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This IFRS refresher provides a high-level overview and awareness of the key
considerations in applying the principles within the relevant standards selected.

The nature and size of the balances/transactions and the industry of the entity will
determine the complexity and challenges.

All standards can be accessed at www.ifrs.org

AU FRC publications referred to in the webinar can be accessed at www.frc.org.uk

IAS 36 requires an entity to ensure that an asset is not carried at more than its
recoverable amount. At each reporting date, the entity considers whether there is any
indication that an asset or cash-generating unit (CGU) may be impaired. If the carrying
amount exceeds the recoverable amount, an impairment loss is recognised for the
difference.

An impairment test is performed when there is an indication of impairment and at least
annually for CGUs (or groups of CGUs) which include allocated goodwill and/or
intangible assets with indefinite useful lives (and intangible assets not yet available for
use). The annual test may be performed at any time during the year, provided it is
performed at the same time each year; it does not remove the requirement to test when
indicators of impairment arise.

Indicators of impairment may be external (for example, a significant decline in market
value, adverse changes in the technological/market/economic or legal environment, or
increases in market interest rates) or internal (for example, evidence of obsolescence or
physical damage, plans to discontinue or restructure an operation, or performance
worse than expected).

A CGU is the smallest identifiable group of assets that generates cash inflows that are
largely independent of the cash inflows from other assets or groups of assets.
Identifying CGUs may be straightforward in some businesses but may require
judgement where assets generate cash inflows together. Examples may include
individual retail stores, individual hotels, or distinct service lines.

The carrying amount of a CGU comprises the carrying amounts of the assets that can
be attributed directly, or allocated on a reasonable and consistent basis, to the CGU.
Corporate assets (e.g. head office buildings, central IT systems, distribution assets) are
allocated to individual CGUs where they can be allocated on a reasonable and
consistent basis; otherwise, the impairment test may need to be performed for the


http://www.ifrs.org/
http://www.frc.org.uk/

smallest group of CGUs that includes the CGU and to which the corporate asset can be
allocated. Goodwill is allocated to the CGU(s) (or groups of CGUs) expected to benefit
from the synergies of the business combination, at the lowest level within the entity at
which itis monitored for internal management purposes, and not larger than an
operating segment. This allocation is judgemental and should be supported by how the
business monitors goodwill and expected synergies.

The recoverable amount is the higher of fair value less costs of disposal (FVLCD) and
value in use (VIU).

Depending on the nature of the asset or CGU, it may be impracticable to determine
FVLCD reliably, for example, where there is no observable market and insufficient
information to apply an appropriate valuation technique. In such cases, the recoverable
amount may be determined using VIU. It is not always necessary to calculate both
FVLCD and VIU: if either exceeds the carrying amount, the asset/CGU is not impaired.

Value in use is the present value of the future cash flows expected to be derived from an
asset or CGU. It requires (a) estimating future cash inflows and outflows from
continuing use of the asset/CGU and from its ultimate disposal, and (b) discounting
those cash flows using an appropriate discount rate. Significant judgement is often
involved, particularly in assumptions about forecast cash flows, the discount rate,
growth rates and terminal value. Sensitivity analysis is commonly required to
understand the impact of reasonably possible changes in key assumptions.

When estimating VIU cash flows, IAS 36 requires the cash flow projections to reflect the
asset/CGU in its current condition. Accordingly, cash flow estimates should generally
exclude: (i) cash flows from future restructurings to which the entity is not yet
committed (and related future outflows/savings), (ii) cash flows from future
enhancements or performance improvements that would improve or increase the
asset/CGU beyond its current condition, (iii) financing cash flows (e.g., interest,
principal repayments, dividends) because the discount rate is intended to reflect how
the market prices time value of money and risks, and (iv) income tax receipts/payments
(VIU is determined on a pre-tax basis). Cash flows should include those necessary to
generate the forecast results, such as revenues, direct costs, relevant overheads,
working capital movements, and maintenance capital expenditure, as well as estimated
cash flows from ultimate disposal.

IAS 36 requires assumptions to be reasonable and supportable and, where practicable,
consistent with external evidence. Examples of supporting evidence include
board-approved budgets/forecasts, observable market data, and external long-term
growth information. Entities should identify the key assumptions driving recoverable
amount, perform sensitivity analysis where relevant, and ensure the disclosures explain
those assumptions clearly.



Where cash flows are extrapolated beyond the period covered by budgets/forecasts, the
growth rate used should not exceed the long-term average growth rate for the products,
industries or countries in which the entity operates, unless a higher rate can be justified.

For VIU, IAS 36 requires the use of a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset/CGU for
which the future cash flow estimates have not been adjusted. Care is needed to avoid
double countingrisk (i.e., the same risk should be reflected either in the cash flows or in
the discount rate, but not both). In practice, entities often model using post-tax cash
flows and a post-tax discount rate. However, the equivalent pre-tax rate remains a
disclosure requirement and may need to be derived for disclosure purposes.

Impairment losses are recognised in profit or loss unless the asset is carried at a
revalued amount under another Standard, in which case the impairment is treated as a
revaluation decrease, to the extent it relates to a revaluation surplus. The impairment
loss shall be allocated to the CGU, first against the goodwill balance and then
proportionately to the remaining assets in the CGU. Impairment losses for assets other
than goodwill are reversed when there has been a change in the estimates used to
determine recoverable amount. Reversals are recognised in profit or loss (or as a
revaluation increase where applicable). Impairment losses recognised for goodwill are
not reversed.

IAS 36 disclosure requirements can be extensive, including: the events and
circumstances leading to the impairment (or reversal); the amount recognised and
where it is presented in the financial statements; a description of the CGU (or group of
CGUs) and how recoverable amount was determined (VIU or FVLCD); and, where a CGU
includes goodwill or indefinite-life intangibles, the key assumptions used (e.g., cash
flow projections period, growth rates, discount rate), management’s approach to
determining those assumptions, and sensitivity to reasonably possible changes in key
assumptions (where applicable).

Entities should also consider disclosure of key sources of estimation uncertainty under
IAS 1, including information about assumptions and other major sources of estimation
uncertainty that have a significant risk of resulting in a material adjustment to carrying
amounts within the next financial year. This is often relevant to impairment testing
because recoverable amount calculations can be highly sensitive to assumptions such
as forecast cash flows, discount rates and long-term growth rates.

IFRS 9 establishes principles for the recognition and measurement of financial
instruments, aiming to enhance transparency and comparability in financial reporting.
The standard covers three key areas: the classification and measurement of financial
instruments, the impairment approach for financial assets through an expected credit



loss model, and hedge accounting to better reflect risk management activities. This
paper focuses on the classification of financial assets and the expected credit loss
(ECL) allowance using the simplified approach, only.

IFRS 9 sets out a clear framework for classifying financial assets. The classification
applies a business model approach and identifying the contractual cash flows and
whether they are solely payments of principal and interest. Depending on the

assessment, the financial assets shall follow a measurement approach as follows:

e Amortised Cost: Assets held to collect contractual cash flows, where those
flows are solely payments of principal and interest.
e Fair Value Through Other Comprehensive Income (FVOCI): Assets held both
to collect cash flows and to sell.
e Fair Value Through Profit or Loss (FVTPL): Assets that do not meet the criteria
for the other categories, or are designated at FVTPL.
For example, trade receivables typically meet the requirements for amortised cost, as
they are held to collect contractual cash flows. Debt instruments may fall under FVOCI
if the business model involves both collecting and selling. Equity investments are
usually classified at FVTPL unless an irrevocable election is made for FVOCI at initial
recognition.

The classification may be challenging depending on the complexity of the financial
instruments. Recent amendment to IFRS 9 include guidance on when there are
contingent features and ESG features within the financial instrument.

IFRS 9 applies an ECL model for the impairment of financial assets. The ECL model
aims to provide early recognition of credit losses and incorporates forward-looking
information, enhancing the relevance of information. The impairment model applies to
financial assets measured at amortised cost, debt instruments measured at FVOCI,
contract assets, lease receivables, and certain loan commitments and financial
guarantee contracts. In all cases, ECL is an unbiased, probability-weighted estimate of
credit losses, discounted (where relevant) using the effective interest rate. For most
debtinstruments, IFRS 9 uses a three-stage model based on changes in credit risk
assessment and this can be a complex calculation.

For trade receivables, contract assets and lease receivables, where the risk profile is
typically straightforward and there is no significant financing component, entities are
permitted to use a simplified approach, which allows entities to recognise a loss
allowance equal to lifetime expected credit losses from initial recognition, thereby
removing the requirement to assess whether there has been a significant increase in



credit risk. In practice, this is commonly used for trade receivables and entities use a
provision matrix that estimates expected losses using:

e ageing buckets (for example current, 1-30 days past due, 31-60, 61-90, and >90
days past due or a structure that reflects collection patterns),

e historical loss rates, determine observed default/write-off experience for each
bucket over a representative period, ensuring the data reflects actual credit
losses (net of recoveries),

e adjusted for current conditions, incorporating known changes in customer mix,
dispute levels, concentration risk, and changes in credit policy or collection
practices, and

e adjusted for forward-looking information, considering reasonable and
supportable macroeconomic expectations (e.g., GDP growth, unemployment,
sector-specific indicators) and scenario weighting where used.

The resultant expected loss rates shall be applied to the receivables balance, by
multiplying the balance in each ageing bucket by the adjusted expected loss rate to
calculate the lifetime ECL allowance. This approach requires periodic review and
updates to reflect current circumstances.

Implementing IFRS 9 and the simplified ECL approach presents challenges. Accurate
data collection and estimation techniques are essential, particularly for entities with
diverse customer bases. Common difficulties include developing robust models for
lifetime ECL and integrating forward-looking information.

In addition, IFRS 7 disclosure requirements complement IFRS 9 by ensuring
transparency over credit risk and the ECL estimate. Entities should clearly explain the
basis of measurement for each class of financial assets. Disclosures detailing
impairment approach, include how the provision matrix (or other methodology) is
constructed, the key assumptions and inputs, including forward-looking information,
and how trade receivables are segmented and aged. IFRS 7 also requires a
reconciliation of movements in the loss allowance, information about credit quality and
concentrations of risk, and narrative explanations of changes in estimates, enabling
users of the financial statements to understand both the level of impairment recognised
and the judgments driving it.

Accountants and auditors should focus on data quality, model robustness, and regular
updates to maintain compliance and enhance financial reporting.

IFRS 3 Business Combinations establishes a comprehensive framework for accounting
for business acquisitions. The standard requires entities to carefully evaluate whether a
transaction constitutes a business combination, which involves more than just the
acquisition of assets—it must result in the purchase of a business with inputs and



processes capable of producing outputs. The acquisition method requires preparers to
identify the acquirer, recognise and measure consideration, recognise and measure
identifiable assets and liabilities, and determine any non-controlling interests presentin
the acquiree.

Goodwill arises when the purchase price, combined with the value of any non-
controlling interests, exceeds the identifiable net assets acquired. This process requires
careful measurement of consideration transferred, involving cash, equity instruments,
deferred cash and contingent consideration. This can involve complexity when the final
price is dependent on future events. Entities also need to consider whether payments
are part of the consideration transferred or relate to the ongoing activities of the
business and therefore should be accounted for separately.

A fundamental requirement is the fair value measurement of all identifiable assets and
liabilities at the acquisition date. This ensures transparency and comparability across
financial statements, but it often presents practical challenges. Intangible assets and
contingent liabilities, for instance, can be particularly difficult to value, frequently
requiring expert judgement and estimation techniques.

IFRS 3 requires the acquiree’s identifiable assets acquired and liabilities assumed to be
recognised and measured at fair value at the acquisition date in line with the IFRS 13 fair
value framework. Fair value is defined as an exit price—i.e., the price that would be
received to sell an asset or paid to transfer a liability—in an orderly transaction between
market participants at the measurement date. This means measurements should
reflect market-participant assumptions, use observable inputs where available, and
apply consistent valuation techniques. Many of the assets and liabilities book value will
reflect the fair value and require no fair value adjustment, for example, trade
receivables, cash and cash equivalents and trade payables. Common challenges arise
in the measurement of property, intangible assets and contingent liabilities. IFRS 3
requires recognition of identifiable intangibles separately from goodwill where they are
either separable (capable of being sold, licensed, rented or exchanged) or arise from
contractual or other legal rights. Common examples include customer relationships
and contracts, brands and trade names, technology and software, patents, licences
and order backlogs. Fair value is often estimated using specialist valuation models such
as the relief-from-royalty method (typically for brands, trade names, and licensed
technology), the multi-period excess earnings method (often for customer relationships
or technology that drives cash flows), and replacement cost approaches (sometimes
for software). Contingent liabilities are recognised where present obligations exist and
fair value can be measured reliably; this may involve probability-weighted expected
value techniques and requires consideration of uncertainty, the timing of outflows, and
the entity’s credit risk.



Furthermore entities shall consider the requirement for deferred tax on any fair value
adjustments and additional intangible assets.

IFRS 3 permits a provisional measurement period of up to 12 months from the
acquisition date when the initial accounting for a business combination is incomplete
by the reporting date. During this period, the acquirer may use provisional amounts for
items such as the fair value of identifiable assets acquired and liabilities assumed,
contingent consideration, and the resulting goodwill, provided the provisional amounts
reflect the best information available at the time. Adjustments made within the
measurement period are permitted only to reflect new information about facts and
circumstances that existed at the acquisition date (for example, receiving a final
valuation report). These measurement-period adjustments are accounted for
retrospectively and goodwill is updated accordingly.

Non-controlling interest is measured at either fair value or the percentage of net assets
and this is a choice on a transaction-by-transaction basis. This choice gives rise to two
commonly described approaches: the full goodwill method and the proportionate
(partial) goodwill method. Under the full goodwill method, the non-controlling interest
(NCI) is measured at fair value, so goodwill reflects goodwill attributable to both the
parent and the NCI (i.e. it captures the implied goodwill of 100% of the acquiree). In
contrast, under the proportionate goodwill method, NCl is measured as its
proportionate share of the acquiree’s identifiable net assets, meaning goodwill is
recognised only for the parent’s interest (goodwill attributable to the NCl is not
recognised). As a result, the full goodwill method typically produces a higher goodwiill
balance and, because goodwill is included in the impairment test, may also resultin
larger impairment losses being recognised in future periods (with the loss allocated
between the parent and NCl in accordance with the group’s presentation).

Under IFRS 3 Goodwill is subsequently tested forimpairment in accordance with IAS 36
Impairment of Assets. After initial recognition, goodwill is allocated to the acquirer’s
CGUs or groups of CGUs, that are expected to benefit from the synergies of the
combination. The carrying amount of each CGU (including allocated goodwill) is tested
for impairment at least annually and whenever indicators of impairment arise. If an
impairment loss arises, it is recognised in profit or loss and allocated to the CGU, first to
reduce goodwill. Importantly, impairment losses recognised for goodwill are not
reversed in subsequent periods.

Disclosure requirements under IFRS 3 are extensive. They provide detailed information
about the nature of the business combination, its financial effects, and the
methodologies used in the goodwill calculation.



Prepares and auditors must understand the distinction between accounting estimates
and judgements, and the related disclosures requirements.

An accounting estimate is an approximation used to measure items in the financial
statements where measurement uncertainty exists (for example, expected credit
losses, useful lives and residual values, provisions, fair value inputs, or impairment
assumptions). The disclosures include information on assumptions made about the
future, and other major sources of estimation uncertainty at the end of the reporting
period that have a significant risk of resulting in a material adjustment to the carrying
value of assets and liabilities in the next financial year.

Judgements are management decisions made in applying accounting policies, for
example determining whether control exists, identifying performance obligations,
determining lease term or determining CGUs. Disclosures include information on
judgements made by management, apart from those involving estimates, that have the
most significant effect on the amounts recognised in the financial statements.

A high-level refresher of the key principles in recognition and measurement of these
standards and awareness of some of challenges an entity faces. It is recommended to
read the standard to understand the requirements fully.

This training material is designed for the information of users. Every effort has been made to ensure that at the time of preparation the information
contained is accurate. Information within this training course is not designed to address a particular circumstance, individual, or entity, nor is it
intended to be a substitute for detailed research or the exercise of professional judgement. No responsibility for loss, however arising, to any person
acting or refraining from acting as a result of any material in this publication will be accepted by Clare Jones and One Two Financial Training Limited.
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