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IFRS in practice

Commodity prices raise concerns
over impairments

Questions on applying impairment guidance

At a glance
 Recent steep declines in commodity prices may affect impairment indicators for

energy and mining assets and require those assets to be tested for impairment for
the next interim financial statements.

 Significant judgments will be required in assessing whether impairment indicators
will require detailed impairment tests.

 Impairment calculations for interim financial statements are the same as those for
annual financial statements, however, the standards recognized that estimates may
be used to a greater extent in interim financial statements.

 Interim financial statements require disclosures about impairment losses or
reversals recognized in the interim period similar to those required for annual
financial statements.

 Coordinated efforts between management, its experts, the company’s auditors and
advisors are important considerations at an early stage to ensure any impairment
losses are adequately analyzed and explained to investors.

Introduction
Current economic conditions remain challenging for many energy and mining entities.
Concerns over the continuing financial instability in Europe, the tepid US economic
recovery and slowing economic growth in China have been contributing to highly volatile
market prices for commodities. For months now, commodity prices have weakened and,
in mid April, there was a steep decline in the prices of many commodities. This market
reaction was accompanied by a major sell off of equity securities of energy and mining
companies. These events raise many questions about the recoverability or valuation of
assets of these companies. Many companies may need to address these issues in their
next interim financial statements.

Impairment of assets for energy and mining companies is covered by a number of
different standards depending on the nature of the asset. Some of these standards are
complicated, and this can make getting the accounting and disclosures right more of a
challenge.

We have compiled some questions and answers on impairment of assets in the current
economic conditions for energy and mining companies. These questions and answers
provide practical guidance on impairment indicators to look out for, the recognition and
measurement of impairments in interim financial statements and what disclosures are
required.

Energy and mining
companies
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The responses to the questions relate to interim financial reporting based on the
application of IAS 34: Interim Financial Reporting. The responses may differ if an entity
is applying IFRSs other than IAS 34 for the preparation of its interim financial
statements.

Interim financial reporting
IAS 34 includes standards for the minimum content required in interim financial
statements, including disclosures and identifies the recognition and measurement
principles that should be applied in preparing those financial statements.

1. Are the impairment recognition and measurement principles in IFRSs,
other than IAS 34, applicable at interim reporting dates?

Yes. IAS 34 requires an entity to apply the same principles for recognizing and
measuring impairment losses or reversals as the entity would apply for its annual
financial statements. At each quarter end, entities are required to assess whether
any triggering events may have occurred that make detailed impairment
calculations necessary.

The requirements apply to inventory write-downs, impairment of financial assets
and impairment of non-financial assets.

IAS 34 requires an entity to use all information available when the interim financial
statements are being prepared and to ensure measurement procedures followed are
designed to result in information that is reliable. However, IAS 34 recognizes that
the preparation of interim financial statements may require a greater use of
estimation than annual financial statements. While this allows for the use of less
rigorous estimates, companies need to ensure that these estimates do not lead to
unreliable information being included in the financial statements.

Management should carefully consider whether a full analysis should be made to
accurately identify and measure any impairment. A thorough review may prevent
further adjustments in a subsequent quarter.

2. How is materiality assessed by management in the preparation of
interim financial statements?

IAS 34 requires that materiality be assessed in relation to the interim period
financial data. These decisions are not to be based on forecasted annual financial
data. This requirement applies to recognition, measurement, classification and
disclosure decisions. IAS 34 does not provide any detailed guidance on making
materiality decisions; however, it does recognize that interim measurements may
rely more on estimates than annual measurements.

Materiality decisions will require judgment. IAS 34 indicates that “the overriding
goal is to ensure that an interim financial report includes all information that is
relevant to understanding an entity’s financial position and performance during the
interim period.”
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IAS 34 does not provide any qualitative or quantitative factors that might be
considered by management in making materiality decisions. The factors used by
management for making annual materiality decisions are often used or adapted to
interim financial reporting.

Long-lived assets
Long-lived assets include property, plant and equipment, intangible assets and goodwill.
This category would include exploration and evaluation assets (E&E assets), reserves and
resources properties, development expenditures and production plant and equipment,
including those assets jointly held in a joint operation. Impairment considerations for all
long-lived assets, except for E&E assets, are covered by IAS 36: Impairment of Assets.
E&E assets are subject to IFRS 6: Exploration for and Evaluation of Mineral Resources
and IAS 36.

The general principles in these standards require companies to assess at each reporting
period whether there are any indications that assets may if impaired. The existence of one
or more indicators does not mean the assets are impaired; however, it does require
further testing to assess whether the assets are actually impaired. The testing involves
determining the recoverable amount of the assets which is the higher of the fair value of
the assets less the cost to dispose those assets or value in use (that is the present value of
cash flows from the continued use of the assets and their disposal at the end of their
useful life). If the recoverable amount is below the carrying amount of the assets, then
impairment exists and a loss is recognized. The general principles also require a reversal
of the impairment losses for all long-lived assets except goodwill if certain conditions
exist.

In the questions and answers below, the term “asset” refers to either an individual asset
or a cash generating unit.

Indicators of potential impairment

3. Are the declines in spot market prices of commodities an indicator of
impairment of long-lived assets of energy and mining companies?

Entities must apply judgment when assessing whether an impairment indicator has
occurred. A downward trend in commodity prices is not always a triggering event
for impairment testing. However, the underlying conditions contributing to the
trend may well be indicators for many entities.

Commodity price movements can be volatile and move between troughs and spikes.
Downward price movements can assume more significance if they are expected to
persist for longer periods. Forward price curves may provide a reference point for
future price assumptions. If a decline in prices is expected to be prolonged and for a
significant proportion of the remaining expected life of a resource property asset,
this is more likely to be an impairment indicator.

Short term market fluctuations may not be impairment indicators if spot prices are
expected to return to higher levels within the near future. Such assessments can be
difficult to make, with price forecasts becoming difficult when a longer view is
taken.
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Entities should approach this area with care. The process of defining the level of
spot price movements as an indicator of impairment should, in particular, consider
the relevant cost base. Downward price movements would be more significant for
resource properties which are high cost producers.

4. Are significant declines in the market price of the company’s stock an
indicator of impairment for the company?

Not automatically. IAS 36 includes as an indicator the situation when the market
capitalization is less than the carrying value of the net assets of an entity. While a
company’s stock price may have decreased significantly, the market capitalization
may still exceed the net book value of the company.

IAS 36 does not provide any guidance as to how market capitalization is applied.
We believe entities may consider market capitalization for a period before the
period-end date along with the market capitalization trend and stock volatility to
draw a balanced conclusion. For example, a weighted average market price for a
reasonable period of time may be appropriate to adjust for any market anomalies.
However, a downward trend of consistent stock price declines during the period
with period-end prices being below the net book value per share may indicate a
possible impairment.

However, once the threshold is crossed at the period-end date, the entity would be
required to conduct further analysis of the impairment indicator. In some cases, a
company may have multiple assets, some of which may be under water and others
that may not. We do not believe each asset would necessarily have to be examined
in detail. The entity should isolate the assets that are exposed to impairment by
considering factors outlined in the response to Question 5. If a company only has a
single asset, we would expect that the recoverable amount would be calculated to
determine whether there is an impairment of that asset.

It should be noted that the indicators of a reversal of an impairment loss do not
include the market capitalization exceeding the carrying amount of the net assets of
the entity.

5. Which impairment indicators may be influenced by the trend in
commodity prices?

Changes in commodity prices may influence other impairment indicators for long-
lived asset. Some examples of indicators that may be influenced by a downward
trend in commodity prices are noted below.

Long-lived assets other than E&E assets

 Foreign exchange rate movements may occur and increase costs, particularly
in countries whose economies are based on natural resources.

 Production of lower grade reserves may no longer be economically feasible.
 Production from a property may be reduced as the property may be placed

under care and maintenance due to decreased market demand for the
commodities.

 Forecasted growth rates may be lowered.
 Cost of capital may be increased.
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 Actual or budgeted performance metrics (net cash flows or operating results)
may significantly deteriorate.

E&E assets

 Further exploration and evaluation of certain assets may be curtailed.
 Funding for completing exploration and evaluation of assets may not be

available as markets reallocate resources.

Calculating the recoverable amount

6. If an indicator exists, does the recoverable amount have to be
calculated?

Not necessarily. IAS 36 indicates that the concept of materiality should be applied
in determining whether the recoverable amount needs to be estimated.

Any previous estimates of the recoverable should be reviewed to determine whether
the recoverable amount was significantly higher than the carrying amount and how
the current indicators affect any headroom in the previous calculation. The
company may be able to support that the current events do not eliminate the
headroom.

Companies should obtain an understanding of the more sensitive factors and
assumptions that significantly affect the estimates of recoverable amount of an
asset and assess whether the current indicators would have a significant impact on
those factors and assumptions and the recoverable amount.

7. If there are indications that an asset may be impaired and the
recoverable amount is required to be estimated, can the estimate of the
recoverable amount of the asset be delayed to allow the company to
gather more information?

If management concludes that there are indications an asset may be impaired, the
standards require the recoverable amount to be calculated to determine if
impairment actually exists. IAS 34, IAS 36 and IFRS 6 do not include any
provisions that permit the deferral of the measurement of the recoverable amount
until a later period.

IAS 34 requires measurements to be made that are reliable, but recognizes these
are estimates which may be subsequently updated in the next reporting period by
additional impairment losses or reversal of impairment losses. IAS 36 also permits
the use of estimates, averages and computational short-cuts to provide a reasonable
approximation of the recoverable amount. Any adjustments necessary as a result of
more definitive calculations would be recorded in the subsequent period.

8. Can an entity change methods of measuring recoverable amount?

Yes. The recoverable amount of an asset is the higher of the asset’s fair value less
cost to dispose (FVLCD) or its value in use (VIU).
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FVLCD is the fair value of the asset less incremental costs to dispose the asset. Fair
value would be determined using IFRS 13: Fair value measurement, and the
requirements of IAS 36 which establishes a hierarchy for the best evidence of fair
value as follows:

 Price in a binding sales agreement in an arm’s length transaction.
 Asset’s market price in an active market (current bid price or price of most

recent transaction).
 Fair value measurement using best information available which may include

income.

VIU is the present value of future cash flows expected to be derived from the asset.

If there is an indication that an asset may be impaired, the first step under IAS 36 is
to calculate either the asset’s FVLCD or VIU to determine if the asset is actually
impaired. If the measure calculated passes, the other measure is not required to be
calculated. Entities can use either measure in this determination and can change
between the measures from period to period.

If the measure does not pass (i.e., either the FVLCD or VIU of the asset is less than
its carrying amount), the entity will generally have to calculate the other measure
and use the higher of the two amounts to determine the amount of the impairment
loss or reversal of the impairment loss.

It is possible that companies that have used the FVLCD method in prior
impairment assessments may find the VIU method provides a higher amount. This
may occur because there are specific factors related to the asset that are not
available to market participants (e.g., synergies). In addition, an entity may have
specific detailed knowledge about the asset that results in a level of uncertainty
about future cash flows expected from the asset to differ from the risks premium
allocated by market participants. The FVLCD may still result in a higher amount
than VIU as it allows for inclusion of positive impacts of restructuring not yet
committed and any major capacity investments.

9. What are the key differences between the FVLCD and VIU models?

FVLCD reflects the amount obtainable from a sale of the asset in an arm’s length
transaction. In many cases, there will not be a binding sales price or market price
for an extractive asset and a valuation technique would be used. There are a
number of valuation techniques that may be used that are consistent with IFRS 13:
Fair value measurement. Frequently, in practice, a discounted cash flow or present
value technique is used.

VIU is the present value of the net cash flows from the continued use of the asset
and its disposal at the end of its useful life. The VIU method is a specific application
of a present value technique and IAS 36 prescribes use of management’s best
estimates with certain restrictions.
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When a discounted cash flow model is used to determine FVLCD, there may be
many similarities with the model used for the VIU calculation. However, there can
often be some key differences that should not be overlooked.

The cash flows projections used in a FVLCD model will often be based on
management’s projections. The projections may need to be adjusted to take into
account assumptions supported by market evidence such as market prices and
industry and analysts reports. The cash flows used in the FVLCD model may be
different from those used in the VIU model. The FVLCD assumptions could include
restructurings, reorganizations or future investments if rational market
participants would be expected to undertake these expenditures and activities in
order to enhance their return. The VIU model excludes the expenditures, cost
savings and enhanced revenues from uncommitted restructurings, reorganizations
and future investments.

Investments to maintain the current condition of the asset are permitted under the
VIU model as well as cash flows for a development project that is not yet
completed. Any future investments included should be consistent with the current
plans approved by management.

Restructurings referred to in IAS 36 are those contemplated in IAS 37: Provisions,
contingent liabilities and contingent assets. A restructuring is defined in IAS 37 as
“a programme that is planned and controlled by management, and materially
changes either: (a) the scope of the business undertaken by an entity; or (b) the
manner in which that business is conducted.” Examples of restructurings referred
to in IAS 37 are sale or termination of a line of business, the closure of locations,
relocation of activities, changes in management structure, and fundamental
reorganizations that have a material effect on the nature and focus of the business.
If a restructuring plan qualified to be recognized under IAS 37, the related cash
flows would generally be included in a VIU calculation.

The FVLCD model is a post-tax measure and includes tax cash flows whereas the
tax cash flows must be excluded from the VIU model.

The discount rate applied in the FVLCD model should reflect the market
participant’s required rate of return on the investment. This may be, but is not
always, the entity’s cost of capital. The discount rate should reflect the return
required on the asset in isolation. An entity’s cost of capital is the weighted average
of the risks of the entity as a whole and not necessarily the risks of the asset being
tested for impairment. IFRS 13 indicates that a capital asset pricing model may be
appropriate for certain assets.

The discount rate used in the VIU model should reflect the time value of money for
the periods until the end of the asset’s useful life, market risks, country risks, risks
specific to the asset, and other factors that market participants would reflect in
pricing the expected future cash flows. As a starting point in calculating such a rate,
management might use the entity’s weighted average cost of capital or appropriate
borrowing rates. These rates would be adjusted to factor in the risks associated with
the asset being tested.
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10. What key assumptions used to prepare cash flow projections may be
affected by the current trends in commodity prices?

If a discounted cash flow model is used, the trend in commodity prices may affect:

 Projected volume of sales reflecting changes in demand for the commodities,
changes in a company’s market share and changes in market size.

 Projected sales prices reflecting the current and future forecasted prices.
 Projected variable and fixed operating costs and capital expenditures

reflecting changes in volume of sales and operating plans.
 Reserve cut-off grades.
 Any extrapolation of cash flows over the remaining life of the property’s

reserves.

The timing of cash flows may also be affected by the current trends in commodity
prices. Lower demand for commodities may delay both cash inflows and outflows.
The change in timing of cash flows could have a material impact on both the
FVLCD and VIU models.

The economic and market conditions may increase uncertainties about the cash
flows used in the models. This heightened uncertainty should be taken into account
by either adjusting the cash flows or discount rates. We note that most companies
generally do not determine multiple cash flow models for such uncertainties and
apply probability weightings to each, but rather adjust the discount rate to account
for heightened risks and uncertainties.

11. Should discount rates be adjusted for commodity market conditions?

Both IAS 36 and IFRS 13 require a present value measurement to capture
expectations about the possible variations in the amount and timing of cash flows
and a risk premium (i.e., the price for bearing the uncertainty inherent in the cash
flows).

Despite the market conditions, management should continue to use the established
methods for calculating the discount rate. However, a reassessment of each input
into the calculation and assessment of the overall result is needed and might result
in a different discount rate than the one used in previous calculations of the
recoverable amount. In a discounted cash flow approach, cash flows are discounted
over a long period. The key components of the discount rate should also be viewed
over the long term.

The discount rate does not simply result from the application of a formula. It
requires the exercise of judgement. If the cash flows are not believed to incorporate
a sufficient level of risks, the discount rate might need to be adjusted upwards.
However, management should first attempt to adjust the cash flows prior to
making any adjustments to the discount rate, as it is generally difficult to estimate
and support the amount by which the discount rate should be adjusted. To the
extent that uncertainties are not reflected in cash flows (for example, through
probability-weighting), they may have to be reflected as an additional specific risk
premium in the discount rate. These adjustments may be considered to be short-
cuts or approximations that can be used for interim financial statements and fine-
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tuned in subsequent periods when more information is available to complete a
more detailed analysis.

12. Will studies and data about reserves and other information used to
determine the future output of the resource property need to be
updated?

Not necessarily. If an entity has reasonable and supportable basis to conclude that
the underlying data will not be affected by the triggering events, the existing studies
and data may continue to be used for any calculations of FVLCD and/or VIU.
However, if the indicators are expected to materially affect the underlying data (for
example, the amount of commercial resources expected to be extracted or timing of
extracting the commercial resources), an entity will have to determine how it would
update these models to take these factors into account.

If management has updated its business plans to reflect expected and current
market and economic conditions, these changes should be reflected in any forecasts
used in the determination of the recoverable amount.

Entities may use approximations and other shortcuts to make an estimate for the
quarter and fine-tune those estimates in a later quarter, if necessary. Mining
companies using life of mine models may be able to adjust the expected cash flows,
discount rate and use multipliers such as the Net Asset Value multiplier used by
gold mining companies to capture the impact of the indicators.

13. If an entity has a single asset and its market capitalization is below the
carrying amount of its net assets, is the asset required to be written
down to the market capitalization amount?

Not necessarily. IAS 36 requires the use of the higher of the FVLCD and VIU. If
VIU is higher, the market capitalization would not be relevant.

Under IAS 36, only the carrying amount of the asset is included in the analysis.
Liabilities are not included unless the recoverable amount cannot be determined
without consideration of the liabilities. For example, site restoration liabilities may
have to be included if the owner of the asset must restore the site. Generally the
market capitalization would take into account the debt of the company and its
liquidity.

However, there may be circumstances where an entity has a single asset that is
solely financed by equity and the market capitalization may be an input that is used
and adjusted, if necessary, to determine whether impairment exists and the amount
of the impairment loss.

14. Will an impairment test be required at year-end if an impairment loss
is recognized in an interim period?

Goodwill, indefinite lived intangibles and intangibles under development are
required to be tested at a minimum once per year, irrespective of whether there is
an indicator of impairment. The timing of the current annual impairment test for
these assets should be the same as the testing date in the prior year. So cash
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generating units containing goodwill or these types of intangible assets may have to
be tested again during the year.

Further indicators of impairment for long-lived assets may develop subsequent to
the most recent impairment test and entities should be prepared to update
impairment tests at subsequent interim or annual period-ends.

Depreciation and amortization rates

15. Will depreciation or amortization rates need to be changed?

Under IAS 36, if there is an indication of impairment, the depreciation or
amortization method needs to be reviewed and adjusted, if necessary. IAS 16
requires the useful life of an asset to be reviewed when expectations differ from
previous estimates, including changes in expected usage of the asset and changes in
market demand for the output. IAS 38: Intangible assets, has similar guidance.

Disclosures

16. If impairment losses are recognized, what disclosures are required in
interim financial statements?

IAS 34 requires disclosures about any impairment losses recognized during the
interim period. These disclosures are provided on a year-t0-date basis. The
disclosures for impairment of assets are set out in IAS 36, paragraphs 126 to 132,
and include the aggregate amount of impairment losses or reversals recognized in
the income statement, the amount of impairment losses or reversals by segment,
details about each material impairment loss recognized or reversed, and the nature
of other impairment losses recognized or reversed.

17. If impairment losses are not recognized, what disclosures are required
in interim financial statements?

When it is determined that there is no impairment, IAS 34 does not require any of
the IAS 36 disclosures including those related to estimates of the recoverable
amount of cash generating units containing goodwill or intangible assets with
indefinite lives. However, IAS 34 does require an explanation of events and
transactions that are significant to the understanding of the changes in financial
position and performance of the entity since the most recent year-end. Disclosure
about sources of estimation uncertainty and reasonably possible changes in key
assumptions that would result in an impairment loss may be appropriate to provide
the reader with an understanding of the changes in estimates since the last annual
reporting period.

18. What disclosures should be made in MD&A about impairment losses
and the risks and uncertainties about future impairment losses?

The entity’s Management Discussion and Analysis (MD&A) for an interim period is
an update of the annual MD&A. The discussion in an interim period should cover
changes in known trends, demands, events and uncertainties that are reasonably
likely to have a material effect on the entity’s business. This includes industry and
economic factors. Entities will have to consider how any trend in commodity prices
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should be explained in the MD&A and whether comments about risks and
uncertainties about potential impairment losses need to be updated.

Inventories
Impairment guidance for inventories is included in IAS 2: Inventories. Inventories are
generally carried at the lower of cost or net realizable value (NRV). NRV is the net selling
price less all costs to be incurred in converting the relevant inventory to saleable product
and delivering it to the customer.

Net realizable value

19. Do the declines in spot market prices of commodities affect the
valuation of inventories of natural resource companies?

Most likely. While NRV is not the fair value of the inventories, the net selling price
is generally based on the period-end spot prices or forward prices. The prices in
forward sales contracts may be used unless the contract is required to be
recognized as a financial instrument under IAS 39: Financial instruments:
Recognition and measurement.

Assumptions used in determining inventories in stockpiles should reflect the
mineral content and be consistent with life of mine plan and assumptions used in
the impairment analysis of long-lived assets.

IAS 34 specifically refers to inventories as an area where greater use of estimates
may be used for determining quantities, cost and NRV.

Disclosures

20. Are disclosures of inventory write-downs required in the interim
financial statements?

IAS 34 requires disclosures about inventory write-downs. These disclosures would
be based on IAS 2 requirements which include the amount of inventory write-
downs, the amount of reversals of inventory write-downs and reasons for reversals.

Investments in equity securities
Entities may invest in the shares or securities of energy and mining companies. Most
companies currently apply IAS 39: Financial instruments: Recognition and
measurement to account equity securities held other than investments in associates and
joint ventures which are covered by IAS 28: Investments in associates and joint ventures.

These investments may be classified as trading, available for sale, associates or joint
ventures. Trading investments are carried at fair value with unrealized gains and losses
included in income. Available for sale investments are usually carried at fair value with
changes in fair value included in other comprehensive income. If a reliable estimate of the
fair value of an unquoted equity security cannot be made, IAS 39 permits the investment
to be carried at cost. Investments in associates and joint ventures are accounted for using
the equity method of accounting.

IAS 39 and IAS 28 both require an assessment of whether there is an objective evidence
of impairment of an investment to be completed at each balance sheet date. The guidance
on objective evidence of impairment is found in IAS 39, paragraphs 58 to 70. The
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determination of the amount of an impairment loss recognized for available for sale
securities and unquoted equity securities is based on IAS 39 guidance and for
investments in associates and joint ventures is based on IAS 36 and IAS 28.

Impairment indicators

21. Do declines in commodity prices represent objective evidence of
impairment of investments in other natural resource companies?

Not necessarily. Objective evidence of impairment of an investment may result
from one or more loss events that have an impact on the estimated future cash
flows of the financial asset. These loss events may result from financial difficulty of
the issuer or adverse effects resulting from the technological, market, economic or
legal environment in which the issuer operates indicating that the cost of the
investment may not be recovered.

The decline in commodity prices may affect the sales prices and volumes of
commodities sold by the issuer and the liquidity of the issuer. If these changes have
adverse effects such that the cost of the investment is not expected to be recovered,
an impairment loss would be recognized if the fair value of the investment was
below its original cost.

22. Is a decline in the stock price of an investee objective evidence of
impairment of the investment?

Not automatically. IAS 39, as confirmed by the Interpretations Committee,
requires an impairment loss to be recognized if there has been a significant or
prolonged decline in the fair value of the equity securities below its cost. This
assessment requires the use of judgment.

The significance of the decline in fair value is assessed against the original cost of
the investment using both quantitative and qualitative factors. Volatility of the fair
value of a stock may be considered in determining whether the decline is
significant. Market prices of securities of energy and mining companies may have
higher volatility and larger declines may be tolerated before impairments are
recognized. The overall direction of market price movements should also be
considered. A continuing downward trend in market price of the investee’s stock
cannot be overlooked.

Prolonged is measured against the period of time that the fair value has been below
cost. The determination of whether the decline is prolonged requires judgment and
should be consistent with the company’s accounting policy. Generally, a decline of
12 months or more would likely be prolonged.
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Calculation of impairment loss

23. Are impaired investments required to be written down to fair value of
the investment?

Available for sale investments

Available for sale investments are carried at fair value. If the investment is
impaired, the full amount of unrealized losses recognized in accumulated other
comprehensive income is required to be transferred to net income. Further declines
in the fair value of the investment in subsequent periods are also required to be
recognized in net income in those subsequent periods. However, any subsequent
increase in the fair value of the investment is not recognized in net income, but
rather is recognized in other comprehensive income.

Investments at cost

If an investment is carried at cost, IAS 39 requires the investment to be written
down to the present value of estimated future cash flows discounted at the current
rate of return for a similar financial asset. The write-down is included in net
income and reversals of the write-down are not permitted.

Associates and joint ventures

If there is objective evidence of impairment of an investment in an associate or a
joint venture, IAS 28 requires the entire carrying amount of the investment to be
tested for impairment using the principles in IAS 36. This requires a comparison of
the carrying amount of the investment with the recoverable amount – the higher of
FVLCD or VIU. This is the same guidance that is applied to impairments of long-
lived assets.

IAS 28 also provides guidance on the calculation of VIU. VIU can be estimated
either as the investor’s share of the present value of estimated future cash flows of
the investee and proceeds from the ultimate disposal of the investment or the
present value of estimated future cash flows arising from dividends to be received
from the investee and proceeds from the ultimate disposal of the investment.

IAS 28 does permit the reversal of impairment losses if the recoverable amount of
the investment subsequently increases.

Disclosures

24. Are disclosures required in interim financial statements when losses
are recognized for impaired financial assets or the losses are reversed?

IAS 34 requires disclosures about impairment of financial assets or reversals of
those impairments if they are significant.

IFRS 7: Financial instruments: Disclosures, would apply to available for sale
securities and unquoted equity securities carried at cost.

IAS 36 disclosures would apply to investments in associates and joint ventures.
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Auditor review of interim financial statements
Many companies have their interim financial statements reviewed by their auditor to
assist the audit committee in discharging their responsibilities under the provisions of
securities legislation. Auditor review of interim financial statements may also be required
for interim financial statements included in a prospectus or other offering document. If a
company does not typically have their interim financial statements reviewed by their
auditor they may want to consider engaging the auditor to review the interim financial
statements during challenging economic conditions where events have occurred that call
into question the recoverability or valuation of assets.

25. What is the extent of the auditor’s review procedures related to
impairment losses or reversal of impairment losses recognized in
interim financial statements?

A review of interim financial statements consists principally of applying analytical
procedures to financial data, and making enquiries of and having discussions with
management. The enquiries focus on, among other things, internal control over
financial reporting, significant changes in the entity’s business, unusual and
significant events and transactions occurring, and estimates made. Unusual events
would include impairment of assets and trends and developments affecting
accounting estimates.

Interim review procedures normally do not involve obtaining corroborative
evidence to support the review conclusions. The auditor may not ask for the
detailed analysis used by management to determine the recoverable amount, the
fair value or the net realizable value of the applicable assets. However, the auditor
may decide to apply certain auditing procedures as part of its audit for the current
year during the interim review, particularly if there are unusual or significant
transactions or events. Also the audit committee may request additional procedures
be applied to provide them with comfort on the impairment analysis. If auditing
procedures are not applied during the interim review, the auditor may need to
revisit the area during the year-end audit.

Early discussions of potential impairments and management’s processes,
procedures and internal controls would be beneficial to both management in
developing management’s estimates and the auditor in considering the extent of
procedures to be applied. These discussions should consider the expertise of
management in preparing the estimates and facilitate a thorough discussion
between the auditor’s and management’s experts. A thorough documentation of
management’s processes, procedures, assumptions and internal controls applied
would facilitate the review by the company’s auditor.

More information
For more information on asset impairments for energy and mining companies, please
contact your local engagement team who will be pleased to discuss the application of the
relevant IFRSs.


