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IFRS Refresher

Clare Jones

Agenda

 Applying the key accounting principles in Impairment of Assets (IAS 36), 
considering the identification of cash generating units and measuring the 
recoverable amount

 Understanding the classification of financial assets and applying the expected 
credit loss (ECL) simplified approach to trade receivables in accordance with 
IFRS 9 Financial Instruments

 Measuring goodwill in accordance with IFRS 3 Business Combinations and 
understanding the challenges in the accounting treatment

 High level overview of the distinction between estimates and judgements and 
the relevant disclosure requirements
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FRC publication 

IAS 36: 
IMPAIRMENT OF 

ASSETS
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Scope of IAS 36

In scope

• Property, plant and equipment
• Right of use assets
• Intangible assets
• Goodwill
• Investment property carried at cost
• Financial assets classified as 

subsidiaries, associates and joint 
ventures being accounted for at cost or 
using the equity method

Out of scope

• Inventories
• Contract assets and assets arising 

from costs to obtain or fulfil a contract
• Deferred tax assets
• Assets arising from employee benefits
• Financial assets
• Investment property at fair value
• Biological assets
• Insurance contract assets
• Non-current assets held for sale

Overview of the key considerations

When to test for 
impairment?

Testing asset or 
CGU?

Measuring the 
recoverable 

amount

Recognising an 
impairment loss 

correctly
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Indicators of impairment

External

• A significant decline in an asset’s value
• A significant adverse change in the 

technological, market, economic or legal 
environment

• An increase in market interest rates in 
the period, leading to a material decline 
in the asset’s recoverable amount

• The carrying amount of the net assets of 
an entity exceeding its market 
capitalisation

Internal

• Evidence of physical damage or 
obsolescence

• A significant adverse change in the 
extent or manner of use of an asset

• Evidence that the economic performance 
of an asset is or will be worse than 
expected

When an indication of impairment is identified, it may be appropriate to 
review the useful lives and residual values of the assets affected

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

Does the asset 
generate largely 

independent cash 
flows?

Asset vs Cash-generating units

Asset? CGU?
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CGU carrying value

CGU

Net working capital (entities have a choice whether 
to include, but must be consistent)

Directly attributable tangible and intangible assets

Allocated corporate assets (e.g. head office)

Allocated goodwill

Underlying principle

Recoverable 
amount

Fair value less 
costs of 
disposal

Value in use

Carrying 
amount

exceeds

higher of

An asset or cash-generating unit is impaired when:
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Calculating value in use

Value in use = the present value of the future cash flows 
expected to be derived from an asset

Estimate future cash 
inflows and outflows 
from the use and the  
ultimate disposal of 

the asset/CGU

Apply an appropriate 
discount rate to 
those cash flows

Basic VIU illustrative example

TotalYr 3-5Yr 2Q4Q3 Q2Q1

xxxxxxCash in flows

2.0%2.0%Growth rate

xx

(x)(x)(x)(x)(x)(x)Cash outflows

xxxxxxNet cash flows

5%5%Pre-tax discount 
rate

xxxxxxx

xTerminal value

XXTotal

What are the 
challenges?
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Challenges

Identification of 
CGU Cash flows Growth rate

Discount rate Assumptions

Identifying CGUs

Your clients?
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VIU – Future cash flows considerations
Based on reasonable and supportable assumptions. Use most recent approved 
budgets/forecasts and extrapolate using reliable growth rate 

Exclude income tax cash flows, financing cash flows and cash flows in relation to future 
restructuring, effects of improving or enhancing the asset’s performance 

Maximum period of five years unless a longer period can be justified 

Consider impact of climate related matters in cash flows

Foreign currency cash flows, consider currency in which they will be generated

VIU – Growth rate

• To estimate cash flow projection beyond the period covered by 
most recent budgets, extrapolate using a steady or declining 
growth rate for subsequent years

• The growth rate shall not exceed the long-term average 
growth rate for the product, industries or countries in which the 
entity operates
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VIU – Discount rate

The discount rate should be a pre-tax rate reflecting current 
market assessments of the time value of money and risks 

specific to the asset for which the future cash flow estimates 
have not been adjusted

The rate implicit in current 
market transactions for 

similar assets 

The weighted average cost 
of capital of a listed entity 

that has an asset similar to
the asset under review

Discount rates
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Source: Tesco plc annual report 2024

Source: Tesco plc annual report 2024
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Fair value measurement considerations

Binding sales agreement price

Recent transactions in similar market
• Same asset, similar characteristics (nature, condition, age), same 

industry

Valuation technique (e.g. DCF, using market 
assumptions)

Fair value less costs to sell

Impairment recognition

Recognition

Charge to profit or loss

If relates to revalued asset treat as 
revaluation decrease (OCI), any 

excess to P/L

Allocate impairment loss to CGUs:

- Initially to goodwill

- Then pro rata amongst remaining 
assets

Reversal

Not allowed against goodwill

Pro rata amongst assets in 
CGU

21

22



Overview of the key disclosures
Explanation of the events and circumstances that led to impairment

A description of the CGU and how it was determined and how the recoverable 
amount was measured

If the CGU includes goodwill or intangibles with indefinite life, further information 
including key assumptions, sources of information and discount rates

Encouraged to disclose assumptions used

IAS 1 - Sources of estimation uncertainty - Information about the assumptions it 
makes about the future, and other sources of estimation uncertainty, that have a 
significant risk of resulting in a material adjustment to carrying values next year

Disclosures 

What goes wrong

No explanation of how CGUs have 
been determined and measured

Poor information on key 
assumptions used and sensitivity 
analysis

No explanation on the discount 
rate used

What to consider

Identify the smallest identifiable 
group of cash flows, consider 
management reporting 

What is the ‘headroom’ in growth 
rate, discount rate

Required to use pre-tax rate (often 
post tax used), consider risk free 
rate, country, currency etc
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Impairments

Source: FRC Annual Review of Corporate Reporting 2024/25 

IFRS 9: FINANCIAL 
INSTRUMENTS
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Financial instruments: Scope

Which of the following meet the definition of a financial 
instrument?

1. Bank balances and overdrafts

2. Prepayments

3. Trade receivables & payables

4. Tax creditors

Overview of IFRS 9 

Simplified approach and driven by an entity’s 
business model and the instrument’s cash 
flow characteristics

Classification 
and 

measurement

A forward-looking approach, using an 
expected loss model. Simplified approach for 
some trade receivables

Impairment 
methodology 

Aligns the entity’s risk management strategies 
with the accounting treatment

Hedge 
accounting  
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Financial instruments
Common challenges

Appropriate classification and 
subsequent measurement of 
financial instruments

Measuring the ECL provision 
appropriately

The extensive disclosure 
requirements in IFRS 7 

Considerations

The business model and SPPI

Has simplified approach been 
taken? Any changes to portfolio and 
risk? Use historical and forward-
looking information

Look at credit risk, liquidity risk, 
market risk to satisfy disclosure 
requirements 

Classification of financial assets
Are there contractual cash flows 

that are solely the payment of principal 
and interest (SPPI)?*

Amortised
cost

Is the business model’s objective 
achieved both by collecting 

contractual cash flows and by 
selling?

Is the business model’s objective to 
hold and collect contractual cash 

flows only?

Fair value through P&L 
(FVTPL)

Fair value 
through OCI 

(FVTOCI)

Yes

Yes

Yes

No

No

No

Source: ifrs.org
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Trade 
receivables

Without a 
significant FC 
– invoice value

With a 
significant FC 
– discounted 

PV

Loans 
receivable

Usually 
amortised cost

Consider inter-
company 

loans

Equity 
investments

Fair value 
through P&L

Irrevocable 
election for 

FVTOCI

Subsidiaries, 
associates & 

JVs

Scoped out

Cost available

Measurement of financial assets

Financial liabilities

Amortised cost

Amortised cost 
calculation

E.g. Loan payable

FVTPL
Fair value

- Reference to an active 
market

- Valuation technique

E.g. Derivatives

Reclassification is not permitted
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Three stage impairment model

Stage 3Stage 2Stage 1
Credit impairedSignificantly 

increased credit risk
At initial recognition,
Low credit risk

Recognise full 
lifetime expected 
credit losses

Recognise full 
lifetime expected 
credit losses

Recognise 12-month 
expected credit 
losses

Impairment
recognition

Calculated on net 
carrying amount

Calculated on gross 
carrying amount

Calculated on gross 
carrying amount

Interest 
revenue

Deterioration in credit quality of financial assets since initial recognition

Expected credit losses (ECL)

Lifetime ECL

The expected credit losses 
that result from all possible 

default events over the 
expected life of a financial 

instrument

12 month ECL

The portion of lifetime ECL 
that represent the ECL that 

result from default events on 
that are possible within the 12 

months after the reporting 
date (apply a weighted 
probability of a default 

occurring in the next 12 
months by full lifetime ECL)
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Trade receivables – simplified approach for 
impairment

Group trade 
receivables that 
share the same 
or similar credit 

risk 
characteristics

Use historical 
credit loss 

experience to 
determine 

expected loss 
rate

Adjust for 
observable data 

that reflects 
current and 

future forecast 
conditions
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• For trade receivables with no significant financing element 
recognise lifetime ECL 

• Entities often use a provision matrix

Burberry Group PLC

Source: Burberry group plc annual report

35

36



Disclosures 

What goes wrong

Limited information on classes of 
financial assets and liabilities 

Insufficient detail on ECL 
measurements and judgements used 

Missing some IFRS 7 disclosures

What to consider

Look at the business model, why 
holding financial assets and 
liabilities. Disclose different 
categories 

Has the simplified approach been 
taken? Any changes to portfolio and 
risk? What historical and forward-
looking information is used

Provide, credit, liquidity and market 
risk disclosures

Financial instruments

Source: FRC Annual Review of Corporate Reporting 2024/25 
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IFRS 3: BUSINESS 
COMBINATIONS

Goodwill calculation

A
C
Q
U
I
S
I
T
I
O
N

Identify a business, it shall include: inputs + processes = outputs

1) Consideration transferred, including cash, deferred cash, 
equity instruments
2) Any contingent consideration – measured at FV

NCI measured at FV or %NA

1) Assets and liabilities acquired measured at FV
2) Include intangible assets not on acquiree’s balance sheet (eg 
customer contracts, brand etc)
3) Recognise and measure any contingent liabilities of acquiree
4) Deferred tax considerations on FV adjustments
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Total consideration

• How shall these arrangements be treated?

The terms of the acquisition include a retention bonus plan for 
entity B’s 4 senior employees of up to £1m payable in 8 months 

time.

The terms of the acquisition include offering the senior 
management team a share option arrangement to remain in 

employment for at least 1 year. 

Intangible assets

Intangible 
assets

Tangible assets and 
liabilities

Goodwill

Marketing related

- Brands

- Trademarks

- Domain names

Customer related

- Contracts

- Relationships

- Lists

Technology 
related

- Software

- Patent

- Database

Other

- Certain leases

- Plays
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Measurement period

• May adjust for provisional figures used in calculation of 
goodwill in the period of 12 months after the acquisition date

• Ends earlier if acquirer receives information regarding 
provisional values used

Other points – deferred tax

• Recognise and measure a deferred tax asset or liability arising 
from the assets acquired and liabilities assumed in a business 
combination

Will impact the 
identifiable net assets 

and consequently 
goodwill
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Illustration

• Entity P acquires 80% of the share capital of entity S on 1 March
2026 for £4m cash and agreed to pay a further £1m on 31 December 
2026

• At the acquisition date the book value of entity S’s net assets is 
£4.5m (share capital £500k, reserves £4.0m)

• As part of the acquisition, fair value adjustments relating to property 
of £1.2m and customer contracts of £200k were recognised 

• NCI is measured using proportionate method

• The acquisition related costs totalled £250k

• Assume tax rate of 25% (ignore deferred tax on the customer 
contracts)

• Calculate goodwill at 1 March 2026

P

S

Goodwill

What are some of the expected annual 
consolidation adjustments to consider in relation 
to the previous example
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Proportionate vs full goodwill 

• NCI measured at non-controlling interest’s 
proportionate share of the subsidiary’s identifiable 
net assets

• Consolidated financial statements only recognise 
the parent’s share of goodwill

Proportionate 
goodwill 
method

• NCI measured at fair value as determined by the 
directors of the acquiring company

• Consolidated financial statements include all of the 
goodwill attributable to the acquired subsidiary

Full goodwill 
method

Recognition of goodwill

Positive goodwill

Subject to 
annual 

impairment

(allocate to 
CGU)

Negative goodwill –
Gain on bargain 

purchase

Recognise 
in P/L 

immediately
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Consolidations

JUDGEMENTS AND 
ESTIMATES
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Judgements & estimates

• Management often use judgement 
when applying an accounting 
policy

• Disclosure required of judgements 
made by management, apart from 
those involving estimates, that 
have the most significant effect on 
the amounts recognised in the 
financial statements

Judgements

• Monetary amounts in financial 
statements that are subject to 
measurement uncertainty

• Disclosure required about the  
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 within 
the next financial year

Estimates

Judgement or estimate?

1. Timing of revenue recognition

2. Forecast future profits to assess recoverability of a deferred 
tax asset

3. Lease term

4. Margin assumptions in a value in use assessment

5. If a financial instrument is basic or other
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FRC publication
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Wrap up

• Understanding the 
accounting requirements 
and common challenges 
in some of the more 
complex areas, goodwill, 
impairment of assets, ECL 
provisions and 
judgements and estimates

Any questions

Thank you
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Suggested 
solutions

Financial instruments: Scope

1. Bank balances and overdrafts

2. Prepayments

3. Trade receivables & payables

4. Tax creditors
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Suggested solution

£000’s£000’s

5,000Consideration (4 + 1)

1,120Add NCI (20% x 5,600)

Less 80% x FV net assets acquired

4,500- Net assets at acquisition date

1,200- FV increase on property

200- Intangible assets: customer 
contract

(300)- Deferred tax (1,200 x 25%) 

(5,600)5,600

520Goodwill

CR
£000s

DR
£000s

Journal

520Dr Goodwill

1,200Dr PPE

200Dr Intangible assets 
(customer contract)

300Cr Deferred tax

500Dr Share capital

4,000Dr Reserves

1,120Cr NCI

5,000Cr Cost of investment

250Dr P&L (acquisition costs)

250Cr Cash

6,6706,670

Judgement or estimate?

1. Timing of revenue recognition

2. Forecast future profits to assess recoverability 
of a deferred tax asset

3. Lease term

4. Margin assumptions in a value in use 
assessment

Judgement

Estimate

Judgement

Estimate
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The content of this course, along with the slides and accompanying notes, remains the copyright of the presenter and should not 
be reproduced, shared, distributed or provided to generative artificial intelligence (Gen AI) language models (or equivalent) 
without permission.

Where this document contains public sector information, this is licensed under the Open Government Licence v3.0 
(www.nationalarchives.gov.uk/doc/open-government-licence/version/3/). 

Where reference is made to professional body websites, the copyright for the material in question is retained by the relevant
professional body. UK Accounting, Auditing and Ethical Standards are © Financial Reporting Council Ltd (FRC) 
(https://www.frc.org.uk/about-the-frc/procedures-and-policies/disclaimer-and-copyright).

20:20 Innovation cannot accept responsibility for any person acting or refraining to act as a result of any material contained in this 
document or information otherwise shared during or after the training course to which it relates.
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