective hedges) to be classified as Held-for-trading
financial instruments and recorded at fair value with
variations recorded through the Income Statement.

Loan covenants

The introduction A-IFRS has resulted in a substantial
change in many company's Balance Sheets, as such, for
many companies this has resulted in a breach of loan
covenants. Therefore, it is important that companies review
their loan covenants especially for their first set of A-IFRS
accounts. The vast majority of financial institutions are
aware of the likely impact of the introduction of A-IFRS
and are accommodating customers by adjusting covenants
to reflect the new A-IFRS position or creating a greater
emphasis on cash covenants.



Financial Instruments - what you need to know (cont.)




Earnings per share - what has changed

Earnings amount: basic and diluted EPS

AASB 133.9 and 30 require EPS amounts to be calculated for profit or loss attributable to ordinary equity holders of the
parent entity, and if presented, profit or loss from continuing operations attributable to those equity holders. AASB
1027.5.1 and 14.1 require that EPS amounts be calculated for net profit or loss.

Shares to be included in the weighted average number of shares calculation for basic EPS

AASB 133.21 and AASB 1027.6.1.3, 6.1.5 and 6.1.6 comment on the inclusion of shares in the weighted average number of
shares calculation for basic EPS. AASB 133.21 comments that in most cases, shares are included in the weighted average
number of shares from the date that consideration is receivable (which is generally the date of their issue), and includes
examples not provided in AASB 1027, namely:

* where ordinary shares are issued for the rendering of services to the entity

* where ordinary shares are issued in exchange for cash and

* where ordinary shares are issued in exchange for the settlement of a liability of the entity.

Contracts settled in either cash or shares

AASB 1027 does not specifically deal with contracts that may be settled in ordinary shares or cash. AASB 133.58 requires
an entity to presume that contracts that may be settled in ordinary shares or cash at the entity's option will be settled in
ordinary shares. The resulting potential ordinary shares are included in diluted EPS if the effect is dilutive.
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